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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the quarterly period ended March 31, 2016

OR

¨ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from                      to                     

Commission file number 814-00861

Fidus Investment Corporation

(Exact Name of Registrant as Specified in its Charter)
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Maryland 27-5017321
(State or Other Jurisdiction of

Incorporation or Organization)

(I.R.S. Employer

Identification No.)

1603 Orrington Avenue, Suite 1005

Evanston, Illinois 60201
(Address of Principal Executive Offices) (Zip Code)

(847) 859-3940

(Registrant�s telephone number, including area code)

n/a

(Former name, former address and former fiscal year, if changed since last report)

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.    Yes  x    No  ¨

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during
the preceding 12 months (or for such shorter period that the registrant was required to submit and post such
files).    Yes  ¨    No  ¨

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of �large accelerated filer,� �accelerated filer� and �smaller reporting
company� in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer ¨ Accelerated filer x

Non-accelerated filer ¨  (Do not check if a smaller reporting company) Smaller reporting company ¨
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act).    Yes  ¨    No  x

As of May 4, 2016, the Registrant had outstanding 16,312,363 shares of common stock, $0.001 par value.
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PART I � FINANCIAL INFORMATION

Item 1. Financial Statements.

FIDUS INVESTMENT CORPORATION

Consolidated Statements of Assets and Liabilities

(in thousands, except shares and per share data)

March 31, 2016
(unaudited)

December 31,
2015

ASSETS
Investments, at fair value
Control investments (cost: $12,042 and $12,042, respectively) $ �  $ 618
Affiliate investments (cost: $105,693 and $105,930, respectively) 113,292 111,846
Non-control/non-affiliate investments (cost: $342,248 and $330,366,
respectively) 342,390 330,805

Total investments, at fair value (cost: $459,983 and $448,338, respectively) 455,682 443,269
Cash and cash equivalents 13,041 31,657
Interest receivable 5,725 4,520
Prepaid expenses and other assets 1,099 1,222

Total assets $ 475,547 $ 480,668

LIABILITIES
SBA debentures, net of deferred financing costs (Note 6) $ 210,067 $ 209,394
Borrowings under credit facility, net of deferred financing costs (Note 6) 10,321 14,734
Accrued interest and fees payable 722 2,840
Due to affiliates 5,565 5,762
Taxes payable �  400
Accounts payable and other liabilities 147 176

Total liabilities 226,822 233,306

Commitments and contingencies
NET ASSETS
Common stock, $0.001 par value (100,000,000 shares authorized, 16,312,363
and 16,300,732 shares issued and outstanding at March 31, 2016 and
December 31, 2015, respectively) 16 16
Additional paid-in capital 246,487 246,307
Undistributed net investment income 14,612 13,887
Accumulated net realized (loss) gain on investments, net of taxes and
distributions (6,684) (6,145) 
Accumulated net unrealized (depreciation) appreciation on investments (5,706) (6,703) 
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Total net assets 248,725 247,362

Total liabilities and net assets $ 475,547 $ 480,668

Net asset value per common share $ 15.25 $ 15.17

See Notes to Consolidated Financial Statements (unaudited).

1
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FIDUS INVESTMENT CORPORATION

Consolidated Statements of Operations (unaudited)

(in thousands, except shares and per share data)

Three Months Ended
March 31,

2016 2015
Investment Income:
Interest income
Control investments $ �  $ 128
Affiliate investments 2,844 2,345
Non-control/non-affiliate investments 10,603 9,450

Total interest income 13,447 11,923
Dividend income
Affiliate investments 162 30
Non-control/non-affiliate investments 81 107

Total dividend income 243 137
Fee income
Affiliate investments 7 �  
Non-control/non-affiliate investments 968 764

Total fee income 975 764
Interest on idle funds and other income 26 14

Total investment income 14,691 12,838

Expenses:
Interest and financing expenses 2,600 2,130
Base management fee 1,983 1,791
Incentive fee 1,880 1,599
Administrative service expenses 321 368
Professional fees 482 439
Other general and administrative expenses 318 293

Total expenses 7,584 6,620

Net investment income before income taxes 7,107 6,218
Income tax provision (benefit) 25 (11) 

Net investment income 7,082 6,229

Net realized and unrealized gains (losses) on investments:
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Realized (losses) on non-control/non-affiliate investments (310) �  
Net change in unrealized appreciation on investments 768 180

Net gain on investments 458 180

Net increase in net assets resulting from operations $ 7,540 $ 6,409

Per common share data:
Net investment income per share-basic and diluted $ 0.43 $ 0.39

Net increase in net assets resulting from operation per share � basic and diluted $ 0.46 $ 0.40

Dividends declared per share $ 0.39 $ 0.38

Weighted average number of shares outstanding � basic and diluted 16,301,499 16,060,057

See Notes to Consolidated Financial Statements (unaudited).

2

Edgar Filing: FIDUS INVESTMENT Corp - Form 10-Q

Table of Contents 8



Table of Contents

FIDUS INVESTMENT CORPORATION

Consolidated Statements of Changes in Net Assets (unaudited)

(in thousands, except shares)

Common Stock

Number of
shares

Par
value

Additional
paid in
capital

Undistributed
net investment

income

Accumulated
net

realized
(loss) on

investments,
net of taxes and
distributions

Accumulated
net unrealized
(depreciation)
appreciation on
investments

Total net
assets

Balances at December 31,
2014 16,051,037 $ 16 $ 243,008 $ 12,433 $ (15,999) $ 3,805 $ 243,263
Public offerings of common
stock, net of expenses 49,193 �  882 �  �  �  882
Shares issued under dividend
reinvestment plan 12,922 �  213 �  �  �  213
Net increase in net assets
resulting from operations �  �  �  6,229 �  180 6,409
Dividends declared �  �  �  (6,099) �  �  (6,099) 

Balances at March 31, 2015 16,113,152 $ 16 $ 244,103 $ 12,563 $ (15,999) $ 3,985 $ 244,668

Balances at December 31,
2015 16,300,732 $ 16 $ 246,307 $ 13,887 $ (6,145) $ (6,703) $ 247,362
Public offerings of common
stock, net of expenses �  �  �  �  �  �  �  
Shares issued under dividend
reinvestment plan 11,631 �  180 �  �  �  180
Net increase in net assets
resulting from operations �  �  �  7,082 (539) 997 7,540
Dividends declared �  �  �  (6,357) �  �  (6,357) 

Balances at March 31, 2016 16,312,363 $ 16 $ 246,487 $ 14,612 $ (6,684) $ (5,706) $ 248,725

See Notes to Consolidated Financial Statements (unaudited).

3
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FIDUS INVESTMENT CORPORATION

Consolidated Statements of Cash Flows (unaudited)

(in thousands)

Three Months Ended
March 31,

2016 2015
Cash Flows from Operating Activities:
Net increase in net assets resulting from operations $ 7,540 $ 6,409
Adjustments to reconcile net increase in net assets resulting from
operations to net cash (used for) operating activities:
Net change in unrealized (appreciation) on investments (768) (180) 
Realized losses on investments 310 �  
Interest and dividend income paid-in-kind (1,087) (1,074) 
Accretion of original issue discount (60) (151) 
Accretion of loan origination fees (316) (212) 
Purchase of investments (42,348) (39,561) 
Proceeds from sales and repayments of investments 31,581 24,679
Proceeds from loan origination fees 275 250
Amortization of deferred financing costs 273 234
Changes in operating assets and liabilities:
Interest receivable (1,205) (975) 
Prepaid expenses and other assets 123 69
Accrued interest and fees payable (2,118) (1,753) 
Due to affiliates (197) (161) 
Taxes payable (400) (328) 
Accounts payable and other liabilities (29) (72) 

Net cash (used for) operating activities (8,426) (12,826) 

Cash Flows from Financing Activities:
Proceeds from stock offerings, net of expenses �  882
Proceeds received from SBA debentures 500 5,000
Net (repayments of) proceeds received from borrowings under credit
facility (4,500) 800
Payment of deferred financing costs (13) (921) 
Dividends paid to stockholders, including expenses (6,177) (5,886) 

Net cash (used for) financing activities (10,190) (125) 

Net (decrease) in cash and cash equivalents (18,616) (12,951) 
Cash and cash equivalents:
Beginning of period 31,657 29,318
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End of period $ 13,041 $ 16,367

Supplemental disclosure of cash flow information:         Our distributions to
shareholders constitute
dividends for federal
income tax purposes up
to the amount of our
positive current and
accumulated earnings
and profits and, to that
extent, will be taxable as
ordinary income (except
to the extent that we
designate any portion of
such dividend as a
"capital gain" dividend
or, in the case of
shareholders taxed at
individual rates who
satisfy certain holding
period requirements, as
"qualified dividend
income" pursuant to
applicable federal
income tax rules). To the
extent that we make a
distribution in excess of
our earnings and profits,
the distribution will be
treated first as a tax-free
return of capital to the
extent of your tax basis
in our common stock
and, to the extent in
excess of your basis, will
be taxable as a gain
realized from the sale of
your common stock.
Distributions to
corporate shareholders,
including amounts
taxable as dividends to
corporate shareholders,
will not be eligible for
the corporate
dividends-received
deduction.

