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Filed Pursuant to Rule 424(b)(5)
Registration No. 333-176481

PROSPECTUS SUPPLEMENT
(To Prospectus dated September 15, 2011)

5,200,000 Shares

8.50% Series A Cumulative Redeemable Perpetual Preferred Stock
(Liquidation Preference $25.00 Per Share)

We are offering 5,200,000 shares of our 8.50% Series A Cumulative Redeemable Perpetual Preferred Stock, par value $0.01 per share, which we
refer to in this prospectus supplement as our Series A Preferred Stock. This is the original issuance of our Series A Preferred Stock.

Dividends on our Series A Preferred Stock will be cumulative from the date of original issue and payable quarterly on or about the 15th day of each
January, April, July and October at the rate of 8.50% per annum of its liquidation preference, which is equivalent to $2.125 per annum per share.
The first dividend on our Series A Preferred Stock sold in this offering is payable on July 16, 2012 (in the amount of $0.6847 per share).

Generally, we may notredeem the Series A Preferred Stock until March 20, 2017. On and after March 20, 2017, we may, at our option, redeem the
Series A Preferred Stock, in whole, at any time, or in part, from time to time, for cash at a redemption price of $25.00 per share, plus any accrued
and unpaid dividends (whether or not declared) to, but not including, the date of redemption. In addition, upon the occurrence of a Change of
Control (as defined herein), as a result of which our common stock and the common securities of the acquiring or surviving entity (or American
Depositary Receipts, or ADRs, representing such common securities) are notlisted on the New York Stock Exchange, or NYSE, the NYSE Amex
Equities, or NYSE Amex, or the NASDAQ Stock Market, or NASDAQ, or listed or quoted on a successor exchange or quotation system, we may, at
our option, redeem the Series A Preferred Stock, in whole or in part within 120 days after the first date on which such Change of Control occurred,
by paying $25.00 per share, plus any accrued and unpaid dividends (whether or not declared) to, but not including, the date of redemption. To the
extent we exercise our redemption right relating to the Series A Preferred Stock, the holders of Series A Preferred Stock will not be permitted to
exercise the conversion right described below in respect of their shares called for redemption. The Series A Preferred Stock has no maturity date
and will remain outstanding indefinitely unless repurchased or redeemed by us or converted in connection with a Change of Control by the holders
of Series A Preferred Stock.

Upon the occurrence of a Change of Control, as a result of which our common stock and the common securities of the acquiring or surviving entity
(or ADRs representing such common securities) are notlisted on the NYSE, the NYSE Amex or NASDAQ, or listed or quoted on a successor
exchange or quotation system, each holder of Series A Preferred Stock will have the right (subject to our right to redeem the Series A Preferred
Stock in whole or in part, as described above, prior to the Change of Control Conversion Date (as defined herein)) to convert some or all of the
Series A Preferred Stock held by such holder on the Change of Control Conversion Date into a number of shares of our common stock per share
of Series A Preferred Stock to be converted equal to the lesser of:

» the quotient obtained by dividing (i) the sum of the $25.00 liquidation preference plus the amount of any accrued and unpaid dividends
(whether or not declared) to, but not including, the Change of Control Conversion Date (unless the Change of Control Conversion Date
is after arecord date for a Series A Preferred Stock dividend payment and prior to the corresponding Series A Preferred Stock dividend
payment date, in which case no additional amount for such accrued and unpaid dividend will be included in this sum) by (ii) the Common
Stock Price (as defined herein); and

*+ 29815, or the Share Cap, subject to certain adjustments;
subject, in each case, to provisions for the receipt of alternative consideration as described in this prospectus supplement.

No current market exists for our Series A Preferred Stock. We intend to file an application to list our Series A Preferred Stock on the NYSE under
the symbol “CLNYPrA.” If this application is approved, trading of our Series A Preferred Stock on the NYSE is expected to begin within 30 days
following initial delivery of our Series A Preferred Stock. Our common stock is traded on the NYSE under the symbol “CLNY.”

There are restrictions on ownership of our Series A Preferred Stock intended to preserve our qualification as a real estate investment trust, or
REIT. See “Description of Our Series A Preferred Stock—Restrictions on Ownership and Transfer” in this prospectus supplement and “Restrictions
on Ownership and Transfer”in the accompanying prospectus. In addition, except under limited circumstances as described in this prospectus
supplement, holders of our Series A Preferred Stock generally do not have any voting rights.

Investing in our Series A Preferred Stock involves risks. See ‘Risk Factors” beginning on page S-7 of this prospectus supplement and page 7 of the accompanying prospectus,
and the risks set forth under the caption “Iltem 1A. Risk Factors” included in our most recent Annual Report on Form 10-K.

Per Share Total
Price to public $ 25.00 $130,000,000
Underwriting discounts and commissions $ 0.7875 $ 4,095,000
Proceeds to us (before expenses) $ 24.2125 $ 125,905,000

We have granted the underwriters the option to purchase up to 780,000 additional shares of our Series A Preferred Stock on the same terms and
conditions set forth above within 30 days of the date of this prospectus supplement.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of these securities or
determined if this prospectus supplement and the accompanying prospectus is truthful or complete. Any representation to the contrary is a criminal
offense.

The underwriters expect to deliver the shares through The Depository Trust Company on or about March 20, 2012, which is the fifth business day
following the pricing of this offering.

Joint Book-Running Managers

Barclays Capital BofA Merrill Lynch Morgan Stanley UBS Investment Bank

Co-Managers

RBC Capital Markets Stifel Nicolaus Weisel

Prospectus Supplement dated March 13, 2012



Table of Contents

TABLE OF CONTENTS
PROSPECTUS SUPPLEMENT

Page
About this Prospectus Supplement S-ii
Cautionary Note Regarding Forward-Looking State ments S-ii
Prospectus Summary S-1
Risk Factors S-7
Use of Proceeds S-11
Ratio of Earnings to Combined Fixed Charges and Preferred Dividends S-12
Capitalization S-13
Description of Our Series A Preferred Stock S-14
Underwriting S-26
Additional U.S. Federal Income Tax Considerations S-31
Legal Matters S-32
Experts S-32
Where You Can Find More Information and Incorporation by Reference S-32
PROSPECTUS
Page
About This Prospectus 1
Where To Find Additional Information 1
Incorporation of Certain Information by Reference 3
Forward-Looking Statements 4
Our Company 6
Risk Factors 7
Ratio of Earnings to Combined Fixed Charges and Preferred Stock Dividends 8
Use of Proceeds 8
Descriptionof Common Stock 9
Certain Provisions of Maryland Law and Our Charter and Bylaws 11
Shares Eligible For Future Sale 17
Description of Preferred Stock 19
Description o f Depositary Shares 21
Description o f Warrants 25
Description o f Rights 26
Restrictions on Ownership and Transfer 27
U.S. FederalIncome Tax Considerations 30
Book-Entry Securities 62
Plan o f Distribution 64
Legal Matters 66
Experts 66



Table of Contents

ABOUT THIS PROSPECTUS SUPPLEMENT

This document is in two parts. The first part is the prospectus supplement, which describes the specific terms of this offering and
also adds to and updates information contained in the accompanying prospectus and the documents incorporated by reference. The
second part is the accompanying prospectus, which gives more general information, some of which may not apply to this offering. To
the extent there is a conflict between the information contained in this prospectus supplement, on the one hand, and the information
contained in the accompanying prospectus, onthe other hand, the information in this prospectus supplement shall control. In addition,
any statement in a filing we make with the Securities and Exchange Commission, or SEC, that adds to, updates or changes information
contained in an earlier filing we made with the SEC shallbe deemed to modify and supersede such information in the earlier filing.

Youshould read this document together with additional information described under the heading “Where You Can
Find More Information and Incorporation by Reference” in this prospectus supplement. You should rely only on the
information contained or incorporated by reference in this document. Neither we nor the underwriters have authorized
anyone to provide you with different information. If anyone provides you with different or inconsistent information, you
should not rely onit. You should assume that the information in this prospectus supplement and the accompanying
prospectus, as well as the information we have previously filed with the SEC and incorporated by reference in this
document, is accurate only as ofits date or the date which is specified in those documents.

LIS 2 2 EENT CE)

Unless the context requires otherwise, references in this prospectus supplement to “Colony,” “the Company,” “we,” “us,” “our
or “our company” are to Colony Financial, Inc., a Maryland corporation, and its subsidiaries. The term “you” refers to a prospective
investor.

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENT S

This prospectus supplement, the accompanying prospectus and the documents that we incorporate by reference into these
documents contain forward-lo oking statements within the meaning of the U.S. Private Securities Litigation Reform Act of 1995,
Section27A of the Securities Act of 1933, as amended, orthe Securities Act, and Section21E of the Securities Exchange of 1934, as
amended, or the Exchange Act. We caution investors that any forward-looking statements presented in this prospectus supplement, the
accompanying prospectus and the documents that we incorporate by reference into these documents are based on management’s
beliefs and assumptions made by, and information currently available to, management. When used, the words “anticipate,” “believe,”
“expect,” “intend,” “may,” “might,” “plan,” “estimate,” “project,” “should,” “will,” “result” and similar expressions, which do not
relate solely to historical matters, are intended to identify forward-looking statements. Such statements are subject to risks,
uncertainties and assumptions and are not guarantees of future performance, which may be affected by known and unkno wn risks,
trends, uncertainties and factors that are beyond our control. Should one or more of these risks or uncertainties materialize, or should
underlying assumptions prove incorrect, actual results may vary materially from those anticipated, estimated or projected. We caution
youthat while forward-looking statements reflect our good faith beliefs when we make them, they are not guarantees of future
performance and are impacted by actual events when they occur after we make such statements. We expressly disclaim any
responsibility to update forward-looking statements, whether as a result o f new information, future events or otherwise, except as
required by law. Accordingly, investors should use caution inrelying on past forward-looking statements, which are based onresults and
trends at the time they are made, to anticipate future results or trends.

99 ¢ 99 ¢ EENT 29

Some of the risks and uncertainties that may cause our actual results, performance or achievements to differ materially from
those expressed or implied by forward-looking statements include, among others, the following:

* use of proceeds of this offering and future o fferings of securities;
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* market trends in our industry, interest rates, real estate values, the debt securities markets or the general economy or the
demand for commercial real estate loans;

* ourbusiness and investment strategy;
e ourprojected operating results;

* actions and initiatives of the U.S. government and changes to U.S. government policies and the execution and impact of these
actions, initiatives and policies;

* the state of the U.S. economy generally or in specific geographic regions;

* our ability to obtain and maintain financing arrangements, including securitizations;

* the amount of commercial mortgage loans requiring refinancing overthe 2012 to 2015 period;

* the availability of attractive investment opportunities;

+ the anticipated shortfall of debt financing from traditional lenders;

e the volume of short-term loan extensions;

+ the demand for new capital to replace maturing loans;

e ourexpected leverage;

» general volatility of the securities markets in which we participate;

* changes inthe value of our assets;

* interest rate mismatches between our target assets and any borrowings used to fund such assets;

+ changes ininterest rates and the market value of our target assets;

+ changes in prepayment rates on our target assets;

+ effects of hedging instruments on our target assets;

» rates of default or decreased recovery rates on our target assets;

+ the degree to which our hedging strategies may or may not protect us from interest rate volatility;

+ impactofand changes in governmental regulations, tax law and rates, accounting guidance and similar matters;
e our ability to maintain our qualification as a real estate investment trust (“REIT”) for U.S. federal income tax purposes;

e our ability to maintain our exemption from registration under the Investment Company Act of 1940, as amended (the “1940
Act”);

+ availability of opportunities to acquire commercial mortgage-related, real estate-related and other securities;
« availability of qualified personnel;
* estimates relating to our ability to make distributions to our stockholders in the future; and

e ourunderstanding of our competition.

The risks included here are not exhaustive, and additional factors could adversely affect our business and financial performance,
including factors and risks included in other sections of this prospectus supplement, the accompanying prospectus and the other
documents that we incorporate by reference into these documents. For a detailed discussion of the risks and uncertainties that may
cause our actual results, performance orachievements to differ materially from those expressed or implied by forward-lo oking
statements, see the section entitled “Risk Factors” in our Annual Report on Form 10-K for the fiscal year ended December 31, 2011
(which is incorporated by reference into this prospectus supplement) and contained in this prospectus supplement and in other
documents that we file from time to time with the SEC. Moreover, because we operate ina very competitive and rapidly changing
environment, new risk factors are likely to emerge from time to time. Given these risks and uncertainties, investors should not place
undue reliance on forward-looking statements as a prediction of actual results.
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PROSPECTUS SUMMARY

This summary description of us and our business highlights selected information about us contained elsewhere in this prospectus
supplement or the accompanying prospectus or the documents incorporated by reference herein or therein. This summary does not
contain all of the information about us that you should consider before buying securities in this offering. You should carefully read this
entire prospectus supplement and the accompanying prospectus, including each of the documents incorporated herein and therein by
reference, before making an investment decision.

Our Company

We are a real estate investment and finance company that primarily acquires, originates and manages a diversified portfolio of real
estate-related debt instruments. We were formed on June 23, 2009 as a Maryland corporation and completed our initial public o ffering,
on September 29, 2009. We focus primarily on acquiring, originating and managing commercial mortgage loans, which may be
performing, sub-performing or non-performing loans (including loan-to-own strategies), and other commercial real estate-related debt
investments. We also have acquired and may continue to acquire other real estate and real estate-related assets. We collectively refer
to commercial mortgage loans, other commercial real estate-related debt investments, commercial mortgage-backed securities, real
estate owned properties and other real estate and real estate-related assets as our target assets.

Our objective is to provide attractive risk-adjusted returns to ourinvestors through a diversified portfolio of commercial
mortgage loans and debt-related and other investments. The total return profile of our investments is composed of both current yield,
which is distributed through regular-way dividends, and capital appreciation potential, which is distributed through regular-way and/or
special dividends.

We are externally managed and advised by Colony Financial Manager, LLC, which we refer to as our Manager, pursuant to the
terms of a management agreement. Our Manager is a wholly owned subsidiary of Colony Capital, a privately held independent global
real estate investment firm founded in 1991 by Thomas J. Barrack, Jr., our Executive Chairman.

We elected to be taxed as a REIT for U.S. federal income tax purposes commencing with our initial taxable year ended
December31, 2009. We generally are not subject to U.S. federal income taxes on our taxable income to the extent that we annually
distribute all of our taxable income to stockholders and maintain our intended qualification as a REIT, although we will be subject to U.S.
federal income tax onincome earmed through our taxable subsidiaries. We also intend to continue to operate our business in a manner
that will permit us to maintain our exemption from registration under the 1940 Act.

Our principal executive offices are located at 2450 Broadway, 6t Floor, Santa Monica, CA, 90404 . Our telephone number is
(310) 282-8820, and our website address is www.colonyfinancial.com. The contents of our website are not incorporated by reference
in or otherwise a part of this prospectus supplement or prospectus.
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Issuer

Securities Offered

IDividends

No Maturity

Ranking

Optional Redemption

Special Optional Redemption

The Offering
Colony Financial, Inc.

5,200,000 shares of Series A Cumulative Redeemable Perpetual Preferred Stock,
$0.01 par value per share. We have granted the underwriters an option to purchase up|
to an additional 780,000 shares of Series A Preferred Stock. We reserve the right to
reopen this series and issue additional shares of Series A Preferred Stock either
through public or private sales at any time.

Holders of Series A Preferred Stock will be entitled to receive cumulative cash
dividends onthe Series A Preferred Stock at the rate of 8.50% per annum of the
$25.00 per share liquidation preference, which is equivalent to $2.125 per annum per
share. Dividends onthe Series A Preferred Stock will be payable quarterly in arrears
onorabout the 15t day of January, April, July and Octoberof each year. The first
dividend onthe Series A Preferred Stock sold in this o ffering will be paid on July 16,
2012 inthe amount of $0.6847 per share.

Our Series A Preferred Stock has no maturity date and we are not required to
repurchase orredeem our Series A Preferred Stock. Accordingly, our Series A
Preferred Stock will remain outstanding indefinitely, unless we decide to redeem
them or, under circumstances where the holders of Series A Preferred Stock have a
conversionright, suchholders decide to convert their shares We are not required to
set aside funds to redeem our Series A Preferred Stock.

Our Series A Preferred Stock will rank, with respect to the payment of dividends and
distribution o f assets upon liquidation, dissolution or winding up: (i) seniorto our
commonstock and any other junior shares that we may issue in the future, if any;

(i) on parity with any other parity shares that we may issue in the future, if any; and
(iii) junior to all of our existing and future indebtedness and any senior equity
securities, if any.

Except ininstances relating to preservation of our qualification as a REIT or pursuant
to our special optional redemption right discussed below, our Series A Preferred
Stockis not redeemable prior to March 20, 2017. On and after March 20, 2017, we
may, at our option, redeem our Series A Preferred Stock, in whole, at any time, or
in part, from time to time, for cashat a redemption price of $25.00 per share, plus
any accrued and unpaid dividends (whether ornot declared) to, but not including, the
date of redemption. Any partial redemption will be selected by lot or pro rata or by
any other equitable method we may choose.

Uponthe occurrence of a Change of Control (as defined under “Conversion Rights”
below), we will have the optionto redeem our
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Conversion Rights

Series A Preferred Stock, in whole, at any time, or in part, from time to time, within
120 days after the first date on which such Change of Control has occurred for cash
at aredemption price of $25.00 per share, plus any accrued and unpaid dividends
(whetherornot declared) to, but not including, the redemption date. To the extent
that we exercise our special optional redemption right relating to the Series A
Preferred Stock, the holders of Series A Preferred Stock willnot be permitted to
exercise the conversion right described below inrespect of their shares called for
redemption.

Uponthe occurrence of a Change of Control (as defined below), you will have the
right (unless we have elected to exercise our special optional redemption right to
redeem your Series A Preferred Stock) to convert some orallof your Series A
Preferred Stock into a number of shares of our common sstock, par value $0.01 per
share, equal to the lesser of (A) the quotient obtained by dividing (i) the sum of the
$25.00 liquidation preference plus the amount o f any accrued and unpaid dividends
(whetherornot declared) to, but not including, the Change of Control Conversion
Date (unless the Change of Control Conversion Date is after a record date fora
Series A Preferred Stock dividend payment and prior to the corresponding Series A
Preferred Stock dividend payment date, in which case no additional amount for such
accrued and unpaid dividend will be included in this sum) by (ii) the Common Stock
Price; and (B) 2.9815 (i.e., the Share Cap), subject, ineach case, to certain
adjustments and provisions for the receipt of alternative consideration of equivalent
value as described in this prospectus supplement.

If we have provided a redemption notice withrespect to some orall of the Series A
Preferred Stock, holders of any Series A Preferred Stock that we have called for
redemption will not be permitted to exercise their Change of Control Conversion
Right inrespect of any of their shares of Series A Preferred Stock that have been
called for redemption, and any Series A Preferred Stock subsequently called for
redemption that has beentendered for conversion will be redeemed on the
applicable date of redemptioninstead of converted onthe Change of Control
Conversion Date. Any partial redemption will be selected by lot or pro rata or by any|
other equitable method we may choose (including by electing to exercise our
special optional redemption right only with respect to shares of our Series A
Preferred Stock for which holders have exercised their Change of Control
Conversion Right).

A “Change of Control” will be deemed to have occurred at such time after the
original issuance of the Series A Preferred Stock when the following have occurred
and are continuing:

» the acquisition by any person, including any syndicate or group deemed to
be a “person” under Section 13(d)(3) of the Securities Exchange Actof
1934, as amended, orthe Exchange Act, of beneficial ownership, directly
orindirectly,
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Liquidation Preference

'Voting Rights

through a purchase, merger or other acquisition transaction or series of
purchases, mergers or other acquisition transactions of shares of our capital
stock entitling that personto exercise more than 50% of the total voting
powerof all shares of our capital stock entitled to vote generally in
elections of directors (except that such person willbe deemed to have
beneficial ownership of all securities that such person has the right to
acquire, whether suchright is currently exercisable oris exercisable only
upon the occurrence of a subsequent condition); and

+ following the closing of any transactionreferred to in the bullet point
above, neither we nor the acquiring or surviving entity has a class of
commonsecurities (or ADRs representing such common securities) listed
onthe NYSE, the NYSE Amex or NASDAQ, orlisted or quoted onan
exchange or quotation system that is a successorto the NYSE, the NYSE
Amex or NASDAQ.

For definitions of “Change of Control Conversion Right,” “Change of Control
Conversion Date” and “Common Stock Price” and for a description of the
adjustments and provisions for the receipt of alternative consideration that may be
applicable to the Change of Control Conversion Right, see “Description of the
Series A Preferred Stock—Conversion Rights.”

