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FORWARD LOOKING STATEMENTS

This Annual Report on Form 10-K contains certain “forward-looking statements” within the
meaning of the Private Securities Litigation Reform Act of 1995. Such forward-looking statements
relate to, among other things, the operating performance of our investments and financing needs.
Forward-looking statements are generally identifiable by use of forward-looking terminology such as
“may,” “will,” “should,” “potential,” “intend,” “expect,” “seek,” “anticipate,” “estimate,” “believe,”
“could,” “project,” “predict,” “continue” or other similar words or expressions. Forward-looking
statements are not guarantees of performance and are based on certain assumptions, discuss future
expectations, describe plans and strategies, contain projections of results of operations or of financial
condition or state other forward-looking information. Our ability to predict results or the actual effect
of plans or strategies is inherently uncertain, particularly given the economic environment. Although we
believe that the expectations reflected in such forward-looking statements are based on reasonable
assumptions, our actual results and performance could differ materially from those set forth in the
forward-looking statements. These forward-looking statements involve risks, uncertainties and other
factors that may cause our actual results in future periods to differ materially from those forward
looking statements. We are under no duty to update any of the forward-looking statements after the
date of this report to conform these statements to actual results.

9«
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Factors that could have a material adverse effect on our operations and future prospects are set
forth in “Risk Factors” in this Annual Report on Form 10-K beginning on page 14. The factors set
forth in the Risk Factors section could cause our actual results to differ significantly from those
contained in any forward-looking statement contained in this report.



PART 1
Item 1. Business
Our Company

We are a real estate finance company that has focused primarily on originating, investing in and
managing commercial real estate debt, commercial real estate securities and net lease properties. We
have invested in those areas of commercial real estate finance that enabled us to leverage our real
estate investment expertise, utilize our broad capital markets knowledge, and capitalize on our ability to
employ innovative financing structures. We believe that our three principal business lines are
complementary to each other due to their overlapping sources of investment opportunities, common
reliance on real estate fundamentals and ability to apply similar asset management skills to maximize
value and to protect capital. We conduct our operations so as to qualify as a real estate investment
trust, or a REIT, for federal income tax purposes.

We rely on the normal functioning of credit and equity markets to finance and grow our business.
The current worldwide economic and financial crisis, which began in 2007 with increasing credit issues
in U.S. sub-prime residential mortgage loans, has resulted in severe credit and liquidity issues
throughout the worldwide financial system, a global economic recession, the failure of several financial
institutions and several multinational financial institutions requiring governmental assistance to remain
in business. Global deleveraging by financial institutions and economic contraction has virtually shut
down the availability of capital for most businesses, including those involved in the commercial real
estate sector. As a result, most businesses, including ours, have significantly reduced new investment
activity until the capital markets become more stable, the macroeconomic outlook becomes clearer and
market liquidity increases. It is unclear whether existing or proposed government programs will help a
return of capital market stability. In this environment we are focused on actively managing portfolio
credit to preserve capital, generating and recycling liquidity from existing assets, managing debt
maturities by purchasing our issued debt at discounts to par and optimizing corporate overhead.

The following describes the major commercial asset classes in which we have invested and which
we continue to actively manage to maximize value and to preserve our capital through this difficult
economic and capital markets environment. During the second half of 2007 and throughout 2008, we
significantly reduced new investment activity in these businesses, which was generally limited to a level
supported by recycled capital from repayments and asset sales.

Real Estate Debt
Overview

Our real estate debt business has historically focused on originating, structuring and acquiring
senior and subordinate debt investments secured primarily by commercial and multifamily properties,
including first lien mortgage loans, which are also referred to as senior mortgage loans, junior
participations in first lien mortgage loans, which are often referred to as B-Notes, second lien mortgage
loans, mezzanine loans and preferred equity interests in borrowers who own such properties. We
generally hold these instruments for investment, but we sometimes syndicate or sell portions of loans to
maximize risk adjusted returns, manage credit exposure and generate liquidity.

We have built a franchise with a reputation for providing capital to high quality real estate
investors who want a responsive and flexible balance sheet lender. Given that we are a lender who does
not generally seek to sell or syndicate the full amount of the loans we originate, we are able to
maintain flexibility in how we structure loans that meet the unique needs of our borrowers. For
example, we can make a loan to a borrower that provides for an increase in loan proceeds over the
loan term if the borrower increases the value of the collateral property. Typical commercial mortgage-
backed securities, or CMBS, and other conduit securitization lenders generally could not provide these



types of loans because of constraints within their funding structures and because they usually originated
loans with the intent to sell them to third parties and relinquish control. Additionally, our centralized
investment organization has enabled senior management to review potential new loans early in the
origination process which, unlike many large institutional lenders with several levels of approval
required to commit to a loan, allowed us to respond quickly and provided a high degree of certainty to
our borrowers that we would close a loan on terms substantially similar to those initially proposed. We
believe that this level of service has enhanced our reputation in the marketplace. As of December 31,
2008, our average funded loan size was $19.2 million and we managed 108 separate commercial real
estate loans totaling $2.0 billion.

The collateral underlying our real estate debt investments generally consists of income-producing
real estate assets, properties that require some capital investment to increase cash flows, or assets
undergoing repositionings or conversions, and may involve vertical construction or unimproved land.
We seek to make real estate debt investments that offer the most attractive risk-adjusted returns and
evaluate the risk based upon our underwriting criteria, sponsorship and the pricing of comparable
investments. We historically accessed the asset-backed markets to match-fund our real estate debt
investments with non-recourse, term debt liabilities which were structured as collateralized debt
obligations, or CDOs, and sold under the N-Star brand. These term debt, or CDO, transactions are
flexible financing structures that typically permit us to re-invest proceeds from asset repayments for a
five-year period after issuance with no repayment of the term debt, subject to certain criteria;
thereafter, the term debt is repaid when the underlying assets pay off. In addition to these term debt
transaction financings we have utilized secured term financings and credit facilities to finance real
estate debt investments.

Targeted Investments

Our real estate debt investments typically have many of the following characteristics: (i) terms of
two to ten years inclusive of any extension options; (ii) collateral in the form of a first mortgage or a
subordinate interest in a first mortgage on real property, a pledge of ownership interests in a real
estate owning entity or a preferred equity investment in a real estate owning entity; (iii) investment
amounts of $5 million to $200 million; (iv) floating interest rates priced at a spread over LIBOR or
fixed interest rates; (v) an interest rate cap or other hedge to protect against interest rate volatility; and
(vi) an intercreditor agreement that outlines our rights relative to other investors in the capital
structure of the transaction and that typically provides us with a right to cure any defaults to the lender
of those tranches senior to us and, under certain circumstances, to purchase senior tranches.

Investment Process for Real Estate Debt

We have employed a standardized investment and underwriting process that focuses on a number
of factors in order to ensure each investment is being evaluated appropriately, including:
(i) macroeconomic conditions that may influence operating performance; (ii) fundamental analysis of
the underlying real estate collateral, including tenant rosters, lease terms, zoning, operating costs and
the asset’s overall competitive position in its market: (iii) real estate market factors that may influence
the economic performance of the collateral; (iv) the operating expertise and financial strength of the
sponsor or borrower; (v) real estate and leasing market conditions affecting the asset; (vi) the cash flow
in place and projected to be in place over the term of the loan; (vii) the appropriateness of estimated
costs associated with rehabilitation or new construction; (viii) a valuation of the property, our
investment basis relative to its value and the ability to liquidate an investment through a sale or
refinancing of the underlying asset; (ix) review of third-party reports including appraisals, engineering
and environmental reports; (x) physical inspections of properties and markets; and (xi) the overall
structure of the investment and the lenders’ rights in the loan documentation.



Our real estate lending professionals may originate and structure debt investments directly with
borrowers or may acquire loans from third parties. In the past we emphasized direct origination of our
debt investments because this allows us a greater degree of control in loan structuring and in potential
future loan modification or restructuring negotiations, provides us the opportunity to create subordinate
interests in the loan, if desired, that meet our risk-return objectives, allows us to maintain a more direct
relationship with our borrowers and to earn origination and other fees. Although the majority of our
debt investments have been directly originated, we expect that current difficult credit market conditions
may present more opportunities to acquire real estate debt investments at attractive prices from third-
party originators who are motivated to sell by liquidity issues or are exiting the business.

At December 31, 2008 we held the following real estate debt investments (dollars in thousands):

Allocation Average
by Average Spread
Carrying Investment Fixed Over Number of
December 31, 2008 Value(1) Type Rate LIBOR Investments
Whole loans, floating rate .. .............. $1,048,310 51.2% —% 2.89% 52
Whole loans, fixedrate . ................. 96,252 4.7 7.58 — 8
Subordinate mortgage interests, floating rate . . . 200,556 9.8 — 6.42 13
Subordinate mortgage interests, fixed rate. . . . . 24,349 1.2 7.51 — 2
Mezzanine loans, floating rate .. ........... 463,765 22.6 — 4.43 15
Mezzanine loan, fixedrate . . . ............. 191,438 94 11.65 — 15
Other loans—floating . .................. 16,609 0.8 — 1.60 2
Other loans—fixed ..................... 6,191 0.3 5.53 — 1
Total/Weighted average . . ... ............ $2,047,470 100.0% 9.99% 3.70% 108

(1) Approximately $1.3 billion of these investments serve as collateral for our three term debt
transactions backed by commercial real estate loans and the balance is financed under other
borrowing facilities. We have future funding commitments, which are subject to certain conditions
that borrowers must meet to qualify for such fundings, totaling $271.0 million related to our debt
investments. We expect that a minimum of $133.9 million of these future fundings will be funded
within our existing term debt transactions and require no additional capital from us. We expect
that our secured credit facility lenders generally will advance a majority of future fundings that are
not otherwise funded within our term debt transactions. Based upon currently approved advance
rates on our credit and term debt facilities and assuming that all commercial real estate loans that
have future fundings meet the terms to qualify for such funding, our equity requirement would be
approximately $94.5 million.



The following charts display our loan portfolio by collateral type and by geographic location:

Loan Portfolio by Collateral Type Loan Portfolio by Geographic Location
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Real Estate Securities
Overview

Our real estate securities business has historically invested in, created and managed portfolios of
primarily investment grade commercial real estate debt securities, which we have financed by issuing
term debt. In July 2007, we created the NorthStar Real Estate Securities Opportunity Fund, or the
Securities Fund, of which we are the manager and general partner. Our interest in the Securities Fund
was 53.1% at December 31, 2008. We receive fees from the Securities Fund for managing the third
party private capital. Other than in connection with making new investments to reinvest proceeds from
asset sales or repayments in previously issued non-recourse term debt transactions, we intend to
conduct substantially all of our new securities investment activities in the Securities Fund or in vehicles
similar to the Securities Fund to minimize the amount of securities we hold on balance sheet. This fund
format also allows us to utilize long and short investment strategies that would not be efficient to
conduct on-balance sheet and in our REIT structure.

Our managed commercial real estate debt securities include CMBS, fixed income securities issued
by REIT;, credit-rated tenant loans and term debt transactions backed primarily by commercial real
estate securities. Most of our securities investments have explicit ratings assigned by at least one of the
three leading nationally-recognized statistical rating agencies (Moody’s Investors Service, Standard &
Poor’s and Fitch Ratings, generally referred to as rating agencies) and generally are not insured or
otherwise guaranteed. In addition to these securities, our investment grade term debt issuances may
also be backed by bank loans to REITs and real estate operating companies, and real estate whole
loans or subordinate debt investments such as B-Notes and mezzanine loans.

We seek to mitigate credit risk through credit analysis, subordination and diversification. Within
the Securities Fund we may also utilize credit default swaps and credit-linked indices such as the
CMBX to hedge long positions or to take net short positions on commercial real estate fixed income
securities. The CMBS we invest in are generally junior in right of payment of interest and principal to
one or more senior classes, but benefit from the support of one or more subordinate classes of
securities or other form of credit support within a securitization transaction. The senior unsecured
REIT debt securities we invest in reflect comparable credit risk. Credit risk refers to each individual
borrower’s ability to make required interest and principal payments on the scheduled due dates. While
the expected yield on our securities investments is sensitive to the performance of the underlying assets,



the more subordinated securities and certain other features of a securitization, in the case of mortgage
backed securities, and the issuer’s underlying equity and subordinated debt, in the case of REIT
securities, are designed to bear the first risk of default and loss. The real estate securities portfolios of
our investment grade term debt issuances are diversified by asset type, industry, location and issuer. We
further seek to minimize credit risk by monitoring the real estate securities portfolios of our investment
grade term debt issuances and the underlying credit quality of their holdings.

Our general financing strategy focuses on the use of match-funded structures. This means that we
seek to align the maturities of our debt obligations with the maturities of our investments in order to
minimize the risk of being forced to refinance our liabilities prior to the maturities of our assets, as
well as to reduce the impact of fluctuating interest rates on earnings. In addition, we generally match
interest rates on our assets with like-kind debt, so that fixed rate assets are financed with fixed rate
debt and floating rate assets are financed with floating rate debt, directly or through the use of interest
rate swaps, caps or other financial instruments or through a combination of these strategies. Our
investment grade term debt issuances utilize interest rate swaps to minimize the mismatch between
their fixed rate assets and floating rate liabilities. During 2008, the asset-backed markets in which we
had historically obtained match-funded financing remained virtually closed, and we expect the markets
to remain difficult through 2009. Consequently, most of our securities investment activity in 2008 was
funded using proceeds from repayments and sales of existing investments.

The average rating of our securities investments was Baa2/BBB (investment grade) as of
December 31, 2008. In addition, our securities portfolio had an average investment size of
approximately $5.2 million as of December 31, 2008.

Our Real Estate Securities Investments

The various types of securities backed by real estate assets that we invest in, including CMBS,
fixed income securities issued by REITS and real estate term debt transactions, are described in more
detail below.

CMBS. CMBS securities, or commercial mortgage backed securities, are securities backed by
obligations (including certificates of participation in obligations) that are principally secured by
mortgages on real property or interests therein having a multifamily or commercial use, such as
regional malls, other retail space, office buildings, industrial or warehouse properties, hotels, apartment
buildings, nursing homes and senior living centers, and may include, without limitation, CMBS conduit
securities, CMBS credit tenant lease securities and CMBS large loan securities. The properties are
primarily located in the United States. The loan collateral is held in a trust that issues securities in the
form of various classes of debt secured by the cash flows from the underlying loans. The securities
issued by the trust have varying levels of priority in the allocation of cash flows from the pooled loans
and are rated by one or more of the rating agencies. These ratings reflect the risk characteristics of
each class of CMBS and range from “AAA” to “CCC”. Any losses realized on defaulted loans are
absorbed first by the most junior, lowest-rated bond classes. Typically, all principal received on the
loans is allocated first to the most senior outstanding class of bonds and then to the next class in order
of seniority.

REIT Fixed Income Securities: REIT fixed income securities include both secured and unsecured
debt issued by REITs. REITs own a variety of property types with a large number of companies focused
on the office, retail, multifamily, industrial, healthcare and hotel sectors. In addition, several REITs
focus on the ownership of self-storage properties and triple-net lease properties. Certain REITs are
more diversified in nature, owning properties across various asset classes. Both REIT secured and
unsecured debt typically have credit ratings issued by one or more rating agencies. The majority of our
long-term investments in REIT fixed income securities are in REIT unsecured debt. We also invest in
junior unsecured debt or preferred equity of REITS.



Commiercial Real Estate Term Debt Transactions: Commercial real estate term debt transactions
(also referred to as collateralized debt obligations, or CDO’s), or CRE term debt transactions, are debt
obligations typically collateralized by a combination of CMBS and REIT unsecured debt. CRE term
debt transactions may also include real estate whole loans and other asset-backed securities as part of
their underlying collateral, although this is less common in the market. A CRE term debt transaction is
a special-purpose vehicle that finances the purchase of CMBS, REIT debt and other assets by issuing
liabilities rated by rating agencies and equity in private securities offerings.