        If you participate in
the dividend
reinvestment program
under the Plan, it is
expected that you will be
treated for federal
income tax purposes as
having received, on the
date the shares are
acquired, a distribution
in an amount equal to the
sum of (a) the fair market
value of the shares on the

Edgar Filing: FIDUS INVESTMENT Corp - Form 10-Q

Table of Contents 11



date the shares were
acquired with reinvested
dividends and (b) any
cash distributions
actually received by you
with respect to common
stock not included in the
Plan. The treatment of
Optional Cash
Investments is unclear,
with most of the
guidance being private
letter rulings issued by
the IRS on which other
taxpayers are not entitled
to rely. In the most
recent private letter
ruling (involving a plan
which did not use open
market purchases), the
IRS concluded that there
is no deemed distribution
in connection with stock
acquired through a stock
purchase plan. In that
ruling, the IRS did not
make any distinction
between persons who
participate only in the
stock purchase plan and
persons who participate
in the dividend
reinvestment plan and
the stock purchase plan.
In earlier private letter
rulings, the IRS has
suggested that a
participant in both plans
is treated as receiving a
distribution with respect
to the Optional Cash
Investments, which is
taxed as described above,
in an amount equal to
(i) any excess of the fair
market value of the
shares on the investment
date over the amount of
the optional cash
payment, plus (ii) the
amount of any brokerage
commissions, mark-ups,
and other fees or
expenses incurred by the
REIT on the participant's
behalf in connection with
purchases on the open
market. The earlier
private letter rulings also
suggested that a
shareholder who
participated solely in the
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stock purchase plan
would not be treated as
receiving a deemed
distribution in
connection with stock
acquired through the
plan. Until further
guidance is issued, we
intend to take the
position that
shareholders who are
both participating in the
dividend reinvestment
program and making
Optional Cash
Investments will be
treated as receiving a
distribution with respect
to the Optional Cash
Investments in an
amount equal to the
excess of the sum of the
fair market values of
shares purchased on each
Purchase Date over the
Optional Cash
Investments made by the
shareholder. The total
amount of cash dividends
and other distributions
will be reported to you
and to the IRS on the
appropriate tax form
shortly after the end of
each year.

        Your tax basis in
shares of common stock
acquired under the Plan
with reinvested cash
distributions will be
equal to the fair market
value of such shares as of
the date of acquisition of
shares on your behalf
under the Plan. Your tax
basis in additional shares
of common stock
acquired under the Plan
with Optional Cash
Investments should be
equal to the amount of
such Optional Cash

24
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Investments plus the
amount, if any, of any
amount treated as a
distribution to you. Your
holding period for shares
of common stock
acquired with reinvested
cash distributions
generally will commence
on the day after the
dividend payment date.
If, however, the shares
are acquired with
Optional Cash
Investments or are
purchased with
reinvested cash
distributions in the open
market, the holding
period will commence on
the day after the date of
purchase.

        You will not
recognize gain or loss for
U.S. federal income tax
purposes upon your
receipt of certificates for
shares previously
credited to your Plan
account. However, you
will generally recognize
gain or loss when you
sell or exchange shares
received from the Plan or
when a fractional share
interest is liquidated.
Such gain or loss will
equal the difference
between the amount that
you receive for such
fractional share interest
or such shares and your
tax basis in such
fractional share interest
or shares.

        We or the Plan
Administrator may be
required to deduct as
"backup withholding"
twenty-eight percent
(28%) (the rate under
current law) of all
dividends paid to you,
regardless of whether
such dividends are
reinvested pursuant to
the Plan. Similarly, the
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Plan Administrator may
be required to deduct
backup withholding from
all proceeds from sales
of common stock held in
your account. You are
subject to backup
withholding if: (a) you
have failed properly to
furnish us and the Plan
Administrator with your
correct tax identification
number ("TIN"); (b) the
IRS or a broker notifies
us or the Plan
Administrator that the
TIN furnished by you is
incorrect; (c) the IRS or a
broker notifies us or the
Plan Administrator that
backup withholding
should be commenced
because you failed to
properly report dividends
paid to you; or (d) when
required to do so, you
fail to certify, under
penalties of perjury, that
you are not subject to
backup withholding.
Backup withholding
amounts will be withheld
from dividends before
such dividends are
reinvested under the
Plan. Therefore, if you
are subject to backup
withholding, dividends to
be reinvested under the
Plan will be reduced by
the backup withholding
amount.

        If you are a foreign
shareholder you need to
provide the required
federal income
certifications to establish
your status as a foreign
shareholder so that the
backup withholding
described above does not
apply to you. You also
need to provide the
required certifications if
you wish to claim the
benefit of exemptions
from federal income tax
withholding or reduced
withholding rates under a
treaty or convention
entered into between the
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United States and your
country of residence. If
you are a foreign
shareholder whose
dividends are subject to
federal income tax
withholding, the
appropriate amount will
be withheld and the
balance in shares of
common stock will be
credited to your account.

        Foreign
shareholders who elect to
make Optional Cash
Investments only will
continue to receive
regular cash dividends on
shares registered in their
names in the same
manner as if they were
not participating in this
Plan. Funds for Optional
Cash Investments must
be in United States
dollars and will be
invested in the same way
as payments from other
participants.

        All costs of
administering the Plan,
except for the fees noted
in response to
Question 9, will be paid
by us. Consistent with
the conclusion reached
by the IRS in a private
letter ruling issued to
another REIT, we intend
to take the position that
these costs do not
constitute a distribution
which is either taxable to
you or which would
reduce your basis in your
shares. However, since
the private letter ruling
was not issued to us, we
have no legal right to
rely on its conclusions.

        The foregoing is
intended only as a
general discussion of the
current federal income
tax consequences of
participation in the Plan,
and may not be
applicable to certain
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participants, such as
tax-exempt entities. You
should consult your
own tax and other
professional advisors
regarding the foreign,
federal, state and local
income tax
consequences
(including the effects of
any changes in
applicable law or
interpretations thereof)
of your individual
participation in the
Plan or the disposal of
shares acquired
pursuant to the Plan.

25
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FEDERAL INCOME
TAX

CONSIDERATIONS
RELATING TO
CAPITAL TRUST

The following is a
discussion of the
material United States
federal income tax
considerations
associated with our
decision to elect to be
taxed as a REIT and with
the ownership of our
common stock. The
following discussion is
not exhaustive of all
possible tax
considerations that may
be relevant to the REIT
election or with the
ownership of our
common stock.
Moreover, the discussion
contained herein does
not address all aspects of
taxation that may be
relevant to you in light of
your personal tax
circumstances, including,
for example, certain
types of shareholders
subject to special
treatment under federal
income tax laws,
including insurance
companies, tax-exempt
organizations, except to
the extent discussed
under the caption
"Taxation of Tax-Exempt
Shareholders", financial
institutions,
broker-dealers, and
foreign corporations and
persons who are not
citizens or residents of
the United States, except
to the extent discussed
under the caption
"Taxation of Non-U.S.
Shareholders."

The statements in
this discussion are based
upon, and qualified in
their entirety by, current
provisions of the Internal
Revenue Code, existing,
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temporary, and
currently-proposed,
Treasury Regulations
promulgated under the
Internal Revenue Code,
existing administrative
rulings and practices of
the Internal Revenue
Service and judicial
decisions. We cannot
give you any assurances
that future legislative,
administrative or judicial
actions or decisions,
which may be retroactive
in effect, will not affect
the accuracy of any of
the statements contained
herein.

You are urged to
consult your own tax
advisor regarding the
specific tax
consequences to you of
the ownership and sale
of stock in an entity
electing to be taxed as a
real estate investment
trust, including the
federal, state, local,
foreign and other tax
consequences of such
ownership and sale, as
well as potential changes
in the applicable tax
laws. This summary is
based on the facts and
applicable law as of the
date hereof.

Tax Consequences of
REIT Election; Taxable
REIT Subsidiary

        Our election to be
taxed as REIT was
effective January 1,
2003. Prior to January 1,
2003, we were subject to
federal and state income
taxation as a corporation
on all of our net taxable
income, which we paid,
and our shareholders
recognized income only
to the extent that we paid
a dividend from our
current or accumulated
earnings and profits. The
effect of the REIT
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election is that we
generally are taxable
only on our undistributed
income and under certain
other circumstances
described below, and our
shareholders generally
will be taxable on the
income distributed to
them. We have a
wholly-owned
subsidiary, CT
Investment Management
Co., that conducts
business activities that
are of a nature and scope
that would cause us to
fail to qualify as a real
estate investment trust if
we conducted such
activities through a
company taxed as a
REIT, we have elected to
have CT Investment
Management Co. treated
and operated as a taxable
REIT subsidiary. As a
result, CT Investment
Management Co. will be
directly taxed on its net
income, so that only its
after-tax income will be
available for
reinvestment or for
distribution to our
shareholders. In general,
any of the after-tax
income of CT Investment
Management Co.
distributed to our
shareholders will be
includable in our
shareholders' taxable
income; therefore, it will
be subject to a second
level of tax. We may
own an interest in one or
more taxable REIT
subsidiaries, in addition
to CT Investment
Management Co.

        In accordance with
our decision to be taxed
as a REIT, we have made
and expect to continue to
make a formal election to
be so taxed under
Section 856 of the
Internal Revenue Code,
commencing with our
taxable year beginning
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January 1, 2003. The
sections of the Internal
Revenue Code and
Treasury Regulations
applicable to
qualification and
operation as a REIT are
technical and complex.
Although we believe that
we will be organized and
will operate in a manner
necessary to satisfy the
requirements for taxation
as a REIT under the
Internal Revenue Code,
many of which are
discussed below, we
cannot assure you that
we will be able to so
operate for all periods
following the election.