If we liquidate, dissolve or windup, holders of our Series A Preferred Stock will
have the right to receive $25.00 per share, plus an amount per share equal to
accrued and unpaid dividends (whether ornot eamed or declared) to, but not
including, the date of payment, before any payments are made to holders of our
commonstock or other junior securities.

Holders of our Series A Preferred Stock will generally have no voting rights.
However, if dividends on our Series A Preferred Stock are in arrears for six
quarterly dividend periods (whether ornot consecutive), the holders of our Series A
Preferred Stock (voting separately as a class with the holders of our Series A
Preferred Stock and any other series of parity preferred stock upon which like
voting rights have been conferred and are exercisable) will have the right to elect
two additional members to serve onour Board of Directors until we pay (or declare
and set aside for payment) all dividends that are then in arrears. In addition, the
affirmative vote of the holders of at least two-thirds of the outstanding Series A
Preferred Stockis required for us to authorize, create or increase the number of any
class orseries of senior equity securities or to amend our charter (including the
articles supplementary designating the Series A Preferred Stock) in a manner that
materially and adversely affects the rights of the holders of Series A Preferred
Stock.
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Information Rights

Listing

Use of Proceeds

Restrictions on Ownership and Transfer

Among other things, we may, without any vote of the holders of Series A Preferred
Stock, issue additional shares of Series A Preferred Stock and we may authorize
and issue additional classes or series of parity equity securities.

During any period in which we are not subject to Section 13 or 15(d) of the
Exchange Act, and any shares of our Series A Preferred Stock are outstanding, we
will (i) transmit by mail (or other permissible means under the Exchange Act) to all
holders of Series A Preferred Stock, as theirnames and addresses appear inour
record books and without cost to suchholders, copies of the annual reports and
quarterly reports that we would have been required to file with the SEC, pursuant to
Section 13 or 15(d) of the Exchange Act if we were subject thereto (other than any
exhibits that would have beenrequired) and (ii) promptly, upon request, supply
copies of suchreports to any prospective holder of Series A Preferred Stock. We
will mail (or otherwise provide) the information to the holders of Series A Preferred
Stock within 15 days after the respective dates by which a periodic report on Form
10-K or Form 10-Q, as the case may be, inrespect of such information would have
beenrequired to be filed with the SEC, if we were subject to Section 13 or 15(d) of
the Exchange Act.

We intend to file an application to list our Series A Preferred Stock onthe NYSE
under the symbol “CLNYPrA.” We expect trading of the shares of Series A
Preferred Stock on the NYSE, if listing is approved, to commence within 30 days
after the date of the initial delivery of the shares.

We estimate that the net proceeds of this o ffering will be approximately $125.6
million (or approximately $144.5 million if the underwriters exercise their over-
allotment option in full), after deducting the underwriting discount and other
estimated o ffering expenses payable by us. We intend to use substantially all the net
proceeds from this offering to repay amounts outstanding under our revo Iving
credit facility and the balance, if any (including as a result o f the underwriters’
exercise of their over-allotment option) to acquire our target assets in a manner
consistent with our investment strategies and investment guidelines and for working
capital and general corporate purposes. See “Use of Proceeds.”

To assist us in complying with the limitations on the concentration of ownership of a
REIT imposed by the Internal Revenue Code, our charter and the Articles
Supplementary setting forth the terms of the Series A Preferred Stock contain
ownership and transfer restrictions relating to our stock. See “Description of Our
Series A Preferred Stock—Restrictions on Ownership and Transfer” below and
“Restrictions on Ownership and Transfer” in the accompanying prospectus for
additional information about these restrictions.
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Settlement Date

Form

Risk Factors

The underwriters expect to deliver the shares through The Depository Trust
Company onor about March 20, 2012, which is the fifth business day following the
pricing of this offering.

Our Series A Preferred Stock will be maintained in book-entry form registered in the
name of the nominee of The Depository Trust Company, except in limited
circumstances.

Investing in our Series A Preferred Stock involves a highdegree of risk and the
purchasers of our Series A Preferred Stock may lose their entire investment. See
“Risk Factors” onpage S-7 and the other information included and incorporated by
reference in this prospectus supplement and the accompanying prospectus fora
discussion of risk factors youshould carefully consider before deciding to invest in
our Series A Preferred Stock.
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RISKFACTORS

Investing in our Series A Preferred Stock will provide you with an equity ownership in our company. As one of our stockholders,
you will be subject to risks inherent in our business. The trading price of our Series A Preferred Stock will be affected by the
performance of our business relative to, among other things, competition, market conditions and general economic and industry
conditions. The value of your investment may decrease, resulting in a loss. You should carefully consider the following factors as well as
the risk factors included in our Annual Report on Form 10-K for the year ended December 31, 2011 (which is incorporated by reference
into this prospectus supplement) before deciding to invest in our Series A Preferred Stock.

Risks Relating to this Offering

Our Series A Preferred Stock is subordinate to our debt, and your interests could be diluted by the issuance of
additional preferred stock, including additional Series A Preferred Stock, and by other transactions.

Our Series A Preferred Stock is subordinate to all of our and our subsidiaries’ existing and future debt. Our existing debt restricts,
and our future debt may include restrictions on, our ability to pay dividends to preferred stockholders. Our charter currently authorizes
the issuance of up to 50,000,000 shares of preferred stockinone or more series. Subject to limitations prescribed by Maryland law and
our charter, the Board of Directors is authorized to issue, from our authorized but unissued shares of capital stock, preferred stock in
suchclasses orseries as our Board of Directors may determine and to establish from time to time the number of shares of preferred
stock to be included in any such class orseries. The issuance of additional preferred stock on parity with or senior to our Series A
Preferred Stock would dilute the interests of the holders of our Series A Preferred Stock, and any issuance of preferred stock senior to
our Series A Preferred Stock or of additional indebtedness could affect our ability to pay dividends on, redeem or pay the liquidation
preference onour Series A Preferred Stock. Other than the conversionright afforded to holders of Series A Preferred Stock that may
become exercisable in connection with a Change of Control described under “Description of Our Series A Preferred Stock—
Conversion Rights” below, none of the provisions relating to our Series A Preferred Stock contain any terms relating to or limiting our
ability to incur indebtedness or affording the holders of our Series A Preferred Stock protection in the event of a highly leveraged or
other transaction, including a merger or the sale, lease orconveyance of all or substantially all our assets or business, that might
adversely affect the holders of our Series A Preferred Stock, so long as the rights of the holders of our Series A Preferred Stock are
not materially and adversely affected.

We have significant outstanding indebtedness that exposes us to the risk of default under our debt obligations, which
could adversely impact our ability to meet our obligations under our Series A Preferred Stock.

As of the date of this prospectus supplement, we have total consolidated indebtedness of approximately $93 million. We may
incur additional debt for various purposes, including, without limitation, to fund future asset acquisitions or originations and o perational
needs. Our outstanding indebtedness, and the limitations imposed onus by our debt agreements, could have significant adverse
consequences, including making it more difficult for us to satisfy our obligations with respect to our Series A Preferred Stock,
including paying quarterly dividends.

Our outstanding debt obligations restrict our ability to pay dividends on our Series A Preferred Stock.

We and our subsidiaries are, and may in the future become, parties to agreements and instruments, which, among other things,
restrict or prevent the payment of dividends on our capital stock. For example, under the terms of our revolving credit facility, we are
required to satisfy certain financial covenants, including among others, a minimum consolidated fixed charge coverage ratio of 2.75 to
1.0; a maximum consolidated leverage
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ratio of 0.5 to 1.0, minimum liquidity not less than the lesser of $15 million (including undrawn amounts available under the revolving
credit facility) and 5% of our total GAAP consolidated assets and adjusted EBITDA to fixed charges coverage ratio of at least 1.50 to
1; and a minimum consolidated tangible net worth greater than or equal to the sum of (i) $205,173,750 and (ii) 80% of the net proceeds
of any equity issuances by us. Provided certain events of default do not exist under our revolving credit facility, we are permitted to
make distributions to our stockholders equal to the greater of (i) 95% of our aggregate cumulative adjusted net income for any
particular fiscal year and (ii) such amount as may be required to eliminate 105% of our taxable income as a REIT or such other amount
as is necessary forus to maintain our status as a REIT. If an event of default exists under the documents governing our revolving credit
facility, we are restricted, in certain circumstances, from making any distributions inrespect of our equity securities, including
dividends on our Series A Preferred Stock or distributions to our stockholders necessary to maintain our qualification as a REIT, which
could cause us to lose our REIT qualification and become subject to U.S. federal income tax. Our inability to meet the various financial
and operating covenants contained in our debt instruments, including those discussed above, could result in us being limited in the
amount of dividends we would be permitted to pay holders of our Series A Preferred Stock.

As a holder of Series A Preferred Stock you have extremely limited voting rights.

Your voting rights as a holder of Series A Preferred Stock will be extremely limited. Our commonstock is the only class of our
capital stock carrying full voting rights. Voting rights for holders of Series A Preferred Stock exist primarily with respect to the ability
to appoint, together with holders of our parity equity securities having similar voting rights, if any, two additional directors to our Board
of Directors in the event that six quarterly dividends (whether ornot consecutive) payable onour Series A Preferred Stock are in
arrears, and with respect to voting onamendments to our charter or our Series A Preferred Stock Articles Supplementary that materially
and adversely affect the rights of Series A Preferred Stock holders or create additional classes orseries of preferred stock that are
seniorto our Series A Preferred Stock. See “Description of Our Series A Preferred Stock—Voting Rights” below. Other than the
limited circumstances described in this prospectus supplement, holders of Series A Preferred Stock willnot have any voting rights.

Youmay not be permitted to exercise conversion rights upon a change ofcontrol. If exercisable, the change of control
conversion feature of the Series A Preferred Stock may not adequately compensate you, and the change of control
conversion and redemption features of the Series A Preferred Stock may make it more difficult for a party to take over our
company or discourage a party from taking over our company.

Uponthe occurrence of a Change of Control, as a result of which our common stock and the common securities of the acquiring
or surviving entity (or ADRs representing such common securities) are not listed onthe NYSE, the NYSE Amex or NASDAQ, or listed
orquoted onanexchange or quotation system that is a successorto the NYSE, the NYSE Amex or NASDAQ, holders of Series A
Preferred Stock will have the right to convert some orall of their Series A Preferred Stock into ourcommon stock (or equivalent value
of alternative consideration). Notwithstanding that we generally may not redeem the Series A Preferred Stock prior to March 20, 2017,
we have a special optional redemption right to redeem the Series A Preferred Stock in the event of a Change of Control, and holders of
Series A Preferred Stock will not have the right to convert any shares that we have elected to redeem prior to the Change of Control
Conversion Date. See “Description of the Series A Preferred Stock—Conversion Rights” and “Description of the Series A Preferred
Stock—Redemption.” Uponsucha conversion, the holders will be limited to a maximum number of shares of ourcommon stock equal
to the Share Cap multiplied by the numberof Series A Preferred Stock converted. If the Common Stock Price (as defined in
“Description of the Series A Preferred Stock—Conversion Rights™) is less than $8.39 (which is approximately 50% of the per-share
closing sale price of ourcommonstockonMarch 12, 2012), subject to adjustment, each holder will receive a maximum of 2.9815
shares of ourcommon stock pershare of Series A Preferred Stock, which may result in a holder receiving value that is less than the
liquidation preference of the Series A Preferred Stock. In addition, those features of the Series A Preferred Stock may have the effect
of inhibiting a third party from making an acquisition proposal for our company or of delaying, deferring or
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preventing a change of control of our company under circumstances that otherwise could provide the holders of our common stock
and Series A Preferred Stock with the opportunity to realize a premium over the then-current market price or that stockholders may
otherwise believe is intheir best interests.

There is no established trading market for the Series A Preferred Stock and listing on the NYSE does not guarantee a
market for the Series A Preferred Stock.

Our Series A Preferred Stock is a new issue of securities with no established trading market. We intend to file an application to list
our Series A Preferred Stock onthe NYSE, but there can be no assurance that the NYSE will approve the Series A Preferred Stock for
listing. Even if the Series A Preferred Stock were to be listed, an active trading market onthe NYSE for our Series A Preferred Stock
may not develop or, if it does develop, may not last, in which case the trading price of our Series A Preferred Stock could be
adversely affected. If an active trading market does develop onthe NYSE, our Series A Preferred Stock may trade at prices lower than
the initial o ffering price. In addition, we have been advised by the underwriters that they intend to make a market in our Series A
Preferred Stock, but they are not obligated to do so and may discontinue market-making at any time without notice.

The market price and trading volume ofthe Series A Preferred Stock may fluctuate significantly and be volatile due to
numerous factors beyond our control.

The Series A Preferred Stockis anew issue of securities with no established trading market, which may result in significant
vo latility in the market price and trading volume of the Series A Preferred Stock. In addition, the market price of our Series A Preferred
Stock will depend on many factors beyond our control, including:

+ prevailing interest rates;

e the market for similar securities;

+ general economic and financial market conditions;

* ourissuance of additional preferred equity or debt securities; and

* our financial condition, cash flows, results of operations and prospects.

The trading prices of common and preferred equity securities issued by REITs and other real estate companies historically have
beenaffected by changes in market interest rates. One of the factors that may influence the market price of the Series A Preferred
Stock is the annual yield from distributions on the Series A Preferred Stock as compared to yields on other financial instruments. An
increase in market interest rates may lead prospective purchasers of the Series A Preferred Stock to demand a higher annual yield,
which could reduce the market price of the Series A Preferred Stock.

Our ability to pay dividends is limited by the requirements of Maryland law.

Our ability to pay dividends onour Series A Preferred Stock is limited by the laws of Maryland. Under applicable Maryland law, a
Maryland corporation may not make a distribution if, after giving effect to the distribution, the corporation would not be able to pay its
debts as the debts become due in the usual course of business, orthe corporation’s total assets would be less than the sum of its total
liabilities plus the amount that would be needed, if the corporation were dissolved at the time of the distribution, to satisfy the
preferential rights upon dissolution of stockholders whose preferential rights are superior to those receiving the distribution.
Accordingly, we may not make a distributiononour Series A Preferred Stock if, after giving effect to the distribution, we would not be
able to pay our debts as they become due in the usual course of business orour total assets would be less than the sum of our total
liabilities plus the amount that would be needed to satisfy the preferential rights upon dissolution of the holders of shares of any series
of preferred stock then outstanding, if any, with preferences seniorto those of our Series A Preferred Stock.
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Future offerings of debt or senior equity securities may adversely affect the market price of the Series A Preferred
Stock.

If we decide to issue debt or senior equity securities in the future, it is possible that these securities willbe governed by an
indenture or other instrument containing covenants restricting our operating flexibility. Additionally, any convertible or exchangeable
securities that we issue in the future may have rights, preferences and privileges more favorable than those of the Series A Preferred
Stock and may result in dilution to owners of the Series A Preferred Stock. We and, indirectly, our stockholders, will bear the cost of
issuing and servicing such securities. Because our decision to issue debt or equity securities in any future o ffering will depend on
market conditions and other factors beyond our control, we cannot predict or estimate the amount, timing or nature of our future
offerings. Thus holders of the Series A Preferred Stock will bear the risk o f our future o fferings reducing the market price of the Series
A Preferred Stock and diluting the value of their holdings in us.

Ifour common stockis delisted, your ability to transfer or sell your Series A Preferred Stock may be limited and the
market value of the Series A Preferred Stock will be materially adversely affected.

Other than in connection with certain change of control transactions, the Series A Preferred Stock do not contain provisions that
protect youif ourcommonstockis delisted from the NYSE. Since the Series A Preferred Stock has no stated maturity date, you may
be forced to hold your Series A Preferred Stock and receive stated dividends on the shares when, as and if authorized by our Board of
Directors and declared by us with no assurance as to everreceiving the liquidation preference. In addition, if our commonstockis
delisted, it is likely that the Series A Preferred Stock will be delisted, which will limit your ability to transfer orsell your Series A
Preferred Stock and could have a material adverse effect onthe market value of the Series A Preferred Stock.

Our Series A Preferred Stock Has Not Been Rated.

We have not sought to obtain a rating for our Series A Preferred Stock. No assurance can be given, however, that one ormore
rating agencies might not independently determine to issue such a rating or that such a rating, if issued, would not adversely affect the
market price of our Series A Preferred Stock. In addition, we may elect in the future to obtain a rating of our Series A Preferred Stock,
which could adversely affect the market price of our Series A Preferred Stock. Ratings only reflect the views of the rating agency or
agencies issuing the ratings and suchratings could be revised downward, placed on a watch list or withdrawn entirely at the discretionof
the issuing rating agency if in its judgment circumstances so warrant. Any such downward revision, placing on a watch list or withdrawal
of arating could have anadverse effect onthe market price of our Series A Preferred Stock.
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USE OF PROCEEDS

The net proceeds from this o ffering will be approximately $125.6 million (or approximately $144.5 million in the event that the
underwriters exercise in full their option to purchase additional shares of Series A Preferred Stock), after deducting underwriting
discounts and commissions and our estimated o ffering expenses.

We intend to use substantially all the net proceeds from this o ffering to repay amounts outstanding under our revolving credit
facility. As of the date of this prospectus supplement, the annual interest rate payable onour revolving credit facility was approximately
3.75% and the principal amount outstanding is approximately $105 million.

Affiliates of certain of the underwriters in this o ffering are lenders under our revolving credit facility and will receive their pro rata
share of the net proceeds of this offering that are used to repay the revolving credit facility. See “Underwriting.”

To the extent that there are additional net proceeds remaining after we repay amounts outstanding under our revolving credit
facility, including as a result of the underwriters exercising their over-allotment option, we intend to use suchnet proceeds to acquire
our target assets in a manner consistent with our investment strategies and investment guidelines and for working capital and general
corporate purposes. Until appropriate investments can be identified, our Manager may invest suchnet proceeds in interest-bearing
short-term investments, including U.S. treasury securities ora money market account, that are consistent with our intention to qualify as
a REIT and maintain our exemption from registration under the 1940 Act. These investments are expected to provide a lower net return
than we seekto achieve from ourtarget assets.
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RATIO OF EARNINGS TO COMBINED FIXED CHARGES AND PREFERRED DIVIDENDS

The following table sets forth (i) our ratio of earnings to combined fixed charges and preferred stock dividends for each of the periods
presented and (ii) our pro forma ratio of earnings to combined fixed charges and preferred stock dividends, which assumes the shares
of our Series A Preferred Stock were issued on January 1, 2011 and the application of the net proceeds of this o ffering, as discussed
under “Use of Proceeds.” For purposes of determining the ratio of earings to fixed charges, “eamings” consist of loss before

income taxes before adjustment for noncontrolling interest and income from equity investees, fixed charges and distributed income of
equity investees, less noncontrolling interest in pre-tax earnings of consolidated subsidiaries with no fixed charges. “Fixed charges”
consist of interest expense, including amortizationof loan costs.

Period From June 23,

2009 (Date
Year Ended Year Ended of Inception) to
December 31,2011 December 31,2010 December31,2009(D

Ratio of earnings to combined fixed

charges and preferred stock dividends(®) 8.5 18.6 N/A 3
Pro forma ratio of earnings to combined

fixed charges and preferred stock

dividends 1.94 — —

(' The Company was formed on June 23,2009 and completed the initial public offering ofits common stock on September 29, 2009.

(2) The Company did not have any shares of preferred stock issued and outstanding for the periods presented.

3 The Company did not have any fixed charges in the period presented.

(%) In calculating the pro forma ratio of earnings to combined fixed charges and preferred stock dividends, we have assumed that the shares of Series A
Preferred Stock offered by this prospectus supplement were issued on January 1, 2011. For purposes ofthis pro forma calculation, we have assumed the
repayment of all outstanding borrowings under our revolving credit facility (approximately $105 million as of the date ofthis prospectus supplement)
with the net proceeds from this offering; therefore, the pro forma ratio excludes the effect of the amount of the related interest expense for the period.
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CAPIT ALIZATION

The following table sets forth our capitalizationas of December31, 2011 (1) onan actual basis and (2) as adjusted to reflect the
offering of our Series A Preferred Stock, after deducting the underwriters’ discounts and commissions and our estimated o ffering
expenditures, and the application of the net proceeds as described above under “Use of Proceeds.” You should read this table in
conjunction with “Management’s Discussion and Analysis o f Financial Condition and Results o f Operations” in our Annual Report on
Form 10-K and our audited financial statements and related notes for the year ended December 31, 2011 included therein.