Underwriting Process for Real Estate Securities

Our underwriting process for real estate securities is focused on evaluating both the real estate risk
of the underlying assets and the structural protections available to the particular class of securities in
which we are investing. We believe that even when a security such as a CMBS or a REIT bond is
backed by a diverse pool of properties, risk cannot be evaluated purely by statistical or quantitative
means. Properties backing loans with identical debt service coverage ratios or loan-to-value ratios can
have very different risk characteristics depending on their location, lease structure and physical
condition. Our underwriting process seeks to identify those factors that may lead to an increase or
decrease in credit quality over time.

Our underwriting process for the acquisition of real estate securities backed by a single loan or a
small pool of large loans includes: (i) review of the rent roll and historical operating statements in
order to evaluate the stability of the underlying property’s cash flow; (ii) utilization of our network of
relationships with real estate investors and other professionals to identify market and sub-market trends
in order to assess the property’s competitive position within its market; and (iii) evaluation of the loan’s
structural protections and intercreditor rights.

When evaluating a CMBS pool backed by a large number of loans, we combine real estate analysis
on individual loans with stress testing of the portfolio under various sets of default and loss
assumptions. First, we identify a sample of loans in the pool which are subject to individual analysis.
This sample typically includes the largest 10 to 15 loans in the pool, loans selected for risk
characteristics such as low debt service coverage ratios, unusual property type or location in a weak
market, and a random sample of small to medium sized loans in the pool. The loans in the sample are
analyzed based on the available information, as well as any additional market or property level
information that we are able to obtain. Each loan in the sample is assigned a risk rating, which affects
the default assumptions for that loan in our stress test. A loan with the lowest risk rating is assumed to
default and suffer a loss whereas loans with better risk ratings are assigned a lower probability of
default. The stress tests we run allow us to determine whether the bond class in which we are investing
would suffer a loss under the stressed assumptions.

REIT securities are evaluated based on the quality, type and location of the property portfolio, the
capital structure and financial ratios of the company, and management’s track record, operating
expertise and strategy. We also evaluate the REIT’s debt covenants. Our investment decision is based
on the REIT’s ability to withstand financial stress, as well as more subjective criteria related to the
quality of management and of the property portfolio.



At December 31, 2008, we held the following real estate security investments:

December 31, 2008

Real estate term debt—Third party . . ..................
REIT debt....... ... ... . . . . .
Term debtequity ........ ... ... ... ... . ..
Trust preferred securities .. ........... ... ... ......

Total ...

Carrying Estimated
Value Fair Value
$444790  $124,594
50,680 7,040
16,156 1,322
82,753 44,935
70,532 38,764
15,000 4,488
$679.911 $221,143

The first four term debt issuances in our securities business were accounted for as off-balance
sheet financings. This means that rather than consolidate the assets and investment grade notes we sold
on our balance sheet we account for our equity in the financing as an available for sale security. For
example, if we financed $100 of assets by issuing $80 of term debt notes, we would show our interest as
a $20 available for sale security on our balance sheet. N-Star VII, our fifth securities term debt

issuance, is accounted for as an on-balance sheet financing.

A summary of the collateral and term debt notes for our off-balance sheet term debt transactions

at December 31, 2008 is provided below.

Collateral—December 31, 2008

Term Notes—December 31, 2008

Weighted Weighted
Weighted Average Average
Par Value  Average Expected Outstanding  Interest
Date of Interest Life Term Rate Stated
Issuance Closed Collateral Rate (years) Notes(1) at 12/31/08  Maturity
N-Star I(2) ................ 8/21/03 $ 299,316 6.60% 4.16 $ 278,000 6.37% 8/01/2038
N-Star IT.................. 7/01/04 331,242  6.17 4.77 295,098 5.51 6/01/2039
N-Star ITT . ................ 3/10/05 410,188 5.70 4.11 358,556 4.88 6/01/2040
N-Star V..o 9/22/05 499,745 552 623 456319 458  9/05/2045
Total ..ot $1,540,491 5.92% 495 $1,387,973  5.23%

(1) Includes only notes held by third parties.
(2) We have an 83.3% interest.
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The following charts display our CMBS assets under management by vintage and our on-balance
sheet securities assets under management by asset type based on par values.

CMBS AUM by Vintage Securities AUM

1997
1996  s4s5m 1998

$0.8M $115.3M 1999 CMBS,

2008 $49.4M $1,510.5M Real Estate
$3.5M 2000 Term Debt,
) $140.5M $50.8M

2001

$51.2M $102.7M

2002
REIT Debt,

Trust $401.7M
2006 Preferred,
$204.7M 2003 $20.3M
2005 $137.5M Securities Term Debt
$355.8M 2004 Fund Equity, Equity,
$233.6M $58.0M $196.4M
Net Lease
Overview

Our net lease strategy involved investing primarily in office, industrial, retail and healthcare-related
properties across the United States that are net leased long term to corporate tenants. Net lease
properties are typically leased to a single tenant who agrees to pay basic rent, plus all taxes, insurance,
capital and operating expenses arising from the use of the leased property. We may also invest in
properties that are leased to tenants for which we are responsible for some of the operating expenses
and capital costs. At the end of the lease term, the tenant typically has a right to renew the lease at
market rates or to vacate the property with no further ongoing obligation. Accordingly, we generally
target properties that are located in primary or secondary markets with strong demand fundamentals,
and that have a property design and location that make them suitable and attractive for alternative
tenants.

During 2008 we made no new net lease investments because opportunities in commercial real
estate loans, commercial real estate fixed income securities and repurchases of our debt were more
attractive. Also, our increased cost of capital relative to prior years has made investing in net lease
assets uneconomical. Our primary focus in this area during 2008 was to actively manage the existing
asset base and to find opportunities to generate liquidity and to recycle capital. Based on current
capital markets and economic conditions we do not expect new net lease investing to be a material part
of our business going forward.

Core Net Lease

We believe that the majority of net lease investors who acquire office, industrial and retail
properties are primarily focused on assets leased to investment-grade tenants with lease terms of
15 years or longer. In our experience, there is a more limited universe of investors with the real estate
and capital markets expertise necessary to underwrite net lease assets with valuations that are more
closely linked to real estate fundamentals than to tenant credit. In a normalized market, we believe that
well-located, general purpose real estate with flexible design characteristics can maintain or increase in
value when re-leasing opportunities arise.
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Healthcare Net Lease

We invest in healthcare net lease assets through our Wakefield joint venture. Healthcare real estate
has typically attracted less capital than more traditional commercial real estate such as office and
industrial properties, due to the more complex operating issues associated with the business, such as
public and private sources of revenue and the Federal, State and Local regulatory environment. The
management team of our partner has significant experience investing in a wide variety of healthcare
properties, ranging from low-acuity assisted living facilities to higher-acuity skilled nursing facilities.
Wakefield has sought out opportunities to acquire individual assets or portfolios of assets from local or
regionally-focused owner/operators with established track records and in markets where barriers to
entry exist. The assets typically have been purchased from and leased back to private operators under
long-term net leases. We believe that our partner provides us a competitive advantage in this sector
because of its management team’s extensive relationships in the industry and their knowledge of and
experience in operating, owning and lending to healthcare-related assets.

Underwriting Process and Financing for Net Lease Investments

Our core net lease investments were underwritten utilizing our skills in evaluating real estate
market and property fundamentals, real estate residual values and tenant credit. At inception and
throughout the life of our ownership we conduct detailed tenant credit analyses to assess, among other
things, the potential for credit deterioration and lease default risk. This analysis is also employed to
measure the adequacy of landlord protection mechanisms incorporated into the underlying lease. Our
underwriting process included sub-market and property-level due diligence in order to understand
downside investment risks, including quantifying the costs associated with tenant defaults and releasing
scenarios. We also evaluated stress scenarios to understand refinancing risk.

Our health care net lease investments were underwritten utilizing a comprehensive analysis of the
profitability of a targeted business or facility, its cash flow, occupancy, patient and payer mix, financial
trends in revenues and expenses, barriers to competition, the need in the market for the type of
healthcare services provided by the business or the facility, the strength of the location and the
underlying value of the business or the facility, as well as the financial strength and experience of the
management team of the business or the facility.

Our core and healthcare net lease investments are principally financed with non-recourse first
mortgages having terms approximately matching the term of the underlying leases.

Our Net Lease Investments

At December 31, 2008, we held the following net lease investments (dollars in thousands):

Percentage of

Number of Carrying Aggregate

Type of Property Properties Value Carrying Value
Healthcare . .......... ... ... ... ...... 118 $ 692,931 60.2%
Office ...... ... 17 297,632 25.9
Retail . . ..... ... .. ... .. . . . 12 77,411 6.7
Investment in unconsolidated joint venture-

office/flex(1) ...... ... .. ... .. ... 3 24,581 2.1
Office/Flex . . ........ . ... 1 31,439 2.7
Distribution center . ................... 1 24177 2.1
Retail/Office . . . .......... ... ... ...... 1 3,410 0.3

Total . ...... ... .. ... 153 $1,151,581 100.0%

(1) Our investment in the unconsolidated net lease joint venture is $7.3 million.
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LandCap Venture

During 2007, we entered into a joint venture with Whitehall Street Global Real Estate Limited
Partnership 2007 to form LandCap Partners, which we refer to as LandCap. The venture is managed by
professionals who have extensive experience in the single family housing sector. LandCap’s investment
strategy was to opportunistically invest in single family residential land through land loans, lot option
agreements and select land purchases. These investments were expected to generate very little current
cash flow and to be held for several years prior to liquidation. The venture made no investments in
2007 and $39.1 million of investments during 2008. Our share of the investment was $16.9 million.
During the second half of 2008, we and Whitehall directed the venture’s management team to raise
third party capital to fund new investment activity. This mandate was due to the existing partners’
desires to conserve liquidity in their respective businesses as capital markets conditions further
deteriorated. The venture has not received any new capital commitments and we do not currently
expect to provide any new investment capital to LandCap in the future. The venture will continue to
manage existing investments and we do not expect the venture to return capital to us for several years.

Portfolio Management

We actively monitor collateral and property-level performance of our asset base through our
portfolio management group which is closely supervised by our senior executive team. All major
portfolio management strategies and tactics are developed using the extensive experience of our senior
executives and a majority of our employees are dedicated to portfolio management activities.

For commercial real estate loans, we typically have a contractual right to regularly receive updated
information from our borrowers such as budgets, operating statements, rent rolls, major tenant lease
signings, renewals, expirations and modifications. We also monitor for changes in property
management, borrower’s and sponsor’s financial condition, timing and funding of distributions from
reserves and capital accounts or future funding draws, real estate market conditions, sales of
comparable and competitive properties, occupancy and asking rents at competitive properties and
financial performance of major tenants. When a borrower cannot comply with its requirements
according to the loan terms, we generally have a range of strategies to choose from, including
foreclosing on the collateral in order to sell it, extending the final maturity date in return for a
paydown and/or a fee, changing the interest rate or making any other modification to the loan terms
which we believe maximizes long-term value and preserves capital.

We closely monitor our securities investments by using sophisticated third-party applications that
are designed to screen for performance issues in the loan collateral underlying the securities. We also
utilize our capital markets expertise to seek opportunities to sell securities investments which we
believe the market is valuing too highly relative to the underlying risk.

We inspect our owned net lease assets to ensure the tenants are complying with the terms of their
respective leases, and seek to enter into renewal discussions with tenants well in advance of lease
expirations.

Poor economic conditions and scarcity of new debt capital have negatively impacted commercial
real estate cash flows, valuations and real estate investors’ ability to refinance properties when existing
debt is due. The commercial real estate industry may experience increasing stress and decreasing credit
quality the longer these conditions continue. We expect that a majority of our efforts in 2009 will be
spent in portfolio management activities.

Business Strategy

Our long-term primary objectives are to make real estate-related investments that increase our
franchise value, produce attractive risk-adjusted returns and generate predictable cash flow for
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distribution to our stockholders. The current global economic recession and financial crisis has required
us to focus on preserving capital and managing liquidity. Like most finance companies, we cannot
currently raise corporate capital at attractive levels and we are observing weakening performance levels
in our asset base due to the shrinking economy and lack of capital for commercial real estate. We
believe that we have created a franchise that derives a competitive advantage from the combination of
our real estate, credit underwriting and capital markets expertise, which enables us to manage credit
risk across our business lines as well as to structure and finance our assets efficiently. We hope that our
reputation in the marketplace will enable us to be early in raising corporate capital when market
conditions improve. We will also seek to conduct certain new investment activities, where possible, in
managed vehicles capitalized primarily with private capital sources rather than with 100% of our equity
capital. If we are successful in raising these managed vehicles, we believe that these structures could
provide a higher return on our invested equity capital due to the management and incentive fees that
may be generated, and would broaden our sources of capital so that we would be less reliant on the
public equity markets to grow our business.

We believe that our complementary core businesses provide us with the following synergies that
enhance our competitive position:

Sourcing Investments. CMBS, purchased real estate debt and net leased properties are often
sourced from the same originators. We can offer a single source of financing by purchasing or
originating a rated senior interest for our real estate securities portfolio and an unrated junior interest
for our real estate debt portfolio.

Credit Analysis. Real estate debt interests are usually marketed to investors prior to the issuance
of CMBS backed by rated senior interests secured by the same property. By participating in both
sectors, we can utilize our underwriting resources more efficiently and enhance our ability to
underwrite the securitized debt.

Flexible Asset-Backed and Secured Term Financing. We believe our experience and reputation as
an issuer and manager of term debt transaction financings, our credit track record and our
relationships with major money-center banks should provide us preferential access to match-funded
financing for our real estate securities, real estate debt and net lease investments. Match funded debt
capital is currently very difficult to obtain. The asset-backed markets for commercial real estate are not
functioning and banks and life companies are currently working to deleverage their balance sheets and
therefore are not making significant new lending commitments. Our current strategy has been to use
our existing flexible financing structures to leverage new investments, or to acquire new investments
that generate attractive returns without leverage.

Capital Allocation. Through our participation in these three principal businesses and the fixed
income markets generally, we benefit from market information that enables us to make more informed
decisions with regard to the relative valuation of financial assets and capital allocation.

Our investment and portfolio management processes are centralized and overseen by our senior
management team. We have formal guidelines which require senior management approval for all new
investments, and Board approval is generally required for investments exceeding size and concentration
limits. Senior management also reviews and approves portfolio management strategies including all loan
modification and workout situations.

Financing Strategy

We seek to access a wide range of secured and unsecured debt and public and private equity
capital sources to fund our investment activities and asset growth. Since our IPO in 2004, we have
completed preferred and common equity offerings raising $647.8 million of aggregate net proceeds. We
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also raised over $81.0 million of private capital for our Securities Fund. Additionally, during 2007 and
2008 we issued $252.5 million of unsecured exchangeable senior notes. We have also raised

$286.3 million of long-term, subordinated debt capital that is equity-like in nature due to its 30-year
term and relatively few covenants.

In the past, we have sought to access diverse short and long-term funding sources that enable us to
deliver attractive risk-adjusted returns to our shareholders while match-funding our investments to
minimize interest rate and maturity risk. This means we financed assets with debt having like-kind
interest rate benchmarks (fixed or floating) and similar maturities. Our real estate debt and securities
businesses have typically used warehouse and secured credit facilities with major financial institutions to
initially fund investments until a sufficient pool of assets was accumulated to efficiently execute a term
debt transaction, which in the past has been structured as a CRE CDO. More recently, we have used a
term facility with an institutional lender to complement term debt transaction financing to match-fund
our assets as best we can.