26
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Taxation of a REIT

        If we qualify as a
REIT, generally we will
not be subject to federal
or state corporate income
taxes on net income
currently distributed to
shareholders. The benefit
of this tax treatment is
that it substantially
eliminates the "double
taxation" resulting from
the taxation at both the
corporate and
shareholder levels that
generally results from
operating a business
through a corporation.
Accordingly, income
generated by us generally
will be subject to
taxation solely at the
shareholder level upon
distribution. We will,
however, be required to
pay certain federal
income taxes, including
in the following
circumstances:

�
We
will
be
subject
to
federal
income
tax at
regular
corporate
rates
on
taxable
income,
including
net
capital
gain,
that
we
do
not
distribute
to
shareholders
during,
or
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within
a
specified
time
period
after,
the
calendar
year
in
which
such
income
is
earned.

�
We
will
be
subject
to the
"alternative
minimum
tax"
on
our
undistributed
items
of
tax
preference.

�
We
will
be
subject
to a
100%
tax
on
net
income
from
certain
sales
or
other
dispositions
of
property
that
we
hold
primarily
for
sale
to
customers
in the
ordinary
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course
of
business
(known
as
"prohibited
transactions").

�
If we
fail
to
satisfy
the
75%
gross
income
test
or
the
95%
gross
income
test,
both
described
below,
but
nevertheless
qualify
as a
REIT,
we
will
be
subject
to a
100%
tax
on an
amount
equal
to the
gross
income
attributable
to the
greater
of
the
amount
by
which
we
fail
the
75%
or
95%
gross
income
test
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multiplied
by a
fraction
intended
to
reflect
our
profitability.

�
If we
have
net
income
from
the
sale
or
other
disposition
of
"foreclosure
property,"
which
is
held
primarily
for
sale
to
customers
in the
ordinary
course
of
business,
or
other
nonqualifying
income
from
foreclosure
property,
we
will
be
required
to
pay
tax at
the
highest
corporate
rate
on
this
income.
In
general,
foreclosure
property
is
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property
acquired
through
foreclosure
after
a
default
on a
loan
secured
by
the
property
or on
a
lease
of
the
property.

�
If we
acquire
an
asset
from
a
corporation
that
is not
a
REIT
in a
transaction
in
which
the
basis
of
the
asset
in
our
hands
is
determined
by
reference
to the
basis
of
the
asset
in the
hands
of
the
transferor
corporation,
and
we
subsequently
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sell
the
asset
within
ten
years,
we
would
be
required
to
pay
tax at
the
highest
regular
corporate
tax
rate
on
this
gain
to the
extent
the
fair
market
value
of
the
asset
exceeds
our
adjusted
tax
basis
in the
asset,
in
each
case,
determined
as of
the
date
on
which
we
acquired
the
asset.
The
results
described
in
this
paragraph
assume
that
we
will
not
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instead
elect
to
pay
an
immediate
tax
when
the
asset
is
acquired.
We
will
also
be
subject
to a
tax
liability
on
such
excess
of
fair
market
value
over
adjusted
tax
basis
for
all of
our
assets
that
were
held
as of
January 1,
2003,
the
effective
date
of
our
election
to be
taxed
as a
REIT.

�
We
will
generally
be
subject
to tax
on
the
portion
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of
any
"excess
inclusion"
income
derived
from
an
investment
in
residual
interests
in
real
estate
mortgage
investment
conduits
or
certain
other
securitization
vehicles
to the
extent
our
stock
is
held
by
specified
tax
exempt
organizations
not
subject
to tax
on
unrelated
business
taxable
income.

�
If we
fail
to
distribute
during
the
calendar
year
at
least
the
sum
of
(i) 85%
of
our
real
estate
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investment
trust
ordinary
income
for
such
year,
(ii) 95%
of
our
real
estate
investment
trust
capital
gain
net
income
for
such
year,
and
(iii) any
undistributed
taxable
income
from
prior
periods,
we
will
pay a
4%
excise
tax
on
the
excess
of
such
required
distribution
over
the
amount
actually
distributed
to
shareholders.

�
We
may
elect
to
retain
and
pay
income
tax
on
some
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or all
of
our
long-term
capital
gain,
as
described
below.
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�
We
may
be
subject
to a
100%
excise
tax
on
transactions
with
our
taxable
REIT
subsidiary
not
conducted
on an
arm's-length
basis.

Requirements for
Qualification as a
REIT.

Introduction

        In order to qualify
as a REIT for federal
income tax purposes, we
must elect to be treated
as a REIT and must
satisfy certain statutory
tests relating to, among
other things, sources of
our income, the nature of
our assets, the amount of
our distributions, and the
ownership of our stock.

        The Internal
Revenue Code defines a
REIT as a corporation,
trust or association:

(1)
that
is
managed
by
one
or
more
trustees
or
directors;

(2)
that
issues
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transferable
shares
or
transferable
certificates
of
beneficial
ownership
to its
owners;

(3)
that
would
be
taxable
as a
regular
corporation,
but
for
its
election
to be
taxed
as a
REIT;

(4)
that
is not
a
financial
institution
or an
insurance
company
under
the
Internal
Revenue
Code;

(5)
that
is
owned
by
100
or
more
persons;

(6)
in
which
not
more
than
50%
in
value
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of
the
outstanding
stock
is
owned,
actually
or
constructively,
by
five
or
fewer
individuals,
as
defined
in the
Internal
Revenue
Code
to
include
some
entities,
during
the
last
half
of
each
year;
and

(7)
that
meets
other
tests,
described
below,
regarding
the
nature
of its
income
and
assets,
and
the
amount
and
timing
of its
distributions.

        The Internal
Revenue Code provides
that conditions (1) to
(4) above must be met
during the entire year
and that condition
(5) above must be met
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during at least 335 days
of a year of twelve
months, or during a
proportionate part of a
shorter taxable year.
Conditions (5) and
(6) above do not apply to
the first taxable year for
which an election is
made to be taxed as a
REIT.

        Our amended and
restated charter provides
for restrictions regarding
ownership and transfer of
our stock. These
restrictions are intended
to assist us in satisfying
the share ownership
requirements described
in conditions (5) and
(6) above. These stock
ownership and transfer
restrictions are described
above in response to
Question 28. These
restrictions, however,
may not ensure that we
will, in all cases, be able
to satisfy the share
ownership requirements
described in conditions
(5) and (6) above. If we
fail to satisfy these share
ownership requirements,
our status as a REIT may
terminate. If, however,
we comply with the rules
contained in applicable
Treasury Regulations
that require us to
determine the actual
ownership of our shares
and we do not know, or
would not have known
through the exercise of
reasonable diligence, that
we failed to meet the
requirement described in
condition (6) above, we
would not be disqualified
as a REIT.

        In addition, a
corporation may not
qualify as a REIT unless
its taxable year is the
calendar year. We have
and will continue to have
a calendar taxable year.
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        A corporation that is
a "qualified REIT
subsidiary" is not treated
as a corporation separate
from its parent REIT for
federal income tax
purposes. All assets,
liabilities and items of
income, deduction, and
credit of a qualified
REIT subsidiary are
treated as the assets,
liabilities and items of
income, deduction and
credit of the parent
REIT. A qualified REIT
subsidiary is a
corporation, all of the
capital stock of which is
owned by a REIT and for
which no election has
been made to treat it as a
"taxable REIT
subsidiary" as discussed
below. Thus, in applying
the requirements
described in this section,
any qualified REIT
subsidiary that we may
own in the future will be
ignored for federal tax
purposes and all assets,
liabilities and items of
income, deduction and
credit of such subsidiary
will be treated as our
assets, liabilities, and
items of income,
deduction and credit.
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        A REIT will be
deemed to own its
proportionate share
(based upon its share of
the capital of the
partnership) of the assets
of a partnership in which
it is a partner and will be
deemed to be entitled to
the income of the
partnership attributable
to such share. In
addition, the assets and
income of the partnership
attributed to a REIT shall
retain their same
character as in the hands
of the partnership for
purposes of determining
whether the REIT
satisfied the income and
asset tests described
below.

        A REIT may own
up to 100% of the stock
of one or more taxable
REIT subsidiaries. A
taxable REIT subsidiary
may earn income that
would not be REIT
qualifying income, as
described below, if
earned directly by the
parent REIT. Both the
subsidiary and the real
estate investment trust
must jointly elect to treat
the subsidiary as a
taxable REIT subsidiary.
Overall, not more than
20% of the value of the
REIT's assets may
consist of securities of
one or more taxable
REIT subsidiaries. A
taxable REIT subsidiary
will pay tax at regular
corporate rates on any
net taxable income that it
earns. There is a 100%
excise tax imposed on
transactions involving a
taxable REIT subsidiary
and its parent real estate
investment trust that are
not conducted on an
arm's-length basis. Our
wholly owned
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subsidiary, CT
Investment Management
Co. serves as our
exclusive manager and
subject to the supervision
of our board of directors
is responsible for our
day-to-day operations
pursuant to a
management agreement.
We believe the
compensation, expense
reimbursement and other
terms of the management
agreement are
comparable to those that
could be obtained from
unrelated parties on an
arm's-length basis.