As of December 31, 2011
As Adjusted®

(In thousands, except share and per share data) Actual (unaudite d)
Cash $ 3,872 $ 60,452
Debt:
Revolving credit facility $ 69,000 $ —
Secured financing 13,845 13,845
Total debt $ 82,845 $ 13,845
Equity:

Preferred stock, par value $0.01 per share; 50,000,000 shares authorized, 0 shares issued
and outstanding at December 31, 2011, 5,200,000() Series A Preferred Stock issued and

outstanding, as adjusted $ — $ 52
Common stock, par value $0.01 per share; 450,000,000 shares authorized; 32,624,889

issued and outstanding at December 31, 2011 and as adjusted 326 326
Additional paid-in capital(2) 599,470 724,998
Retained earings 5,510 5,510
Accumulated other comprehensive loss (2,330) (2,330)
Total stockholders’ equity 602,976 728,556
Noncontrolling interests 10,514 10,514
Total equity $613,490 $ 739,070
Total capitalization $696,335 $ 752,915

() Excludes up to 780,000 shares of Series A Preferred Stock issuable upon exercise of the underwriters’ overallotment option.
(2)  Additional paid-in capital has been reduced by estimated offering costs and the underwriting discounts and commissions.
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DESCRIPTION OF OUR SERIES A PREFERRED STOCK

The description of certain terms and provisions of our Series A Preferred Stock contained in this prospectus supplement does not
purport to be complete and is inall respects subject to, and qualified in its entirety by reference to, our charter, including the Articles
Supplementary setting forth the terms of our Series A Preferred Stock, our bylaws and Maryland law. The following description of the
terms of our Series A Preferred Stock supplements, and to the extent inconsistent with, replaces, the description of the general terms
and provisions of our preferred stock set forth in the accompanying prospectus.

LR

Forpurposes of this section, references to “we,
its subsidiaries.

our” and “our company” refer only to Colony Financial, Inc. and not to any of

General

Our charter provides that we may issue up to 50,000,000 shares of preferred stock, $0.01 par value per share. Our charter
authorizes our Board of Directors to increase or decrease the number of authorized shares without stockholder approval.

Subject to the limitations prescribed by Maryland law and our charter and bylaws, our Board o f Directors is authorized to establish
the number of shares constituting each series of preferred stock and to fix the designations and powers, preferences and relative,
participating, optional or other special rights and qualifications, limitations or restrictions thereof, including such provisions as may be
desired concerming voting, redemption, dividends, dissolution or the distribution of assets, conversion or exchange, and such other
subjects or matters as may be fixed by resolution of the Board of Directors or a duly authorized committee thereof.

Prior to the closing of this offering, we will supplement our charter to classify 5,980,000 shares of our authorized preferred stock
as Series A Preferred Stock and authorize the issuance thereof. Whenissued, our Series A Preferred Stock will be validly issued, fully
paid and nonassessable. The holders of Series A Preferred Stock will have no preemptive rights with respect to any shares of our stock
orany of our other securities convertible into or carrying rights or options to purchase any shares of our stock.

Our Series A Preferred Stock willnot be subject to any sinking fund and we will have no obligationto redeem orretire our Series A
Preferred Stock. Unless converted by you in connection with a Change of Controlorredeemed by us, our Series A Preferred Stock will
have a perpetual term, with no maturity.

The Articles Supplementary establishing our Series A Preferred Stock permit us to “reopen” this series, without the consent of the
holders of our Series A Preferred Stock, inorder to issue additional shares of Series A Preferred Stock from time to time. Thus, we
may in the future issue additional shares of Series A Preferred Stock without your consent. Any additional shares of Series A Preferred
Stock will have the same terms as the shares of Series A Preferred Stock being issued in this o ffering. These additional shares of
Series A Preferred Stock will, to gether with the shares of Series A Preferred Stock being issued in this o ffering, constitute a single
series of securities.

Ranking

Our Series A Preferred Stock will rank senior to the Junior Stock (as defined under “—Dividends” below), including shares of our
commonstock, and on parity with any other parity shares that we may issue in the future, with respect to payment of dividends and
amounts upon liquidation, dissolution or winding up. While any shares of Series A Preferred Stock are outstanding, we may not
authorize or create any class orseries of capital stock that ranks senior to our Series A Preferred Stock with respect to the payment of
dividends or amounts upon liquidation, dissolution or winding up without the consent of the holders of two-thirds of the outstanding
Series A Preferred Stock voting as a single class. However, we may create additional classes orseries of stock, amend our
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charter to increase the authorized number of shares of preferred stock orissue series of preferred stock ranking on parity with our
Series A Preferred Stock withrespect, ineachcase, to the payment of dividends and amounts upon liquidation, disso lution or winding
up (“Parity Stock™) without the consent of any holder of Series A Preferred Stock. See “—Voting Rights” below for a discussion of the
voting rights applicable if we seek to create any class orseries of preferred stock senior to our Series A Preferred Stock.

Dividends

Holders of Series A Preferred Stock will be entitled to receive, when, as and if authorized by our Board of Directors, out of funds
legally available for payment, and declared by us, cumulative cash dividends at the rate of 8.50% per annum per share of its liquidation
preference (equivalent to $2.125 per annum per share of Series A Preferred Stock).

Dividends on each share of Series A Preferred Stock will be cumulative from the date of original issue and are payable quarterly in
arrears on or about the 15t day of each January, April, July and October, commencing onor about July 16, 2012, at the then applicable
annual rate; provided, however, that if any dividend payment date falls on any day other than a business day, as defined inthe Series A
Preferred Stock Articles Supplementary, the dividend due on such dividend payment date shall be paid on the first business day
immediately following such dividend payment date. Each dividend is payable to holders of record as they appearonour stockrecords
at the close of business on the record date, not exceeding 30 days preceding the payment dates thereof as fixed by our Board of
Directors. Dividends are cumulative from the date of original issue or the most recent dividend payment date to which dividends have
been paid, whether ornot in any dividend period or periods there shall be funds of ours legally available for the payment of such
dividends. Accumulations of dividends on our Series A Preferred Stock will not bear interest and holders of our Series A Preferred
Stock willnot be entitled to any dividends in excess of full cumulative dividends. Dividends payable onour Series A Preferred Stock
forany period greater or less than a full dividend period willbe computed on the basis of a 360-day year consisting of twelve 30-day
months. Dividends payable on our Series A Preferred Stock for each full dividend period willbe computed by dividing the annual
dividend rate by four.

No dividend will be declared or paid on any Parity Stock unless full cumulative dividends have been declared and paid or are
contemporaneously declared and funds sufficient for payment set aside on our Series A Preferred Stock for all prior dividend periods;
provided, however, that if accrued dividends onour Series A Preferred Stock for all prior dividend periods have not been paid in full or
a sum sufficient for such payment is not set apart, then any dividend declared onour Series A Preferred Stock for any dividend period
and on any Parity Stock will be declared ratably in proportion to accrued and unpaid dividends on our Series A Preferred Stock and such
Parity Stock. Allof our dividends on our Series A Preferred Stock, including any capital gain dividends, will be credited first to the
earliest accrued and unpaid dividend.

Our Board of Directors will not authorize and we will not (i) declare, pay or set apart funds for the payment of any dividend or
other distribution with respect to any Junior Stock (other than in shares of Junior Stock) or (ii) redeem, purchase or otherwise acquire
for consideration any Junior Stock through a sinking fund or otherwise (other than a redemption or purchase or other acquisitionof
shares of our common stock made for purposes of anemployee incentive or benefit plan of our company or any subsidiary, ora
conversioninto or exchange for Junior Stock or redemptions for the purpose of preserving our qualification as a REIT), unless all
cumulative dividends with respect to our Series A Preferred Stock and any Parity Stock at the time such dividends are payable have
been paid or funds have beenset apart for payment of such dividends.

As used herein, (i) the term “dividend” does not include dividends payable solely inshares of Junior Stock on Junior Stock, orin
options, warrants or rights to holders of Junior Stock to subscribe for or purchase any Junior Stock, and (ii) the term “Junior Stock”
means our common stock, and any other class of our capital stocknow or hereafter issued and outstanding that ranks junior as to the
payment of dividends or amounts upon liquidation, dissolution and winding up to our Series A Preferred Stock.
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Optional Redemption

We may not redeem our Series A Preferred Stock prior to March 20, 2017, except in certain limited circumstances relating to the
ownership limitation necessary to preserve our qualification as a REIT or in connection with our special optional redemption right to
redeem Series A Preferred Stockupona Change of Control (as defined under “—Conversion Rights—Definitions” below). For further
information regarding these exceptions, see “—Special Optional Redemption” below and “Restrictions on Ownership and Transfer” in
the accompanying prospectus. Onor after March 20, 2017, we, at our optionuponnot less than 30 nor more than 60 days written
notice, may redeem our Series A Preferred Stock, in whole, at any time, or in part, from time to time, for cash at a redemption price of
$25.00 per share, plus all accrued and unpaid dividends thereon (whether ornot declared) to, but not including, the date fixed for
redemption.

A notice of optional redemption (which may be contingent on the occurrence of a future event) will be mailed, postage prepaid,
not less than 30 nor more than 60 days prior to the redemption date, addressed to the holders of record of our Series A Preferred
Stock at their addresses as they appear on our stock transfer records. A failure to give suchnotice or any defect in the notice orin its
mailing will not affect the validity of the proceedings for the redemption of any shares of Series A Preferred Stock except as to the
holderto whom notice was defective ornot given. Eachnotice will state:

* the redemption date;
* the redemption price;
e the numberof shares of Series A Preferred Stockto be redeemed;

+ the place orplaces where the certificates, if any, evidencing the shares of Series A Preferred Stock are to be surrendered for
payment; and

+ that dividends on the shares to be redeemed will cease to accrue onsuch redemption date.

If fewer than all the shares of Series A Preferred Stock held by any holder are to be redeemed, the notice mailed to such holder
will also specify the numberof shares of Series A Preferred Stock to be redeemed from such holder. If fewer than all of the
outstanding shares of Series A Preferred Stock are to be redeemed, the shares to be redeemed shallbe selected by lot or pro rata or
by any other equitable method we may choose.

Special Optional Redemption

Uponthe occurrence of a Change of Control (as defined under “—Conversion Rights” below), we will have the optionto redeem
our Series A Preferred Stock, in whole, at any time, or in part, from time to time, within 120 days after the date on which such Change
of Control has occurred for cash at a redemption price of $25.00 per share, plus any accrued and unpaid dividends (whether ornot
declared) to, but not including, the redemption date. If we exercise our special optional redemption right in connection with a Change
of Control following the occurrence of a Change of Control, you will not have the Change of Control Conversion Right described
below.

A notice of special optional redemption will be mailed, postage prepaid, not less than 30 nor more than 60 days prior to the
redemption date, addressed to the holders of record of our Series A Preferred Stock at their addresses as they appear onour stock
transfer records. A failure to give suchnotice or any defect in the notice or in its mailing will not affect the validity of the proceedings
for the special optional redemption of the shares of Series A Preferred Stock except as to the holder to whom notice was defective or
not given. FEach notice will state:

* the redemption date;
* the redemption price;

e the numberof shares of Series A Preferred Stock to be redeemed;
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+ the place orplaces where the certificates, if any, evidencing the shares of Series A Preferred Stock are to be surrendered for
payment;

+ that the shares of Series A Preferred Stock are being redeemed pursuant to our special optional redemption right in
connection with the occurrence of a Change of Control and a brief description of the transaction or transactions constituting
such Change of Control;

+ that the holders of shares of Series A Preferred Stock to which the notice relates willnot be able to tender such shares of
Series A Preferred Stock for conversion in connection with the Change of Control and each share of Series A Preferred Stock
tendered for conversion that is selected, prior to the Change of Control Conversion Date, for redemption will be redeemed
on the related date of redemption instead of converted on the Change of Control Conversion Date; and

* that dividends on the shares to be redeemed will cease to accrue on suchredemption date.

If fewer than all the shares of Series A Preferred Stock held by any holder are to be redeemed, the notice mailed to such holder
will also specify the number of shares of Series A Preferred Stock to be redeemed from such holder. If fewer than all of the
outstanding shares of Series A Preferred Stock are to be redeemed, the shares to be redeemed shallbe selected by lot or pro rata or
by any other equitable method we may choose (including by electing to exercise our special optional redemption right only with
respect to shares of our Series A Preferred Stock for which holders have exercised their Change of Control Conversion Right
discussed below).

If we have givenanotice of redemption and have paid orset aside sufficient funds for the redemption in trust for the benefit of
the holders of shares of Series A Preferred Stock called for redemption, then from and after the redemption date, those shares of
Series A Preferred Stock will be treated as no longer being outstanding, no further dividends will accrue and all other rights o f the
holders of those shares of Series A Preferred Stock will terminate. The holders of those shares of Series A Preferred Stock will retain
their right to receive the redemption price for their shares and any accrued and unpaid dividends to (but not including) the redemption
date.

General Provisions Applicable to Redemptions

On the redemption date, we must pay oneach share of Series A Preferred Stock to be redeemed any accrued and unpaid
dividends, in arrears, for any dividend period ending on or prior to the redemption date. Inthe case of a redemption date falling aftera
dividend payment record date and prior to the related payment date, the holders of Series A Preferred Stock at the close of business
onsuchrecord date will be entitled to receive the dividend payable on such shares onthe corresponding dividend payment date,
notwithstanding the redemption of such shares prior to such dividend payment date. Except as provided for in the two preceding
sentences, no payment or allowance will be made for unpaid dividends, whether ornot in arrears, on any Series A Preferred Stock
called for redemption.

If full cumulative dividends onour Series A Preferred Stock and any Parity Stock have not been paid or declared and set apart for
payment, we may not purchase, redeem or otherwise acquire Series A Preferred Stock in part or any Parity Stock other than in
exchange for Junior Stock; provided, however, that the foregoing shallnot prevent the purchase by us of shares held inexcess of the
limits in our charter in order to ensure that we continue to meet the requirements for qualification as a REIT. See “Restrictions on
Ownership and Transfer” in the accompanying prospectus.

On and after the date fixed for redemption, provided that we have made available at the office of the registrar and transfer agent a
sufficient amount of cash to effect the redemption, dividends will cease to accrue onthe shares of Series A Preferred Stock called for
redemption (except that, in the case of a redemption date after a dividend payment record date and prior to the related payment date,
holders of Series A Preferred Stock on the dividend payment record date will be entitled on such dividend payment date to receive the
dividend payable on such shares onthe corresponding dividend payment date), such shares shallno longerbe deemed to be
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outstanding and all rights of the holders of such shares as holders of Series A Preferred Stock shall cease except the right to receive
the cash payable upon such redemption, without interest from the date of such redemption.

Liquidation Preference

The holders of Series A Preferred Stock will be entitled to receive inthe event of any liquidation, disso lution or winding up of our
company, whether voluntary or invo luntary, $25.00 per share of Series A Preferred Stock, which we refer to in this prospectus
supplement as the “Liquidation Preference,” plus anamount per share of Series A Preferred Stock equal to all dividends (whetherornot
eamned or declared) accrued and unpaid thereon to, but not including, the date of final distribution to such holders.

Until the holders of Series A Preferred Stock have been paid the Liquidation Preference and all accrued and unpaid dividends in full,
no payment will be made to any holder of Junior Stock upon the liquidation, dissolution or winding up of our company. If, upon any
liquidation, disso lution or winding up of our company, our assets, or proceeds thereof, distributable among the holders of our Series A
Preferred Stock are insufficient to pay in full the Liquidation Preference and all accrued and unpaid dividends and the liquidation
preference and all accrued and unpaid dividends with respect to our Series A Preferred Stock any other Parity Stock, then such assets,
orthe proceeds thereof, will be distributed among the holders of Series A Preferred Stock, our Series A Preferred Stock and any such
other Parity Stock ratably in accordance with the respective amounts which would be payable onsuch Series A Preferred Stock, Series
A Preferred Stock and any such other Parity Stock if allamounts payable thereon were paid in full. None of (i) a consolidationor merger
of our company with one or more entities, (ii) a statutory stock exchange by our company or (iii) a sale or transfer of all or substantially
allof ourassets will be considered a liquidation, dissolution or winding up, vo luntary or invo luntary, of our company.

Voting Rights

Except as indicated below, the holders of Series A Preferred Stock will have no voting rights.

If and whenever six quarterly dividends (whether ornot consecutive) payable on our Series A Preferred Stock are in arrears,
whether ornot earned ordeclared, the number of members then constituting our Board o f Directors will be increased by two and the
holders of Series A Preferred Stock, voting together as a class with the holders of our Series A Preferred Stock and any other series of
Parity Stock upon which like voting rights have been conferred and are exercisable (any such other series, the “Voting Preferred
Stock™), will have the right to elect two additional directors of the Company (the “Preferred Stock Directors™) at an annual meeting of
stockholders ora properly called special meeting of the holders of our Series A Preferred Stock and such Voting Preferred Stock and
at each subsequent annual meeting of stockholders until all such dividends and dividends for the then current quarterly period on our
Series A Preferred Stock and such other Voting Preferred Stock have been paid or declared and set aside for payment. Whenever all
arrears in dividends onour Series A Preferred Stock and the Voting Preferred Stock then outstanding have been paid and full dividends
onour Series A Preferred Stock and the Voting Preferred Stock for the then current quarterly dividend period have been paid in full or
declared and set apart for payment in full, then the right of the holders of our Series A Preferred Stock and the Voting Preferred Stock
to elect the Preferred Stock Directors will cease, the terms of office of the Preferred Stock Directors will forthwith terminate and the
number of members of the Board of Directors will be reduced accordingly. However, the right of the holders of our Series A Preferred
Stock and the Voting Preferred Stock to elect the Preferred Stock Directors will again vest if and whenever six quarterly dividends are
in arrears, as described above. Inno event shall the holders of Series A Preferred Stock be entitled pursuant to these voting rights to
elect a director that would cause us to fail to satisfy a requirement relating to director independence of any national securities exchange
on which any class orseries of our stock s listed. In class votes with other Voting Preferred Stock, preferred stock of different series
shall vote in proportionto the liquidation preference of the preferred stock.

In addition, the approval of two-thirds of the votes entitled to be cast by the holders of outstanding Series A Preferred Stock,
voting separately as a class, either at a meeting of stockholders or by written consent, is required
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(i) to amend, alter or repeal any provisions of our charter or the Series A Preferred Stock Articles Supplementary, whether by merger,
consolidation or otherwise, to affect materially and adversely the voting powers, rights or preferences of the holders of our Series A
Preferred Stock, unless in connection with any such amendment, alteration or repeal, our Series A Preferred Stock remains outstanding
without the terms thereo f being materially changed in any respect adverse to the holders thereof oris converted into or exchanged for
preferred stock of the surviving entity having preferences, conversion and other rights, voting powers, restrictions, limitations as to
dividends, qualifications and terms and conditions of redemption thereof that are substantially similar to those of our Series A Preferred
Stock, or (ii) to authorize, create, orincrease the authorized amount of any class orseries of capital stock having rights seniorto our
Series A Preferred Stock withrespect to the payment of dividends or amounts upon liquidation, dissolution or winding up (provided that
if suchamendment affects materially and adversely the rights, preferences, privileges or voting powers of one ormore but notallof
the other series of Voting Preferred Stock, the consent of the holders of at least two-thirds of the outstanding shares of each such
series so affected is required). However, we may create additional classes of Parity Stock and Junior Stock, amend our charter to
increase the authorized number of shares of Parity Stock (including our Series A Preferred Stock) and Junior Stock and issue additional
series of Parity Stock and Junior Stock without the consent of any holder of Series A Preferred Stock.

Information Rights

During any period in which we are not subject to Section 13 or 15(d) of the Exchange Act and any shares of Series A Preferred
Stock are outstanding, we will (i) transmit by mail (or other permissible means under the Exchange Act) to allholders of Series A
Preferred Stock, as their names and addresses appearinourrecord books and without cost to such holders, copies of the annual
reports on Form 10-K and quarterly reports on Form 10-Q that we would have been required to file with the SEC pursuant to Section 13
or 15(d) of the Exchange Act if we were subject thereto (other than any exhibits that would have been required) and (ii) promptly, upon
request, supply copies of suchreports to any prospective holder of Series A Preferred Stock. We will mail (or otherwise provide) the
information to the holders of Series A Preferred Stock within 15 days after the respective dates by which a periodic report on Form 10-
KorForm 10-Q, as the case may be, inrespect of such information would have beenrequired to be filed with the SEC, if we were
subject to Section 13 or 15(d) of the Exchange Act, ineachcase, based onthe dates on which we would be required to file such
periodic reports if we were a “non-accelerated filer” within the meaning of the Exchange Act.

Conversion Rights
Definitions

As used in the prospectus supplement, the following terms shall have the following meanings:

A “Change of Control” will be deemed to have occurred at such time after the original issuance of the Series A Preferred Stock
when the following has occurred:

(i) the acquisition by any person, including any syndicate or group deemed to be a “person” under Section 13(d)(3) of the
Exchange Act, of beneficial ownership, directly or indirectly, through a purchase, merger or other acquisition transaction or series
of purchases, mergers or other acquisition transactions of shares of our company entitling that personto exercise more than 50%
of the total voting power of all shares of our company entitled to vote generally inelections of directors (except that such person
willbe deemed to have beneficial ownership of all securities that such person has the right to acquire, whether such right is
currently exercisable oris exercisable only uponthe occurrence of a subsequent condition); and

(ii) following the closing of any transactionreferred to in clause (i) above, neither we nor the acquiring or surviving entity has
aclass of commonsecurities (or ADRs representing such securities) listed onthe NYSE, the NYSE Amex Equities, or NYSE
Amex, or NASDAQ, or listed onan exchange that is a successorto the NYSE, NYSE Amex or NASDAQ.