In a term debt transaction, rated bonds are issued and backed by pools of securities or loan
collateral originated or acquired by us. The bonds are non-recourse and the interest in the collateral is
used to service the interest on the rated bonds. After a reinvestment period, which is typically five
years, principal from collateral payoffs is used to amortize the notes, so there is no maturity risk. We
sell all of the investment-grade rated term debt transaction bonds, and retain the non-investment grade
classes as our “equity” interest in the financing. Term debt transactions provide low cost financing
because the most senior bond classes are rated “AAA/Aaa” by the rating agencies. For example,
approximately 68.8% of the notes issued in our real estate securities term debt transactions were rated
“AAA/Aaa” by at least one of the rating agencies at the time of the initial issuance.

Net lease investments are generally match-funded with non-recourse first mortgage debt
representing approximately 75% to 80% of the total value of the investment. We seek to match the
term of the financing with the remaining lease term.

Since mid-2007, there has been very little liquidity in the asset-backed, real estate, corporate and
most other major debt markets due to issues precipitated by the subprime residential lending industry.
Consequently, the asset backed securities, or ABS, markets remain unavailable to most issuers who
have therefore greatly reduced new investment activity. We believe that in the longer term liquidity and
attractive pricing could return to the ABS markets, but that in the near term new financing sources
must be developed in order to attractively finance new investment activity. We expect the ABS markets
for commercial real estate to be unavailable for at least the next year as most originators and
traditional buyers of this product have disassembled or drastically reduced their investment platforms.
While we believe that market conditions will remain difficult for an extended period of time, we believe
that in the future match funded debt sources could include term loans from financial institutions and
life companies, more restrictive ABS structures which may not permit reinvestment from asset
repayments, and financing provided by motivated sellers of assets. We believe that our credit track
record and our reputation with lenders and in the asset-backed markets could enable us to develop
alternative sources of debt financing while the capital markets remain unattractive or unavailable.

Hedging Strategy

We use derivatives primarily to manage interest rate risk exposure. These derivatives are typically
in the form of interest rate swap agreements and the primary objective is to minimize the interest rate
risks associated with our investing and financing activities. The counterparties of these arrangements
are major financial institutions with which we may also have other financial relationships.

Creating an effective strategy for dealing with interest rate movements is complex and no strategy
can completely insulate us from risks associated with such fluctuations. There can be no assurance that

15



our hedging activities will have the intended impact on our results. A more detailed discussion of our
hedging policy is provided in “Item 7. Management’s Discussion and Analysis of Financial Condition
and Results of Operations—Liquidity and Capital Resources.”

Regulation

We are subject, in certain instances, to supervision and regulation by state and federal
governmental authorities and may be subject to various laws and judicial and administrative decisions
imposing various requirements and restrictions, which, among other things: (1) regulate credit granting
activities; (2) establish maximum interest rates, finance charges and other fees we can charge our
customers; (3) require disclosures to customers; (4) govern secured transactions; and (5) set collection,
foreclosure, repossession and claims-handling procedures and other trade practices. Although most
states do not regulate commercial finance, certain states impose limitations on interest rates and other
charges and on certain collection practices and creditor remedies and require licensing of lenders and
financiers and adequate disclosure of certain contract terms. We are also required to comply with
certain provisions of the Equal Credit Opportunity Act that are applicable to commercial real estate
loans.

We believe that we are not, and intend to conduct our operations so as not to become regulated as
an investment company under the Investment Company Act. We have been, and intend to continue to
rely on current interpretations of the staff of the Securities and Exchange Commission in an effort to
continue to qualify for an exemption from registration under the Investment Company Act. For more
information on the exemptions that we utilize, see “Item 1A—Risk Factors—Maintenance of our
Investment Company Act exemption imposes limits on our operations.”

Certain of our subsidiaries may apply to be registered investment advisors under the Investment
Advisors Act of 1940, or the Investment Advisors Act, and, as such, may also be supervised by the
Securities and Exchange Commission. The Investment Advisors Act requires registered investment
advisors to comply with numerous obligations, including record-keeping requirements, operational
procedures and disclosure obligations. Such subsidiaries may also be registered with various states and
thus, subject to the oversight and regulation of such states’ regulatory agencies.

We have elected and expect to continue to make an election to be taxed as a REIT under
Section 856 through 860 of the Code. As a REIT, we must currently distribute, at a minimum, an
amount equal to 90% of our taxable income. In addition, we must distribute 100% of our taxable
income to avoid paying corporate federal income taxes. REITs are also subject to a number of
organizational and operational requirements in order to elect and maintain REIT status. These
requirements include specific share ownership tests and assets and gross income composition tests. If
we fail to qualify as a REIT in any taxable year, we will be subject to federal income tax (including any
applicable alternative minimum tax) on our taxable income at regular corporate tax rates. Even if we
qualify for taxation as a REIT, we may be subject to state and local income taxes and to federal income
tax and excise tax on our undistributed income.

In the judgment of management, existing statutes and regulations have not had a material adverse
effect on our business. However, it is not possible to forecast the nature of future legislation,
regulations, judicial decisions, orders or interpretations, nor their impact upon our future business,
financial condition, results of operations or prospects.

Competition

We have been subject to significant competition in seeking real estate investments. Historically, we
have competed with many third parties engaged in real estate investment activities including other
REITS, specialty finance companies, savings and loan associations, banks, mortgage bankers, insurance
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companies, mutual funds, private institutional funds, hedge funds, private opportunity funds, investment
banking firms, lenders, governmental bodies and other entities. In addition, there are other REITs with
asset investment objectives similar to ours and others may be organized in the future. Some of these
competitors, including larger REITs, have substantially greater financial resources than we do and
generally may be able to accept more risk. They may also enjoy significant competitive advantages that
result from, among other things, a lower cost of capital and enhanced operating efficiencies.

Competition may limit the number of suitable investment opportunities offered to us. It may also
result in higher prices, lower yields and a narrower spread of yields over our borrowing costs, making it
more difficult for us to acquire new investments on attractive terms.

Employees

As of December 31, 2008, NorthStar had 60 employees. Management believes that a major
strength of NorthStar is the quality and dedication of our people. We strive to maintain a work
environment that fosters professionalism, excellence, diversity and cooperation among our employees.

Corporate Governance and Internet Address

We emphasize the importance of professional business conduct and ethics through our corporate
governance initiatives. Our Board of Directors consists of a majority of independent directors; the
audit, nominating and corporate governance, and compensation committees of our Board of Directors
are composed exclusively of independent directors. We have adopted corporate governance guidelines
and a code of business conduct and ethics, which delineate our standards for our officers, directors and
employees.

Our internet address is www.nrfc.com. The information on our website is not incorporated by
reference in this Annual Report on Form 10-K. We make available, free of charge through a link on
our site, our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on
Form 8-K, and amendments to such reports, if any, as filed with the securities and exchange
commission, or the SEC, as soon as reasonably practicable after such filing. Our site also contains our
code of business conduct and ethics, code of ethics for senior financial officers, corporate governance
guidelines, and the charters of our audit committee, nominating and corporate governance committee
and compensation committee of our Board of Directors. Within the time period required by the rules
of the SEC and the New York Stock Exchange, or NYSE, we will post on our website any amendment
to our code of business conduct and ethics and our code of ethics for senior financial officers as
defined in the code.

Item 1A. Risk Factors

Our business is subject to a number of risks that are substantial and inherent in our business. This
section describes some of the more important risks that we face, any of which could have a material adverse
effect on our business, financial condition, results of operations and future prospects. The risk factors set
forth in this section could cause our actual results to differ significantly from those contained in this Annual
Report on Form 10-K. In connection with the forward-looking statements that appear in this Annual Report
on Form 10-K, you should carefully review the factors discussed below and the cautionary statements
referred to under “Forward-Looking Statements.”
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Risks Related to Our Businesses

The commercial real estate finance industry has been and will continue to be adversely affected by conditions
in the global financial markets and economic conditions in the United States generally.

Since mid-2007, and particularly during the second half of 2008, the global financial markets were
expansively impacted by significant declines in the values of nearly all asset classes and by an
unprecedented lack of liquidity. This was initially triggered by the subprime residential lending and
single family housing markets experiencing significant default rates, declining residential real estate
values and increasing backlog of housing supply. Other lending markets also experienced extreme
volatility and decreased liquidity resulting from the poor credit performance in the residential lending
markets. The residential sector capital markets issues quickly spread more broadly into the asset-backed
commercial real estate, corporate and other credit and equity markets. The global markets have been
characterized by substantially increased volatility and an overall loss of investor confidence, initially in
financial institutions, but more recently in companies in a number of other industries, including our
industry, and in the broader markets. The markets have produced downward pressure on stock prices
and the lack of available credit for certain issuers without regard to those issuers’ underlying financial
strength.

The resulting economic conditions and the difficulties currently being experienced in the
commercial real estate finance industry have increased pressure on our stock price and adversely
affected our business model, financial condition, results of operations and our prospects for future
growth. We do not expect that the difficult conditions in the financial markets are likely to improve in
the near future. A worsening of these conditions would exacerbate the adverse effects that the current
market environment has had on us, on others in the commercial real estate finance industry and on
commercial real estate generally.

Liquidity is essential to our businesses and we rely on outside sources of capital that have been severely
impacted by the current economic crisis.

We require significant outside capital to fund our businesses. Our businesses have been and will
continue to be adversely affected by disruptions in the capital markets, including the lack of access to
capital or prohibitively high costs of obtaining capital. A primary source of liquidity for us has been the
equity and debt capital markets, including issuing common equity, preferred equity, trust preferred
securities and convertible senior notes. With capital market conditions devastated by the current global
economic crisis, companies in the real estate industry, including us, are currently experiencing an
unprecedented lack of capital sources. Additionally, nearly all financial industry participants, including
commercial real estate lenders and investors, continue to find it nearly impossible to obtain
cost-effective debt capital to finance new investment activity or to refinance maturing debt. We do not
know whether any sources of capital will be available to us in the future on terms that are acceptable
to us, if at all. If we cannot obtain sufficient capital on acceptable terms, our businesses and our ability
to operate will be severely impacted. For information about our available sources of funds, see
“Management’s Discussion and Analysis of Financial Condition and Results of Operations—Liquidity
and Capital Resources” and the notes to the consolidated financial statements in this Annual Report
on Form 10-K.

We also depend on external sources of capital because one of the requirements of the Internal
Revenue Code of 1986, as amended, for a REIT is that it distributes 90% of its taxable income to its
shareholders, including taxable income where we do not receive corresponding cash. We intend to
distribute all or substantially all of our REIT taxable income in order to comply with the REIT
distribution requirements of the Internal Revenue Code. These distribution requirements are partly
mitigated for calendar year 2009 because REITs are permitted to pay up to 90% of its distribution
requirement in common stock or other company securities, rather than cash.
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The credit facilities that we use to finance our investments may require us to provide additional collateral,
which could significantly impact our liquidity position.

We have used credit facilities to finance some of our investments. Although our secured credit
facility with a major financial institution, or the Secured Term Loan, which is our primary credit facility
in our real estate debt business, is not subject to margin calls based on credit spread widening, if the
market value of the commercial real estate loans pledged by us decline in value due to credit quality
deterioration, we may be required by the lending institution to provide additional collateral or pay
down a portion of the funds advanced. Additionally, our Master Repurchase Agreement, or the JP
Facility, with a major financial institution provides the lender with a similar ability to require
repayment, but also provides the lender with the ability to require repayment due to decreases in the
value of the commercial real estate loan collateral based upon market credit spread movements. In a
weakening economic environment, we would generally expect credit quality and the value of the
commercial real estate loans that serve as collateral for our credit facilities to decline, resulting in a
higher likelihood that the lenders would require partial repayment from us, which could be substantial.
Posting additional collateral to support our credit facilities could significantly reduce our liquidity and
limit our ability to leverage our assets. In the event we do not have sufficient liquidity to meet such
requirements, lending institutions can accelerate our indebtedness and foreclose upon the assets
securing these facilities, which could have a material adverse effect on our business and operations.

If we are unable to extend or renew our existing secured credit facilities, our results of operations, financial
condition and business could be significantly harmed.

Credit facilities are critical to our business. If we are unable to extend or renew our existing
secured credit facilities, our results of operations, financial condition and business could be significantly
harmed. In particular, the Secured Term Loan, which has $379.7 million outstanding as of
December 31, 2008, of which we have guaranteed $200 million, has an initial maturity in November
2009 and contains a one-year extension at our option provided that we are in compliance with the
terms of the Secured Term Loan. If we fail to comply with such terms we may be unable to exercise
the extension option and be required to repay the facility in full, which would have a material adverse
affect on us and our business and operations. Additionally, Wachovia, the original lender under our
Secured Term Loan has recently merged with another financial institution, which creates additional
uncertainly regarding the facility.

Furthermore, the JP Facility, which has $44.9 million outstanding as of December 31, 2008, all of
which we have guaranteed, matures in August 2009. The facility is extendable for an additional year at
the lender’s option. If the lender decides to not renew that facility, we would be required to repay
amounts due at the maturity date, which could have a significant impact on our liquidity position.

Our lenders under our credit facilities may choose to not fund future commitments.

Our business plan and liquidity projections assume that our lenders under our secured credit
facilities fund a certain portion of our future funding obligations to borrowers under our commercial
real estate loans. At December 31, 2008, we expected this amount to be $42.6 million. Nonetheless, our
lenders retain discretion over their obligation to fund such future funding commitments under our
commercial real estate loans. As a result, we may be required to fund future commitments with existing
liquidity, which could have a significant impact on our liquidity position. Furthermore, if our lenders do
not fund such future funding commitments, we may not be able to leverage our assets as fully as we
would choose, which will reduce our returns on such assets. If we are unable to meet future funding
commitments, our borrowers may take legal action against us, which could have a material adverse
effect on us.
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Our credit facilities contain restrictive covenants relating to our operations.

Our secured credit facilities contain negative covenants that, among other things, limit the amount
of leverage that we may employ, require that we maintain certain interest and fixed charge coverage
ratios (which may be particularly difficult to comply with given low LIBOR rates due to most of our
assets paying a floating interest rate), require that we maintain a certain minimum tangible net worth,
limit our recourse indebtedness, limit our ability to distribute more than a certain amount of our funds
from operations and require us to hedge our interest rate exposure. At December 31, 2008, we were in
compliance with all debt covenants under our borrowings. However, if economic conditions continue to
weaken and capital for commercial real estate remains scarce, we expect credit quality in our assets and
across the commercial real estate sector to weaken. While we have devoted a majority of our resources
to managing our existing asset base, a continued weak environment will make maintaining compliance
with the credit facilities’ covenants more difficult. If we are not in compliance with any of our
covenants, there can be no assurance that our lenders would waive such non-compliance in the future
and any such non-compliance could have a material adverse effect on us.

Our credit facilities and exchangeable senior notes contain cross-default provisions.

Our credit facilities and our indentures governing our exchangeable senior notes contain cross-
default provisions whereby a default under one agreement could result in a default and acceleration of
indebtedness under other agreements. If a cross-default were to occur, we may not be able to pay our
debts or access capital from external sources in order to refinance our debts. If some or all of our debt
obligations default and it causes a default under other indebtedness, our business, financial condition
and results of operations could be materially and adversely affected.

Our term debt transactions have certain coverage tests that are required to be met in order for payments to be
made to our subordinate bonds and equity notes. Failing coverage tests could significantly impact our cash
Sflow and overall liquidity position.