        We and CT
Investment Management
Co. have made a taxable
REIT subsidiary election
with respect to CT
Investment Management
Co. CT Investment
Management Co. will
pay federal and state
corporate income tax on
its taxable income and its
after-tax net income will
be available for
reinvestment and for
distribution to us as its
parent. We may own
interests in one or more
taxable REIT
subsidiaries other than
CT Investment
Management Co.

Income Tests

General

        A REIT must satisfy
annually two tests
regarding the sources of
its gross income in order
to maintain its real estate
investment trust status.
First, at least 75% of a
REIT's gross income,
excluding gross income
from certain "dealer"
sales, for each taxable
year generally must
consist of defined types
of income that the REIT
derives, directly or
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indirectly, from
investments relating to
real property or
mortgages on real
property or temporary
investment income. We
refer to this test as the
75% gross income test.
Qualifying income for
purposes of the 75%
gross income test
generally includes:

�
interest
from
debt
secured
by
mortgages
on
real
property
or on
interests
in
real
property;

�
"rents
from
real
property"
(as
defined
below);

�
dividends
or
other
distributions
on,
and
gain
from
the
sale
of,
shares
in
other
real
estate
investment
trusts;

�
gain
from
the
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sale
or
other
disposition
of
real
property;
and

�
amounts,
other
than
amounts
the
determination
of
which
depends
in
whole
or in
part
on
the
income
or
profits
of
any
person,
received
as
consideration
for
entering
into
agreements
to
make
loans
secured
by
mortgages
on
real
property
or on
interests
in
real
property
or
agreements
to
purchase
or
lease
real
property.
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        Second, at least
95% of the REIT's gross
income, excluding gross
income from certain
"dealer" sales, for each
taxable year generally
must consist of income
that is qualifying income
for purposes of the 75%
gross income test, as well
as dividends, other types
of interest and gain from
the sale or disposition of
stock or securities. We
refer to this test as the
95% gross income test.
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Interest from
Debt Secured
by Mortgages
on Real
Property or on
Interests in
Real Property

        For these purposes,
the term "interest"
generally does not
include any interest of
which the amount
received depends,
directly or indirectly, in
whole or part, on the
income or profits of any
person. An amount will
generally not be
excluded from the term
"interest," however, if
such amount is based on
a fixed percentage of
receipts or sales.

        Any amount
includable in gross
income by us with
respect to a regular or
residual interest in a real
estate mortgage
investment conduit, or
REMIC, is generally
treated as interest on an
obligation secured by a
mortgage on real
property for purposes of
the 75% gross income
test. If, however, less
than 95% of the assets of
a real estate mortgage
investment conduit
consist of real estate
assets, we will be treated
as receiving directly our
proportionate share of
the income of the
REMIC, which would
generally include
non-qualifying income
for purposes of the 75%
gross income test. In
addition, if we receive
interest income with
respect to a mortgage
loan that is secured by
both real property and
other property and the
principal amount of the
loan exceeds the fair
market value of the real
property on the date we
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purchased the mortgage
loan, interest income on
the loan will be
apportioned between the
real property and the
other property, which
apportionment would
cause us to recognize
income that is not
qualifying income for
purposes of the 75%
gross income test.

        In general, and
subject to the exceptions
in the preceding
paragraph, the interest,
original issue discount,
and market discount
income that we derive
from investments in
certain mortgage-backed
securities and mortgage
loans will be qualifying
interest income for
purposes of both the 75%
and the 95% gross
income tests. It is
possible, however, that
interest income from a
mortgage loan may be
based in part on the
borrower's profits or net
income, which would
generally disqualify such
interest income for
purposes of both the 75%
and the 95% gross
income tests.

        We may acquire
construction loans or
mezzanine loans that
have shared appreciation
provisions. To the extent
interest on a loan is
based on the cash
proceeds from the sale of
property, income
attributable to such
provision may be treated
as gain from the sale of
the secured property,
which generally should
qualify for purposes of
the 75% and 95% gross
income tests. In order for
mezzanine loans to
constitute qualifying
assets for purposes of the
75% asset test described
below and result in
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qualifying income for
purposes of the 75%
gross income test for a
REIT, certain guidelines
set forth by the Internal
Revenue Service in a
Revenue Procedure must
be met, including that the
mezzanine loan is
secured by interests in a
partnership or limited
liability company,
substantially all of the
assets of which represent
interests in real estate,
constitute qualifying
assets and result in
qualifying income. We
believe that our
mezzanine loans
constitute qualifying
assets and result in
qualifying income. If our
mezzanine loans are
determined not to
constitute qualifying
assets and do not result
in qualifying income for
purposes of these tests,
our ability to elect REIT
status will be
jeopardized.

        We may employ, to
the extent consistent with
the REIT provisions of
the Internal Revenue
Code, forms of
securitization of our
assets under which a
"sale" of an interest in a
mortgage loan occurs,
and a resulting gain or
loss is recorded on our
balance sheet for
accounting purposes at
the time of sale. In a
"sale" securitization,
only the net retained
interest in the securitized
mortgage loans would
remain on our balance
sheet. We may elect to
conduct certain of our
securitization activities,
including such sales,
through one or more
taxable subsidiaries, or
through qualified REIT
subsidiaries, formed for
such purpose. To the
extent consistent with the
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REIT provisions of the
Internal Revenue Code,
such entities could elect
to be taxed as real estate
mortgage investment
conduits.

        If we fail to satisfy
one or both of the 75%
or 95% gross income
tests for any year, or fail
to satisfy other REIT
qualification
requirements, we may
still qualify as a REIT if
we are entitled to relief
under the Internal
Revenue Code.
Generally, we may be
entitled to relief if:

�
our
failure
to
meet
the
gross
income
tests
was
due
to
reasonable
cause
and
not
due
to
willful
neglect;
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�
we
pay a
penalty
of
$50,000
with
our
tax
return
for
the
year
of
the
failure
to
meet
the
REIT
requirements
occurred;

�
we
attach
a
schedule
of
the
sources
of
our
income
to
our
federal
income
tax
return;
and

�
any
incorrect
information
on
the
schedule
was
not
due
to
fraud
with
the
intent
to
evade
tax.
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        It is not possible to
state whether in all
circumstances we would
be entitled to rely on
these relief provisions. If
these relief provisions do
not apply to a particular
set of circumstances, we
would not qualify as a
REIT. As discussed
above under the caption
"�Taxation of a REIT",
even if these relief
provisions apply, and we
retain our status as a
REIT, a tax would be
imposed with respect to
our income that does not
meet the gross income
tests. We may not always
be able to maintain
compliance with the
gross income tests for
REIT qualification
despite frequently
monitoring our income.

Foreclosure
Property

        Net income realized
by us from foreclosure
property would generally
be subject to tax at the
maximum federal
corporate tax rate.
Foreclosure property
includes real property
and related personal
property that is acquired
by us through foreclosure
following a default on
indebtedness owed to us
that is secured by the
property and for which
we make an election to
treat the property as
foreclosure property.

Prohibited
Transaction
Income

        Any gain realized
by us on the sale of any
property, other than
foreclosure property,
held as inventory or
otherwise held primarily
for sale to customers in
the ordinary course of
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business will be
prohibited transaction
income and subject to a
100% penalty tax. This
prohibited transaction
income may also
adversely affect our
ability to satisfy the
gross income tests for
qualification as a REIT
or may reduce our
after-tax profitability.
Whether property is held
as inventory or primarily
for sale to customers in
the ordinary course of a
trade or business depends
on all the facts and
circumstances
surrounding the
particular transaction.
While the Treasury
Regulations provide
standards which, if met,
would not result in
prohibited transaction
income, we may not be
able to meet these
standards in all
circumstances.

Hedging
Transactions

        We may enter into
hedging transactions
with respect to one or
more of our assets or
liabilities. Our hedging
transactions could take a
variety of forms,
including interest rate
swaps or cap agreements,
options, futures
contracts, forward rate
agreements or similar
financial instruments. To
the extent that we enter
into hedging transactions
to reduce our interest rate
risk on indebtedness
incurred to acquire or
carry real estate assets,
and properly designate
such hedging transaction
under IRS rules, any
income or gain from the
disposition of hedging
transactions would not be
qualifying income for
purposes of the 75%
gross income test but
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should be excluded from
gross income for
purposes of the 95%
gross income test.

Rents from Real
Property

        Rent that a REIT
receives from real
property that it owns and
leases to tenants will
qualify as "rents from
real property" if the
following conditions are
satisfied:

�
First,
the
rent
must
not
be
based,
in
whole
or in
part,
on
the
income
or
profits
of
any
person.
An
amount
will
not
fail
to
qualify
as
rent
from
real
property
solely
by
reason
of
being
based
on a
fixed
percentage,
or
percentages,
of
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sales
and
receipts.
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�
Second,
neither
a
REIT
nor
any
direct
or
indirect
owner
of
10%
or
more
of its
stock
may
own,
actually
or
constructively,
10%
or
more
of
the
tenant
from
which
the
REIT
collects
the
rent.

�
Third,
all of
the
rent
received
under
a
lease
will
not
qualify
as
rents
from
real
property
unless
the
rent
attributable
to the
personal
property
leased
in
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connection
with
the
real
property
constitutes
no
more
than
15%
of
the
total
rent
received
under
the
lease.