The “Common Stock Price” will be (i) if the considerationto be received inthe Change of Control by holders of ourcommon
stockis solely cash, the amount of cash consideration per share of common sstock, (ii) if
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the consideration to be received inthe Change of Control by holders of commonstockis other thansolely cash, the average of the
closing price per share of commonstock onthe ten consecutive trading days immediately preceding, but not including, the effective
date of the Change of Control, and (iii) if there is not a readily determinable closing price for the commonstock or Alternative Form
Consideration (as defined below), the fair market value of common stock or such Alternative Form Consideration (as determined by
our Board of Directors or a committee thereof).

Conversion

Uponthe occurrence of a Change of Control, eachholder of Series A Preferred Stock will have the right, subject to our special
optional redemptionright, to convert some orall of the shares of Series A Preferred Stock held by such holder (the “Change of
Control Conversion Right”) on the relevant Change of Control Conversion Date (as defined below) into a number of shares of our
commonstock pershare of Series A Preferred Stock (the “Common Stock Conversion Consideration”) equal to the lesser of (A) the
quotient obtained by dividing (i) the sum of (x) $25.00, plus (y) an amount equal to any accrued and unpaid dividends (whetherornot
declared) to, but not including, the Change of Control Conversion Date (as defined below), except if such Change of Control
Conversion Date is after arecord date fora Series A Preferred Stock dividend payment and prior to the corresponding Series A
Preferred Stock dividend payment date, in which case the amount pursuant to this clause (i)(y) shall equal $0.00 inrespect of such
dividend, by (ii) the Common Stock Price (such quotient, the “Conversion Rate”), and (B) 2.9815 (the “Share Cap”).

The Share Cap is subject to pro rata adjustments for any share splits (including those effected pursuant to a commonstock
dividend), subdivisions or combinations (in each case, a “Share Split”) withrespect to our commonstock as follows: the adjusted
Share Cap as the result of a Share Split will be the number of shares of ourcommon stock that is equivalent to the product of (i) the
Share Cap in effect immediately prior to such Share Split multiplied by (ii) a fraction, the numerator of which is the number of shares of
our common stock outstanding after giving effect to such Share Split and the denominator of which is the number of shares of our
commonstock outstanding immediately prior to such Share Split.

Forthe avoidance of doubt, subject to the immediately succeeding sentence, the aggregate number of shares of ourcommon
stock (or equivalent Alternative Conversion Consideration (as defined below), as applicable) issuable in connection with the exercise
ofthe Change of Control Conversion Right willnot exceed 15,503,800 shares of common stock (or equivalent Alternative Conversion
Consideration, as applicable), subject to increase to the extent the underwriters’ over-allotment option to purchase additional Series A
Preferred Stockis exercised, not to exceed 17,829,370 shares of common stock in total (or equivalent Alternative Conversion
Consideration, as applicable) (the “Exchange Cap”). The Exchange Cap is subject to pro rata adjustments for any Share Splits with
respect to ourcommonstock as follows: The adjusted Exchange Cap as the result of a Share Split will be the number of shares of our
commonstock that is equivalent to the product of (i) the Exchange Cap in effect immediately prior to such Share Split multiplied by
(ii) a fraction, the numerator of which is the number of shares of our common stock outstanding after giving effect to such Share Split
and the denominator of which is the number of shares of our common stock outstanding immediately prior to such Share Split.

Inthe case of a Change of Controlas a result of whichholders of ourcommon stock are entitled to receive consideration other
thansolely shares of our common stock, including other securities, other property or assets (including cash or any combination
thereof) withrespect to orin exchange forshares of our common stock (the “Alternative Form Consideration™), a holder of Series A
Preferred Stock will be entitled thereafter to convert (subject to our special optional redemption right) such Series A Preferred Stock
not into our common stock but solely into the kind and amount of Alternative Form Consideration which the holder of Series A
Preferred Stock would have owned or been entitled to receive upon such Change of Control as if suchholder of Series A Preferred
Stock then held the Common Stock Conversion Consideration immediately prior to the effective time of the Change of Control (the
“Alternative Conversion Consideration,” and the Common Stock Conversion Consideration or the Alternative Conversion
Consideration, as may be applicable to a Change of Control, is referred to as the “Conversion Consideration™).
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If the holders of our common stock have the opportunity to elect the form of consideration to be received in such Change of
Control, the Conversion Consideration will be deemed to be the kind and amount o f consideration actually received by holders of a
majority of our common stock that voted for such an election (if electing between two types of consideration) or holders of a plurality
of ourcommon stock that voted for such an election (if electing between more than two types of consideration), as the case may be.

We willnot issue fractional shares of commonstock uponthe conversionof our Series A Preferred Stock. Instead, we will pay
the cash value of such fractional shares.

Within 15 days following the occurrence of a Change of Control, we will provide to holders of Series A Preferred Stock a notice
of occurrence of the Change of Control that describes the resulting Change of Control Conversion Right. This notice will state the
following:

* the events constituting the Change of Control;

+ the date of the Change of Control;

« the last date on which the holders of Series A Preferred Stock may exercise their Change of Control Conversion Right;
+ the method and period for calculating the Common Stock Price;

* the Change of Control Conversion Date, which will be a business day occurring within 20 to 35 days following the date of the
notice;

« if applicable, the type and amount of Alternative Conversion Consideration entitled to be received per share of Series A
Preferred Stock;

* the name and address of the paying agent and the conversion agent; and

* the procedures that the holders of Series A Preferred Stock must follow to exercise the Change of Control Conversion Right.

We will issue a press release for publication on the Dow Jones & Company, Inc., Business Wire, PR Newswire or Bloomberg
Business News (or, if such organizations are not in existence at the time of issuance of such press release, such other news or press
organization as is reasonably calculated to broadly disseminate the relevant information to the public), or post notice on our website, in
any event prior to the opening of business on the first business day following any date on which we provide the notice described above
to the holders of Series A Preferred Stock.

Inorderto exercise the Change of Control Conversion Right, a holder of Series A Preferred Stock will be required to deliver, on
orbefore the close of business onthe Change of Control Conversion Date, the certificates (if any) evidencing shares of Series A
Preferred Stockto be converted, duly endorsed for transfer, together with a written conversion notice completed, to our transfer
agent. The conversion notice must state:

* the relevant Change of Control Conversion Date;
e the numberof shares of Series A Preferred Stock to be converted; and

» that the shares of Series A Preferred stock are to be converted pursuant to the applicable provisions of the Series A Preferred
Stock.

The “Change of Control Conversion Date” will be a business day that is no less than 20 days nor more than 35 days after the date
on which we provide the notice described above to the holders of Series A Preferred Stock.

Holders of Series A Preferred Stock may withdraw any notice of exercise of a Change of Control Conversion Right (in whole or
in part) by a written notice of withdrawal delivered to our transfer agent prior to
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the close of business onthe business day prior to the Change of Control Conversion Date. The notice of withdrawal must state:
e the number of withdrawn shares of Series A Preferred Stock;

e if certificated shares of Series A Preferred Stock have been issued, the certificate numbers of the withdrawn shares of Series
A Preferred Stock; and

* the number of shares of Series A Preferred Stock, if any, which remain subject to the conversionnotice.

Notwithstanding the foregoing, if the shares of Series A Preferred Stock are held in global form, the conversionnotice and/or the
notice of withdrawal, as applicable, must comply with applicable procedures of The Depository Trust Company, or DTC.

Series A Preferred Stock as to which the Change of Control Conversion Right has been properly exercised and for which the
conversionnotice has not been properly withdrawn will be converted into the applicable Conversion Consideration in accordance with
the Change of Control Conversion Right on the Change of Control Conversion Date.

In connection with the exercise of any Change of Control Conversion Right, we will comply with all U.S. federal and state
securities laws and stock exchange rules in connection with any conversionof Series A Preferred Stock into commonstock.
Notwithstanding any other provision of our Series A Preferred Stock, no holder of our Series A Preferred Stock will be entitled to
convert such Series A Preferred Stock for ourcommon stock to the extent that receipt of suchcommon stock would cause such
holder (or any other person) to exceed the share ownership limits contained in our charter and the Articles Supplementary setting forth
the terms of the Series A Preferred Stock. See “Restrictions on Ownership and Transfer” below.

These Change of Control conversion and redemption features may make it more difficult for or discourage a party from taking
overour company. See “Risk Factors.” We are not aware, however, of any specific effort to accumulate our shares with the intent to
obtaincontrol of our company by means of a merger, tender offer, solicitation or otherwise. In addition, the Change of Control
redemption feature is not part of a plan by us to adopt a series of anti-takeover provisions. Instead, the Change of Control conversion
and redemption features are a result of negotiations between us and the underwriters.

Restrictions on Ownership and Transfer

Holders of Series A Preferred Stock will be subject to the ownership and transfer restrictions of our charter and the Articles
Supplementary setting forth the terms of the Series A Preferred Stock. See “Restrictions on Ownership and Transfer” in the
accompanying prospectus.

As discussed in “Restrictions on Ownership and Transfer” in the accompanying prospectus, our charter generally prohibits any
person (other than a person who has been granted an exception) from actually or constructively owning more than 9.8% of the
aggregate of the outstanding shares of our commonstock by value or by number of shares, whichever is more restrictive, or 9.8% of
the aggregate of the outstanding shares of a class orseries of our preferred stock by value or by number of shares, whicheveris more
restrictive. In addition, pursuant to the Articles Supplementary setting forth the terms of the Series A Preferred Stock, no person may
own, or be deemed to own by virtue of the attribution provisions of the Code, more than 9.8% (by value or number of shares,
whicheveris more restrictive) of our Series A Preferred Stock.

Our board of directors, inits sole discretion, may exempt a person from the above ownership limits. However, our board of
directors may not grant an exemptionto any personunless our board of directors obtains such representation, covenant and
understandings as our board of directors may deem appropriate in order to determine that granting the exemption would not result in
our losing our qualification as a REIT. As a condition
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of granting the exemption, our board of directors may require a ruling from the IRS or an opinion of counsel in either case in form and
substance satisfactory to ourboard of directors, inits sole discretion in order to determine or ensure our qualification as a REIT.

Inaddition to the 9.8% ownership limit discussed above, the Series A Preferred Stock is subject to the transfer restrictions set
forthin the Articles Supplementary. Generally, the Articles Supplementary prohibit the transfer of Series A Preferred Stock which, if
effective, would result in any person beneficially or constructively owning Series A Preferred Stock inexcess, orin violation, of the
transfer or ownership limitations, known as a prohibited owner. In that event, then that number of Series A Preferred Stock, the
beneficial or constructive ownership of which otherwise would cause such personto violate the transfer or ownership limitations
(rounded up to the nearest whole share), will be automatically transferred to a charitable trust for the exclusive benefit of a charitable
beneficiary, and the prohibited owner will not acquire any rights in such shares of Series A Preferred Stock. This automatic transfer will
be considered effective as of the close of business onthe business day before the violative transfer.

Listing
We intend to file an application to list our Series A Preferred Stock onthe NYSE under the symbol “CLNYPrA.” We expect trading

of the shares of Series A Preferred Stock onthe NYSE, if listing is approved, to commence within 30 days after the date of initial
delivery of the shares. See “Underwriting” for a discussion of the expected trading of our Series A Preferred Stock onthe NYSE.

Book-Entry Procedures

The Depository Trust Company, which we referto herein as DTC, will act as securities depositary for our Series A Preferred
Stock. We will issue one or more fully registered global securities certificates in the name of DTC’s nominee, Cede & Co. These
certificates will represent the total aggregate number of Series A Preferred Stock. We will deposit these certificates with DTC ora
custodian appointed by DTC. We will not issue certificates to youforour Series A Preferred Stock that you purchase, unless DTC’s
services are discontinued as described below.

Title to book-entry interests inour Series A Preferred Stock will pass by book-entry registration o f the transfer within the records
of DTC inaccordance with their respective procedures. Book-entry interests in the securities may be transferred within DTC in
accordance with procedures established for these purposes by DTC.

Each person owning a beneficial interest in our Series A Preferred Stock must rely on the procedures of DTC and the participant
through which such person owns its interest to exercise its rights as a holder of our Series A Preferred Stock.

DTC has advised us that it is a limited-purpose trust company organized under the New York Banking Law, a member of the
Federal Reserve System, a “clearing corporation” within the meaning of the New York Uniform Commercial Code and a “clearing
agency” registered under the provisions of Section 17A of the Exchange Act. DTC holds securities that its participants, referred to as
Direct Participants, deposit with DTC. DTC also facilitates the settlement among Direct Participants of securities transactions, such as
transfers and pledges, in deposited securities through electronic computerized book-entry changes in Direct Participants’ accounts,
thereby eliminating the need for physical movement of securities certificates. Direct Participants include securities brokers and dealers,
banks, trust companies, clearing corporations, and certain other organizations. Access to the DTC system is also available to others
such as securitics brokers and dealers, banks and trust companies that clear through or maintain a custodial relationship with a Direct
Participant, either directly or indirectly, referred to as Indirect Participants. The rules applicable to DTC and its Direct and Indirect
Participants are on file with the SEC.
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When you purchase our Series A Preferred Stock within the DTC system, the purchase must be by or through a Direct Participant.
The Direct Participant will receive a credit for our Series A Preferred Stockon DTC’s records. You, as the actual owner of our Series A
Preferred Stock, are the “beneficial owner.” Your beneficial ownership interest will be recorded on the Direct and Indirect Participants’
records, but DTC will have no knowledge of your individual ownership. DTC’s records reflect only the identity of the Direct Participants
to whose accounts Series A Preferred Stock are credited.

Youwillnot receive written confirmation from DTC of your purchase. The Direct or Indirect Participants through whom you
purchased our Series A Preferred Stock should send you written confirmations providing details of your transactions, as well as
periodic statements of your holdings. The Direct and Indirect Participants are responsible for keeping an accurate account of the
holdings of their customers like you.

Transfers of ownership interests held through Direct and Indirect Participants will be accomplished by entries on the books of
Direct and Indirect Participants acting on behalf o f the beneficial owners.

The laws of some states may require that specified purchasers of securities take physical delivery of our Series A Preferred
Stock in definitive form. These laws may impair the ability to transfer beneficial interests in the global certificates representing our
Series A Preferred Stock.

Conveyance of notices and other communications by DTC to Direct Participants, by Direct Participants to Indirect Participants,
and by Direct Participants and Indirect Participants to beneficial owners will be governed by arrangements among them, subject to any
statutory or regulatory requirements as may be in effect from time to time.

We understand that, under DTC’s existing practices, in the event that we request any actionof holders, oranowner of a beneficial
interest in a global security such as you desires to take any action which a holder is entitled to take under our charter, DTC would
authorize the Direct Participants holding the relevant shares to take such action, and those Direct Participants and any Indirect
Participants would authorize beneficial owners owning through those Direct and Indirect Participants to take such action or would
otherwise act upon the instructions of beneficial owners owning through them.

Redemptionnotices willbe sent to Cede & Co.If less thanall of the shares of Series A Preferred Stock are being redeemed,
DTC will reduce each Direct Participant’s holdings of Series A Preferred Stock in accordance with its procedures. Notices regarding
the occurrence of a Change of Control will also be sent to Cede & Co.

Inthose instances where a vote is required, neither DTC nor Cede & Co. itself will consent or vote withrespect to our Series A
Preferred Stock. Under its usual procedures, DTC would mail an omnibus proxy to us as soon as possible after the record date. The
omnibus proxy assigns Cede & Co.’s consenting or voting rights to those Direct Participants whose accounts our Series A Preferred
Stock are credited on the record date, which are identified in a listing attached to the omnibus proxy.

Dividend payments onour Series A Preferred Stock will be made directly to DTC (orits successor, if applicable). DTC’s practice
is to credit participants’ accounts on the relevant payment date in accordance with their respective holdings shown on DTC’s records
unless DTC has reasonto believe that it will not receive payment on that payment date.

Payments by Direct and Indirect Participants to beneficial owners will be governed by standing instructions and customary
practices, as is the case with securities held forthe accounts of customers in bearer form orregistered in “street name.” These
payments will be the responsibility of the participant and not of DTC, us or any agent of ours.
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DTC may discontinue providing its services as securities depositary withrespect to our Series A Preferred Stock at any time by
giving reasonable notice to us. Additionally, we may decide to discontinue the book-entry only system of transfers with respect to our
Series A Preferred Stock. In that event, we will print and deliver certificates in fully registered form for our Series A Preferred Stock. If
DTC notifies us that it is unwilling to continue as securities depositary, or it is unable to continue or ceases to be a clearing agency
registered under the Exchange Act and a successor depositary is not appointed by us within 90 days after receiving suchnotice or
becoming aware that DTC is no longerso registered, we will issue our Series A Preferred Stock in definitive form, at our expense,
uponregistration of transfer of, or in exchange for, such global security.

According to DTC, the foregoing information with respect to DTC has been provided to the financial community for
informational purposes only and is not intended to serve as a representation, warranty or contract modification o f any kind.

Global Clearance and Settlement Procedures. Initial settlement for our Series A Preferred Stock will be made in immediately
available funds. Secondary market trading between DTC’s Participants will occur in the ordinary way in accordance with DTC’s rules and
will be settled inimmediately available funds using DTC’s Same-Day Funds Settlement System.

Transfer Agent, Registrar, Dividend Disbursing Agent and Redemption Agent

The transfer agent, registrar, dividend disbursing agent and redemption agent for our Series A Preferred Stock is Computershare
Investor Services.
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UNDERWRITING

Barclays Capital Inc., Merrill Lynch, Pierce, Fenner & Smith Incorporated, Morgan Stanley & Co. LLC and UBS Securities LLC are
acting as representatives of the underwriters listed in the table below for this o ffering. Subject to the terms and conditions set forth in an
underwriting agreement among us, the Manager and the representatives, which we will file as an exhibit to a Current Report on Form 8-K
and incorporate by reference in this prospectus supplement and the accompanying base prospectus, we have agreed to sellto eachof
the underwriters, and each of the underwriters has agreed, severally and not jointly, to purchase from us, the respective numberof
shares of our Series A Preferred Stock set forth opposite its name below.

Number of
Unde rwriter Shares
Barclays Capital Inc. 1,144,000
Merrill Lynch, Pierce, Fenner & Smith
Incorporated 1,144,000
Morgan Stanley & Co. LLC 1,144,000
UBS Securities LLC 1,144,000
RBC Capital Markets, LLC 416,000
Stifel, Nicolaus & Company, Incorporated 208,000
Total 5,200,000

The underwriting agreement provides that the underwriters’ obligation to purchase shares of our Series A Preferred Stock
depends on the satisfaction of the conditions contained in the underwriting agreement, including:

+ the representations and warranties made by us to the underwriters are true;
+ there is no material change in our business or in the financial markets; and

* we deliver customary closing documents to the underwriters.

We expect that delivery of the Series A Preferred Stock willbe made against payment thereof onorabout March 20, 2012, which
will be the fifth business day following the pricing of the Series A Preferred Stock (suchsettlement cycle being herein referred to as “T
+5”). Under Rule 15¢6-1 under the Exchange Act, trades in the secondary market generally are required to settle in three business days,
unless the parties to any such trade expressly agree otherwise. Accordingly, purchasers who wish to trade Series A Preferred Stockon
the date of pricing or the next business day will be required, by virtue of the fact that the Series A Preferred Stock initially will settle T +
5, to specify an alternate settlement cycle at the time of any such trade to prevent a failed settlement. Purchasers of our Series A
Preferred Stock who wish to trade the Series A Preferred Stock onthe date of pricing of the Series A Preferred Stock or the next
business day should consult their own advisor.

Commissions and Expenses

The following table summarizes the underwriting discounts and commissions we will pay to the underwriters. These amounts are
shown assuming bothno exercise and full exercise of the underwriters’ optionto purchase additional shares. The underwriting fee is the
difference between the initial price to the public and the amount the underwriters pay to us for the shares.

No Exercise Full Exercise
Per Share $ 07875 $ 0.7875
Total $4,095,000 $4,709,250
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The underwriters have advised us that the underwriters propose initially to offer the Series A Preferred Stock directly to the public
at the public offering price set forth onthe coverpage of this prospectus supplement and to selected dealers, which may include the
underwriters, at such o ffering price less a selling concessionnot inexcess of $0.50 per share. The underwriters may allow, and the
dealers may reallow, a discount not inexcess of $0.45 per share to other dealers. After the offering, the underwriters may change the
offering price and other selling terms.