Our term debt transactions generally require that the underlying collateral and cash flow generated
by the collateral to be in excess of ratios stipulated in the related indentures. These ratios are called
overcollateralization, or OC, and interest coverage, or IC, tests and are used primarily to determine
whether and to what extent principal and interest proceeds on the underlying collateral debt securities
and other assets may be used to pay principal of, and interest on, the subordinate classes of bonds in
the term debt transactions. Uncured defaults on commercial real estate loans and rating agency
downgrades on commercial real estate securities are the primary causes for decreases in the OC and IC
ratios. In the event these tests are not met, cash that would normally be distributed to us would be
used to amortize the senior notes until the financing is back in compliance with the tests. Additionally,
we may be required to buy assets out of our term debt transactions in order to preserve cash flow,
which could have a significant impact on our liquidity. As of December 31, 2008 we are in compliance
with all of the OC and IC tests in our term debt transactions. Nonetheless, we expect that continued
weak economic conditions, lack of capital for commercial real estate, decreasing real estate values and
credit ratings downgrades of real estate securities will make complying with OC and IC tests more
difficult in the future. Our failure to satisfy the coverage tests could adversely affect our operating
results, liquidity and cash flows.

We retain the subordinate classes of bonds and equity notes in the term debt transactions that we have issued,
which entails certain risks, including that subordinate classes of bonds and equity notes in the term debt
transactions receive distributions only if the term debt transaction generates enough income to pay all of the
other bond classes.

The subordinate classes of bonds and equity notes that we retain in the term debt transactions that
we have issued represent leveraged investments in the underlying assets. Various classes of securities
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participate in the income stream in term debt transactions and distributions on subordinate classes of
bonds and equity notes are generally made only after payment of interest on, and principal of, the
senior bond classes. Although generally there is no interest or principal due on the equity notes,
distributions may be made to holders of the subordinate classes of bonds and equity notes on each
payment date after all of the other required payments are made on each payment date. There will be
little or no income available to the subordinate classes of bonds and equity notes if there are defaults
by the obligors under the underlying collateral and those defaults exceed a certain amount. In that
event, the value of our investment in the term debt transaction could decrease quickly and substantially.
There can be no assurance that after making required payments on the senior bond classes there will
be any remaining funds available to pay us. Accordingly, our subordinate classes of bonds and equity
notes may not be paid in full and we may be subject to a loss of all of our interest in the event that
payments are not made on the underlying assets or losses are incurred with respect to the underlying
assets, which could have a material adverse effect on us.

We are unable to complete additional term debt transactions due to the collapse of the credit markets and the
severe economic recession.

We historically accessed the asset-backed markets to match-fund our real estate debt investments
with non-recourse, term debt liabilities which were structured as collateralized debt obligations and sold
under the N-Star brand. Due to the collapse of the credit markets and the severe economic recession,
and the resulting investor concerns surrounding the real estate markets and the asset-backed markets
generally, among other things, there is currently no liquidity available through the issuance of new term
debt transactions. Issuing term debt transactions was a critical part of our overall business plan and we
currently believe that term debt transactions will not be available for the foreseeable future, if ever.

Continued disruptions in the financial markets and deteriorating economic conditions could adversely affect
the values of investments we made.

Weakening macroeconomic conditions combined with turmoil in the capital markets has
constrained equity and debt capital available for investment in commercial real estate, resulting in
fewer buyers seeking to acquire commercial properties and increases in discount rates and lower
valuations for commercial real estate properties. Furthermore, these deteriorating economic conditions
have negatively impacted commercial real estate fundamentals, which have resulted, and may in the
future result, in adverse effects on the collateral securing our commercial real estate loans.

Adverse economic conditions could significantly reduce the amount of income we earn on our commercial real
estate loans.

Adverse economic conditions have caused us to experience an increase in the number of
commercial real estate loans that could result in loan delinquencies, foreclosures and nonperforming
assets and a decrease in the value of the property or other collateral which secures our commercial real
estate loans, all of which could adversely affect our results of operations. Loan defaults result in a
decrease in interest income and may require the establishment of, or an increase in, loan loss reserves.
The decrease in interest income resulting from a loan default or defaults may be for a prolonged
period of time as we seek to recover, primarily through legal proceedings, the outstanding principal
balance, accrued interest and default interest due on a defaulted commercial real estate loan, plus the
legal costs incurred in pursuing our legal remedies. Legal proceedings, which may include foreclosure
actions and bankruptcy proceedings, are expensive and time consuming. The decrease in interest
income, and the costs involved in pursuing our legal remedies will reduce the amount of cash available
to meet our expenses and adversely impact our liquidity and operating results.
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Our borrowers may increasingly be unable to achieve their business plans due to the economic environment
and strain on commercial real estate, which may cause stress in our commercial real estate loan portfolio.

Many of our commercial real estate loans were made to borrowers who had a business plan to
improve the collateral property. The current economic environment has created a number of obstacles
to borrowers attempting to achieve their business plans, including lower occupancy rates and lower
lease rates across all property types, which continues to be exacerbated by rising unemployment and
overall financial uncertainty. If borrowers are unable achieve their business plans, the related
commercial real estate loans could go into default and severely impact our operating results and cash
flows.

Many of our commercial real estate loans are funded with interest reserves and our borrowers may be unable
to replenish those interest reserves once they run out.

Given the transitional nature of many of our commercial real estate loans, we required borrowers
to pre-fund reserves to cover interest and operating expenses until the property cash flows were
projected to increase sufficiently to cover debt service costs. We also generally required the borrower to
refill reserves if they became deficient due to underperformance or if the borrower wanted to exercise
extension options under the loan. Despite low interest rates, revenues on the properties underlying any
commercial real estate loan investments will likely decrease in the current economic environment,
making it more difficult for borrowers to meet their payment obligations to us. We expect that in the
future some of our borrowers may have difficulty servicing our debt and will not have sufficient capital
to replenish reserves, which could have a significant impact on our operating results and cash flow.

Our mortgage loans, mezzanine loans, participation interests in mortgage and mezzanine loans, real estate
securities and preferred equity investments have been and may continue to be adversely affected by widening
credit spreads, and if spreads continue to widen, the value of our loan and securities portfolios would decline
further.

Our investments in commercial real estate loans and real estate securities are subject to changes in
credit spreads. When credit spreads widen, as continues to be the case into 2009, the economic value of
our existing loans decrease. If a lender were to originate a similar loan today, such loan would carry a
greater credit spread than the existing loan. Even though a loan may be performing in accordance with
its loan agreement and the underlying collateral has not changed, the economic value of the loan may
be negatively impacted by the incremental interest foregone from the widened credit spread. The
economic value of our commercial real estate loan portfolio and our real estate securities portfolio has
been significantly impacted, and may continue to be significantly impacted, by credit spread widening.

Loan repayments are unlikely in the current market environment.

In the past, a source of liquidity for us was the voluntary repayment of loans. Because the
commercial real estate asset-backed markets remain closed, and banks and life insurance companies
have drastically curtailed new lending activity, real estate owners are having difficulty refinancing their
assets at maturity. If borrowers are not able to refinance loans at their maturity, the loans could go into
default and the liquidity that we would receive from such repayments will not be available.
Furthermore, without a functioning commercial real estate finance market, borrowers that are
performing on their loans will almost certainly extend such loans if they have that right, which will
further delay our ability to access liquidity through repayments.

Higher loan loss reserves are expected if economic conditions do not improve.

If the decline in the U.S. economy does not stabilize and reverse in 2009, we will likely experience
significant increases in loan loss reserves, potential defaults and asset impairment charges in 20009.
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Borrowers may also be less able to pay principal and interest on loans if the economy continues to
weaken and they continue to experience financial stress. Declining real property values also would
increase loan-to-value ratios on our loans and, therefore, weaken our collateral coverage and increase
the likelihood of higher loan loss reserves. Any sustained period of increased defaults and foreclosures
would adversely affect our interest income, financial condition, business prospects and our cash flows.

Loan loss reserves are particularly difficult to estimate in a turbulent economic environment.

Our loan loss reserves are evaluated on a quarterly basis. Our determination of loan loss reserves
requires us to make certain estimates and judgments, which are particularly difficult to determine
during a recession where commercial real estate credit has been nearly shut off and commercial real
estate transactions have dramatically decreased. Our estimates and judgments are based on a number
of factors, including projected cash flows from the collateral securing our commercial real estate loans,
loan structure, including the availability of reserves and recourse guarantees, likelihood of repayment in
full at the maturity of a loan, potential for a refinancing market coming back to commercial real estate
in the future and expected market discount rates for varying property types. If our estimates and
judgments are not correct, our results of operations and financial condition could be severely impacted.

The mortgage loans we originate and invest in and the commercial mortgage loans underlying the mortgage-
backed securities we invest in are subject to risks of delinquency, foreclosure, loss and bankruptcy of the
borrower under the loan. If the borrower defaults, it may result in losses to us.

Mortgage loans are secured by real estate and are subject to risks of delinquency, foreclosure, loss
and bankruptcy of the borrower, all of which are and will continue to be more prevalent if the overall
economic environment does not improve significantly. The ability of a borrower to repay a loan secured
by real estate is dependent primarily upon the successful operation of such property rather than upon
the existence of independent income or assets of the borrower. If the net operating income of the
property is reduced, the borrower’s ability to repay the loan may be impaired. Net operating income of
a property can be affected by, among other things:

* macroeconomic conditions;

* tenant mix;

¢ success of tenant businesses;

e property management decisions;

 property location and condition;

* property operating costs, including insurance premiums, real estate taxes and maintenance costs;
* competition from comparable types of properties;

* changes in governmental rules, regulations and fiscal policies;

* changes in laws that increase operating expense or limit rents that may be charged;

e any need to address environmental contamination at the property;

* the occurrence of any uninsured casualty at the property;

* changes in national, regional or local economic conditions and/or specific industry segments;
* declines in regional or local real estate values;

* declines in regional or local rental or occupancy rates;
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increases in interest rates;

real estate tax rates and other operating expenses;
acts of God;

social unrest and civil disturbances;

terrorism; and

increases in costs associated with renovation and/or construction.

Any one or a combination of these factors may cause a borrower to default on a loan or to declare
bankruptcy. If a default or bankruptcy occurs and the underlying asset value is less than the loan
amount, we will suffer a loss.

Additionally, we may suffer losses for a number of reasons, including the following, which could
have a material adverse effect on our financial performance.

If the value of real property or other assets securing our commercial real estate loans deteriorates. The
majority of our commercial real estate loans are fully or substantially non-recourse, although a
large amount of our commercial real estate loans provide for interest reserve replenishments
which are recourse. In the event of a default by a borrower on a non-recourse loan, we will only
have recourse to the real estate-related assets (including escrowed funds and reserves)
collateralizing the loan. For this purpose, we consider commercial real estate loans made to
special purpose entities formed solely for the purpose of holding and financing particular assets
to be non-recourse loans. We sometimes also make commercial real estate loans that are
secured by equity interests in the borrowing entities or by investing directly in the owner of the
property. In the current recession, asset values have deteriorated and there can be no assurance
that the value of the assets securing our commercial real estate loans will not deteriorate
further. Mezzanine loans are subject to the additional risk that other lenders may be directly
secured by the real estate assets of the borrowing entity.

If a borrower or guarantor defaults on recourse obligations under our commercial real estate loans.
We sometimes obtain individual or corporate guarantees, which are not secured, from borrowers
or their affiliates. In cases where guarantees are not fully or partially secured, we typically rely
on financial covenants from borrowers and guarantors which are designed to require the
borrower or guarantor to maintain certain levels of creditworthiness. Due to deteriorating
economic conditions, many borrowers and guarantors are facing financial difficulties and are
unable to comply with their financial covenants. Where we do not have recourse to specific
collateral pledged to satisfy such guarantees or recourse loans, we will only have recourse as an
unsecured creditor to the general assets of the borrower or guarantor, some or all of which may
be pledged to satisfy other lenders. There can be no assurance that a borrower or guarantor will
comply with its financial covenants, or that sufficient assets will be available to pay amounts
owed to us under our commercial real estate loans and guarantees.

Our due diligence may not reveal all of a borrower’s liabilities and may not reveal other weaknesses in
its business. Before making a commercial real estate loan to a borrower, assess the strength and
skills of an entity’s management and other factors that we believe are material to the
performance of the investment. This process is particularly important and subjective with respect
to newly organized entities because there may be little or no information publicly available about
the entities. In making the assessment and otherwise conducting customary due diligence, we
rely on the resources available to us and, in some cases, an investigation by third parties. There
can be no assurance that our due diligence processes will uncover all relevant facts or that any
investment will be successful.
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¢ In the event of a default or bankruptcy of a borrower, particularly in cases where the borrower has
incurred debt that is senior to our commercial real estate loan. If a borrower defaults on our
commercial real estate loan and the mortgaged real estate or other borrower assets
collateralizing our commercial real estate loan are insufficient to satisfy our commercial real
estate loan, we may suffer a loss of principal or interest. In the event of a borrower bankruptcy,
we may not have full recourse to the assets of the borrower, or the assets of the borrower may
not be sufficient to satisfy our commercial real estate loan. In addition, certain of our
commercial real estate loans are subordinate to other debt of the borrower. If a borrower
defaults on our commercial real estate loan or on debt senior to our commercial real estate
loan, or in the event of a borrower bankruptcy, our commercial real estate loan will be satisfied
only after the senior debt. Bankruptcy and borrower litigation can significantly increase the time
needed for us to acquire underlying collateral in the event of a default, during which time the
collateral may decline in value. In addition, there are significant costs and delays associated with
the foreclosure process. Given the difficult economic environment, borrower bankruptcies and
litigation relating to our assets will increase appreciably, which will require us to spend
significant amounts of money and require significant senior management resources in order to
protect our interests.

e If provisions of our commercial real estate loan agreements are unenforceable. Our rights and
obligations with respect to our commercial real estate loans are governed by written loan
agreements and related documentation. It is possible that a court could determine that one or
more provisions of a loan agreement are unenforceable, such as a loan prepayment provision or
the provisions governing our security interest in the underlying collateral.

The subordinate mortgage notes, participation interests in morigage notes, mezzanine loans and preferred
equity investments we have originated and invested in may be subject to risks relating to the structure and
terms of the transactions, as well as subordination in bankruptcy, and there may not be sufficient funds or
assets remaining to satisfy our investments, which may result in losses to us.

We have focused on originating, structuring and acquiring senior and subordinate debt investments
secured primarily by commercial properties, including first lien mortgage loans, junior participations in
first lien mortgage loans, which are often referred to as B-Notes, second lien mortgage loans,
mezzanine loans and preferred equity interests in borrowers who own such properties. These
investments may be subordinate to other debt on commercial property and are secured by subordinate
rights to the commercial property or by equity interests in the commercial entity. If a borrower defaults
or declares bankruptcy, after senior obligations are met, there may not be sufficient funds or assets
remaining to satisfy our subordinate interests. Because each transaction is privately negotiated,
subordinate investments can vary in their structural characteristics and lender rights. Our rights to
control the default or bankruptcy process following a default will vary from transaction to transaction.
The subordinate investments that we originate and invest in may not give us the right to demand
foreclosure as a subordinate real estate debtholder. Furthermore, the presence of intercreditor
agreements may limit our ability to amend our loan documents, assign our loans, accept prepayments,
exercise our remedies and control decisions made in bankruptcy proceedings relating to borrowers.
Similarly, a majority of the participating lenders may be able to take actions to which we object but to
which we will be bound. Certain transactions that we have originated and invested in could be
particularly difficult, time consuming and costly to workout because of their complicated structure and
the diverging interests of all the various classes of debt in the capital structure of a given asset.

We are subject to risks associated with construction lending, such as declining real estate values, cost
over-runs and delays in completion.

Our commercial real estate loan assets include loans made to developers to construct prospective
projects. The primary risks to us of construction loans are the potential for cost over-runs, particularly
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given the recent increased costs of raw materials, the developer’s failing to meet a project delivery
schedule and the inability of a borrower to sell or refinance the project at completion and repay our
commercial real estate loan due to declining real estate values. These risks could cause us to have to
fund more money than we originally anticipated in order to complete the project. We may also suffer
losses on our commercial real estate loans if the borrower is unable to sell the project or refinance our
commercial real estate loan.