�
Finally,
a
REIT
generally
must
not
operate
or
manage
its
real
property
or
furnish
or
render
services
to its
tenants,
other
than
through
an
"independent
contractor"
who
is
adequately
compensated
and
from
whom
the
REIT
does
not
derive
revenue.
The
REIT
may
provide
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services
directly,
however,
if the
services
are
"usually
or
customarily
rendered"
in
connection
with
the
rental
of
space
for
occupancy
only
and
are
not
otherwise
considered
rendered
"primarily
for
the
occupant's
convenience."
In
addition,
the
REIT
may
render,
other
than
through
an
independent
contractor,
a de
minimis
amount
of
"non-customary"
services
to the
tenants
of a
property
as
long
as
the
REIT's
income
from
such
services
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does
not
exceed
1%
of its
gross
income
from
the
property.

        Although no
assurances can be given
that either of the income
tests will be satisfied in
any given year, we
anticipate that our
operations will allow us
to meet each of the 75%
gross income test and the
95% gross income test.
Such belief is premised
in large part on our
expectation that
substantially all of the
amounts received by us
will qualify as interest
from debt secured by
mortgages on real
property or on interests
in real property.

Asset Tests

        A REIT also must
satisfy the following four
tests relating to the
nature of its assets at the
close of each quarter of
its taxable year.

�
First,
at
least
75%
of
the
value
of a
REIT's
total
assets
must
consist
of
cash
or
cash
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items,
including
receivables,
government
securities,
"real
estate
assets,"
or
qualifying
temporary
investments.
We
refer
to
this
test
as
the
"75%
asset
test."

�
Second,
generally
no
more
than
25%
of
the
value
of a
REIT's
total
assets
may
be
represented
by
securities
other
than
those
that
are
qualifying
assets
for
purposes
of
the
75%
asset
test.
We
refer
to
this
test
as
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the
"25%
asset
test."

�
Third,
of
the
investments
included
in the
25%
asset
test,
the
value
of
the
securities
of
any
one
issuer
(other
than
a
taxable
REIT
subsidiary)
that a
REIT
owns
may
not
exceed
5%
of
the
value
of
the
REIT's
total
assets,
and a
REIT
may
not
own
10%
or
more
of
the
total
combined
voting
power
or
10%
or
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more
of
the
total
value
of
the
securities
of
any
issuer
(other
than
a
taxable
REIT
subsidiary).

�
Fourth,
while
a
REIT
may
own
up to
100%
of
the
stock
of a
corporation
that
elects
to be
treated
as a
taxable
REIT
subsidiary
for
federal
income
tax
purposes,
at no
time
may
the
total
value
of a
REIT's
stock
in
one
or
more
taxable
REIT
subsidiaries
exceed
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20%
of
the
value
of
the
REIT's
gross
assets.

        We expect that any
mortgage-backed
securities, real property
and temporary
investments that we
acquire will generally be
qualifying assets for
purposes of the 75%
asset test, except to the
extent that less than 95%
of the assets of a real
estate mortgage
investment conduit in
which we own an interest
consists of "real estate
assets." Mortgage loans,
including distressed
mortgage loans,
construction loans,
bridge loans and
mezzanine loans also
will generally be
qualifying assets for
purposes of the 75%
asset test to the extent
that the principal balance
of each mortgage loan
does not exceed the
value of the associated
real property.

32
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         We anticipate that
we may securitize certain
mortgage loans that we
originate or acquire, in
which event we will
likely retain certain of
the subordinated and
interest only classes of
mortgage-backed
securities which may be
created as a result of
such securitization. The
securitization of
mortgage loans may be
accomplished through
one or more real estate
mortgage investment
conduits established by
us or, if a non-real estate
mortgage investment
conduit securitization is
desired, through one or
more qualified REIT
subsidiaries or taxable
subsidiaries established
by us. The securitization
of the mortgage loans
through either one or
more real estate
mortgage investment
conduits or one or more
qualified REIT
subsidiaries or taxable
subsidiaries should not
affect our qualification as
a REIT or result in the
imposition of corporate
income tax under the
taxable mortgage pool
rules. Income realized by
us from a real estate
mortgage investment
conduit securitization
could, however, be
subject to a 100% tax as
a "prohibited
transaction." Such
prohibited transactions
are discussed above
under the caption
"�Income Tests�Prohibited
Transaction Income."

        We intend to
operate so that we will
not acquire any assets
that would cause us to
violate any of the asset
tests. If, however, we
should fail to satisfy any
of the asset tests at the
end of a calendar quarter,
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we would not lose our
real estate investment
trust status if (i) we
satisfied the asset tests at
the end of the close of
the preceding calendar
quarter and (ii) the
discrepancy between the
value of our assets and
the asset test
requirements arose from
changes in the market
values of our assets and
was not wholly or partly
caused by the acquisition
of one or more
nonqualifying assets. If
we did not satisfy the
condition described in
clause (ii) of the
preceding sentence, we
could still avoid
disqualification as a real
estate investment trust by
eliminating any
discrepancy within
30 days after the close of
the calendar quarter in
which the discrepancy
arose.

Distribution
Requirements

        Each taxable year, a
REIT must distribute
dividends to its
shareholders in an
amount at least equal to:

�
90%
of
the
REIT's
"real
estate
investment
trust
taxable
income,"
computed
without
regard
to the
dividends
paid
deduction
and
the
REIT's
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net
capital
gain
or
loss;
and

�
certain
items
of
noncash
income.

        A REIT must make
such distributions in the
taxable year to which
they relate, or in the
following taxable year if
the REIT declares the
distribution before it
timely files its federal
income tax return for
such year and pays the
distribution on or before
the first regular
distribution date after
such declaration. Further,
if a REIT fails to meet
the 90% distribution
requirement as a result of
an adjustment to its tax
returns by the Internal
Revenue Service, the
REIT may, if the
deficiency is not due to
fraud with intent to
evade tax or a willful
failure to file a timely tax
return, and if certain
other conditions are met,
retroactively cure the
failure by paying a
deficiency dividend (plus
interest) to its
shareholders.

        A REIT will be
subject to federal income
tax on its taxable income,
including net capital
gain, that it did not
distribute to its
shareholders.
Furthermore, if a REIT
fails to distribute during
a calendar year, or, in the
case of distributions with
declaration and record
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dates falling within the
last three months of the
calendar year, by the end
of the January following
such calendar year, at
least the sum of:

�
85%
of
the
REIT's
real
estate
investment
trust
ordinary
income
for
such
year;

�
95%
of
the
REIT's
real
estate
investment
trust
capital
gain
income
for
such
year;
and

�
any
of
the
REIT's
undistributed
taxable
income
from
prior
periods,

the REIT will be subject
to a 4% nondeductible
excise tax on the excess
of such required
distribution over the
amount actually
distributed. If the REIT
elects to retain and pay
income tax on the net
capital
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gain that it receives in a
taxable year, the REIT
will be deemed to have
distributed any such
amount for the purposes
of the 4% excise tax
described in the
preceding sentence.

        We intend to make
distributions to our
holders of common stock
in a manner that will
allow us to satisfy the
distribution requirements
described above. It is
possible that, from time
to time, our
pre-distribution taxable
income may exceed our
cash flow and we may
have difficulty satisfying
the distribution
requirements. We intend
to monitor closely the
relationship between our
pre-distribution taxable
income and our cash
flow and intend to
borrow funds or liquidate
assets in order to
overcome any cash flow
shortfalls if necessary to
satisfy the distribution
requirements imposed by
the Internal Revenue
Code. It is possible,
although unlikely, that
we may decide to
terminate our REIT
status as a result of any
such cash shortfall. Such
a termination would have
adverse consequences to
our shareholders. The
consequences are
described above under
the caption "�Taxation of
a REIT."

Recordkeeping
Requirements

        A REIT must
maintain records of
information specified in
applicable Treasury
Regulations in order to
maintain its qualification
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as a real estate
investment trust. In
addition, in order to
avoid a monetary
penalty, a REIT must
request on an annual
basis certain information
from its shareholders
designed to disclose the
actual ownership of the
REIT's outstanding
stock. We intend to
comply with these
recordkeeping
requirements.

Ownership
Requirements

        For a REIT to
qualify as a real estate
investment trust, shares
of the REIT must be held
by a minimum of 100
persons for at least
335 days in each taxable
year after the REIT's first
taxable year. Further, at
no time during the
second half of any
taxable year after the
REIT's first taxable year
may more than 50% of
the REIT's shares be
owned, actually or
constructively, by five or
fewer "individuals." As
of the date hereof, we
satisfy the requirement
that we not be closely
held as described in the
foregoing sentence. Our
common stock is held by
100 or more persons. Our
amended and restated
charter contains
ownership and transfer
restrictions designed to
prevent violation of these
requirements. The
provisions of the
amended and restated
charter restricting the
ownership and transfer of
our common stock are
described above in the
response to Question 28.

Earnings and Profits
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        In order for us to
qualify as a REIT, prior
to the 2003 tax year (the
first year to which our
election to be taxed as a
REIT relates), we must
have distributed to our
shareholders an amount
equal to any earnings and
profits accumulated from
years in which we were
taxed as a regular
corporation. We have
been treated as a regular
corporation subject to
Federal income taxes for
the years 1997 through
2002. Any distribution
made by us to satisfy this
requirement will be
treated as taxable income
by the shareholders and
we generally will not be
permitted to include such
amounts when
computing our dividends
paid deduction. If we
were found to have
miscalculated our
earnings and profits
accumulated from years
in which we were a
regular corporation, our
ability to qualify as a
REIT could be
jeopardized. We believe,
as of January 1, 2003, we
have no accumulated
earnings or profits from
any non-REIT qualifying
tax year for which we
were taxed as a regular
corporation as a result of
losses we triggered in
December 2002.