The expenses of the offering, not including the underwriting discount, that are payable by us are estimated at $325,000.

Option to Purchase Additional Shares

We have granted an option to the underwriters, exercisable for 30 days after the date of this prospectus, to purchase up to
780,000 additional shares at the public offering price, less the underwriting discount. The underwriters may exercise this optionsolely
to cover any overallotments. If the underwriters exercise this option, each will be obligated, subject to conditions contained in the
underwriting agreement, to purchase a number of additional shares proportionate to that underwriter’s initial amount reflected in the
above table.

Lock-Up Agreements

Pursuant to the underwriting agreement, we and our Manager have each agreed not to sell or transfer any Series A Preferred Stock
or any equity securities similar to or ranking on par with or senior to our Series A Preferred Stock or any securities convertible into or
exchangeable orexercisable for the Series A Preferred Stock or similar, parity or senior equity securities for a period of 60 days after
the date of this prospectus without first obtaining the written consent o f the representatives. Specifically, the persons subject to the
lock-up agreements have agreed, with certain limited exceptions, not to directly or indirectly:

« offer, pledge, sellor contract to sellany Series A Preferred Stock or any equity securities similar to or ranking on par with or
senior to the Series A Preferred Stock or any securities convertible into or exercisable or exchangeable forthe Series A
Preferred Stock or similar, parity or senior equity securities;

« sellany option or contract to purchase any Series A Preferred Stock or any equity securities similar to or ranking on par with or
senior to the Series A Preferred Stock or any securities convertible into or exercisable or exchangeable forthe Series A
Preferred Stock or similar, parity or senior equity securities;

* purchase any optionor contract to sellany Series A Preferred Stock or any equity securities similar to or ranking on par with or
senior to the Series A Preferred Stock or any securities convertible into or exercisable or exchangeable for the Series A
Preferred Stock or similar, parity or senior equity securities;

e grant any option, right or warrant for the sale of any Series A Preferred Stock or any equity securities similar to or ranking on
par with or senior to the Series A Preferred Stock or any securities convertible into or exercisable or exchangeable for the
Series A Preferred Stock or similar, parity or senior equity securities;

+ otherwise dispose of or transfer any Series A Preferred Stock or any equity securities similar to or ranking on par with or
senior to the Series A Preferred Stock or any securities convertible into or exercisable or exchangeable for the Series A
Preferred Stock or similar, parity or senior equity securities;

» file any registration statement under the Securities Act withrespect to any of the foregoing; or

+ enterinto any swap or other agreement that transfers, in whole or in part, the economic consequence of ownership of the
Series A Preferred Stock or such similar, parity or senior equity securities, whether any such swap or transaction is to be
settled by delivery of shares or other securities, in cash or otherwise.
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The restrictions described in the immediately preceding paragraph do not apply to the sale of our Series A Preferred Stock to the
underwriters. Notwithstanding the foregoing, if (1) during the last 17 days of the lock-up period referred to above, we issue an earnings
release or material news or a material event relating to us occurs or (2) prior to the expiration of the lock-up period, we announce that
we willrelease earnings results or become aware that material news or a material event will occur during the 16-day period beginning on
the last day of the lock-up period, the restrictions described above shall continue to apply until the expiration of the 18-day period
beginning on the issuance of the earnings release orthe occurrence of the material news or material event.

Indemnification

We have agreed to indemnify the underwriters against certain liabilities, including liabilities under the Securities Act, orto
contribute to payments the underwriters may be required to make inrespect of those liabilities.

New York Stock Exchange Listing

No market currently exists for the Series A Preferred Stock. We intend to apply to list our Series A Preferred Stockonthe NYSE
under the symbol “CLNYPrA.” If the application is approved, trading of our Series A Preferred Stockis expected to commence within
30 days after the initial delivery of the Series A Preferred Stock. The underwriters have advised us that they intend to make a market in
our Series A Preferred Stock priorto commencement of any trading on the NYSE, but are not obligated to do so and may discontinue
market making at any time without notice. No assurance canbe givenas to the liquidity of the trading market for our Series A Preferred
Stock.

Stabilization and Short Positions

Until the distribution of our Series A Preferred Stockis completed, SEC rules may limit underwriters and selling group members
from bidding for and purchasing the Series A Preferred Stock. However, the underwriters may engage in transactions that have the
effect of stabilizing the price of the Series A Preferred Stock, such as purchases that peg, fix or maintain that price.

In connection with the o ffering, the underwriters may purchase and sell our Series A Preferred Stock in the open market. These
transactions may include short sales, purchases onthe open market to cover positions created by short sales and stabilizing
transactions. Short sales involve the sale by the underwriters of a greater number of shares than they are required to purchase in the
offering. “Covered” short sales are sales made inan amount not greater than the underwriters’ overallotment option described above.
The underwriters may close out any covered short position by either exercising their overallotment option or purchasing shares in the
openmarket. In determining the source of shares to close out the covered short position, the underwriters will consider, among other
things, the price of shares available for purchase inthe open market as compared to the price at which they may purchase shares
through the overallotment option. “Naked” short sales are sales inexcess of the overallotment option. The underwriters must close out
any naked short position by purchasing shares in the open market. A naked short positionis more likely to be created if the underwriters
are concerned that there may be downward pressure onthe price of our Series A Preferred Stock in the open market after pricing that
could adversely affect investors who purchase in the o ffering.

The underwriters may also impose a penalty bid. This occurs when a particular underwriter repays to the underwriters a portionof
the underwriting discount received by it because the underwriters have repurchased shares sold by or for the account of such
underwriter in stabilizing or short covering transactions.

Similar to other purchase transactions, the underwriters’ purchases to cover the syndicate short sales may have the effect of
raising or maintaining the market price of our Series A Preferred Stock or preventing or retarding a decline in the market price of our
Series A Preferred Stock. As a result, the price of our Series A Preferred Stock may be higher than the price that might otherwise exist
in the open market. The underwriters may conduct these transactions onthe NYSE, in the over-the-counter market or otherwise.
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Neither we nor any o f the underwriters make any representation or prediction as to the direction or magnitude of any effect that
the transactions described above may have on the price of our Series A Preferred Stock. In addition, neither we nor any o f the
underwriters make any representation that the underwriters will engage in these transactions or that these transactions, once
commenced, willnot be discontinued without notice.

Electronic Distribution

A prospectus in electronic format may be made available on the internet sites or through other online services maintained by the
underwriters and/or any selling group members participating in this o ffering, or by their affiliates. Inthose cases, prospective investors
may view o ffering terms online and, depending upon the particular underwriter or particular selling group member, prospective
investors may be allowed to place orders online. The underwriters may agree with us to allocate a specific number of shares for sale to
online brokerage account holders. Any such allocation for online distributions will be made by the underwriters on the same basis as
otherallocations.

Other than the prospectus supplement and the accompanying base prospectus (including the documents incorporated by
reference) in electronic format, the information on any underwriter’s or any selling group member’s website and any information
contained in any other website maintained by an underwriter or selling group memberis not part of the prospectus supplement and the
accompanying base prospectus or the registration statement o f which this prospectus supplement and the accompanying base
prospectus forms a part, has not been approved and/or endorsed by us or any underwriter or any selling group member in its capacity
as underwriter or selling group member and should not be relied upon by investors.

Relationships

Affiliates of Merrill Lynch, Pierce, Fenner & Smith Incorporated, Morgan Stanley & Co. LLC and UBS Securities LLC are lenders
under our revolving credit facility and will receive their pro rata share of the net proceeds of this o ffering that are used to repay the
revolving credit facility. In addition, the underwriters and their related entities have engaged, and may in the future engage, in
investment banking transactions, including acting as a lender, with us in the ordinary course of their business. They have received, and
expect to receive, customary compensation and expense reimbursement for these investment banking transactions.

In addition, in the ordinary course of their business activities, the underwriters and their affiliates may make or hold a broad array of
investments and actively trade debt and equity securities (or related derivative securities) and financial instruments (including bank
loans) for their own account and for the accounts of their customers. Such investments and securities activities may involve securities
and/or instruments o f ours or our affiliates. Certain of the underwriters or their affiliates that have a lending relationship with us routinely
hedge their credit exposure to us consistent with their customary risk management policies. Typically, such underwriters and their
affiliates would hedge such exposure by entering into transactions which consist of either the purchase of credit default swaps or the
creation of short positions in our securities. The underwriters and their affiliates may also make investment recommendations and/or
publish or express independent research views inrespect of such securities or financial instruments and may hold, or recommend to
clients that they acquire, long and/or short positions in such securities and instruments.

Notice to Prospective Investors in the European Economic Area

Inrelationto each member state of the European Economic Area which has implemented the Prospectus Directive, each, a
Relevant Member State, including each Relevant Member State that has implemented the 2010 PD Amending Directive withregard to
persons to whom anoffer of securities is addressed and the denomination per unit of the offer of securities, each, an Early
Implementing Member State, with effect from and including the date on which the Prospectus Directive is implemented in that Relevant
Member State, or the Relevant Implementation Date, no o ffer of shares will be made to the public in that Relevant Member State
(other than
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offers, or the Permitted Public Offers, where a prospectus will be published in relation to the shares that has been approved by the
competent authority in a Relevant Member State or, where appropriate, approved in another Relevant Member State and notified to the
competent authority in that Relevant Member State, all inaccordance with the Prospectus Directive), except that with effect from and
including that Relevant Implementation Date, offers of shares may be made to the public in that Relevant Member State at any time:

A. to “qualified investors” as defined in the Prospectus Directive, including:

(a) (inthe case of Relevant Member States other than Early Implementing Member States), legal entities which are
authorized orregulated to operate in the financial markets or, if not so authorized or regulated, whose corporate purpose is solely
to invest in securities, or any legal entity which has two ormore of (i) anaverage of at least 250 employees during the last
financial year; (ii) a total balance sheet of more than €4 3.0 million and (iii) an annual turnover of more than €50.0 million as shown
in its last annual or consolidated accounts; or

(b) (inthe case of Early Implementing Member States), persons or entities that are described in points (1) to (4) of Section
I of Annex II to Directive 2004/39/EC, and those who are treated onrequest as professional clients in accordance with Annex 11
to Directive 2004/39/EC, orrecognized as eligible counterparties in accordance with Article 24 of Directive 2004/39/EC unless
they have requested that they be treated as non-professional clients; or

B. to fewer than 100 (or, inthe case of Early Implementing Member States, 150) natural or legal persons (other than “qualified
investors” as defined in the Prospectus Directive), as permitted in the Prospectus Directive, subject to obtaining the prior consent of
the representatives for any such offer; or

C.inany other circumstances falling within Article 3(2) of the Prospectus Directive, provided that no such offer of shares shall
result in a requirement for the publication of a prospectus pursuant to Article 3 of the Prospectus Directive orof a supplement to a
prospectus pursuant to Article 16 of the Prospectus Directive.

Eachpersonina Relevant Member State (other than a Relevant Member State where there is a Permitted Public Offer) who initially
acquires any shares or to whom any o fferis made willbe deemed to have represented, acknowledged and agreed that (A) it is a
“qualified investor”, and (B) in the case of any shares acquired by it as a financial intermediary, as that term is used in Article 3(2) of the
Prospectus Directive, (x) the shares acquired by it in the o ffering have not been acquired on behalf of, nor have they been acquired with
aview to their offer orresale to, persons in any Relevant Member State other than “qualified investors™ as defined in the Prospectus
Directive, orin circumstances in which the prior consent of the Subscribers has been given to the offer orresale, or (y) where shares
have been acquired by it on behalf of persons in any Relevant Member State other than “qualified investors” as defined in the
Prospectus Directive, the offer of those shares to it is not treated under the Prospectus Directive as having been made to such persons.

For the purpose of the above provisions, the expression “an o ffer to the public” in relation to any shares in any Relevant Member
State means the communication in any form and by any means o f sufficient information on the terms of the offer of any shares to be
offered so as to enable an investorto decide to purchase any shares, as the same may be varied in the Relevant Member State by any
measure implementing the Prospectus Directive in the Relevant Member State and the expression “Prospectus Directive” means
Directive 2003/71 EC (including the 2010 PD Amending Directive, in the case of Early Implementing Member States) and includes any
relevant implementing measure in each Relevant Member State and the expression “2010 PD Amending Directive” means Directive
2010/73/EU.
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ADDITIONAL U.S. FEDERAL INCOME T AX CONSIDERATIONS

The following discussion supplements the discussionunder the heading “U.S. Federal Income Tax Considerations” in the
accompanying prospectus. The following is a summary of certain additional federal income tax considerations with respect to the
ownership of our Series A Preferred Stock.

The U.S. federal income tax treatment of holders of our Series A Preferred Stock depends in some instances on
determinations of fact and interpretations of complex provisions of U.S. federal income taxlaw for which no clear precedent
or authority may be available. In addition, the tax consequences to any particular stockholder ofholding our Series A
Preferred Stock will depend on the stockholder’s particular tax circumstances. You are urged to consult your tax advisor
regarding the U.S. federal, state, local, and foreignincome and other tax consequences to youinlight of your particular
investment or tax circumstances of acquiring, holding, exchanging, or otherwise disposing ofour Series A Preferred Stock.

Information Reporting and Backup Withholding Tax Applicable to Holders of our Securities

U.S. Holders—Withholding on Payments in Respect of Certain Foreign Accounts. Certain future payments made to “foreign
financial institutions” and “non-financial foreign entities” may be subject to withholding at a rate of 30%. U.S. stockholders should
consult their tax advisors regarding the effect, if any, of this withholding provision on their ownership and disposition of our Series A
Preferred Stock. See “—Non-U.S. Holders—Withholding on Payments to Certain Foreign Entities” below.

Non-U.S. Holders—Withholding on Payments to Certain Foreign Entities. On February 8, 2012, the Treasury Department issued
proposed regulations relating to the Foreign Account Tax Compliance provisions of the Hire Act or “FATCA,” which was enacted in
Marchof2010. As a general matter, FATCA imposes a 30% withholding tax on dividends on, and gross proceeds from the sale or
otherdispositionof, our Series A Preferred Stock if paid to a foreign entity unless (i) if the foreign entity is a “foreign financial
institution,” the foreign entity undertakes certain due diligence, reporting, withholding, and certification obligations, (ii) if the foreign
entity is not a “foreign financial institution,” the foreign entity identifies certain of its U.S. investors, or (iii) the foreign entity is
otherwise excepted under FATCA. Under the proposed regulations, withholding is required (i) with respect to dividends on our Series A
Preferred Stock beginning on January 1, 2014, and (ii) withrespect to gross proceeds from a sale or other dispositionof our Series A
Preferred Stock that occurs onor after January 1, 2015.

Notwithstanding the foregoing, the proposed regulations will not be effective until issued in final form. There can be no assurance
either as to when final regulations relating to FATCA will be issued or as to the particular form that those final regulations might take. If
withho Iding is required under FATCA on a payment related to our Series A Preferred Stock, investors that otherwise would not be
subject to withholding (or that otherwise would be entitled to a reduced rate of withholding) on such payment generally will be required
to seek a refund or credit from the IRS to obtain the benefit of such exemption or reduction (provided that such benefit is
available). We will not pay any additional amounts inrespect of amounts withheld under FAT CA. Prospective investors should consult
their tax advisors regarding the effect of FATCA in their particular circumstances.
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LEGAL MATTERS

Hogan Lovells US LLP has passed uponthe validity of the issuance of our Series A Preferred Stock offered by this prospectus
supplement on behalf of the issuer. Clifford Chance US LLP, New York, New York, has represented the underwriters in connection with
the offering.

EXPERTS

The consolidated financial statements of Colony Financial, Inc. (the Company), the 2010 and 2009 financial statements of ColFin
WLH Investor, LLC and the 2010 and 2009 financial statements of ColFin NW Funding, LLC, all appearing in the Company’s Annual
Report on Form 10-K for the year ended December 31, 2011, and the effectiveness of Colony Financial, Inc.’s internal controlover
financial reporting as of December 31, 2011 have been audited by Ermnst & Young LLP, independent registered public accounting firm,
as set forth in their reports thereon and incorporated herein by reference. Such financial statements are incorporated herein by reference
inreliance upon suchreports given on the authority of such firm as experts in accounting and auditing.

WHERE YOU CAN FIND MORE INFORMATION AND INCORPORATION BY REFERENCE

We have filed a registration statement on Form S-3 with the SEC in connection with this o ffering. In addition, we file annual,
quarterly, and current reports, proxy statements and other information with the SEC. Youmay read and copy the registration statement
and any other documents filed by us at the SEC’s Public Reference Room at 100 F Street, N.E., Washington, D.C. 2054 9. Please call the
SEC at 1-800-SEC-0330 for further information on the Public Reference Room. Our SEC filings are also available to the public at the
SEC’s Internet site at Attp://www.sec.gov. Our reference to the SEC’s Internet site is intended to be an inactive textual reference only.

This prospectus supplement and the accompanying prospectus do not contain all of the information included in the registration
statement. If a reference is made in this prospectus supplement or the accompanying prospectus to any of our contracts or other
documents filed or incorporated by reference as an exhibit to the registration statement, the reference may not be complete and you
should refer to the filed copy of the contract or document.

The SEC allows us to “incorporate by reference” into this prospectus supplement the information we file with the SEC, which
means that we can disclose important information to youby referring you to those documents. Information incorporated by reference
is part of this prospectus supplement. Later information filed with the SEC will update and supersede this information.

This prospectus supplement incorporates by reference the documents listed below, all or which have been previously filed with
the SEC:

e our Annual Report on Form 10-K for the year ended December 31, 2011, filed on March 9, 2012;

* our Definitive Proxy Statement filed with the SEC on March 21, 2011 (but only withrespect to information required by Part I1I
of our Annual Report on Form 10-K for the fiscal year ended December 31, 2010); and

* our Current Reports on Form 8-K filed on January 13, 2012 (as amended on March 9, 2012), February 28, 2012 and March 5,
2012.

We also incorporate by reference into this prospectus additional documents that we may file with the SEC under Section 13(a),
13(c), 14 or 15(d) of the Exchange Act from the date of this prospectus until we have sold all of the securities to which this prospectus
relates or the offering is otherwise terminated. These documents may include, among others, Annual Reports on Form 10-K, Quarterly
Reports on Form 10-Q and Current Reports on
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Form 8-K, as well as proxy statements. We are not, however, incorporating any information furnished under either Item 2.02 or
Item 7.01 of any Current Report on Form 8-K.

Youmay obtain copies of any of these filings by contacting us as described below, or through contacting the SEC oraccessing
its website as described above. Documents incorporated by reference are available without charge, excluding all exhibits unless an
exhibit has been specifically incorporated by reference into those documents, by requesting them in writing, by telephone or via the
Intemet at:

Colony Financial, Inc.
2450 Broadway, 6thFloor
Santa Monica, CA 90404
(310) 282-8820
Attn: Investor Relations
Website: http://www.colonyfinancial.com

THE INFORMATION CONTAINED ON OUR WEBSITE IS NOT A PART OF THIS PROSPECT US SUPPLEMENT.
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PROSPECTUS

$1,000,000,000

Common Stock
Preferred Stock
Depositary Shares
Warrants
Rights

We may offer, from time to time, one or more series or classes, separately or together, and in amounts, at prices and onterms
to be set forthin one or more supplements to this prospectus, the following securities:

* Shares of our commonstock, par value $0.01 per share;

* Shares of our preferred stock, par value $0.01 per share;

* Depositary shares representing our preferred stock;

e Warrants to purchase our commonstock, preferred stock or depositary shares representing preferred stock; and
* Rights to purchase our common stock.

We referto our common stock, preferred stock, depositary shares, warrants and rights collectively as the “securities.” We may
offerthese securities with an aggregate initial public o ffering price of up to $1,000,000,000, or its equivalent in a foreign currency
based onthe exchange rate at the time of sale, inamounts, at initial prices and on terms determined at the time of the offering.

We will deliver this prospectus together with a prospectus supplement setting forth the specific terms of the securities we are
offering. The applicable prospectus supplement also will contain information, where applicable, about U.S. federal income tax
considerations relating to, and any listing on a securitics exchange of, the securities covered by the prospectus supplement.

We may offerthe securities directly to investors, through agents designated from time to time by them orus, orto orthrough
underwriters or dealers. If any agents, underwriters, or dealers are involved in the sale of any of the securities, their names, and any
applicable purchase price, fee, commission or discount arrangement with, between or among them, will be set forth, or will be
calculable from the information set forth, in an accompanying prospectus supplement. For more detailed information, see “Planof
Distribution” on page 64. No securitics may be sold without delivery of a prospectus supplement describing the method and terms of
the offering of those securities.

Our commonstockis listed onthe New York Stock Exchange, or the NYSE, under the symbol“CLNY.” On September9, 2011,

the last reported sale price of ourcommonstock onthe NYSE was $14.98 per share. Our principal executive offices are located at
2450 Broadway, 6th Floor, Santa Monica, CA 90404, and our telephone numberis (310) 282-8820.