We have and may continue to invest in CMBS securities, including subordinate securities, which entail certain
risks.

Collateralized mortgage backed securities, or CMBS, are generally securities backed by obligations
(including certificates of participation in obligations) that are principally secured by mortgages on real
property or interests therein having a multifamily or commercial use, such as regional malls, other retail
space, office buildings, industrial or warehouse properties, hotels, apartment buildings, nursing homes
and senior living centers, and may include, without limitation, CMBS conduit securities, CMBS credit
tenant lease securities and CMBS large loan securities. We invest in a variety of CMBS, including
CMBS which are subject to the first risk of loss if any losses are realized on the underlying mortgage
loans. CMBS entitle the holders thereof to receive payments that depend primarily on the cash flow
from a specified pool of commercial or multi-family mortgage loans. Consequently, CMBS will be
affected by payments, defaults, delinquencies and losses on the underlying commercial real estate loans,
which began to increase significantly towards the end of 2008 and are expected to continue to increase
into 2009. Furthermore, a weakening rental market generally, including reduced occupancy rates and
reduced market rental rates could reduce cash flow from the loan pools underlying our CMBS
investments.

Additionally, CMBS are subject to particular risks, including lack of standardized terms and
payment of all or substantially all of the principal only at maturity rather than regular amortization of
principal. Additional risks may be presented by the type and use of a particular commercial property.
Special risks are presented by hospitals, nursing homes, hospitality properties and certain other
property types. Commercial property values and net operating income are subject to volatility, which
may result in net operating income becoming insufficient to cover debt service on the related
commercial real estate loan, particularly if the current economic environment continues to deteriorate.
The repayment of loans secured by income-producing properties is typically dependent upon the
successful operation of the related real estate project rather than upon the liquidation value of the
underlying real estate. Furthermore, the net operating income from and value of any commercial
property are subject to various risks. The exercise of remedies and successful realization of liquidation
proceeds relating to CMBS may be highly dependent on the performance of the servicer or special
servicer. Expenses of enforcing the underlying commercial real estate loans (including litigation
expenses) and expenses of protecting the properties securing the commercial real estate loans may be
substantial. Consequently, in the event of a default or loss on one or more commercial real estate loans
contained in a securitization, we may not recover our investment.

The CMBS market has been severely impacted by the current economic turbulence, which has had a negative
impact on the CMBS that we own.

Because the CMBS markets remain closed and other participants in the commercial real estate
lending have drastically curtailed new lending activity, real estate owners are having difficulty
refinancing their assets. Property values have also decreased over the past year because of scarcity of
financing, which, when it is available, has terms generally at much lower leverage and higher cost than
available in prior years. Uncertainty regarding future economic conditions and higher returning
investment opportunities available in other asset classes have also negatively impacted commercial real
estate values. These conditions, together with wide-spread downgrades of CMBS by the rating agencies,
significantly higher risk premiums required by investors and uncertainty surrounding commercial real
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estate generally, have had a negative impact on CMBS and have significantly decreased the value of
most of the CMBS that we own.

Credit ratings assigned to our investments are subject to ongoing evaluations and we cannot assure you that
the ratings currently assigned to our investments will not be downgraded.

Some of our investments are rated by Moody’s Investors Service, Fitch Ratings and/or Standard &
Poor’s, Inc. The rating agencies have commenced re-evaluations of their ratings methodologies for all
securitized asset classes, including commercial real estate, in light of questionable ratings previously
assigned to residential mortgage portfolios. Their reviews, when overlaid with more negative economic
assumptions, are resulting in large amounts of ratings downgrade actions for CMBS, negatively
impacting market values of CMBS and in some cases negatively impacting the CDO financing
structures used by us and others to leverage these investments. If rating agencies assign a
lower-than-expected rating or reduce, or indicate that they may reduce, their ratings of our investments
in the future, the value of these investments could significantly decline, which may have an adverse
affect on our financial condition.

Recent market conditions and the risk of continued market deterioration have caused and may continue to
cause uncertainty in valuing our real estate securities.

The continued market volatility and the lack of liquidity has made the valuation process pertaining
to certain of our assets extremely difficult, particularly our CMBS assets for which there is very little
market activity. Historically, our estimate of the value of these investments was primarily based on
active issuances and the secondary trading market of such securities as compiled and reported by
independent pricing agencies. The current market environment is absent new issuances and there has
been very limited secondary trading of CMBS. Therefore, our estimate of fair value, which is based on
the notion of orderly market transactions, requires significant judgment and consideration of other
indicators of value such as current interest rates, relevant market indices, broker quotes, expected cash
flows and other relevant market and security-specific data as appropriate. The amount that we could
obtain if we were forced to liquidate our securities portfolio into the current market could be
materially different than management’s best estimate of fair value.

Our investments in REIT securities are subject to risks relating to the particular REIT issuer of the securities
and to the general risks of investing in senior unsecured real estate securities, which may result in losses to
us.

In addition to the risks resulting from the continued disruptions in the financial markets and
deteriorating economic conditions, our investments in REIT securities involve special risks relating to
the particular issuer of the securities, including the financial condition and business outlook of the
issuer. REITs generally are required to substantially invest in real estate or real estate-related assets
and are subject to the inherent risks associated with real estate-related investments.

Our investments in REIT securities and other senior unsecured debt are also subject to the risks
described above with respect to commercial real estate loans and mortgage-backed securities and
similar risks, including risks of delinquency and foreclosure, the dependence upon the successful
operation of, and net income from, real property, risks generally related to interests in real property,
and risks that may be presented by the type and use of a particular commercial property. REITs have
been severely impacted by the current economic environment and have had very little access to the
capital markets or the debt markets in order to meet their existing obligations or to refinance maturing
debt.
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REIT securities are generally unsecured and may also be subordinate to other obligations of the

issuer.

We may also invest in securities that are rated below investment-grade. As a result, investments

in REIT securities are also subject to risks of:

limited liquidity in the secondary trading market;

substantial market price volatility resulting from changes in prevailing interest rates and real
estate values;

subordination to the prior claims of banks and other senior lenders to the REIT;

the operation of mandatory sinking fund or redemption provisions during periods of declining
interest rates that could cause the issuer to reinvest redemption proceeds in lower yielding
assets;

the possibility that earnings of the REIT may be insufficient to meet its debt service and
distribution obligations;

the declining creditworthiness and potential for insolvency of the issuer during periods of rising
interest rates, declining real estate values and economic downturns;

rating agency credit rating downgrades negatively impacting value of securities; and

covenants not being sufficient to protect investors from the adverse credit impact of merger and
acquisition transactions and increased leverage of the REIT.

These risks may adversely affect the value of outstanding REIT securities we hold and the ability
of the issuers thereof to repay principal and interest or make distributions.

Investments in net lease properties may generate losses.

The value of our investments and the income from our investments in net lease properties may be
significantly adversely affected by a number of factors, including:

national, state and local economic conditions;

real estate conditions, such as an oversupply of or a reduction in demand for real estate space in
an area;

the perceptions of tenants and prospective tenants of the quality, convenience, attractiveness and
safety of our properties;

competition from comparable properties;

the occupancy rate of, and the rental rates charged at, our properties;

the ability to collect on a timely basis all rent from tenants;

the effects of any bankruptcies or insolvencies of tenants;

the expense of re-leasing space;

changes in interest rates and in the availability, cost and terms of mortgage funding;

the impact of present or future environmental legislation and compliance with environmental
laws;

cost of compliance with the Americans with Disabilities Act of 1990, or ADA;
adverse changes in governmental rules and fiscal policies;

civil unrest;
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e acts of nature, including earthquakes, hurricanes and other natural disasters (which may result in
uninsured losses);

e acts of terrorism or war;
e adverse changes in zoning laws; and

¢ other factors which are beyond our control.

We may not be able to relet or renew leases at the properties held by us on terms favorable to us.

Our net leased assets could be negatively impacted by the deteriorating economic conditions and
weaker rental markets. Upon expiration or earlier termination of leases for space located at our
properties, the space may not be relet or, if relet, the terms of the renewal or reletting (including the
cost of required renovations or concessions to tenants) may be less favorable than current lease terms.
The poor economic conditions would likely reduce tenants’ ability to make rent payments in accordance
with the contractual terms of their leases and lead to early termination of leases. Furthermore,
corporate space needs may contract resulting in lower lease renewal rates and longer releasing periods
when leases are not renewed. Any of these situations may result in extended periods where there is a
significant decline in revenues or no revenues generated by a property. Additionally, to the extent that
market rental rates are reduced, property-level cash flows would likely be negatively affected as existing
leases renew at lower rates. If we are unable to relet or renew leases for all or substantially all of the
space at these properties, if the rental rates upon such renewal or reletting are significantly lower than
expected, or if our reserves for these purposes prove inadequate, we will experience a reduction in net
income and may be required to reduce or eliminate distributions to our stockholders.

Lease defaults or terminations or landlord-tenant disputes may adversely reduce our income from our net
lease property portfolio.

As was the case with our leases to WaMu Bank, N.A., lease defaults or terminations by one or
more tenants may reduce our revenues unless a default is cured or a suitable replacement tenant is
found promptly. The creditworthiness of our tenants in our net leased assets, particularly given the
difficult economic environment, could be significantly impacted, which could result in their inability to
meet the terms of their leases. In addition, disputes may arise between the landlord and tenant that
result in the tenant withholding rent payments, possibly for an extended period. These disputes may
lead to litigation or other legal procedures to secure payment of the rent withheld or to evict the
tenant. Any of these situations may result in extended periods during which there is a significant
decline in revenues or no revenues generated by a property. If this were to occur, it could adversely
affect our results of operations.

Environmental compliance costs and liabilities associated with our properties or our real estate related
investments may materially impair the value of our investments.

Under various federal, state and local laws, ordinances and regulations, a current or previous
owner or operator of real estate may be required to investigate and clean up certain hazardous
substances released at the property, and may be held liable to a governmental entity or to third parties
for property damage and for investigation and cleanup costs incurred by such parties in connection with
the contamination. In addition, some environmental laws create a lien on the contaminated site in favor
of the government for damages and the costs it incurs in connection with the contamination. The
presence of contamination or the failure to remediate contamination may adversely affect the owner’s
ability to sell or lease real estate or to borrow using the real estate as collateral. The owner or operator
of a site may be liable under common law to third parties for damages and injuries resulting from
environmental contamination emanating from the site. We may experience environmental liability
arising from conditions not known to us.
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We may invest in real estate, or mortgage loans secured by real estate, with environmental
problems that materially impair the value of the real estate. There are substantial risks associated with
such an investment. We have only limited experience in investing in real estate with environmental
liabilities.

Uninsured losses or losses in excess of our insurance coverage could adversely affect our financial condition
and our cash flows.

Although we believe our net leased assets and properties collateralizing our commercial real estate
loan and securities investments are adequately covered by insurance, there are certain types of losses,
generally of a catastrophic nature, such as earthquakes, floods, hurricanes, terrorism or acts of war that
may be uninsurable or not economically insurable. Inflation, changes in building codes and ordinances,
environmental considerations and other factors, including terrorism or acts of war, also might make the
insurance proceeds insufficient to repair or replace a property if it is damaged or destroyed. Under
such circumstances, the insurance proceeds received might not be adequate to restore our economic
position with respect to the affected real property. Any uninsured loss could result in both loss of cash
flow from, and the asset value of, the affected property.

As a result of the events of September 11, 2001, insurance companies are limiting and charging
significant premiums to cover acts of terrorism in insurance policies. As a result, although we, our
tenants and our borrowers may carry terrorism insurance, we may suffer losses from acts of terrorism
that are not covered by insurance. In addition, the commercial real estate loans which are secured by
certain of our properties contain customary covenants, including covenants that require us to maintain
property insurance in an amount equal to the replacement cost of the properties, which may increase
the cost of obtaining the required insurance.

Many of our investments are illiquid, and we may not be able to vary our portfolio in response to further
changes in economic and other conditions, which may result in losses to us.

Our investments are relatively illiquid. Especially in the current economic environment, we do not
have the ability to sell properties, securities or commercial real estate loans in response to further
changes in economic and other conditions, except at distressed prices. The Internal Revenue Code also
places limits on our ability to sell properties held for fewer than four years. These considerations could
make it difficult for us to dispose of any of our assets even if a disposition were in the best interests of
our stockholders. As a result, our ability to vary our portfolio in response to further changes in
economic and other conditions may be relatively limited, which may result in losses to us.

We may make investments in assets with lower credit quality, which will increase our risk of losses.

Most of our securities investments have explicit ratings assigned by at least one of the three
leading nationally-recognized statistical rating agencies. However, given the current economic conditions
and lack of credit market, we may invest in unrated securities, enter into net leases with unrated
tenants or participate in unrated or distressed mortgage loans. Because the ability of obligors of net
leases and mortgages, including mortgages underlying mortgage-backed securities, to make rent or
principal and interest payments may be impaired during such economic recession, prices of lower credit
quality investments and securities have declined. The existing credit support in the securitization
structure may be insufficient to protect us against loss of our principal on these investments and
securities. We have not established and do not currently plan to establish any investment criteria to
limit our exposure to these risks for future investments.
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We have no established investment criteria limiting the geographic concentration of our investments in real
estate debt, real estate securities or net lease properties. If our investments are concentrated in an area that
experiences adverse economic conditions, our investments may lose value and we may experience losses.

Certain commercial real estate loans and securities in which we invest may be secured by a single
property or properties in one geographic location. Additionally, net lease properties that we may
acquire may also be located in a geographic cluster. These current and future investments carry the
risks associated with significant geographical concentration. We have not established and do not plan to
establish any investment criteria to limit our exposure to these risks for future investments. As a result,
properties underlying our investments may be overly concentrated in certain geographic areas, and we
may experience losses as a result. A worsening of economic conditions in the geographic area in which
our investments may be concentrated could have an adverse effect on our business, including reducing
the demand for new financings, limiting the ability of customers to pay financed amounts and impairing
the value of our collateral.

Our portfolio is highly leveraged, which may adversely affect our return on our investments and may reduce
cash available for distribution on our securities.

We leverage our portfolio through borrowings, generally through the use of bank credit facilities,
commercial real estate loans, securitizations, including the issuance of term debt transactions, and other
borrowings, many of which are not currently available to us. The type and percentage of leverage varies
depending on our ability to obtain credit facilities and the lender’s estimate of the stability of the
portfolio’s cash flow. However, we do not restrict the amount of indebtedness that we may incur. Our
return on our investments and cash available for distribution to our stockholders has been reduced
because of the current deteriorating market conditions which have caused the cost of financing to
increase relative to the income that can be derived from our assets. Moreover, we may have to incur
more recourse indebtedness in order to obtain financing for our business.

We are subject to risks associated with managing residential land investments in our LandCap joint venture.

In late 2007, we entered into a joint venture with Whitehall Street Global Real Estate Limited
Partnership 2007 to form LandCap Partners, which we refer to as LandCap. The venture is managed by
professionals who have extensive experience in the single family housing sector. LandCap’s investment
strategy was to opportunistically invest in single family residential land through land loans, lot option
agreements and select land purchases. These investments were expected to generate very little current
cash flow and to be held for several years prior to liquidation. The venture has been seeking third party
capital, but has not received any new capital commitments and we do not currently expect to provide
any new investment capital to LandCap in the future. The venture will continue to manage existing
investments and we do not expect the venture to return capital to us for several years.