Failure to Qualify

        If a REIT fails to
qualify as a real estate
investment trust in any
taxable year, and no
relief provisions applied,
the REIT would be
subject to federal income
tax, including any
applicable alternative
minimum tax, on its
taxable income at regular
corporate rates. In
calculating a REIT's
taxable income in a year
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in which it did not
qualify as a real estate
investment trust, the
REIT would
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not be able to deduct
amounts paid out to its
shareholders. In fact, the
REIT would not be
required to distribute any
amounts to its
shareholders in such
taxable year. In such
event, to the extent of the
REIT's current and
accumulated earnings
and profits, all
distributions to
shareholders would be
taxable as ordinary
income. Moreover,
subject to certain
limitations under the
Internal Revenue Code,
corporate shareholders
might be eligible for the
dividends received
deduction. Unless the
REIT qualified for relief
under specific statutory
provisions, the REIT
would be disqualified
from taxation as a real
estate investment trust
for the four taxable years
following the year in
which it ceased to
qualify as a real estate
investment trust. We
cannot predict whether,
in all circumstances, we
would qualify for such
statutory relief.

Taxation of Taxable
U.S. Shareholders

Taxable U.S.
Shareholder

        As used herein, the
term "Taxable U.S.
Shareholder" means a
holder of our common
stock that, for United
States federal income tax
purposes, is:

�
a
citizen
or
resident
of
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the
United
States;

�
a
corporation,
partnership,
or
other
entity
created
or
organized
in or
under
the
laws
of
the
United
States
or
any
state
or
political
subdivision
thereof;

�
an
estate,
the
income
of
which
from
sources
without
the
United
States
is
includible
in
gross
income
for
United
States
federal
income
tax
purposes
regardless
of its
connection
with
the
conduct
of a
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trade
or
business
within
the
United
States;
or

�
any
trust
with
respect
to
which
a
United
States
court
is
able
to
exercise
primary
supervision
over
the
administration
of
such
trust
and
one
or
more
United
States
persons
have
the
authority
to
control
all
substantial
decisions
of
the
trust.

        For any taxable year
in which we qualify as a
REIT, amounts
distributed to Taxable
U.S. Shareholders will be
taxed as follows.

Distributions Generally
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        Distributions made
to our Taxable U.S.
Shareholders out of
current or accumulated
earnings and profits, and
not designated as a
capital gain dividend,
will be taken into
account by such
shareholder as ordinary
income and will not, in
the case of a corporate
shareholder, be eligible
for the dividends
received deduction. To
the extent that we make a
distribution with respect
to holders of our
common stock that is in
excess of our current or
accumulated earnings
and profits, the
distribution will be
treated by a Taxable U.S.
Shareholder first as a
tax-free return of capital,
reducing the
shareholder's tax basis in
the common stock, and
any portion of the
distribution in excess of
the shareholder's tax
basis in the common
stock will then be treated
as gain from the sale of
such common stock.
Dividends declared by us
in October, November,
or December of any year
payable to a shareholder
of record on a specified
date in any such month
shall be treated as both
paid by us and received
by shareholders on
December 31 of such
year, provided that the
dividend is actually paid
by us during January of
the following calendar
year. Taxable U.S.
Shareholders may not
include on their federal
income tax returns any of
our tax losses.

Capital Gain Dividends

        Dividends to
Taxable U.S.
Shareholders that
properly are designated
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by us as capital gain
dividends will be treated
by such shareholders as
long-term capital gain, to
the extent that such
dividends do not exceed
our actual net capital
gain, without regard to
the period for which the
shareholders have held
our common stock.
Taxable U.S.
Shareholders that are
corporations may be
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required, however, to
treat up to 20% of
particular capital gain
dividends as ordinary
income. Capital gain
dividends, like regular
dividends from a real
estate investment trust,
are not eligible for the
dividends received
deduction for
corporations.

Retained Capital Gains

        A REIT may elect
to retain, rather than
distribute, its net
long-term capital gain
received during the tax
year. To the extent
designated in a notice
from the REIT to its
shareholders, the REIT
will pay the income tax
on such gains and
Taxable U.S.
Shareholders must
include their
proportionate share of
the undistributed net
long-term capital gain so
designated in their
income for the tax year.
Each Taxable U.S.
Shareholder will be
deemed to have paid its
share of the tax paid by
the REIT, which tax will
be credited or refunded
to such shareholder.

Passive Activity Loss
and Investment Interest
Limitations

        Distributions,
including deemed
distributions of
undistributed net
long-term capital gain,
from us and gain from
the disposition of our
common stock will not
be treated as passive
activity income, and,
therefore, Taxable U.S.
Shareholders who are
subject to the passive
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loss limitation rules of
the Internal Revenue
Code will not be able to
apply any passive
activity losses against
such income.
Distributions from us, to
the extent they do not
constitute a return of
capital, generally will be
treated as investment
income for purposes of
the investment income
limitation on
deductibility of
investment interest.
However, net capital
gain from the disposition
of our common stock or
capital gain dividends,
including deemed
distributions of
undistributed net
long-term capital gains,
generally will be
excluded from
investment income.

Sale of Common stock

        Upon the sale of our
common stock, a
Taxable U.S.
Shareholder generally
will recognize gain or
loss equal to the
difference between the
amount realized on such
sale and the holder's tax
basis in the common
stock sold. To the extent
that the common stock is
held as a capital asset by
the Taxable U.S.
Shareholder, the gain or
loss will be a long-term
capital gain or loss if the
common stock has been
held for more than a
year, and will be a
short-term capital gain or
loss if the common stock
has been held for a
shorter period. In
general, however, any
loss upon a sale of the
common stock by a
Taxable U.S.
Shareholder who has
held such common stock
for six months or less,
after applying certain
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holding period rules, will
be treated as a long-term
capital loss to the extent
that distributions from us
were required to be
treated as long-term
capital gain by that
holder.

Taxation of
Tax-Exempt
Shareholders

        Tax-exempt entities,
including qualified
employee pension and
profit sharing trusts and
individual retirement
accounts, which we refer
to as exempt
organizations, generally
are exempt from federal
income taxation. Exempt
organizations are subject
to tax, however, on their
unrelated business
taxable income, or UBTI.
UBTI is defined as the
gross income derived by
an exempt organization
from an unrelated trade
or business, less the
deductions directly
connected with that trade
or business, subject to
certain exceptions. While
many investments in real
estate generate UBTI, the
Internal Revenue Service
has issued a ruling that
dividend distributions
from a REIT to an
exempt employee
pension trust do not
constitute UBTI,
provided that the shares
of the REIT are not
otherwise used in an
unrelated trade or
business of the exempt
employee pension trust.
Based on that ruling,
amounts distributed to
exempt organizations
generally should not
constitute UBTI.
However, if an exempt
organization finances its
acquisition of common
stock with debt, a portion
of its income from a
REIT will constitute
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UBTI pursuant to the
"debt-financed property"
rules.
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        In addition, in
certain circumstances, a
pension trust that owns
more than 10% of the
stock of a REIT will be
required to treat a
percentage of the
dividends paid by the
REIT as UBTI based
upon the percentage of
the REIT's income that
would constitute UBTI to
the shareholder if
received directly by it.
This rule applies to a
pension trust holding
more than 10% (by
value) of our common
stock only if (i) the
percentage of the income
from us that is UBTI
(determined as if we
were a pension trust) is at
least 5% and (ii) we are
treated as a
"pension-held REIT."
We do not expect to be
classified as a
"pension-held REIT" due
to our diverse stock
ownership.

Taxation of Non-U.S.
Shareholders

General

        The rules governing
United States federal
income taxation of
nonresident alien
individuals, foreign
corporations, foreign
partnerships, foreign
trusts and certain other
foreign shareholders,
which we refer to as
Non-U.S. Shareholders,
are complex and no
attempt is made herein to
provide more than a
general summary of such
rules. This discussion
does not consider the tax
rules applicable to all
Non-U.S. Shareholders
and, in particular, does
not consider the special
rules applicable to U.S.
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branches of foreign
banks or insurance
companies or certain
intermediaries. Non-U.S.
shareholders should
consult with their own
tax advisors to determine
the impact of federal,
state, local and foreign
tax laws with regard to
the election, including
any reporting and
withholding
requirements.

Ordinary
Dividends

        Distributions to
Non-U.S. Shareholders
that are not attributable
to gain from sales or
exchanges by a REIT of
United States real
property interests and are
not designated by a REIT
as capital gain dividends
(or deemed distributions
of retained capital gains)
will be treated as
ordinary dividends to the
extent that they are made
out of current or
accumulated earnings
and profits of the REIT.
Any portion of a
distribution in excess of
current and accumulated
earnings and profits of
the REIT will not be
taxable to a Non-U.S.
Shareholder to the extent
that such distribution
does not exceed the
adjusted basis of the
shareholder in the REIT's
stock, but rather will
reduce the adjusted basis
of such shares. To the
extent that the portion of
the distribution in excess
of current and
accumulated earnings
and profits exceeds the
adjusted basis of a
Non-U.S. Shareholder in
our common stock, such
excess generally will be
treated as gain from the
sale or disposition of the
common stock and will
be taxed as described
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below.