Investing in our securities involves risks. See “Risk Factors” beginning on page 7 of this prospectus
for certain risk factors to consider before you decide to invest in the securities offered hereby.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of
these securities or passed upon the accuracy or adequacy of this prospectus. Any representation to the contrary is a
criminal o ffense.

This prospectus is dated September 15, 2011.
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ABOUT THIS PROSPECTUS

This prospectus is part of a registration statement that we filed with the Securities and Exchange Commission, which we refer to
as the SEC, utilizing a “shelf” registration process. This prospectus provides you with a general description of the securities we may
offer at any time, from time to time, in one or more offerings. This prospectus provides only a general description of the securities we
may offerand is not meant to provide a complete description of each security. As a result, each time we offer securities, we will
provide a prospectus supplement that contains specific information about the terms of those securities, which we will attach to this
prospectus. The prospectus supplement may also add, update or change information contained in this prospectus.

Youshould rely only on the information contained in this prospectus. To the extent there are any inconsistencies between the
information in this prospectus and any prospectus supplement, youshould rely on the information in the applicable prospectus
supplement. You should rely only on the information provided or information to which we have referred you, including any information
incorporated by reference in this prospectus or any applicable prospectus supplement. We have not authorized any other personto
provide you with different information. If anyone provides you with different or inconsistent information, youshould not rely on it. We
are not making an offerto sell these securities in any jurisdiction where the offer or sale of these securities is not permitted. You should
assume that the information appearing in this prospectus, any free writing prospectus and any applicable prospectus supplement
prepared by us or the other documents incorporated by reference herein or therein is accurate only as of their respective dates oron
the date or dates which are specified inthese documents. Our business, financial condition, liquidity, results of operations and
prospects may have changed since those dates.

Youshould read carefully the entire prospectus, as well as the documents incorporated by reference inthe prospectus, which we
have referred youto in “Incorporation of Certain Information by Reference” below, before making an investment decision.
Information incorporated by reference after the date of this prospectus may add, update or change information contained in this
prospectus. Statements contained or deemed to be incorporated by reference in this prospectus orany prospectus supplement as to
the content of any contract or other document are not necessarily complete, and in each instance we refer youto the copy of the
contract or other document filed as an exhibit to a document incorporated or deemed to be incorporated by reference in this
prospectus or such prospectus supplement, each such statement being qualified in allrespects by suchreference. Any information in
such subsequent filings that is inconsistent with this prospectus will supersede the information in this prospectus or any earlier
prospectus supplement.

29 ¢

Unless the context requires otherwise, references in this prospectus to “we,
Financial, Inc., a Maryland corporation, to gether with its consolidated subsidiaries.

our,” “us” and “our company” refer to Colony

WHERE T O FIND ADDITIONAL INFORMATION

We have filed with the SEC a “shelf” registration statement on Form S-3, including exhibits, schedules and amendments filed with
the registration statement, o f which this prospectus is a part, under the Securities Act of 1933, as amended, withrespect to the
securities that may be offered by this prospectus. This prospectus is a part of that registration statement, but does not contain all o f the
information in the registration statement. We have omitted parts of the registration statement in accordance with the rules and
regulations of the SEC. For further information with respect to our company and the securities that may be offered by this prospectus,
reference is made to the registration statement, including the exhibits and schedules to the registration statement. Statements
contained in this prospectus as to the contents of any contract or other document referred to in this prospectus are not necessarily
complete and, where that contract or other document has been filed as an exhibit to the registration statement, each statement in this
prospectus is qualified in all respects by the exhibit to which the reference relates.
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We are subject to the informational requirements of the Securities Exchange Act of 1934, as amended, and, in accordance
therewith, we file annual, quarterly and current reports, proxy statements and other information with the SEC. The registration statement,
including the exhibits and schedules to the registration statement and the reports, statements or other information we file with the SEC,
may be examined and copied at the Public Reference Room of the SEC at 100 F Street, N.E., Washington, DC 20549. Information
about the operation of the Public Reference Room may be obtained by calling the SEC at 1-800-SEC-0300. Our SEC filings, including
the registration statement, are also available to youonthe SEC’s website (http://www.sec.gov), which contains reports, proxy and
information statements, and other information regarding issuers that file electronically with the SEC. We maintain a website at
http://www.colonyfinancial.com. You should not consider information on our website to be part of this prospectus.

Our securities are listed onthe New York Stock Exchange, orthe NYSE, and all material filed by us with the NYSE can be
inspected at the offices of the NYSE, 20 Broad Street, New York, New York 10005.
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INCORPORATION OF CERT AIN INFORMATION BY REFERENCE

SEC rules allow us to incorporate information into this prospectus by reference, which means that we disclose important
information to youby referring youto another document filed separately with the SEC. The information incorporated by reference is
deemed to be part of this prospectus, except to the extent superseded by information contained herein or by information contained in
documents filed with or furnished to the SEC after the date of this prospectus. This prospectus incorporates by reference the
documents set forth below that have been previously filed with the SEC:

e our Annual Report on Form 10-K for the fiscal year ended December 31, 2010, filed with the SEC on March 7, 2011;

e our Quarterly Reports on Form 10-Q for the quarters ended March 31, 2011 and June 30, 2011, filed with the SEC on May 10,
2011 and August 8, 2011, respectively;

* our Current Reports on Form 8-K filed on December 20, 2010 as amended on December 22, 2010 and as further amended
onMarch 18,2011 and May 4, 2011, March21, 2011, April 12, 2011, April 27, 2011, May 5, 2011, July 13, 2011, July 25,
2011 and September 8, 2011;

e our Definitive Proxy Statement on Schedule 14 A, filed with the SEC on March 21, 2011 for our Annual Meeting of
Stockholders; and

* the descriptionof ourcommonstock included in our Registration Statement on Form 8-A filed with the SEC on
September 14, 2009, which incorporates by reference the description of our common stock from our Registration
Statement on Form S-11 (Reg. No.333-160323), and all reportts filed for the purpose of updating such description.

We also incorporate by reference into this prospectus additional documents that we may file with the SEC under Section 13(a),
13(c), 14 or 15(d) of the Exchange Act from the date of this prospectus until we have sold all of the securities to which this prospectus
relates orthe offering is otherwise terminated. We are not, however, incorporating any information furnished under either Item 2.02 or
Item 7.01 of any Current Report on Form 8-K. These documents may include, among others, Annual Reports on Form 10-K, Quarterly
Reports onForm 10-Q and Current Reports on Form 8-K, as well as proxy statements.

Youmay obtain copies of any of these filings by contacting Colony Financial, Inc. as described below, or through contacting the
SEC oraccessing its website as described above. Documents incorporated by reference are available without charge, excluding all
exhibits unless an exhibit has been specifically incorporated by reference into those documents, by requesting them in writing, by
telephone or via the Internet at:

Colony Financial, Inc.
2450 Broadway, 6th Floor
Santa Monica, CA 90404
(310) 282-8820
Attn: Investor Relations
Website: http://www.colonyfinancial.com

THE INFORMATION CONTAINED ON OUR WEBSITE IS NOT A PART OF THIS PROSPECTUS.
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FORWARD-LOOKING STATEMENTS

Some of the statements contained in this prospectus constitute forward-looking statements within the meaning of federal
securities laws, and we intend such statements to be covered by the safe harbor provisions contained therein. Forward-lo oking
statements relate to expectations, beliefs, projections, future plans and strategies, anticipated events or trends and similar expressions
concerming matters that are not historical facts. Insome cases, you can identify forward-looking statements by the use of forward-
looking terminology such as “may,” “will,” “should,” “expects,” “intends,” “plans,” “anticipates,” “believes,” “estimates,” “predicts,”
or “potential” or the negative of these words and phrases or similar words or phrases which are predictions of or indicate future events
ortrends and which do not relate solely to historical matters. You can also identify forward-looking statements by discussions of

strategy, plans or intentions.

LENT3 99 ¢ 99 ¢ EENT3

The forward-looking statements contained in this prospectus reflect our current views about future events and are subject to
numerous known and unkno wn risks, uncertainties, assumptions and changes in circumstances that may cause our actual results to differ
significantly from those expressed in any forward-looking statement. The following factors, among others, could cause actual results
and future events to differ materially from those set forth or contemplated in the forward-looking statements:

e use of proceeds of future offerings of securities;

e ourbusiness and investment strategy;

* ourinvestment portfolio, including the performance of our borrowers and the changing credit risks of our investments;
e ourprojected operating results;

* actions and initiatives of the U.S. Government and changes to U.S. Government policies and the execution and impact of
these actions, initiatives and policies;

* our ability to obtain financing arrangements;

» financing and advance rates for our target assets;

e ourexpected leverage;

e our compliance with our obligations under, and restrictions imposed by, our credit facility;

e changes in general economic conditions and the general volatility o f the markets in which we invest;
* ourexpected investments;

* ourexpected co-investment allocations and related requirements;

* interestrate mismatches between our target assets and our borrowings used to fund such investments;
* changes ininterest rates and the market value of our target assets;

e changes in prepayment rates on our target assets;

+ effects of hedging instruments on our target assets;

» rates of default or decreased recovery rates on our target assets and our ability to effectively analyze and address ongoing
credit risks;

* the degree to which our hedging strategies may or may not protect us from interest and foreign exchange rate vo latility;
+ impact of changes in governmental regulations, tax law and rates, and similar matters;
* ourability to maintain our qualification as a REIT for U.S. federal income tax purposes;

* our ability to maintain our exemption from registration under the 1940 Act;
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* availability of investment opportunities in mortgage-related and real estate-related investments and other securities;
* availability of qualified personnel;

+ estimates relating to our ability to make distributions to our stockholders in the future;

* ourunderstanding of our competition; and

* market trends in our industry, interest rates, real estate values, the debt securities markets or the general economy.

For a detailed discussion of the risks and uncertainties that may cause our actual results, performance or achievements to differ
materially from those expressed or implied by forward-looking statements, see the section entitled “Risk Factors” in our Annual Report
onForm 10-K forthe fiscal year ended December 31, 2010 and our Quarterly Reports on Form 10-Q for the quarterly periods ended
March31, 2011 and June 30, 2011 and in other documents that we may file from time to time in the future with the SEC. Moreover,
because we operate ina very competitive and rapidly changing environment, new risk factors are likely to emerge from time to time.
Giventhese risks and uncertainties, investors should not place undue reliance on forward-looking statements as a prediction of actual
results.
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OUR COMPANY

We are areal estate finance company that acquires, originates and manages a diversified portfolio of real estate-related debt
instruments. We focus primarily on acquiring, originating and managing commercial mortgage loans, which may be performing, sub-
performing or non-performing loans (including loan-to-own strategies), and other commercial real estate-related debt investments. We
also have acquired and may continue to acquire other real estate and real estate-related debt assets. We collectively refer to
commercial mortgage loans, other commercial real estate-related debt investments, commercial mortgage-backed securities, real
estate owned properties and other real estate and real estate-related assets, as discussed below, as our target assets.

Our objective is to provide returns that are attractive in light of the amount of risk associated with achieving such returns, or
attractive risk-adjusted returns, to our investors, primarily through dividends and secondarily through capital appreciation. We intend to
achieve this objective through investments in, and active management of, a diversified investment portfolio of performing, sub-
performing and non-performing commercial mortgage loans and other real estate-related debt investments. We define a performing
loan as a loan on which the borrower is in substantial compliance with the terms of the loan; a sub-performing loan as a loan witha very
high loan-to-value ratio, with a low debt service coverage ratio and/or is likely to default at maturity because the property securing the
loan cannot support a refinancing of the loan’s entire unpaid principal balance; and a non-performing loan as a loan that is in default of its
covenants, is past due in principal or interest payments, or is past its final maturity date and has not been repaid.

We were formed on June 23, 2009 as a Maryland corporation. We are externally managed and advised by Colony Financial
Manager, LLC, which we refer to as our Manager, pursuant to the terms of a management agreement. Our Manager is a wholly owned
subsidiary of Colony Capital, LLC, or Colony Capital, a privately held independent global real estate investment firm founded in 1991
by Thomas J. Barrack, Jr., our Executive Chairman. Many of our investments have been structured as joint ventures with one or more of
the private investment funds managed by Colony Capital or its affiliates.

We elected to qualify as a REIT for U.S. federal income tax purposes commencing with our initial taxable year ended
December31, 2009. We generally willnot be subject to U.S. federal income taxes on our taxable income to the extent that we annually
distribute all of our taxable income to stockholders and maintain our intended qualification as a REIT, although we will be subject to U.S.
federal income tax onincome earned through our taxable subsidiaries. We also intend to operate our business in a manner that will
permit us to maintain our exemption from registration under the Investment Company Act of 1940, orthe 1940 Act.

Our principal executive offices are located at 2450 Broadway, 6h Floor, Santa Monica, CA, 90404 . Our telephone number is
(310) 282-8820, and our website address is www.colonyfinancial.com. The contents of our website are not incorporated by reference
inor otherwise a part of this prospectus.



Table of Contents

RISKFACTORS

Investing in our securities involves a high degree of risk. You should carefully consider the risk factors set forth in our Annual
Report on Form 10-K for the fiscal year ended December 31, 2010 and our Quarterly Reports for the quarterly periods ended March 31,
2011 and June 30, 2011, together with all the other information contained or incorporated by reference into this prospectus and the
risks we have highlighted in other sections of this prospectus, before making an investment decision to purchase our securities. The
occurrence of any of the events described could materially and adversely affect our business, prospects, financial condition, results of
operations and our ability to make cash distributions to our stockholders, which could cause you to lose all or a significant part of your
investment in our securities. Some statements in this prospectus constitute forward-looking statements. Please refer to the section
entitled “Forward-Looking Statements.”
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RATIO OF EARNINGS TO COMBINED FIXED CHARGES AND PREFERRED ST O CK DIVIDENDS

The following table sets forth our ratio of eamings to combined fixed charges and preferred stock dividends for each of the
periods presented. For purposes of determining the ratio of earnings to fixed charges, “earnings” consist of loss before income taxes
before adjustment for noncontrolling interest and income from equity investees, fixed charges and distributed income of equity
investees, less noncontrolling interest in pre-tax earnings of consolidated subsidiaries with no fixed charges. “Fixed charges” consist
of interest expense, including amortization of loan costs.

Period From June 23,

Six Months 2009 (Date
Ended Year Ended of Inception) to
June 30,2011 December 31,2010 December31,2009(1)
Ratio of earnings to combined fixed charges and
preferred stock dividends(2) 7.3 18.6 N/A (3)

(1) The Company was formed on June 23, 2009 and completed the initial public o ffering of its commonstock on September 29,
2009.

(2) The Company did not have any shares of preferred stock issued and outstanding for the periods presented.

(3) The Company did not have any fixed charges in the period presented.

USE OF PROCEEDS

Unless otherwise described in the applicable prospectus supplement to this prospectus used to offer specific securities, we
intend to use the net proceeds from the sale of securities under this prospectus for working capital and general corporate purposes,
which may include, without limitation, the repayment of outstanding indebtedness and the acquisition of additional target assets,
including commercial mortgage loans, mezzanine loans and other commercial real-estate related debt investments.

8
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DESCRIPTION OF COMMON STOCK
General

Our charter provides that we may issue up to 450,000,000 shares of our commonstock, $0.01 par value per share. Our charter
authorizes our board of directors to amend our charter to increase or decrease the aggregate number of authorized shares of common
stock without stockholder approval. As of September 8, 2011, 32,496,700 shares of our common stock were issued and outstanding
on a fully diluted basis.

Under Maryland law, stockholders generally are not personally liable for our debts or obligations solely as a result of their status
as stockholders.

All shares of our common stock offered by this prospectus will be duly authorized, validly issued, fully paid and non-assessable.

Voting Rights of Common Stock

Subject to the provisions of our charter regarding the restrictions on transfer and ownership of shares of our commonstock and
except as may otherwise be specified in the terms of any class orseries of shares of common sstock, each outstanding share of
commonstock entitles the holder to one vote on all matters submitted to a vote of stockholders, including the election of directors,
and, except as provided withrespect to any other class orseries of shares of capital stock, the holders of such shares of common
stock will possess the exclusive voting power. There will be no cumulative voting inthe election of directors.

Under the Maryland General Corporation Law, or the MGCL, a Maryland corporation generally cannot dissolve, amend its charter,
merge, sell all or substantially all of its assets, engage ina share exchange orengage insimilar transactions outside the ordinary course
of business unless approved by the affirmative vote of stockholders holding at least two-thirds of the shares entitled to vote on the
matter unless a lesser percentage (but not less than a majority of all the votes entitled to be cast onthe matter) is set forth in the
corporation’s charter. Our charter provides that these actions (other than certain amendments to the provisions of our charter related to
the removal of directors and the restrictions on ownership and transfer of our shares of stock) may be taken if declared advisable by a
majority of our board of directors and approved by the vote of stockholders holding at least a majority of the votes entitled to be cast
on the matter. However, Maryland law permits a corporation to transfer all or substantially all of its assets without the approval of the
stockholders of the corporationto one or more persons if all o f the equity interests of the personor persons are owned, directly or
indirectly, by the corporation. In addition, because operating assets may be held by a corporation’s subsidiaries, as in our situation,
these subsidiaries may be able to transfer all or substantially all of such assets without a vote of our stockholders.

Dividends, Liquidation and Other Rights

Subject to the preferential rights of any other class orseries of our stock and to the provisions of our charter regarding the
restrictions on ownership and transfer of shares of stock, holders of shares of commonstock are entitled to receive dividends onsuch
shares of commonstock if, as and when authorized by our board of directors, and declared by us out of assets legally available
therefor. Such holders are also entitled to share ratably in the assets of our company legally available for distribution to our
stockholders in the event of our liquidation, dissolution or winding up after payment or establishment of reserves or other adequate
provision for all debts and liabilities of our company. Under Maryland law, stockholders generally are not liable for the corporation’s
debts or obligations.

Holders of shares of commonstock have no preference, conversion, exchange, sinking fund or redemption rights, have no
preemptive rights to subscribe forany securities of our company and generally have no appraisal
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rights. Subject to the provisions of our charter regarding the restrictions on ownership and transfer of shares of stock, shares of
common stock will have equal dividend, liquidation and other rights.

Power to Reclassify Qur Unissued Shares of Stock

Our charter authorizes our board of directors to classify and reclassify any unissued shares of common or preferred stock into
otherclasses orseries of shares of stock and to establish the number of shares in each class or series and to set the preferences,
conversion and other rights, voting powers, restrictions, limitations as to dividends or other distributions, qualifications or terms or
conditions of redemption for eachsuchclass orseries. As aresult, our board of directors could authorize the issuance of shares of
preferred stock that have priority over the shares of common stock withrespect to dividends, distributions and rights upon liquidation
and with other terms and conditions that could have the effect of delaying, deterring or preventing a transaction or a change in control
that might involve a premium price for holders of shares of our commonstock or otherwise might be in their best interest. No shares
of preferred stock are presently outstanding.

Power to Increase or Decrease Authorized Shares of Our Common Stock and Issue Additional Shares of Our Common Stock

We believe that the power of our board of directors to amend our charter to increase or decrease the number of authorized shares
of stock, to issue additional authorized but unissued shares of common stock and to classify or reclassify unissued shares of common
stock and thereafter to cause to issue such classified or reclassified shares of stock will provide us with increased flexibility in
structuring possible future financings and acquisitions and in meeting other needs that might arise. The additional classes or series will
be available for issuance without further action by our stockholders, unless such action is required by applicable law or the rules of any
stock exchange orautomated quotation system on which our securities may be listed or traded. Although our board of directors does
not intend to do so, it could authorize us to issue a class orseries that could, depending upon the terms of the particular class or series,
delay, defer or prevent a transaction or a change in control of our company that might involve a premium price for holders of our
shares of stock or otherwise be in the best interest of our stockholders. See “Certain Provisions of Maryland Law and of Our Charter
and Bylaws—Anti-takeover Effect of Certain Provisions of Maryland Law and o f Our Charter and Bylaws.”

Restrictions on Ownership

With certain exceptions, our charter provides that no person may own, actually or constructively, more than 9.8% of the
aggregate of the outstanding shares of our commonstock by value or by number of shares, whichever is more restrictive, or 9.8% of
the aggregate of the outstanding shares of such class orseries of our preferred stock by value or by number of shares, whichever is
more restrictive. For a description of these ownership restrictions and other restrictions intended to protect our qualification as a REIT,
see “Restrictions on Ownership and Transfer.”

Transfer Agent and Registrar

The transfer agent and registrar for our shares of commonstockis American Stock Transfer & Trust Company.