In addition to the risks associated with the continuing decline in the value of residential land,
certain loans in which we invested in our LandCap joint venture are either distressed or
non-performing. These loans will generally have a greater risk of loss to us and our ability to generate
positive returns on these loans will be subject to many factors, including, but not limited to, our ability
to obtain a discounted payoff from the borrower of these loans in excess of our purchase price and our
ability to foreclose and liquidate the asset(s) underlying such loans accretively. Additionally, if loans
that we purchase have evidence of deterioration of credit quality at the time of purchase, we will apply
the American Institute of Certified Public Accountants Statement of Position 03-3 “Accounting for
Certain Loans or Debt Securities Acquired in a Transfer”, or SOP 03-3, to these loans. SOP 03-3
addresses accounting for loans for which it is probable, at the time of our acquisition, that we will be
unable to collect all contractual principal and interest. For these loans, the amount representing the
excess of cash flows estimated by us at acquisition over the purchase price is accreted into income over
the life of a loan. If we cannot reasonably estimate the cash flows that we expect to receive from a
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loan, then we will first apply any cash received from a loan as a reduction to our carrying value, and
any cash received in excess of the carrying value will be recorded as income.

Estimating the amount of a loan’s future cash flows involves significant judgment. The amount and
timing of actual cash flows could differ materially from our estimates. Any decreases in our estimates
of expected cash flows from purchased loans accounted for under SOP 03-3 may result in a significant
negative adjustment to the amount of revenue that we had previously recorded from a purchased loan.

Interest rate fluctuations may reduce the spread we earn on our interest-earning investments and may reduce
our net income.

Although we seek to match-fund our assets and mitigate the risk associated with future interest
rate volatility, we are primarily subject to interest rate risk because we do not hedge our retained
equity interest in our floating rate term debt transactions. To the extent a term debt transaction has
floating rate assets, our earnings will generally increase with increases in floating interest rates, and
decrease with declines in floating interest rates. Interest rates are highly sensitive to many factors,
including governmental monetary and tax policies, domestic and international economic and political
considerations and other factors beyond our control.

Our interest rate risk sensitive assets, liabilities and related derivative positions are generally held
for non-trading purposes. As of December 31, 2008, a hypothetical 100 basis point increase in interest
rates applied to our variable rate assets would increase our annual interest income by approximately
$30.8 million offset by an increase in our interest expense of approximately $25.1 million on our
variable rate liabilities. Similarly, a hypothetical 100 basis point decrease in interest rates would
decrease our annual interest income by the same net amount.

Our hedging transactions may limit our gains and could result in losses.

To limit the effects of changes in interest rates on our operations, we may employ hedging
strategies, including engaging in interest rate swaps, caps, floors and other interest rate exchange
contracts as well as engaging in short sales of securities or of future contracts. The use of these types of
derivatives to hedge our assets and liabilities carries certain risks, including the risks that:

* losses on a hedge position will reduce the cash available for distribution to stockholders;
* losses may exceed the amount invested in such instruments;
* a hedge may not perform its intended use of offsetting losses on an investment;

* the counterparties with which we trade may cease making markets and quoting prices in such
instruments, which may render us unable to enter into an offsetting transaction with respect to
an open position; and

* the counterparties with which we trade may experience business failures, which would most likely
result in a default. Default by such counterparty may result in the loss of unrealized profits,
which were expected to offset losses on our assets. Such defaults may also result in a loss of
income on swaps or caps, which income was expected to be available to cover our debt service
payments.

Our results of operations may be adversely affected during any period as a result of the use of
derivatives. If we anticipate that the income from any such hedging transaction will not be qualifying
income for REIT income test purposes, we may conduct some or all of our hedging activities through a
corporate subsidiary that would be subject to corporate income taxation.

We may change our investment strategy without stockholder consent and make riskier investments.

We may change our investment strategy at any time without the consent of our stockholders, which
could result in our making investments that are different from, and possibly riskier than, the
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investments described in this Annual Report on Form 10-K. A change in our investment strategy may
increase our exposure to interest rate and real estate market fluctuations.

We have been, and may in the future be, subject to significant competition, and we may not be able to compete
successfully for investments.

We have been, and may in the future be, subject to significant competition for attractive
investment opportunities from other real estate investors, some of which have greater financial
resources than us, including publicly traded REITs, private REITS, investment banking firms, private
institutional funds, hedge funds and private opportunity funds. We may not be able to compete
successfully for investments.

Risks Relating to Investments in Healthcare Assets
We have limited experience with owning and operating senior housing and healthcare facilities.

In May 2006, we entered the healthcare-related net lease business by forming a joint venture with
Chain Bridge Capital LLC to invest in senior housing and healthcare-related net leased assets, called
Wakefield. In 2008, we brought another equity partner, Inland American Real Estate Trust, Inc., or
Inland American, into the Wakefield venture by selling a $100 million preferred partnership interest to
Inland American, convertible into an approximate 42% interest in the venture. As of December 31,
2008, we owned 51.6% of Wakefield and consolidated the venture in our financial statements. Although
the principals of Chain Bridge have extensive experience owning and investing in senior and assisted
living facilities, this is a relatively new business for us with risks that differ from those to which we have
been subject historically. There can be no assurance that we have the skills needed to run this business
profitably and there can be no assurance that we will be able to retain the principles of Chain Bridge.

The senior living industry is highly competitive and we expect it to become more competitive.

The senior living industry is highly competitive, and we expect that it may become more
competitive in the future. The operators of the facilities we own or lend to compete with numerous
other companies that provide long-term care alternatives such as home healthcare agencies, life care at
home, facility-based service programs, retirement communities, convalescent centers and other
independent living, assisted living and skilled nursing providers, including not-for-profit entities. In
general, regulatory and other barriers to competitive entry in the independent living and assisted living
segments of the senior living industry are not substantial, although there are generally barriers to the
development of skilled nursing facilities. Consequently, our operators may encounter increased
competition that could limit their ability to attract new residents, raise resident fees or expand their
businesses, which could adversely adverse effect our revenues and earnings.

Operators of independent care, assisted living and memory care facilities must comply with the rules and
regulations of governmental reimbursement programs such as Medicare or Medicaid, licensing and
certification requirements, fraud and abuse regulations and are subject to new legislative developments.

The healthcare industry is highly regulated by federal, state and local licensing requirements,
facility inspections, reimbursement policies, regulations concerning capital and other expenditures,
certification requirements and other laws, regulations and rules. Any failure to comply with such laws,
requirements and regulations could affect our operators’ ability to operate the facilities that we own or
finance. Healthcare operators are subject to federal and state laws and regulations that govern financial
and other arrangements between healthcare providers. These laws prohibit certain direct and indirect
payments or fee-splitting arrangements between healthcare providers that are designed to induce or
encourage the referral of patients to, or the recommendation of, a particular provider for medical
products and services. They also require compliance with a variety of safety, health, staffing and other
requirements relating to the design and conditions of the licensed facility and quality of care provided.
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These regulations may also enable the regulatory agency to place liens on the property which may be
senior to our secured position. Possible sanctions for violation of these laws and regulations include loss
of licensure or certification, the imposition of civil monetary and criminal penalties, and potential
exclusion from the Medicare and Medicaid programs. Failure of our operators to comply with these
rules or regulations could have an adverse effect on our financial condition or results of operations.

In addition, this area of the law currently is subject to intense scrutiny. Additional laws and
regulations may be enacted or adopted that could require changes in the design of the properties and
our joint venture’s operations and thus increase the costs of these operations.

A significant portion of our leases expire in the same year.

A significant portion of the leases that we have entered into expire in 2017, which coincides with
the debt maturities on the properties subject to these leases. As a result, we could be subject to a
sudden and material change in value of the assets in Wakefield and available cash flow from Wakefield
in the event that these leases are not renewed or in the event that we are not able to extend or
refinance the loans on the properties that are subject to these leases.

State law may limit the availability of certain types of healthcare facilities for our acquisition or development
and may limit our ability to replace obsolete properties.

Certificate-of-Need laws may impose investment barriers for us. Some states regulate the supply of
some types of retirement facilities, such as skilled nursing facilities or assisted living facilities, through
Certificate-of-Need laws. A Certificate-of-Need typically is a written statement issued by a state
regulatory agency evidencing a community’s need for a new, converted, expanded or otherwise
significantly modified retirement facility or service which is regulated pursuant to the state’s statutes.
These restrictions may create barriers to entry or expansion and may limit the availability of properties
for our acquisition or development. In addition, we may invest in properties which cannot be replaced
if they become obsolete unless such replacement is approved or exempt under a Certificate-of-Need
law.

The bankruptcy, insolvency or financial deterioration of our facility operators could significantly delay our
ability to collect unpaid rents or require us to find new operators.

Our financial position and our ability to make distributions to our stockholders may be adversely
affected by financial difficulties experienced by any of our major operators, including bankruptcy,
insolvency or a general downturn in the business, or in the event any of our major operators do not
renew or extend their relationship with us as their lease terms expire.

We are exposed to the risk that our operators may not be able to meet their obligations, which
may result in their bankruptcy or insolvency. Although our leases and loans provide us the right to
terminate an investment, evict an operator, demand immediate repayment and other remedies, the
bankruptcy laws afford certain rights to a party that has filed for bankruptcy or reorganization. An
operator in bankruptcy may be able to restrict our ability to collect unpaid rents or interest during the
bankruptcy proceeding.

Our operators are faced with increased litigation and rising insurance costs that may affect their ability to
make their lease or mortgage payments.

In some states, advocacy groups have been created to monitor the quality of care at healthcare
facilities, and these groups have brought litigation against operators. Also, in several instances, private
litigation by patients has succeeded in winning very large damage awards for alleged abuses. The effect
of this litigation and potential litigation has been to materially increase the costs incurred by our
operators for monitoring and reporting quality of care compliance. In addition, the cost of liability and
medical malpractice insurance has increased and may continue to increase so long as the present
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litigation environment affecting the operations of healthcare facilities continues. Continued cost
increases could cause our operators to be unable to make their lease or mortgage payments, potentially
decreasing our revenue and increasing our collection and litigation costs. Moreover, to the extent we
are required to take back the affected facilities, our revenue from those facilities could be reduced or
eliminated for an extended period of time.

Risks Related to the Investment Management Business

The organization and management of our Securities Fund, and any future funds that we raise, may create
conflicts of interest.

In addition to managing the assets of our term debt transactions, we manage an off-balance sheet
fund, or our Securities Fund, which we formed in July 2007, to prospectively conduct our real estate
securities investment business. We are the manager, and have a combined general partner and limited
partner interest of 53.1% in the Securities Fund at December 31, 2008. We may in the future manage
other third party funds or other investment vehicles.

The Securities Fund, along with any new funds we may manage, which together are referred to as
our “Funds,” will hold assets that we determine should be acquired by the Funds and doing so may
create conflicts of interest, including between investors in these Funds and our shareholders, since
many investment opportunities that are suitable for us may also be suitable for the Funds. Additionally,
our executives and other real estate and debt finance professionals may face conflicts of interest in
allocating their time among NorthStar, our Securities Fund and any other third party funds we may
manage. Although as a company we will seek to make these decisions in a manner that we believe is
fair and consistent with the operative legal documents governing these investment vehicles, the transfer
or allocation of these assets may give rise to investor dissatisfaction or litigation or regulatory
enforcement actions. Appropriately dealing with conflicts of interest is complex and difficult and our
reputation as a company could be damaged if we fail, or appear to fail, to deal appropriately with one
or more potential or actual conflicts of interest. Regulatory scrutiny of, or litigation in connection with,
conflicts of interest would have a material adverse effect on our reputation which would materially
adversely affect our business and our ability to attract investors for future vehicles.

Difficult market conditions and the collapse of the CMBS market have adversely affected our Securities Fund,
which may impact our ability to raise capital for future Funds and may cause investor redemptions.

The current global recession, deterioration of the capital markets and credit spread widening and
corresponding lower mark-to-market adjustments to the assets in the Securities Fund have adversely
affected the performance of our Securities Fund. Due to the foregoing, raising capital for future Funds
could be more difficult and redemptions within the Securities Fund have occurred and are expected to
occur in the future.

The creation and management of Funds and other investment vehicles could require us to register with the
SEC as an investment adviser under the Investment Advisers Act and subject us to costs and constraints that
we are not currently subject to.

A consequence of creating and managing Funds and other investment vehicles, including term debt
vehicles, is that we may be required to register with the SEC as an investment adviser under the
Investment Advisers Act. Registered investment advisers must establish policies and procedures for
their operations and make regulatory filings. The Investment Advisers Act and the rules and
regulations under this Act generally grant the SEC broad administrative powers, including, in some
cases, the power to limit or restrict doing business for failure to comply with such laws and regulations.
These laws and regulations have increased, and could further increase, our expenses and require us to
devote substantial time and effort to legal and regulatory compliance issues. In addition, the regulatory
environment in which investment advisors operate changes frequently and regulations have increased
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significantly in recent years. We may be adversely affected as a result of new or revised legislation or
regulations or by changes in the interpretation or enforcement of existing laws and regulations.

We have used, and may in the future use, capital to preserve the existence of our Securities Fund and any
future third party funds we manage.

Our Securities Fund is, and any future third party funds we manage may be, subject to
mark-to-market volatility and may at times be subject to margin calls or require other financial
assistance from us. We have, and may in the future, provide all or a portion of the capital necessary to
preserve our Funds, including by satisfying margin calls if the Funds are not able to meet such
obligations without our assistance or by providing credit or credit support to the Funds.

Investors in our Securities Fund and, likely, any new third party funds, may redeem their investments after a
stated lock-up period or elect to remove us as manager of the Funds at any time without cause upon approval
of 50% of the limited partners of our Funds.

Investors in our Securities Fund are, and investors in any future third party funds will likely be,
able to redeem their investments on an annual or quarterly basis, subject to the applicable Fund’s
specific redemption provisions, and remove us as manager of the Fund without cause upon approval of
50% of the limited partners in the Fund (excluding us). Investors may decide to move their capital
away from our Funds to other investments or remove us as manager of the Funds for any number of
reasons in addition to poor investment performance. Factors which could result in investors leaving our
Funds include changes in interest rates which make other investments more attractive, changes in
investor perception regarding the Fund’s focus or alignment of interest, unhappiness with changes in or
broadening of a Fund’s investment strategy, changes in our reputation, and departures or changes in
responsibilities of key investment professionals. In a declining financial market, the pace of redemptions
and consequent reduction in our assets under management could accelerate. The decrease in our
Funds’ revenues that would result from significant redemptions in our Funds may have a material effect
on our business by reducing our management fees and incentive income, and could result in significant
reputational damage as well. If we were removed as a manager of any Fund, we would no longer be
entitled to receive management or incentive fees, which may have a material effect on our business,
and such removal could also cause significant reputational damage to us.

Valuation methodologies for certain assets in our Funds may be subject to significant subjectivity and the
values of assets established pursuant to such methodologies may never be realized, which could result in
significant losses for our Funds.

There may not be readily-ascertainable market prices for illiquid investments in our Funds. The
value of the investments of our Funds will be determined periodically by us based on the fair value of
such investments. The fair value of investments is determined using a number of methodologies. The
valuation policies of the Securities Fund are based on a number of factors, including the nature of the
investment, the expected cash flows from the investment, bid or ask prices provided by third parties for
the investment, the length of time the investment has been held, the trading price of securities,
restrictions on transfer and other recognized valuation methodologies. The methodologies we may use
in valuing individual investments will be based on a variety of estimates and assumptions specific to the
particular investments, and actual results related to the investment therefore often vary materially as a
result of the inaccuracy of such assumptions or estimates.

There are risks in using prime brokers and custodians.

Our Funds will likely depend on the services of prime brokers and custodians to carry out certain
securities transactions. In the event of the insolvency of a prime broker and/or custodian, our Funds
might not be able to recover equivalent assets in full as they will rank among the prime broker and
custodian’s unsecured creditors in relation to assets which the prime broker or custodian borrows, lends
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or otherwise uses. In addition, the Funds’ cash held with a prime broker or custodian will not be
segregated from the prime broker’s or custodian’s own cash, and the Funds will therefore rank as
unsecured creditors in relation thereto.