Withholding

        Dividends paid to
Non-U.S. Shareholders
may be subject to U.S.
withholding tax. If an
income tax treaty does
not apply and the
Non-U.S. Shareholder's
investment in the REIT's
stock is not effectively
connected with a trade or
business conducted by
the Non-U.S.
Shareholder in the
United States (or if a tax
treaty does apply and the
investment in the stock is
not attributable to a
United States permanent
establishment maintained
by the Non-U.S.
Shareholder), ordinary
dividends (i.e.,
distributions out of
current and accumulated
earnings and profits) will
be subject to a U.S.
withholding tax at a 30%
rate, or, if an income tax
treaty applies, at a lower
treaty rate. Because we
generally cannot
determine at the time that
a distribution is made
whether or not it will be
in excess of earnings and
profits, we intend to
withhold on the gross
amount of each
distribution at the 30%
rate (or lower treaty rate)
(other than distributions
subject to the 35%
FIRPTA withholding
rules described below).
To receive a reduced
treaty rate, a Non-U.S.
Shareholder must furnish
us or our paying agent
with a duly completed
Form 1001 or
Form W-8BEN (or
authorized substitute
form) certifying such
holder's qualification for
the reduced rate.
Generally, a Non-U.S.
Shareholder will be
entitled to a refund from
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the IRS to the extent the
amount withheld by us
from a distribution
exceeds the amount of
United States tax owed
by such shareholder.
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        In the case of a
Non-U.S. Shareholder
that is a partnership or a
trust, the withholding
rules for a distribution to
such a partnership or
trust will be dependent
on numerous factors,
including (1) the
classification of the type
of partnership or trust,
(2) the status of the
partner or beneficiary,
and (3) the activities of
the partnership or trust.
Non-U.S. Shareholders
that are partnerships or
trusts are urged to
consult their tax advisors
regarding the
withholding rules
applicable to them based
on their particular
circumstances.

        If an income tax
treaty does not apply,
ordinary dividends that
are effectively connected
with the conduct of a
trade or business within
the United States by a
Non-U.S. Shareholder
(and, if a tax treaty
applies, ordinary
dividends that are
attributable to a United
States permanent
establishment maintained
by the Non-U.S.
Shareholder) are exempt
from U.S. withholding
tax. In order to claim
such exemption, a
Non-U.S. Shareholder
must provide us or our
paying agent with a duly
completed Form W-8ECI
(or authorized substitute
form) certifying such
holder's exemption.
However, ordinary
dividends exempt from
U.S. withholding tax
because they are
effectively connected or
are attributable to a
United States permanent
establishment maintained
by the Non-U.S.
Shareholder generally
are subject to U.S.
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federal income tax on a
net income basis at
regular graduated rates.
In the case of Non-U.S.
Shareholders that are
corporations, any
effectively connected
ordinary dividends or
ordinary dividends
attributable to a United
States permanent
establishment maintained
by the Non-U.S.
Shareholder may, in
certain circumstances, be
subject to an additional
branch profits tax at a
30% rate, or lower rate
specified by an
applicable income tax
treaty.

Capital Gain
Dividends

        For any year in
which we qualify as a
REIT, distributions that
are attributable to gain
from sales or exchanges
by us of United States
real property interests
will be taxed to a
Non-U.S. Shareholder
under the provisions of
the Foreign Investment
in Real Property Tax Act
of 1980, which is
commonly referred to as
FIRPTA. Under
FIRPTA, distributions
attributable to gain from
sales of United States
real property are taxed to
a Non-U.S. Shareholder
as if such gain were
effectively connected
with a United States
trade or business.
Non-U.S. Shareholders
thus would be taxed at
the regular capital gain
rates applicable to
Taxable U.S.
Shareholders (subject to
the applicable alternative
minimum tax and a
special alternative
minimum tax in the case
of nonresident alien
individuals).
Distributions subject to
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FIRPTA also may be
subject to a 30% branch
profits tax in the hands of
a corporate Non-U.S.
Shareholder not
otherwise entitled to
treaty relief or
exemption.

Withholding

        Under FIRPTA, a
REIT is required to
withhold 35% of any
distribution that is
designated as a capital
gain dividend or which
could be designated as a
capital gain dividend and
is attributable to gain
from the disposition of a
United States real
property interest.
Moreover, if a REIT
designates previously
made distributions as
capital gain dividends,
subsequent distributions
(up to the amount of the
prior distributions so
designated) will be
treated as capital gain
dividends for purposes of
FIRPTA withholding.

Sale of
Common stock

        A Non-U.S
Shareholder generally
will not be subject to
United States federal
income tax under
FIRPTA with respect to
gain recognized upon a
sale of our common
stock, if less than 50% of
our assets during a
prescribed testing period
consist of interests in real
property located within
the United States
(excluding interests in
real property solely in
the capacity as a
creditor) or we are a
"domestically-controlled
REIT." A
domestically-controlled
REIT generally is
defined as a real estate
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investment trust in which
at all times during a
specified testing period
less than 50% in value of
the stock was held
directly or indirectly by
non-U.S. persons.
Although currently it is
anticipated that we will
be a
domestically-controlled
REIT, and, therefore,
that the sale of common
stock will not be
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subject to taxation under
FIRPTA, there can be no
assurance that we will, at
all relevant times, be a
domestically-controlled
REIT. If we are not a
domestically-controlled
REIT, a Non-U.S.
Shareholder's sale of our
stock will generally not
be subject to tax under
FIRPTA if (a) the stock
is treated as "regularly
traded" on an established
securities market and
(b) the seller held 5% or
less of our stock at all
times during a specified
testing period. If the gain
on the sale of our
common stock were
subject to taxation under
FIRPTA, a Non-U.S.
Shareholder would be
subject to the same
treatment as Taxable
U.S. Shareholders with
respect to such gain
(subject to the applicable
alternative minimum tax
and a special alternative
minimum tax in the case
of nonresident alien
individuals). In addition,
a purchaser of our
common stock from a
Non-U.S. Shareholder
subject to taxation under
FIRPTA generally would
be required to deduct and
withhold a tax equal to
10% of the amount
realized by a Non-U.S.
Shareholder on the
disposition. Any amount
withheld would be
creditable against the
Non-U.S. Shareholder's
FIRPTA tax liability.

        Even if gain
recognized by a
Non-U.S. Shareholder
upon the sale of our
common stock is not
subject to FIRPTA, such
gain generally will be
taxable to such
shareholder if:

�
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an
income
tax
treaty
does
not
apply
and
the
gain
is
effectively
connected
with
a
trade
or
business
conducted
by
the
Non-U.S.
Shareholder
in the
United
States
(or,
an
income
tax
treaty
applies
and
the
gain
is
attributable
to a
United
States
permanent
establishment
maintained
by
the
Non-U.S.
Shareholder),
in
which
case,
unless
an
applicable
treaty
provides
otherwise,
a
Non-U.S.
Shareholder
will
be
taxed
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on
his or
her
net
gain
from
the
sale
at
regular
graduated
U.S.
federal
income
tax
rates.
In
the
case
of a
Non-U.S.
Shareholder
that
is a
corporation,
such
shareholder
may
be
subject
to an
additional
branch
profits
tax at
a
30%
rate,
unless
an
applicable
income
tax
treaty
provides
for a
lower
rate
and
the
shareholder
demonstrates
its
qualification
for
such
rate;
or

�
the
Non-U.S.
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Shareholder
is a
nonresident
alien
individual
who
holds
our
common
stock
as a
capital
asset
and
was
present
in the
United
States
for
183 days
or
more
during
the
taxable
year
and
certain
other
conditions
apply,
in
which
case
the
Non-U.S.
Shareholder
will
be
subject
to a
30%
tax
on
capital
gains.

Estate Tax
Considerations

        The value of our
common stock owned, or
treated as owned, by a
Non-U.S. Shareholder
who is a nonresident
alien individual at the
time of his or her death
will be included in the
individual's gross estate
for United States federal
estate tax purposes,
unless otherwise
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provided in an applicable
estate tax treaty.

Information
Reporting and
Backup
Withholding

        A REIT is required
to report to its
shareholders and to the
IRS the amount of
distributions paid during
each tax year, and the
amount of tax withheld,
if any. These
requirements apply even
if withholding was not
required with respect to
payments made to a
shareholder. In the case
of Non-U.S.
Shareholders, the
information reported
may also be made
available to the tax
authorities of the
Non-U.S. Shareholder's
country of residence, if
an applicable income tax
treaty so provides.

        Backup withholding
generally may be
imposed on certain
payments to shareholders
unless the shareholder
(i) furnishes certain
information, or (ii) is
otherwise exempt from
backup withholding.

        A shareholder who
does not provide a REIT
with his or her correct
taxpayer identification
number also may be
subject to penalties
imposed by the IRS. In
addition, the REIT may
be required to withhold a
portion of capital gain
distributions to any
shareholders who fail to
certify their non-foreign
status to the REIT.
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        You should consult
your own tax advisor
regarding your
qualification for an
exemption from backup
withholding and the
procedure for obtaining
an exemption. Backup
withholding is not an
additional tax. Rather,
the amount of any
backup withholding with
respect to a distribution
to a shareholder will be
allowed as a credit
against such holder's
United States federal
income tax liability and
may entitle the Taxable
U.S. Shareholder to a
refund, provided that the
required information is
furnished to the IRS.