10
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CERT AIN PROVISIONS OF MARYLAND LAW AND OUR CHARTER AND BYLAWS

The following summary of certain provisions of Maryland law and our charter and bylaws does not purport to be complete and is
subject to and qualified in its entirety by reference to applicable Maryland law and to our charter and bylaws, copies of which are filed
as exhibits to the registration statement of which this prospectus is a part. See “Where You Can Find More Information.”

Our Board of Directors

Our charter and bylaws provide that the number of directors of our company may be established by our board of directors, but
may not be fewer than the minimum number required under Maryland law nor more than 15. Currently, we have five directors. Our
charter and bylaws provide that any vacancy, including a vacancy created by an increase in the number of directors, may be filled only
by a majority of the remaining directors, even if the remaining directors do not constitute a quorum. Any individual elected to fill such
vacancy will serve for the remainder of the full term and until a successoris elected and qualifies.

Pursuant to our bylaws, each of our directors is elected by our stockholders to serve until the next annual meeting of stockholders
and until his or her successoris duly elected and qualifies under Maryland law. Holders of shares of our common stock will have no right
to cumulative voting in the election of directors. Directors are elected by a plurality of the votes cast.

Our bylaws provide that at least a majority of our directors will be “independent,” with independence being defined in the manner
established by our board of directors and in a manner consistent with listing standards established by the NYSE.

Removal of Directors

Our charter provides that, subject to the rights of holders of one ormore classes orseries of preferred stock to elect orremove
one ormore directors, a director may be removed only for cause (as defined in our charter) and only by the affirmative vote of at least
two-thirds of the votes entitled to be cast generally in the election of directors and that our board of directors has the exclusive power
to fill vacant directorships. These provisions may preclude stockholders from removing incumbent directors and filling the vacancies
created by such removal with their own nominees.

Business Combinations

Under the MGCL, certain “business combinations” (including a merger, consolidation, share exchange or, in certain
circumstances specified under the statute, an asset transfer orissuance or reclassification of equity securities) between a Maryland
corporation and any interested stockholder, or an affiliate of such an interested stockholder, are prohibited for five years after the most
recent date on which the interested stockholder becomes an interested stockholder. Maryland law defines an interested stockholder as:

e any person who beneficially owns, directly orindirectly, 10% ormore of the voting power of the corporation’s voting
stock; or

* anaffiliate 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% ormore of the voting power of the then outstanding voting stock of the corporation.

A personis not an interested stockholder under the statute if the board of directors approves inadvance the transaction by which
the person otherwise would have become an interested stockholder. In approving a transaction, however, the board of directors may
provide that its approval is subject to compliance at or after the time of the approval, with any terms and conditions determined by the
board of directors.

11
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After the five-year prohibition, any business combination between the company and an interested stockholder generally must be
recommended by the board of directors and approved by the affirmative vote of at least:

«  80% ofthe votes entitled to be cast by holders of outstanding voting shares of stock of the corporation; and

* two-thirds of the votes entitled to be cast by holders of voting shares of 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 shares held by
an affiliate orassociate of the interested stockholder, unless, among other conditions, the corporation’s common
stockholders receive a minimum price (as described under Maryland law) for their shares and the considerationis received in
cashorinthe same form as previously paid by the interested stockholder for its shares.

These provisions of the MGCL do not apply, however, to business combinations that are approved or exempted by a
corporation’s board of directors prior to the time that the interested stockholder becomes an interested stockholder. Pursuant to the
statute, our board of directors has by resolution opted out of the business combination provisions of the MGCL and, consequently, the
five-year prohibition and the supermajority vote requirements will not apply to business combinations between us and an interested
stockholder, unless our board in the future alters or repeals this resolution. As a result, any person who later becomes an interested
stockholder may be able to enter into business combinations with us without compliance by our company with the supermajority vote
requirements and the other provisions of the statute.

We cannot assure you that our board of directors willnot determine to become subject to such business combination provisions
in the future. However, an alteration or repeal of this resolution will not have any affect on any business combinations that have been
consummated or upon any agreements existing at the time of suchmodificationorrepeal.

Control Share Acquisitions

The MGCL provides that “control shares” of a Maryland corporation acquired in a “control share acquisition” have no voting
rights except to the extent approved at a special meeting of stockholders by the affirmative vote of two-thirds of the votes entitled to
be cast onthe matter, excluding shares of stockina corporationinrespect of which any of the following persons is entitled to exercise
ordirect the exercise of the voting power of such shares inthe electionof directors: (1) a person who makes or proposes to make a
control share acquisition, (2) anofficer of the corporationor (3) anemployee of the corporation who is also a director of the
corporation. “Control shares” are voting shares of stock that, if aggregated with all other such shares of stock previously acquired by
the acquirer or inrespect of which the acquirer is able to exercise or direct the exercise of voting power (except solely by virtue of a
revocable proxy), would entitle the acquirer to exercise voting power in electing directors within one of the following ranges of voting
power:

e one-tenthormore but less than one-third;
* one-third ormore but less than a majority; or

* amajority ormore of all voting power.

Control shares do not include shares the acquiring personis then entitled to vote as a result of having previously obtained stockholder
approval. A “control share acquisition” means the acquisition, directly or indirectly, of ownership of, or the power to direct the exercise
of voting power withrespect to, issued and outstanding control shares, subject to certain exceptions.

A person who has made or proposes to make a control share acquisition, upon satisfaction of certain conditions (including an
undertaking to pay expenses and making an “acquiring person statement” as described
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inthe MGCL), may compelour board of directors to call a special meeting of stockholders to be held within 50 days of demand to
consider the voting rights of the control shares. If no request for a special meeting is made, we may present the question at any
stockholders meeting.

If voting rights of control shares are not approved at the meeting or if the acquiring persondoes not deliver an “acquiring person
statement” as required by Maryland law, then, subject to certain conditions and limitations, the corporation may redeem any or all of the
control shares (except those for which voting rights have previously been approved) for fair value. Fair value is determined, without
regard to the absence of voting rights for the controlshares, as of the date of the last control share acquisition by the acquirer or of any
meeting of stockholders at which the voting rights of such shares are considered and not approved. If voting rights for control shares
are approved at a stockholders meeting and the acquirer becomes entitled to vote a majority of the shares entitled to vote, all other
stockholders may exercise appraisal rights. The fair value of the shares as determined for purposes of such appraisal rights may not be
less than the highest price per share paid by the acquirer in the control share acquisition. The control share acquisition statute does not
apply (1) to shares acquired in a merger, consolidation or share exchange if we are a party to the transaction or (2) to acquisitions
approved or exempted by the charter or bylaws of the corporation.

Our bylaws contain a provision exempting from the control share acquisition statute any and all acquisitions by any personof our
commonstock. There is no assurance, however, that our board of directors willnot amend or eliminate this provision at any time in the
future.

Subtitle 8

Subtitle 8 of Title 3 of the MGCL permits a Maryland corporation with a class of equity securities registered under the Exchange
Act and at least three independent directors to elect to be subject, by provision in its charter or bylaws ora resolution of its board of
directors and notwithstanding any contrary provision in the charter or bylaws, to any or all of the following five provisions:

e aclassified board;
e atwo-thirds stockholder vote requirement for removing a director;
* arequirement that the number of directors be fixed only by vote of the directors;

* arequirement that a vacancy onthe board be filled only by the remaining directors and for the remainder of the full term of
the class of directors in which the vacancy occurred; and

e arequirement that requires the request of the holders of at least a majority of all votes entitled to be cast to call a special
meeting of stockholders.

We have elected to be subject to the provisions of Subtitle 8 relating to the filling of vacancies onourboard of directors.
Through provisions in our charter and bylaws unrelated to Subtitle 8, we already (1) require the affirmative vote of the holders of not
less than two-thirds of all of the votes entitled to be cast onthe matter for the removal of any director from the board, which removal
will be allowed only for cause, (2) vest inthe board the exclusive power to fix the number of directorships, subject to limitations set
forth in our charter and bylaws, and fill vacancies and (3) require, unless called by the chairman of our board of directors, our president
orchief executive officer or our board of directors, the written request of stockholders entitled to cast not less than a majority of all
votes entitled to be cast at suchmeeting to calla special meeting. We have not elected to create a classified board. In the future, our
board of directors may elect, without stockholder approval, to create a classified board or adopt one or more of the other provisions
of Subtitle 8.

Amendment of Our Charter and Bylaws and Approval of Extraordinary Transactions

Under the MGCL, a Maryland corporation generally cannot dissolve, amend its charter, merge, sell all or substantially all of its
assets, engage in a share exchange or engage in similar transactions outside the ordinary
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course of business unless declared advisable by the board of directors and approved by the affirmative vote of stockholders entitled
to cast at least two-thirds of the votes entitled to be cast onthe matter unless a lesser percentage, but not less than a majority of allof
the votes entitled to be cast onthe matter, is set forth inthe corporation’s charter. Our charter provides that these actions (other than
certain amendments to the provisions of our charter related to the removal of directors and the restrictions on ownership and transfer
of our shares of stock) may be taken if declared advisable by a majority of our board of directors and approved by the vote of
stockholders holding at least a majority of the votes entitled to be cast on the matter.

Our board of directors has the exclusive power to adopt, alter or repeal any provision of our bylaws and to make new bylaws.

Meetings of Stockholders

Under our bylaws, annual meetings of stockholders are to be held each year at a date and time as determined by our board of
directors. Special meetings of stockholders may be called only by a majority of the directors then in office, by the chairmanof our
board of directors, our president or our chief executive officer. Additionally, subject to the provisions of our bylaws, special meetings
of the stockholders shall be called by our secretary upon the written request of stockholders entitled to cast at least a majority of the
votes entitled to be cast at such meeting. Only matters set forth in the notice of the special meeting may be considered and acted upon
at such a meeting. Maryland law and our bylaws provide that any action required or permitted to be taken at a meeting of stockholders
may be taken without a meeting by unanimous written consent, if that consent sets forth that action and is signed by each stockholder
entitled to vote on the matter.

Advance Notice of Director Nominations and New Business

Our bylaws provide that, withrespect to an annual meeting of stockholders, nominations of persons forelectionto ourboard of
directors and the proposal of business to be considered by stockholders at the annual meeting may be made only:

e pursuant to our notice of the meeting;
* Dby oratthe directionof ourboard of directors; or

* Dby astockholder who was a stockholder of record both at the time of giving of the notice of the meeting and at the time of
the annual meeting, who is entitled to vote at the meeting and who has complied with the advance notice procedures set
forth in our bylaws.

Withrespect to special meetings of stockholders, only the business specified in our notice of meeting may be brought before
the meeting of stockholders. Nominations of persons forelectionto our board of directors may be made only:

* pursuant to our notice of the meeting;
* Dby oratthe directionof ourboard of directors; or

e provided that our board of directors has determined that directors shallbe elected at such meeting, by a stockholder who is a
stockholderof record both at the time of giving of the notice required by our bylaws and at the time of the meeting, who is
entitled to vote at the meeting and who has complied with the advance notice provisions set forth in our bylaws.

The purpose of requiring stockholders to give advance notice of nominations and other proposals is to afford our board of
directors the opportunity to consider the qualifications of the proposed nominees or the advisability of the other proposals and, to the
extent considered necessary by our board of directors, to inform stockholders and make recommendations regarding the nominations
orother proposals. The advance notice procedures also permit a more orderly procedure for conducting our stockholder meetings.
Although our bylaws do not give our board of directors the power to disapprove timely stockholder nominations and proposals, our
bylaws may have the effect of precluding a contest for the election of directors or proposals for other action if the proper
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procedures are not followed, and of discouraging or deterring a third party from conducting a solicitation of proxies to elect its own
slate of directors to ourboard of directors orto approve its own proposal.

Anti-takeover Effect of Certain Provisions of Maryland Law and Our Charter and Bylaws

The provisions of our charter onremoval of directors and the advance notice provisions of the bylaws could delay, deferor
prevent a transaction or a change in control of our company that might involve a premium price for holders of our commonstockor
otherwise be inthe best interests of our stockholders. Likewise, if our board of directors were to opt into the business combination
provisions of the MGCL or certain of the provisions of Subtitle 8 of Title 3 of the MGCL, to the extent we have not already done so,
or if the provision in the bylaws opting out of the control share acquisition provisions of the MGCL were amended orrescinded, these
provisions of the MGCL could have similar anti-takeover effects.

Indemnification and Limitation of Directors’ and Officers’ Liability

The MGCL permits a Maryland corporation to include in its charter a provision limiting the liability of its directors and officers to
the corporation and its stockholders for money damages except for liability resulting from actual receipt of an improper benefit or
profit in money, property or services or active and deliberate dishonesty established by a final judgment as being material to the cause
of action. Our charter contains such a provision that eliminates such liability to the maximum extent permitted by Maryland law.

The MGCL requires a corporation (unless its charter provides otherwise, which our charter does not) to indemnify a directoror
officer who has been successful, onthe merits or otherwise, in the defense of any proceeding to which he orshe is made or threatened
to be made a party by reason of his or her service in that capacity. The MGCL permits a corporation to indemnify its present and
former directors and o fficers, among others, against judgments, penalties, fines, settlements and reasonable expenses actually
incurred by them in connection with any proceeding to which they may be made or are threatened to be made a party by reason of their
service inthose orother capacities unless it is established that:

» the act oromissionof the director or officer was material to the matter giving rise to the proceeding and (1) was committed
in bad faith or (2) was the result of active and deliberate dishonesty;

» the director or officer actually received an improper personal benefit in money, property or services; or

* inthe case of any criminal proceeding, the director or officer had reasonable cause to believe that the act or omission was
unlawful.

However, under the MGCL, a Maryland corporation may not indemnify a director or officer foran adverse judgment in a suit by or
in the right of the corporation or if the director or o fficer was adjudged liable on the basis that personal benefit was improperly
received, unless in either case a court orders indemnification and then only for expenses.

In addition, the MGCL permits a corporationto advance reasonable expenses to a director or officer upon the corporation’s
receipt of:

* awritten affirmation by the directororofficer of his or her good faith belief that he or she has met the standard of conduct
necessary for indemnification by the corporation; and

« awritten undertaking by the director or onthe director’s behalf to repay the amount paid or reimbursed by the corporation if
it is ultimately determined that the director did not meet the standard of conduct.

Our charter and bylaws obligate us, to the fullest extent permitted by Maryland law in effect from time to time, to indemnify and
to pay or reimburse reasonable expenses inadvance of final dispositionof a proceeding to:

e any present or formerdirector or officer who is made or threatened to be made a party to the proceeding by reasonof his or
her service in that capacity; or
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* any individual who, while a director or officer of our company and at our request, serves or has served another corporation,
REIT, partnership, joint venture, trust, employee benefit plan or any other enterprise as a director, officer, partner or trustee
of such corporation, REIT, partnership, joint venture, trust, employee benefit plan or other enterprise and who is made or
threatened to be made a party to the proceeding by reasonof his or her service in that capacity.

Our charter and bylaws also permit us, with the approval of our board of directors, to indemnify and advance expenses to any
personwho served a predecessor of ours in any of the capacities described above and to any employee oragent of ourcompany ora
predecessorof our company.

In addition, we have entered into indemnification agreements with each of our directors and executive officers that provide for
indemnification to the maximum extent permitted by Maryland law.

Insofar as the foregoing provisions permit indemnification of directors, officers or persons controlling us for liability arising
under the Securities Act, we have been informed that in the opinion of the SEC, this indemnification is against public policy as
expressed inthe Securities Act and is therefore unenforceable.

Ownership Limit

Subject to certain exceptions, our charter provides that no person (other than a person who has been granted an exception) may
actually or constructively own more than 9.8% of the aggregate of the outstanding shares of our common sstock by value or by number
of shares, whichever is more restrictive, or 9.8% of the aggregate of the outstanding shares of such class orseries of our preferred
stock by value or by number of shares, whichever is more restrictive. For more information regarding these ownership restrictions and
the constructive ownership rules, see “Restrictions on Ownership and Transfer.”

REIT Qualification

Our charter provides that our board of directors may revoke or otherwise terminate our REIT election, without approval of our
stockholders, if it determines that it is no longer in our best interests to attempt to qualify, or to continue to qualify, as a REIT.
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SHARES ELIGIBLE FOR FUT URE SALE

As of September 8, 2011, we had 32,496,700 shares of common stock outstanding on a fully diluted basis. Of these shares, the
14,375,000 shares sold in our IPO and the 15,350,000 shares sold by us in the First Quarter 2011 Common Stock Offering (as defined
below) are or will be freely transferable without restriction or further registration under the Securities Act, subject to the limitations on
ownership set forth in our charter.

No prediction can be made as to the effect, if any, that sales of shares or the availability of shares for sale will have on the market
price prevailing from time to time. Sales of substantial amounts of shares of common stock, or the perception that suchsales could
occur, may adversely affect prevailing market prices of the shares of commonstock. See “Risk Factors—Risks Related to Our
Common Stock” in our Annual Report on Form 10-K for the fiscal year ended December 31, 2010, which is incorporated herein by
reference.

Fora description of certain restrictions on transfers of our shares of common stock held by certain of our stockholders, see
“Restrictions on Ownership and Transfer.”

Rule 144

In general, under Rule 144 as currently in effect, a person (or persons whose shares are aggregated) who is not deemed to have
been an affiliate of ours at any time during the three months preceding a sale, and who has beneficially owned restricted securities within
the meaning of Rule 144 for at least six months would be entitled to sell those shares, subject only to the availability of current public
information about us. A non-affiliated person who has beneficially owned restricted securities within the meaning of Rule 144 for at
least one year would be entitled to sell those shares without regard to the provisions of Rule 144.

An affiliate of ours who has beneficially owned shares of our commonstock forat least six months would be entitled to sell,
within any three-month period, a number of shares that does not exceed the greaterof:

* 1% of shares of ourcommon stock then outstanding; or

» the average weekly trading volume of shares of our common stock onthe NYSE during the four calendar weeks preceding
the date on whichnotice of the sale is filed with the SEC.

Sales under Rule 144 by our affiliates or persons selling shares on behalf of our affiliates are also subject to manner of sale
provisions, notice requirements and the availability o f current public information about us.

2010 Private Placement

OnDecember20, 2010, we sold 2,750,000 shares of our common sstock, par value $0.01 per share, at a price per share of $20.25
to certain institutional investors, or the Investors, in a private placement, or the 2010 Private Placement, resulting in gross proceeds of
$55.7 million. In connection with the 2010 Private Placement, we incurred $0.2 million in o ffering costs.

On April 6, 2011, we closed an underwritten public o ffering of 14,000,000 shares of common stock, which we refer to as the First
Quarter 2011 Common Stock Offering. We sold 13,250,000 shares of common stock, and the selling stockholders sold 750,000
shares. The underwriters were granted a 30-day option by us to purchase up to an additional 2,100,000 shares at the public offering
price, less the underwriting discounts and commissions, and on April 12, 2011, we settled the sale 0f 2,100,000 shares of common
stock pursuant to the exercise in full o f the underwriters’ option to purchase additional shares of our common stock. Cedar Bridge
Realty Fund, L.P. and Cedar Bridge Institutional Fund, L.P., two of the Investors inthe 2010 Private Placement, exercised their
registration rights and were selling stockholders in the First Quarter 2011 Common Stock Offering in which all of the shares of our
commonstockbeneficially owned by each of these Investors were sold.
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The Investors have a right to participate in certain future o fferings of our common stock or common stock equivalents within one
year of the closing of the 2010 Private Placement. The participation right allows the remaining Investors to maintain their percentage
ownership interest in us calculated immediately prior to such future offering (subject to certain limitations). In addition, if any future
offering during the one-year period after the closing of the 2010 Private Placement is for a per share price less than the adjusted
purchase price (which will be adjusted from time to time as a result of, among other things, special dividends, stock splits and other
similar events), we will make a cash payment to the remaining Investors to reduce the aggregate purchase price of the 2010 Private
Placement to the subsequent o ffering price, or the Anti-Dilution Purchase Price Adjustment. These participation rights are not
transferable.

In connection with the 2010 Private Placement, we also have agreed to use ourreasonable best efforts to file a resale registration
statement covering the shares of commonstock sold to the Investors.

Shares issued or cash paid in conjunction with the Anti-Dilution Purchase Price Adjustment are subject to certain limits. In particular,
our obligation to issue additional shares of our common stock in conjunction with the Anti-Dilution Purchase Price Adjustment was
limited to the maximum number of shares of our common stock that could be issued without re quiring us to obtain stockholder
approval under the rules and regulations of the NYSE.

As aresult of the First Quarter 2011 Common Stock Offering, we issued the remaining Investors anaggregate of 175,000 shares
of commonstock, which we refer to as the Anti-Dilution Shares, and paid an aggregate of $162,500.00 of cashto such Investors,
which cash payment, to gether with the Anti-Dilution Shares, we refer to as the Anti-Dilution Payment. As a result o f the Anti-Dilution
Payment, the deemed purchase price inthe 2010 Private Placement of the shares of common stock currently held by the remaining
Investors has now beenreset to $18.50 per share. Accordingly, if, at any time prior to December 20, 2011, we issue additional shares
of ourcommonstockinanoffering for cash, we will be obligated to make future anti-dilution payments only to the extent that the
gross price per share in such future o ffering is less than $18.50 per share (subject to adjustment as set forth in the purchase agreement)
rather than the initial purchase price of $20.25 per share.