We are subject to certain counterparty risks in our Securities Fund.

We have entered into credit default swaps with counterparties. As a result of the global credit
crises, there is a risk that counterparties could fail, shut down, file for bankruptcy or be unable to pay
out contracts. The failure of a counterparty that holds collateral that we post in connection with certain
credit default swaps could result in the loss of such collateral.

Risks Related to Our Company

Our ability to operate our business successfully would be harmed if key personnel with long-standing business
relationships terminate their employment with us.

Our future success depends, to a significant extent, upon the continued services of our key
personnel, including certain of our executive officers and Mr. Hamamoto in particular. For instance,
the extent and nature of the experience of our executive officers and nature of the relationships they
have developed with real estate developers and financial institutions are critical to the success of our
business. Our executive officers have significant real estate investment experience. We cannot assure
you of their continued employment with us. The loss of services of certain of our executive officers
could harm our business and our prospects.

Our Board of Directors has and will likely in the future adopt certain incentive plans to create
incentives that will allow us to retain and attract the services of key employees. These incentive plans
may be tied to the performance of our common stock and as a result of the decline in our stock price,
we may be unable to motivate and retain our management and these other employees. Our inability to
motivate and retain these individuals could also harm our business and our prospects. Additionally,
competition for experienced real estate professionals could require us to pay higher wages and provide
additional benefits to attract qualified employees, which could result in higher compensation expenses
to us.

Our ability to issue equity awards to employees as compensation could be impacted, which will require greater
cash compensation in relation to previous levels of cash compensations.

We have historically paid a substantial portion of our overall compensation in the form of equity
awards. Currently, we do not have availability under our incentive plans to issue a meaningful amount
of equity awards to our employees. We will likely seek shareholder approval for additional equity
awards, but may be required to compensate our employees in a greater proportion of cash compared to
equity awards. Because adjusted funds from operations, or AFFO, excludes equity based compensation
expense, payment of higher levels of cash relative to equity awards will have a negative impact on our
AFFO and reduce our liquidity position. Additionally, the lack of availability of equity awards could
impact our ability to retain employees as equity awards historically have been a significant component
of our long-term incentives.

If our risk management systems are ineffective, we may be exposed to material unanticipated losses.

We continue to refine our risk management techniques, strategies and assessment methods.
However, our risk management techniques and strategies may not fully mitigate the risk exposure of
our operations in all economic or market environments, or against all types of risk, including risks that
we might fail to identify or anticipate. Any failures in our risk management techniques and strategies to
accurately quantify such risk exposure could limit our ability to manage risks in our operations or to
seek adequate risk-adjusted returns. See “Management Discussion and Analysis of Financial Condition
and Results of Operations—Risk Management”.
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The use of estimates and valuations may be different from actual results, which could have a material effect
on our consolidated financial statements.

We make various estimates that affect reported amounts and disclosures. Broadly, those estimates
are used in measuring the fair value of certain financial instruments, accounting for goodwill,
establishing provisions for potential losses that may arise from loans that we make and potential
litigation liability. Recent market volatility has made it extremely difficult to value certain of our real
estate securities and term debt equity. Subsequent valuations, in light of factors then prevailing, may
result in significant changes in the values of these securities in future periods. In addition, at the time
of any sales and settlements of these securities, the price we ultimately realize will depend on the
demand and liquidity in the market at that time and may be materially lower than our estimate of their
current fair value. Estimates are based on available information and judgment. Therefore, actual values
and results could differ from our estimates and that difference could have a material effect on our
consolidated financial statements.

We believe AFFO is an appropriate measure of our operating performance; however, in certain instances
AFFO may not be reflective of actual economic results.

We utilize AFFO as a measure of our operating performance and believe that it is useful to
investors because it facilitates an understanding of our operating performance after adjustment for
certain non-cash expenses, such as real estate depreciation, equity based compensation and unrealized
gains/losses from mark-to-market adjustments. Additionally, AFFO serves as a good measure of our
operating performance because it facilitates evaluation of our company without the effects of selected
items required in accordance with accounting principles generally accepted in the United States, or
GAAP, that may not necessarily be indicative of current operating performance and that may not
accurately compare our operating performance between periods. Nonetheless, in certain instances
AFFO may not necessarily be reflective of our actual economic results. For example, if a CMBS
position that we purchased at par in a given year is marked down at the end of such year and then sold
the subsequent year at a price above the marked down price, but less than par, we would still have a
gain for purposes of AFFO between the difference of the year-end mark and the amount that we sold
the CMBS for, even though we would have suffered an economic loss on the CMBS position. Our book
value would, however, accurately reflect the economic loss because the decrease in value of the CMBS
investment in its year of purchase would have been recorded as an unrealized loss in our income
statement. Conversely, if we repurchase, for example, one of our issued CDO bonds for 50% of par in
a given year and if such CDO bond were marked below 50% of par at the end of the previous year, for
AFFO purposes we would recognize a realized loss on retirement of debt from the repurchase even
though there is a positive economic impact to the retirement of the debt. Consistent with the prior
example, while our book value would properly reflect the economic benefit from the debt repurchase
because the decrease in value of the debt would have been recorded as an unrealized gain in the prior
year, the impact to AFFO would not be reflective of actual economic results.

GAAP requirements and our mark-to-market adjustments of our liabilities under SFAS 159 in particular, do
not necessarily provide a precise economic reflection of our shareholders’ equity.

Pursuant to SFAS 159, we have elected to mark-to-market our liabilities in our real estate term
debt transactions, but we do not mark-to-market the corresponding loans, which we hold at par net of
any related credit loss reserves. Even if these loans are performing, because of a number of factors,
including credit spread widening and concerns over commercial real estate generally, a third-party
would not likely be willing to pay par for such loans. Therefore, our carrying value for these loans is
likely above their current economic value. Additionally, while we have liabilities that are marked below
the principal amount that we owe on such liabilities, which correspondingly increases our shareholders’
equity, absent repurchasing such liabilities at a discount we will be required to repay the full par
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amount of such liabilities at maturity or upon a liquidation of the underlying collateral or our company.
As a result of the foregoing, our shareholders’ equity is and will likely continue to not necessarily be
reflective of current economic or liquidation value.

Our dividend policy is subject to change.

On a quarterly basis, our Board of Directors determines an appropriate common stock dividend
based upon numerous factors, including REIT qualification requirements, the amount of cash flows
provided by operating activities, availability of existing cash balances, borrowing capacity under existing
credit agreements, access to cash in the capital markets and other financing sources, our view of our
ability to realize gains in the future through appreciation in the value of our assets, general economic
conditions and economic conditions that more specifically impact our business or prospects. Although
we have significantly reduced the cash portion of our first quarter 2009 dividend relative to prior
periods, future dividend levels are subject to further adjustment based upon any one or more of the
risk factors set forth in this Form 10-K, as well as other factors that our Board of Directors may, from
time to time, deem relevant to consider when determining an appropriate common stock dividend.

We are highly dependent on information systems, and systems failures could significantly disrupt our business.

As a financial services firm, our business is highly dependent on communications and information
systems. Any failure or interruption of our systems could cause delays or other problems in our
activities, which could have a material adverse effect on our financial performance.

Maintenance of our Investment Company Act exemption imposes limits on our operations.

We conduct our operations so that we are not required to register as an investment company
under the Investment Company Act of 1940, as amended, or the Investment Company Act.
Section 3(a)(1)(C) of the Investment Company Act defines as an investment company any issuer that is
engaged or proposes to engage in the business of investing, reinvesting, owning, holding or trading in
securities and owns or proposes to acquire investment securities having a value exceeding 40% of the
value of the issuer’s total assets (exclusive of government securities and cash items) on an
unconsolidated basis. Excluded from the term “investment securities,” among other things, are
securities issued by majority owned subsidiaries that are not themselves investment companies and are
not relying on the exception from the definition of investment company in Section 3(c)(1) or
Section 3(c)(7) of the Investment Company Act. Because we are a holding company that conducts its
businesses through subsidiaries, the securities issued by our subsidiaries that rely on the exception from
the definition of “investment company” in Section 3(c)(1) or 3(c)(7) of the Investment Company Act,
together with any other investment securities we may own directly, may not have a combined value in
excess of 40% of the value of our total assets on an unconsolidated basis. This requirement limits the
types of businesses in which we may engage through these subsidiaries.

We believe that neither our operating partnership nor the subsidiary REIT through which we hold
the substantial majority of our investments are investment companies because each of them satisfy the
40% test of Section 3(a)(1)(C). We must monitor their holdings to ensure that the value of their
investment securities does not exceed 40% of their respective total assets (exclusive of government
securities and cash items) on an unconsolidated basis. Certain of our other subsidiaries do not satisfy
the 40% test, but instead rely on exceptions and exemptions from registration as an investment
company under the Investment Company Act that either limits the types of assets these subsidiaries
may purchase or the manner in which these subsidiaries may acquire and sell assets. For instance,
certain of our term debt transactions rely on the exemption from registration as an investment company
under the Investment Company Act provided by Rule 3a-7 thereunder, which is available for certain
structured financing vehicles. This exemption limits the ability of these term debt transactions to sell
their assets and reinvest the proceeds from asset sales. Our subsidiary that invests in net lease
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properties relies on the exception from the definition of “investment company” provided by

Sections 3(c)(6) and 3(c)(5)(C) of the Investment Company Act, and certain of our other term debt
transactions similarly rely on the 3(c)(5)(C) exception from the definition of “investment company.”
These provisions exempt companies that primarily invest in real estate, mortgages and certain other
qualifying real estate assets. When a term debt transaction relies on the exception from the definition
of “investment company” provided by 3(c)(5)(C) of the Investment Company Act, the term debt
transaction is limited in the types of real estate related assets that it could invest in. Our subsidiaries
that engage in operating businesses and satisfy the 40% test are also not subject to the Investment
Company Act.

If the combined value of the investment securities issued by our subsidiaries that rely on the
exception provided by Section 3(c)(1) or 3(c)(7) of the Investment Company Act, together with any
other investment securities we may own directly exceeds 40% of our total assets on an unconsolidated
basis, we may be deemed to be an investment company. If we fail to maintain an exemption, exception
or other exclusion from registration as an investment company, we could, among other things, be
required either (a) to substantially change the manner in which we conduct our operations to avoid
being required to register as an investment company or (b) to register as an investment company,
either of which could have an adverse effect on us and the market price of our common stock. If we
were required to register as an investment company under the Investment Company Act, we would
become subject to substantial regulation with respect to our capital structure (including our ability to
use leverage), management, operations, transactions with affiliated persons (as defined in the
Investment Company Act), portfolio composition, including restrictions with respect to diversification
and industry concentration and other matters.

Maryland takeover statutes may prevent a change of our control. This could depress our stock price.

Under Maryland law, “business combinations” between a Maryland corporation and an interested
stockholder or an affiliate of an interested stockholder are prohibited for five years after the most
recent date on which the interested stockholder becomes an interested stockholder. These business
combinations include a merger, consolidation, share exchange, or, in circumstances specified in the
statute, an asset transfer or issuance or reclassification of equity securities. An interested stockholder is
defined as any person who beneficially owns 10% or more of the voting power of the corporation’s
shares or an affiliate or associate of the corporation who, at any time within the two-year period prior
to the date in question, was the beneficial owner of 10% or more of the voting power of the then
outstanding voting stock of the corporation. A person is not an interested stockholder under the statute
if the Board of Directors approved in advance the transaction by which he otherwise would have
become an interested stockholder. However, in approving a transaction, the Board of Directors may
provide that its approval is subject to compliance, at or after the time of approval, with any terms and
conditions determined by the board.

After the five-year prohibition, any business combination between the Maryland corporation and
an interested stockholder generally must be recommended by the Board of Directors of the corporation
and approved by the affirmative vote of at least 80% of the votes entitled to be cast by holders of
outstanding shares of voting stock of the corporation; and two-thirds of the votes entitled to be cast by
holders of voting stock of the corporation other than shares held by the interested stockholder with
whom or with whose affiliate the business combination is to be effected or held by an affiliate or
associate of the interested stockholder.

These super-majority vote requirements do not apply if the corporation’s common stockholders
receive a minimum price, as defined under Maryland law, for their shares in the form of cash or other
consideration in the same form previously paid by the interested stockholder for its shares.
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The business combination statute may discourage others from trying to acquire control of us and
increase the difficulty of consummating any offer, including potential acquisitions that might involve a
premium price for our common stock or otherwise be in the best interest of our stockholders. The
statute permits various exemptions from its provisions, including business combinations that are
exempted by the Board of Directors prior to the time that the interested stockholder becomes an
interested stockholder. Pursuant to the statute, our Board of Directors has exempted any business
combinations between us and any person, provided that any such business combination is first approved
by our Board of Directors (including a majority of our directors who are not affiliates or associates of
such person). Consequently, the five-year prohibition and the super-majority vote requirements do not
apply to business combinations between us and any of them. As a result, such parties may be able to
enter into business combinations with us that may not be in the best interest of our stockholders,
without compliance with the supermajority vote requirements and the other provisions in the statute.

Our authorized but unissued common and preferred stock and other provisions of our charter and bylaws may
prevent a change in our control.

Our charter authorizes us to issue additional authorized but unissued shares of our common stock
or preferred stock and authorizes our board, without stockholder approval, to amend our charter to
increase or decrease the aggregate number of shares of stock or the number of shares of stock of any
class or series that we have the authority to issue. In addition, our Board of Directors may classify or
reclassify any unissued shares of common stock or preferred stock and may set the preferences, rights
and other terms of the classified or reclassified shares. Our board could establish a series of common
stock or preferred stock that could delay or prevent a transaction or a change in control that might
involve a premium price for the common stock or otherwise be in the best interest of our stockholders.

Our charter and bylaws also contain other provisions that may delay or prevent a transaction or a
change in control that might involve a premium price for our common stock or otherwise be in the best
interest of our stockholders.

Maryland law also allows a corporation with a class of equity securities registered under the
Securities Exchange Act of 1934, as amended, or the Securities Exchange Act, and at least three
independent directors to elect to be subject, by provision in its charter or bylaws or a resolution of its
Board of Directors and notwithstanding any contrary provision in the charter or bylaws, to a classified
board, unless its charter prohibits such an election. Our charter contains a provision prohibiting such an
election to classify our board under this provision of Maryland law. This makes us more vulnerable to a
change in control. If our stockholders voted to amend this charter provision and to classify our Board
of Directors, the staggered terms of our directors could reduce the possibility of a tender offer or an
attempt at a change in control even though a tender offer or change in control might be in the best
interests of our stockholders.

Risks Related to Our REIT Tax Status

Our failure to qualify as a REIT would subject us to federal income tax and reduce cash available for
distribution to our stockholders.

We intend to continue to operate in a manner so as to qualify as a REIT for federal income tax
purposes. However, qualification as a REIT involves the application of highly technical and complex
Internal Revenue Code provisions for which only a limited number of judicial and administrative
interpretations exist. Even an inadvertent or technical mistake could jeopardize our REIT status. Our
continued qualification as a REIT will depend on our satisfaction of certain asset, income,
organizational, distribution, stockholder ownership and other requirements on a continuing basis.