        In general, backup
withholding and
information reporting
will not apply to a
payment of the proceeds
of the sale of our
common stock by a
Non-U.S. Shareholder by
or through a foreign
office of a foreign broker
effected outside of the
United States; provided,
however, that foreign
brokers having certain
connections with the
United States may be
obligated to comply with
the backup withholding
and information
reporting rules.
Information reporting
(but not backup
withholding) will apply,
however, to a payment of
the proceeds of a sale of
our common stock by
foreign offices of certain
brokers, including
foreign offices of a
broker that:

�
is a
United
States
person;

�
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derives
50%
or
more
of its
gross
income
for
certain
periods
from
the
conduct
of a
trade
or
business
in the
United
States;
or

�
is a
"controlled
foreign
corporation"
for
United
States
tax
purposes.

        Information
reporting will not apply
in the above cases if the
broker has documentary
evidence in its records
that the holder is a
Non-U.S. Shareholder
and certain conditions
are met, or the Non-U.S.
Shareholder otherwise
establishes an exemption.

        Payment to or
through a United States
office of a broker of the
proceeds of a sale of our
common stock is subject
to both backup
withholding and
information reporting
unless the shareholder
certifies in the manner
required that he or she is
a Non-U.S. Shareholder
and satisfies certain other
qualifications under
penalties of perjury or
otherwise establishes an
exemption.
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State and Local Tax

        The discussion
herein concerns only the
United States federal
income tax treatment
likely to be accorded to a
REIT and its
shareholders. No
consideration has been
given to the state and
local tax treatment of
such parties. The state
and local tax treatment
may not conform to the
federal treatment
described above. As a
result, you should
consult your own tax
advisor regarding the
specific state and local
tax consequences of the
REIT Election and
ownership and sale of
our common stock.
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USE OF PROCEEDS

        Proceeds from any
newly issued shares of
common stock purchased
directly from us under
the Plan will be available
for general corporate
purposes. We have no
basis for estimating
either the number of
shares of common stock
that will ultimately be
purchased directly from
us, if any, under the Plan
or the prices at which
such shares will be sold.
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PLAN OF
DISTRIBUTION

        Except to the extent
the Plan Administrator
purchases shares of our
common stock in open
market transactions, we
will sell directly to the
Plan Administrator the
common stock acquired
under the Plan. The
shares, including shares
acquired pursuant to
request forms, may be
resold in market
transactions on any
national securities
exchange on which
shares of our common
stock trade or in
privately negotiated
transactions. Our
common stock currently
is listed on the NYSE.

        Pursuant to the
Plan, we may be
requested to approve
Optional Cash
Investments on behalf of
participants in the Plan
that may be engaged in
the securities business. In
deciding whether to
approve a request form,
we may consider relevant
factors including, among
other things, those
factors discussed in
Question 12.

        We may sell shares
of our common stock
through the Plan to
persons who, in
connection with the
resale of the shares, may
be considered
underwriters. In
connection with these
types of transactions,
compliance with
Regulation M under the
Exchange Act would be
required. We will not
give any person any
rights or privileges other
than those that the person
would be entitled to as a
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participant under the
Plan. We will not enter
into any agreement with
any person regarding the
person's purchase, resale
or distribution of shares.
Under some
circumstances, we may,
however, approve
requests for Optional
Cash Investments in
excess of the allowable
maximum limitations
pursuant to request
forms.

        Subject to the
availability of shares of
our common stock
registered for issuance
under the Plan, there is
no total maximum
number of shares that
can be issued pursuant to
the reinvestment of
dividends and Optional
Cash Investments. In
connection with any
reinvestment of
dividends or optional
cash investment in which
the Plan Administrator
purchases shares of our
common stock on the
open market, you will
pay your pro rata share
of all brokerage
commissions. You also
will have to pay any fees
payable in connection
with your voluntary sale
of shares from your Plan
account and/or
withdrawal from the
Plan. See Question 9
above for a description
of the fees payable by
participants in the Plan.

WHERE YOU CAN
FIND MORE

INFORMATION

        You can obtain
additional information
about us or about the
Plan by contacting our
Chief Financial Officer
at (212) 655-0220. You
can also obtain, by
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written request to Capital
Trust, Inc., at 410 Park
Avenue, 14th Floor, New
York, NY 10022,
Attention: Chief
Financial Officer, copies
of any information or
materials referred to or
described in this
prospectus.

        In addition, we file
annual, quarterly and
special reports, proxy
statements and other
information with the
Securities and Exchange
Commission, or the SEC.
Our filings with the SEC
are available to the
public over the Internet
at the SEC's website at
www.sec.gov. You may
read and copy any
document that we file
with the SEC at the
SEC's public reference
facilities at the following
address:

Public Reference Room
100 F Street, N.E.

Room 1580
Washington, DC 20549

        You may also
obtain copies of the
documents at prescribed
rates by writing to the
Public Reference Room
of the SEC at the address
above. Please call
(800) SEC-0330 for
further information on
the operations of the
public reference
facilities. Our common
stock is listed on the
NYSE under the symbol
"CT."

        We also maintain an
Internet website at
www.capitaltrust.com,
which contains
information relating to us
and our business. We are
not incorporating the
information included, or
referred to, on our
website into this
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prospectus, and our
website and the
information included, or
referred to, on our
website are not a part of
this prospectus.
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INCORPORATION
BY REFERENCE

        The SEC allows us
to "incorporate by
reference" the
information we file with
the SEC, which means
that we can disclose
important information to
you by referring you to
those filed documents.
The information
incorporated by
reference is considered to
be part of this
prospectus, and
information that we file
later with the SEC will
automatically update and
supersede this
information.

        The following
documents, which have
been filed with the SEC
(File No. 001-14788), are
incorporated herein by
reference:

�
our
annual
report
on
Form 10-K
for
the
year
ended
December 31,
2006
filed
with
the
SEC
on
February 28,
2007;

�
our
quarterly
reports
on
Form 10-Q
for
the
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fiscal
quarters
ended
March 31,
2007,
June 30,
2007
and
September 30,
2007
filed
with
the
SEC
on
May 1,
2007,
August 1,
2007
and
November 7,
2007,
respectively;

�
our
definitive
proxy
statement
on
Schedule 14A
filed
with
the
SEC
on
April 30,
2007;
and

�
our
current
reports
on
Form 8-K
filed
with
the
SEC
on
July 10,
2003
(including
any
amendment
or
report
filed
for
the
purpose
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of
updating
the
description
of
our
common
stock
contained
therein),
February 13,
2007,
February 16,
2007,
February 21,
2007,
February 27,
2007,
March 23,
2007,
March 26,
2007,
March 30,
2007,
June 7,
2007,
June 12,
2007,
July 31,
2007
and
November 5,
2007.

        All documents
subsequently filed by us
with the SEC pursuant to
Sections 13(a), 13(c), 14
or 15(d) of the Securities
Exchange Act after the
date of this prospectus
and prior to the
termination of this
offering are deemed
incorporated by
reference into this
prospectus and a part
hereof from the date of
filing of those
documents.
Notwithstanding the
foregoing, information
furnished under Items
2.02 and 7.01 of our
current reports on
Form 8-K, including the
related exhibits, is not
incorporated by
reference in this
prospectus. Any
statement contained in
the any document
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incorporated by
reference herein shall be
deemed to be amended,
modified or superseded
for the purposes of this
prospectus to the extent
that a statement
contained in this
prospectus, any
additional prospectus or
a later document that is
or is considered to be
incorporated by
reference herein amends,
modifies or supersedes
such statement. Any
statements so amended,
modified or superseded
shall not be deemed to
constitute a part of this
prospectus, except as so
amended, modified or
superseded.

        We will provide
without charge to each
person to whom this
prospectus is delivered,
upon written or oral
request of such person, a
copy of any or all of the
documents referred to
above which have been
or may be incorporated
by reference into this
prospectus. Requests for
such documents should
be directed to Capital
Trust, Inc., 410 Park
Avenue, 14th Floor, New
York, New York 10022,
Attention: Investor
Relations (Telephone:
(212) 655-0220).

LEGAL MATTERS

        Legal matters in
connection with the
offering by us of newly
issued shares of our
common stock under the
Plan, including the
validity of the offered
shares, are being passed
upon for us by Venable
LLP, Baltimore,
Maryland. Certain U.S.
federal income taxation
matters will be passed
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upon for us by Paul,
Hastings, Janofsky &
Walker LLP, New York,
New York. Martin L.
Edelman, who serves as
one of our directors, is of
counsel to Paul,
Hastings, Janofsky &
Walker LLP.

EXPERTS

        The consolidated
financial statements of
Capital Trust, Inc.
appearing in Capital
Trust's Annual Report
(Form 10-K) for the year
ended December 31,
2006 (including the
schedule appearing
therein), and Capital
Trust management's
assessment of the
effectiveness of internal
control over financial
reporting as of
December 31, 2006
included therein, have
been audited by Ernst &
Young LLP, independent
registered public
accounting firm, as set
forth in their reports
thereon included therein
and incorporated herein
by reference. Such
consolidated financial
statements and
management's
assessments are
incorporated herein by
reference in reliance
upon such reports given
on the authority of such
firm as experts in
accounting and auditing.
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