Moreover, new tax legislation, administrative guidance or court decisions, in each instance
potentially with retroactive effect, could make it more difficult or impossible for us to qualify as a
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REIT. If we were to fail to qualify as a REIT in any taxable year, we would be subject to federal
income tax, including any applicable alternative minimum tax, on our taxable income at regular
corporate rates, and distributions to stockholders would not be deductible by us in computing our
taxable income. Any such corporate tax liability could be substantial and would reduce the amount of
cash available for distribution to our stockholders, which in turn could have an adverse impact on the
value of, and trading prices for, our stock. We hold a substantial majority of our assets in a majority
owned subsidiary, which we refer to as our private REIT. Our private REIT is organized to qualify as a
REIT for federal income tax purposes. Our private REIT must also meet all of the REIT qualification
tests under the Internal Revenue Code. If our private REIT did not qualify as a REIT, it is likely that
we would also not qualify as a REIT. If, for any reason, we failed to qualify as a REIT and we were
not entitled to relief under certain Internal Revenue Code provisions, we would be unable to elect
REIT status for the four taxable years following the year during which we ceased to so qualify.

Complying with REIT requirements may force us to borrow funds to make distributions to stockholders or
otherwise depend on external sources of capital to fund such distributions.

To qualify as a REIT, we are required to distribute annually at least 90% of our taxable income,
subject to certain adjustments, to our stockholders. To the extent that we satisfy the distribution
requirement, but distribute less than 100% of our taxable income, we will be subject to federal
corporate income tax on our undistributed taxable income. In addition, we may elect to retain and pay
income tax on our net long-term capital gain. In that case, a shareholder would be taxed on its
proportionate share of our undistributed long-term gain and would receive a credit or refund for its
proportionate share of the tax we paid. A shareholder, including a tax-exempt or foreign shareholder,
would have to file a federal income tax return to claim that credit or refund. Furthermore, we will be
subject to a 4% nondeductible excise tax if the actual amount that we distribute to our stockholders in
a calendar year is less than a minimum amount specified under federal tax laws. While we intend to
continue to make distributions sufficient to avoid imposition of the 4% tax, there can be no assurance
that we will be able to do so. We anticipate that distributions generally will be taxable as ordinary
income, although a portion of such distributions may be designated by us as long-term capital gain to
the extent attributable to capital gain income recognized by us, or may constitute a return of capital to
the extent that such distribution exceeds our earnings and profits as determined for tax purposes. We
currently intend to satisfy the 90% distribution requirement and avoid the 4% nondeductible excise tax
with distributions that are payable in cash or our stock.

From time to time, we may generate taxable income greater than our net income for financial
reporting purposes due to, among other things, amortization of capitalized purchase premiums. In
addition, our taxable income may be greater than our cash flow available for distribution to
stockholders as a result of investments in assets that generate taxable income in excess of economic
income or in advance of the corresponding cash flow from the assets (for example, if a borrower defers
the payment of interest in cash pursuant to a contractual right or otherwise). If we do not have other
funds available in these situations we could be required to borrow funds on unfavorable terms, sell
investments at disadvantageous prices or find another alternative source of funds to make distributions
sufficient to enable us to distribute enough of our taxable income to satisfy the REIT distribution
requirement and to avoid corporate income tax and the 4% excise tax in a particular year. These
alternatives could increase our costs or reduce our equity.

Because of the distribution requirement, it is unlikely that we will be able to fund all future capital
needs, including capital needs in connection with investments, from cash retained from operations. As a
result, to fund future capital needs, we likely will have to rely on third-party sources of capital,
including both debt and equity financing, which may or may not be available on favorable terms or at
all. Our access to third-party sources of capital will depend upon a number of factors, including the
market’s perception of our growth potential and our current and potential future earnings and cash
distributions and the market price of our stock.
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We could fail to qualify as a REIT if the Internal Revenue Service successfully challenges our treatment of our
mezzanine loans and repurchase agreements.

We intend to continue to operate in a manner so as to qualify as a REIT for federal income tax
purposes. However, qualification as a REIT involves the application of highly technical and complex
Internal Revenue Code provisions for which only a limited number of judicial and administrative
interpretations exist. If the Internal Revenue Service, or IRS, disagrees with the application of these
provisions to our assets or transactions, including assets we have owned and past transactions, our
REIT qualification could be jeopardized. For example, IRS Revenue Procedure 2003-65 provides a safe
harbor pursuant to which a mezzanine loan, if it meets each of the requirements contained in the
Revenue Procedure, will be treated by the IRS as a real estate asset for purposes of the REIT asset
tests, and interest derived from it will be treated as qualifying mortgage interest for purposes of the
REIT 75% income test. Although the Revenue Procedure provides a safe harbor on which taxpayers
may rely, it does not prescribe rules of substantive tax law. Moreover, our mezzanine loans typically do
not meet all of the requirements for reliance on this safe harbor. We have invested, and will continue
to invest, in mezzanine loans in a manner that we believe will enable us to continue to satisfy the REIT
gross income and asset tests. In addition, we have entered into sale and repurchase agreements under
which we nominally sold certain of our mortgage assets to a counterparty and simultaneously entered
into an agreement to repurchase the sold assets. We believe that we will be treated for federal income
tax purposes as the owner of the mortgage assets that are the subject of any such agreement
notwithstanding that we transferred record ownership of the assets to the counterparty during the term
of the agreement. It is possible, however, that the IRS could assert that we did not own the mortgage
assets during the term of the sale and repurchase agreement, in which case our ability to qualify as a
REIT could be adversely affected. Even if the IRS were to disagree with one or more of our
interpretations and we were treated as having failed to satisfy one of the REIT qualification
requirements, we could maintain our REIT qualification if our failure was excused under certain
statutory savings provisions. However, there can be no guarantee that we would be entitled to benefit
from those statutory savings provisions if we failed to satisfy one of the REIT qualification
requirements, and even if we were entitled to benefit from those statutory savings provisions, we could
be required to pay a penalty tax.

Even if we remain qualified as a REIT, we may face other tax liabilities that reduce our cash flow.

Even if we remain qualified for taxation as a REIT, we may be subject to certain federal, state and
local taxes on our income and assets, including taxes on any undistributed income, tax on income from
certain activities conducted as a result of a foreclosure, and state or local income, property and transfer
taxes, such as mortgage recording taxes. Any of these taxes would decrease cash available for
distribution to our stockholders. In addition, in order to meet the REIT qualification requirements, or
to avert the imposition of a 100% tax that applies to certain gains derived by a REIT from dealer
property or inventory, we may hold some of our assets through taxable subsidiary corporations.

Complying with REIT requirements may cause us to forego otherwise attractive opportunities or liquidate
otherwise attractive investments.

To qualify as a REIT for federal income tax purposes we must continually satisfy tests concerning,
among other things, the sources of our income, the nature and diversification of our assets, the
amounts we distribute to our stockholders and the ownership of our stock. As discussed above, we may
be required to make distributions to stockholders at disadvantageous times or when we do not have
funds readily available for distribution. Additionally, we may be unable to pursue investments that
would be otherwise attractive to us in order to satisfy the source of income requirements for qualifying
as a REIT.
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We must also ensure that at the end of each calendar quarter at least 75% of the value of our
assets consists of cash, cash items, government securities and qualified real estate assets. The remainder
of our investment in securities (other than government securities and qualified real estate assets)
generally cannot include more than 10% of the outstanding voting securities of any one issuer or more
than 10% of the total value of the outstanding securities of any one issuer. In addition, in general, no
more than 5% of the value of our assets can consist of the securities of any one issuer (other than
government securities and qualified real estate assets), and no more than 20% (or, beginning with our
2009 taxable year, 25%) of the value of our total securities can be represented by securities of one or
more taxable REIT subsidiaries. If we fail to comply with these requirements at the end of any
calendar quarter, we must correct such failure within 30 days after the end of the calendar quarter to
avoid losing our REIT status and suffering adverse tax consequences, unless certain relief provisions
apply. As a result, compliance with the REIT requirements may hinder our ability to operate solely on
the basis of profit maximization and may require us to liquidate or forego otherwise attractive
investments. These actions could have the effect of reducing our income and amounts available for
distribution to our stockholders.

Complying with REIT requirements may limit our ability to hedge effectively.

The REIT provisions of the Internal Revenue Code may limit our ability to hedge our operations
effectively. Our aggregate gross income from non-qualifying hedges, fees, and certain other
non-qualifying sources cannot exceed 5% of our annual gross income. As a result, we might have to
limit our use of advantageous hedging techniques or implement those hedges through a taxable REIT
subsidiary. Any hedging income earned by a taxable REIT subsidiary would be subject to federal, state
and local income tax at regular corporate rates. This could increase the cost of our hedging activities or
expose us to greater risks associated interest rate or other changes than we would otherwise incur.

Liquidation of assets may jeopardize our REIT status.

To continue to qualify as a REIT, we must comply with requirements regarding our assets and our
sources of income. If we are compelled to liquidate our mortgage, preferred equity or other
investments to satisfy our obligations to our lenders, we may be unable to comply with these
requirements, ultimately jeopardizing our status as a REIT.

We may be subject to adverse legislative or regulatory tax changes that could reduce the market price of our
common stock.

At any time, the federal income tax laws governing REITs or the administrative interpretations of
those laws may be amended. Any of those new laws or interpretations may take effect retroactively and
could adversely affect us or you as a stockholder. Legislation enacted in 2003 and 2006 generally
reduced the federal income tax rate on most dividends paid by corporations to investors taxed at
individual rates to a maximum of 15% through the end of 2010. REIT dividends, with limited
exceptions, do not benefit from the rate reduction, because a REITs income is generally not subject to
corporate level tax. As such, this legislation could cause shares in non-REIT corporations to be a more
attractive investment to investors taxed at individual rates than shares in REITs and could have an
adverse effect on the value of our stock.

The stock ownership restrictions of the Internal Revenue Code for REITs and the 9.8% stock ownership limit
in our charter may inhibit market activity in our stock and restrict our business combination opportunities.

To qualify as a REIT, five or fewer individuals, as defined in the Internal Revenue Code, may not
own, actually or constructively, more than 50% in value of our issued and outstanding stock at any time
during the last half of a taxable year. Attribution rules in the Internal Revenue Code determine if any
individual or entity actually or constructively owns our stock under this requirement. Additionally, at
least 100 persons must beneficially own our stock during at least 335 days of a taxable year. To help
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insure that we meet these tests, our charter restricts the acquisition and ownership of shares of our
stock.

Our charter, with certain exceptions, authorizes our directors to take such actions as are necessary
and desirable to preserve our qualification as a REIT. Unless exempted by our Board of Directors, no
person, including entities, may own more than 9.8% of the value of our outstanding shares of stock or
more than 9.8% in value or number (whichever is more restrictive) of our outstanding shares of
common stock. The board may not grant an exemption from these restrictions to any proposed
transferee whose ownership in excess of 9.8% of the value of our outstanding shares would result in the
termination of our status as a REIT. Despite these restrictions, it is possible that there will be five or
fewer individuals who own more than 50% in value of our outstanding shares, which could cause us to
fail to qualify as a REIT. These restrictions on transferability and ownership will not apply, however, if
our Board of Directors determines that it is no longer in our best interest to continue to qualify as a
REIT.

These ownership limits could delay or prevent a transaction or a change in control that might
involve a premium price for our common stock or otherwise be in the best interest of the stockholders.

Our dividends that are attributable to excess inclusion income will likely increase the tax liability of our
tax-exempt stockholders, foreign stockholders, and stockholders with net operating losses.

In general, dividend income that a tax-exempt entity receives from us should not constitute
unrelated business taxable income as defined in Section 512 of the Internal Revenue Code. If we
realize excess inclusion income and allocate it to our stockholders, however, then this income would be
fully taxable as unrelated business taxable income to a tax-exempt entity under Section 512 of the
Internal Revenue Code. A foreign stockholder would generally be subject to U.S. federal income tax
withholding on this income without reduction pursuant to any otherwise applicable income tax treaty.
U.S. stockholders would not be able to offset such income with their net operating losses.

Although the law is not entirely clear, the IRS has taken the position that we are subject to tax at
the highest corporate rate on our excess inclusion income allocated to “disqualified organizations”
(generally tax-exempt investors, such as certain state pension plans and charitable remainder trusts, that
are not subject to the tax on unrelated business taxable income) that own our stock in record name. To
the extent that our stock owned by “disqualified organizations” is held in street name by a broker/
dealer or other nominee, the broker/dealer or nominee would be liable for a tax at the highest
corporate rate on the portion of our excess inclusion income allocable to the stock held on behalf of
the “disqualified organizations.” A regulated investment company or other pass-through entity owning
our stock may also be subject to tax at the highest corporate tax rate on any excess inclusion income
allocated to their record name owners that are “disqualified organizations.”

Excess inclusion income could result if a REIT held a residual interest in a real estate mortgage
investment conduit, or REMIC. In addition, excess inclusion income also may be generated if a REIT
issues debt obligations with two or more maturities and the terms of the payments of these obligations
bear a relationship to the payments that the REIT received on mortgage loans or mortgage-backed
securities securing those debt obligations. Although we do not hold any REMIC residual interests, we
anticipate that certain of the term debt transactions conducted by our private REIT will produce excess
inclusion income that will be allocated to our stockholders. Accordingly, we expect that a portion of
our dividends will constitute excess inclusion income, which will likely increase the tax liability of
tax-exempt stockholders, foreign stockholders, stockholders with net operating losses, regulated
investment companies and other pass-through entities whose record name owners are disqualified
organizations, and brokers/dealers and other nominees who hold stock on behalf of disqualified
organizations.
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The prohibited transactions tax may limit our ability to engage in transactions, including certain methods of
securitizing loans, that would be treated as sales for federal income tax purposes.

A REIT’s net income from prohibited transactions is subject to a 100% tax. In general, prohibited
transactions are sales or other dispositions of property, other than foreclosure property, but including
loans, held primarily for sale to customers in the ordinary course of business. If we securitize loans in a
manner that is, for federal income tax purposes, treated as a sale of the loans we may be subject to the
prohibited transaction tax. Therefore, in order to avoid the prohibited transactions tax, we may choose
not to engage in certain sales of loans and may limit the structures we utilize for our securitization
transactions even though such sales or structures might otherwise be beneficial to us.

Because of the inability to offset capital losses against ordinary income, we may have REIT taxable income,
which we would be required to distribute to our stockholders, in a year in which we are not profitable under
GAAP principles or other economic measures.

We may deduct our capital losses only to the extent of our capital gains, and not against our
ordinary income, in computing our REIT taxable income for a given taxable year. Consequently, we
could have REIT taxable income, and would be required to distribute such income to our stockholders,
in a year in which we are not profitable under GAAP principles or other economic measures.

We may lose our REIT status if the IRS successfully challenges our characterization of our income from our
Jforeign taxable REIT subsidiaries.

We have elected to treat several Cayman Islands companies, including issuers in term debt
transactions, as taxable REIT subsidiaries. We intend to treat certain income inclusions received with
respect to our equity investments in those foreign taxable REIT subsidiaries as qualifying income for
purposes of the 95% gross income test but not the 75% gross income test. Because there is no clear
precedent with respect to the qualification of such income for purposes of the REIT gross income tests,
no assurance can be given that the IRS will not assert a contrary position. In the event that such
income was determined not to qualify for the 95% gross income test, we could be subject to a penalty
tax with respect to such income to the extent it exceeds 5% of our gross income or we could fail to
qualify as a REIT.

If our foreign taxable REIT subsidiaries are subject to U.S. federal income tax at the entity level, it would
greatly reduce the amounts those entities would have available to distribute to us and that they would have
available to pay their creditors.

There is a specific exemption from federal income tax for non-U.S. corporations that restrict their
activities in the United States to trading stock and securities (or any activity closely related thereto) for
their own account whether such trading (or such other activity) is conducted by the corporation or its
employees through a resident broker, commission agent, custodian or other agent. We intend that our
foreign taxable REIT subsidiaries will rely on that exemption or otherwise operate in a manner so that
they will not be subject to U.S. federal income tax on their net income at the entity level. If the IRS
were to succeed in challenging that tax treatment, it would greatly reduce the amount that those
foreign taxable REIT subsidiaries would have available to pay to their creditors and to distribute t