Grants Under 2009 Non-Executive Director Stock Plan

On September29, 2009, we filed with the SEC a Registration Statement on Form S-8 covering the shares of ourcommon stock
issuable under our Director Stock Plan. Shares of our common stock covered by this registration statement, including any shares of our
commonstockissuable upon the exercise of options or shares of restricted commonstock, are eligible for transfer or resale without
restriction under the Securities Act unless held by affiliates. The maximum number of shares of stockreserved under the Director
Stock Planis 100,000. During the year ending December 31, 2011, the yearended December 31, 2010 and the period from June 23,
2009 (Date of Inception) to December 31, 2009, we granted 3,000, 3,000 and 6,000 shares, respectively, of our restricted common
stock under the Director Stock Plan. The individual share awards vest in equal annual installments over the applicable service vesting
period, generally one to two years. For more information on our Director Stock Plan, see the Notes to our Consolidated Financial
Statements included in our Annual Report on Form 10-K for the fiscal year ended December 31, 2010, which is incorporated herein by
reference.

Equity Incentive Plan

OnMarch 16,2011, our board of directors approved the Colony Financial, Inc. 2011 Equity Incentive Plan, or the equity incentive
plan, and on May 2, 2011, at our annual meeting of stockholders, the stockholders approved the equity incentive plan. The equity
incentive plan provides forthe grant of options to purchase shares of common stock, share awards (including restricted stock and
stock units), stock appreciation rights, performance awards and annual incentive awards, dividend equivalent rights, long-term incentive
units, cash and other equity-based awards. We have reserved atotal of 1,600,000 shares of common stock for issuance pursuant to the
equity incentive plan, subject to certain adjustments set forth in the plan. The issuance of shares under the equity incentive plan could be
dilutive to our stockholders.
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DESCRIPTION OF PREFERRED STOCK

The following description sets forth certain general terms of the preferred shares to which any prospectus supplement may relate.
This description and the description contained in any prospectus supplement are not complete and are in all respects subject to and
qualified in their entirety by reference to our charter, the applicable articles supplementary that describe the terms of the related class or
series of preferred shares, and our bylaws, each of which we will make available upon request.

General

Our charter provides that we may issue up to 50,000,000 shares of our preferred stock, $0.01 par value per share. Our charter
authorizes our board of directors to increase or decrease the number of authorized shares without stockholder approval. As of
September 8, 2011, no shares of our preferred stock were issued and outstanding.

Subject to the limitations prescribed by Maryland law and our charter and bylaws, our board of directors is authorized to establish
the number of shares constituting each series of preferred stock and to fix the designations and powers, preferences and relative,
participating, optional or other special rights and qualifications, limitations or restrictions thereof, including such provisions as may be
desired concerming voting, redemption, dividends, dissolution or the distribution of assets, conversion or exchange, and such other
subjects or matters as may be fixed by resolution of the board of directors or duly authorized committee thereof.

The prospectus supplement relating to the series of preferred stock offered thereby will describe the specific terms of such securities,

including :

the title and stated value of such preferred stock;

the number of shares of such preferred stock offered, the liquidation preference per share and the offering price of such
shares;

the dividend rate(s), period(s) and/or payment date(s) or method(s) of calculation thereo f applicable to such preferred
stock;

whether dividends shall be cumulative or non-cumulative and, if cumulative, the date from which dividends on such preferred
stock shall accumulate;

the procedures for any auction and remarketing, if any, for such preferred stock;
the provisions for a sinking fund, if any, for such preferred stock;

the provisions for redemption, if applicable, of such preferred stock, including any restrictions on the repurchase or
redemption of such preferred stock by the Company while there is an arrearage in the payment of dividends or sinking fund
installments, if applicable;

any listing of such preferred stock on any securities exchange;

the terms and conditions, if applicable, upon which shares of such preferred stock will be convertible into shares of our
commonstock, including the conversion price (or manner of calculation thereof) and conversion period;

adiscussionof federal income tax considerations applicable to such preferred stock;

any limitations onissuance of any series of preferred stock ranking seniorto or on a parity with such series of preferred
stock as to dividend rights and rights upon liquidation, dissolution or winding up o f our affairs;

in addition to those limitations described herein, any other limitations on actual and constructive ownership and restrictions on
transfer, in each case as may be appropriate to preserve our status as a REIT; and

any other specific terms, preferences, rights, limitations or restrictions of such preferred stock.
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Restrictions on Ownership

With certain exceptions, our charter provides that no person may own, actually or constructively, more than 9.8% of the
aggregate of the outstanding shares of our commonstock by value or by number of shares, whichever is more restrictive, or 9.8% of
the aggregate of the outstanding shares of such class orseries of our preferred stock by value or by number of shares, whichever is
more restrictive. For more information regarding these ownership restrictions and certain other restrictions intended to protect our
qualification as a REIT, see “Restrictions on Ownership and Transfer.”

Transfer Agent and Registrar

The transfer agent and registrar for our shares of preferred stock will be set forth in the applicable prospectus supplement.

Certain Provisions of Maryland Law and Our Charter and Bylaws

See “Description of Common Stock—Certain Provisions of Maryland Law and Our Charter and Bylaws.”
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DESCRIPTION OF DEPOSIT ARY SHARES

General

We may issue receipts for depositary shares, each of which will represent a fractional interest of a share of a particular series of
preferred stock, as specified in the applicable prospectus supplement. Preferred stock of each series represented by depositary shares
willbe deposited under a separate deposit agreement among us, the depositary named therein and the holders from time to time of the
depositary receipts. Subject to the terms of the applicable deposit agreement, each owner of a depositary receipt will be entitled, in
proportionto the fractional interest of a share of a particular series of preferred stock represented by the depositary shares evidenced
by such depositary receipt, to all the rights and preferences of the preferred stock represented by such depositary shares (including
dividend, voting, conversion, redemption and liquidation rights).

The depositary shares willbe evidenced by depositary receipts issued pursuant to the applicable deposit agreement. Immediately
following the issuance and delivery of the shares of preferred stock by us to a preferred share depositary, we will cause such preferred
shares depositary to issue, on our behalf, the depositary receipts. Copies of the applicable form of deposit agreement and depositary
receipt may be obtained from us uponrequest, and the statements made hereunder relating to the deposit agreement and the
depositary receipts to be issued thereunder are summaries of certain provisions thereof and do not purport to be complete and are
subject to, and qualified in their entirety by reference to, all of the provisions of the applicable deposit agreement and related
depositary receipts.

Dividends and Other Distributions

The preferred share depositary will distribute all cash dividends or other cash distributions received inrespect of the shares of
preferred stock to the record holders of depositary receipts evidencing the related depositary shares in proportion to the numberof
such depositary receipts owned by such holders, subject to certain obligations of holders to file proofs, certificates and other
information and to pay certain charges and expenses to the preferred shares depositary.

Inthe event of a distribution other than in cash, the preferred shares depositary will distribute property received by it to the record
holders of depositary receipts entitled thereto, subject to certain obligations of holders to file proofs, certificates and other
information and to pay certain charges and expenses to the preferred shares depositary, unless the preferred shares depositary
determines that it is not feasible to make such distribution, in which case the preferred shares depositary may, with our approval, sell
such property and distribute the net proceeds from suchsale to suchholders.

No distribution will be made inrespect of any depositary share to the extent that it represents any shares of preferred stock
converted into other securities.

Withdrawal of Shares

Uponsurrender of the depositary receipts at the corporate trust office of the applicable preferred shares depositary (unless the
related depositary shares have previously been called forredemption or converted into other securities), the holders thereof will be
entitled to delivery at such office, to oruponsuchholder’s order, of the number of whole or fractional shares of preferred stock and
any money or other property represented by the depositary shares evidenced by such depositary receipts. Holders of depositary
receipts will be entitled to receive whole or fractional shares of preferred stock on the basis of the proportion of preferred shares
represented by each depositary share as specified in the applicable prospectus supplement, but holders of such preferred shares will
not thereafter be entitled to receive depositary shares therefor. If the depositary receipts delivered by the holder evidence a numberof
depositary shares in excess of the number of depositary shares representing the number of shares of preferred stock to be withdrawn,
the preferred shares depositary will deliver to such holder at the same time a new depositary receipt evidencing such excess numberof
depositary shares.
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Redemption of Depositary Shares

Whenever we redeem shares of preferred stock held by the preferred shares depositary, the preferred shares depositary will
redeem as of the same redemption date the number of depositary shares representing shares of preferred stock so redeemed,
provided we shall have paid in full to the preferred shares depositary the redemption price of the preferred shares to be redeemed plus
anamount equal to any accrued and unpaid dividends thereon to the date fixed forredemption. The redemption price per depositary
share will be equal to the corresponding proportion of the redemption price and any other amounts per share payable with respect to the
preferred shares. If fewer than all the depositary shares are to be redeemed, the depositary shares to be redeemed will be selected pro
rata (as nearly as may be practicable without creating fractional depositary shares) or by any other equitable method determined by us
that will not result in a violation o f the o wnership restrictions in our charter.

From and after the date fixed for redemption, all dividends inrespect of the preferred shares so called for redemption will cease
to accrue, the depositary shares so called for redemption willno longer be deemed to be outstanding and all rights of the holders of
the depositary receipts evidencing the depositary shares so called for redemption will cease, except the right to receive any moneys
payable upon such redemption and any money or other property to which the holders of such depositary receipts were entitled upon
suchredemption and surrender thereof to the preferred shares depositary.

Voting ofthe Shares of Preferred Stock

Uponreceipt of notice of any meeting at which the holders of the applicable shares of preferred stock are entitled to vote, the
preferred shares depositary will mail the information contained in suchnotice of meeting to the record holders of the depositary
receipts evidencing the depositary shares which represent such shares of preferred stock. Eachrecord holder of depositary receipts
evidencing depositary shares onthe record date (which will be the same date as the record date for the preferred shares) will be entitled
to instruct the preferred shares depositary as to the exercise of the voting rights pertaining to the amount of preferred shares
represented by such holder’s depositary shares. The preferred shares depositary will vote the amount of preferred shares represented
by such depositary shares in accordance with such instructions, and we will agree to take all reasonable action which may be deemed
necessary by the preferred shares depositary in order to enable the preferred shares depositary to do so. The preferred shares
depositary will abstain from voting the amount of preferred shares represented by such depositary shares to the extent it does not
receive specific instructions from the holders of depositary receipts evidencing such depositary shares. The preferred shares
depositary shallnot be responsible for any failure to carry out any instruction to vote, or for the manner or effect of any suchvote
made, as long as any suchactionornon-actionis in good faith and does not result from negligence or willful misconduct of the
preferred shares depositary.

Liquidation Preference

Inthe event of our liquidation, disso lution or winding up, whether voluntary or invo luntary, the holders of each depositary receipt
will be entitled to the fraction of the liquidation preference accorded each shares of preferred stock represented by the depositary
shares evidenced by such depositary receipt, as set forth in the applicable prospectus supplement.

Conversion of Preferred Shares

The depositary shares, as such, are not convertible into commonstock orany of our other securities or property. Nevertheless, if
so specified in the applicable prospectus supplement relating to an offering of depositary shares, the depositary receipts may be
surrendered by holders thereof to the preferred shares depositary with written instructions to the preferred shares depositary to instruct
us to cause conversion of the preferred shares represented by the depositary shares evidenced by such depositary receipts into whole
common
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shares, other preferred shares, and we agree that uponreceipt of such instructions and any amounts payable inrespect thereof, we will
cause the conversion thereo f utilizing the same procedures as those provided for delivery of shares of preferred stock to effect such
conversion. If the depositary shares evidenced by a depositary receipt are to be converted in part only, a new depositary receipt or
receipts will be issued for any depositary shares not to be converted. No fractional shares common stock will be issued upon
conversion, and if such conversion would result in a fractional share being issued, an amount will be paid in cash by us equal to the value
of the fractional interest based upon the closing price of the common stock on the last business day prior to the conversion.

Amendment and Termination of Deposit Agreement

The form of depositary receipt evidencing the depositary shares which represent the preferred stock and any provision of the
deposit agreement may at any time be amended by agreement between us and the preferred shares depositary. However, any
amendment that materially and adversely alters the rights of the holders of depositary receipts or that would be materially and adversely
inconsistent with the rights granted to the holders of the related preferred shares willnot be effective unless such amendment has been
approved by the existing holders of at least two-thirds of the applicable depositary shares evidenced by the applicable depositary
receipts then outstanding. No amendment shall impair the right, subject to certain exceptions in the deposit agreement, of any holder
of depositary receipts to surrender any depositary receipt with instructions to deliver to the holder the related preferred shares and all
money and other property, if any, represented thereby, except inorder to comply with law. Every holder of an outstanding depositary
receipt at the time any such amendment becomes effective shall be deemed, by continuing to hold suchreceipt, to consent and agree
to suchamendment and to be bound by the deposit agreement as amended thereby.

The deposit agreement may be terminated by us uponnot less than 30 days’ prior written notice to the preferred shares
depositary if (i) such termination is necessary to preserve our status as a REIT or (ii) a majority of each series of preferred shares
affected by such termination consents to such termination, whereupon the preferred shares depositary shall deliver or make available to
eachholder of depositary receipts, upon surrender of the depositary receipts held by such holder, such number of whole or fractional
preferred shares as are represented by the depositary shares evidenced by such depositary receipts to gether with any other property
held by the preferred shares depositary withrespect to such depositary receipts. We have agreed that if the deposit agreement is
terminated to preserve our status as a REIT, then we willuse our best efforts to list the preferred stock issued upon surrender of the
related depositary shares on a national securities exchange. In addition, the deposit agreement will automatically terminate if (i) all
outstanding depositary shares shall have beenredeemed, (ii) there shall have been a final distribution in respect of the related preferred
shares in connection with our liquidation, dissolution or winding up and such distribution shall have been distributed to the holders of
depositary receipts evidencing the depositary shares representing such preferred shares or (iii) each related share of preferred stock
shall have been converted into our securities not so represented by depositary shares.

Charges of Preferred Shares Depositary

We will pay all transfer and other taxes and governmental charges arising solely from the existence of the deposit agreement. In
addition, we will pay the fees and expenses of the preferred shares depositary in connection with the performance of its duties under
the deposit agreement. However, holders of depositary receipts will pay the fees and expenses of the preferred shares depositary for
any duties requested by such holders to be performed which are outside of those expressly provided forin the deposit agreement.

Resignation and Removal of Depositary

The preferred shares depositary may resign at any time by delivering to us notice of its electionto do so, and we may at any time
remove the preferred shares depositary, any such resignation or removal to take effect upon the appointment of a successor preferred
shares depositary. A successor preferred shares depositary must be
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appointed within 60 days after delivery of the notice of resignation or removal and must be a bank or trust company having its principal
office inthe United States and that meets certain combined capital and surplus requirements.

Miscellaneous

The preferred shares depositary will forward to holders of depositary receipts any reports and communications from the
Company which are received by the preferred shares depositary with respect to the related preferred shares.

Neither the preferred shares depositary nor we will be liable if it is prevented from or delayed in, by law or any circumstances
beyond its control, performing its obligations under the deposit agreement. The obligations of us and the preferred shares depositary
under the deposit agreement will be limited to performing their duties thereunder in good faith and without negligence (inthe case of
any action or inaction in the voting of preferred shares represented by the depositary shares), gross negligence or willful misconduct,
and we and the preferred shares depositary willnot be obligated to prosecute or defend any legal proceeding inrespect of any
depositary receipts, depositary shares or preferred shares represented thereby unless satisfactory indemnity is furnished. We and the
preferred shares depositary may rely on written advice of counsel or accountants, or information provided by persons presenting
preferred shares represented thereby for deposit, holders of depositary receipts or other persons believed in good faith to be
competent to give such information, and on documents believed in good faith to be genuine and signed by a proper party.

Inthe event the preferred shares depositary shallreceive conflicting claims, requests or instructions from any holders of
depositary receipts, onthe one hand, and us, on the other hand, the preferred shares depositary shall be entitled to act on such claims,
requests or instructions received from us.

Restrictions on Ownership

With certain exceptions, our charter provides that no person may own, actually or constructively, more than 9.8% of the
aggregate of the outstanding shares of our commonstock by value or by number of shares, whichever is more restrictive, or 9.8% of
the aggregate of the outstanding shares of such class orseries of our preferred stock by value or by number of shares, whichever is
more restrictive. Holders of our depositary shares will be subject to the same restrictions as holders of our preferred stock. Formore
information regarding these ownership restrictions and certain other restrictions intended to protect our qualification as a REIT, see
“Restrictions on Ownership and Transfer.”
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DESCRIPTION OF WARRANT'S

We may offer by means of this prospectus warrants for the purchase of any of the types of securities offered by this prospectus.
We may issue warrants separately or together with any other securities offered by means of this prospectus, and the warrants may be
attached to orseparate from such securities. Each series of warrants will be issued under a separate warrant agreement to be entered
into between us and a warrant agent specified therein or the applicable prospectus supplement. The warrant agent will act solely as our
agent in connection with the warrants of such series and willnot assume any obligation or relationship of agency or trust for or with any
holders or beneficial owners of warrants.

The applicable prospectus supplement will describe the following terms, where applicable, of the warrants in respect of which this
prospectus is being delivered:
e the title of such warrants;
» the aggregate number of such warrants;
» the price or prices at which such warrants will be issued;
* the currencies in which the price or prices of such warrants may be payable;

e the price orprices at which and currency or currencies in which the securities purchasable upon exercise of such warrants may
be purchased;

» the designation, amount and terms of the securities purchasable upon exercise of such warrants;

» the designation and terms of the other securities with which such warrants are issued and the number of such warrants issued
with each such security;

« ifapplicable, the date on and after which such warrants and the securities purchasable upon exercise of such warrants will be
separately transferable;

* the date on which the right to exercise such warrants shallcommence and the date on which such right shall expire;
e the minimum or maximum amount of such warrants which may be exercised at any one time;

* information with respect to book-entry procedures, if any;

e adiscussionof material federal income tax considerations; and

* any other material terms of such warrants, including terms, procedures and limitations relating to the exchange and exercise
of such warrants.

Restrictions on Ownership

With certain exceptions, our charter provides that no person may own, actually or constructively, more than 9.8% of the
aggregate of the outstanding shares of our commonstock by value or by number of shares, whichever is more restrictive, or 9.8% of
the aggregate of the outstanding shares of such class orseries of our preferred stock by value or by number of shares, whichever is
more restrictive. Holders o f warrants to purchase ourcommon stock or our preferred stock will, upon exercise o f the warrant, be
subject to these ownership limits. Such limits could restrict the warrant holder’s ability to exercise the warrants it holds. For more
information regarding these ownership restrictions and certain other restrictions intended to protect our qualification as a REIT, see
“Restrictions on Ownership and Transfer.”
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DESCRIPTION OF RIGHT S

We may issue rights to our stockholders for the purchase of shares of common stock. Eachseries of rights will be issued under a
separate rights agreement to be entered into between us and a bank or trust company, as rights agent, all as set forth in the prospectus
supplement relating to the particular issue of rights. The rights agent willact solely as our agent in connection with the certificates
relating to the rights of suchseries and willnot assume any obligation or relationship of agency or trust for or with any holders of rights
certificates or beneficial owners of rights. The rights agreement and the rights certificates relating to each series of rights will be filed
with the SEC and incorporated by reference as an exhibit to the registration statement o f which this prospectus is a part.

The applicable prospectus supplement will describe the terms of the rights to be issued, including the following, where applicable:

» the date for determining the stockholders entitled to the rights distribution;

* the aggregate number of shares common stock purchasable upon exercise of suchrights and the exercise price;
+ the aggregate number of rights being issued;

» the date, if any, on and after which such rights may be transferable separately;

* the date on which the right to exercise such rights shall commence and the date on which such right shall expire;

* any special U.S. federal income tax consequences; and

* any otherterms of suchrights, including terms, procedures and limitations relating to the distribution, exchange and exercise
of suchrights.

Restrictions on Ownership

With certain exceptions, our charter provides that no person may own, actually or constructively, more than 9.8% of the
aggregate of the outstanding shares of our commonstock by value or by number of shares, whichever is more restrictive, or 9.8% of
the aggregate of the outstanding shares of such class orseries of our preferred stock by value or by number of shares, whichever is
more restrictive. Holders of rights purchase our common stock will, upon exercise of the rights, be subject to these ownership limits.
Such limits could restrict the rights holder’s ability to exercise the rights it holds. For more information regarding these ownership
restrictions and certain other restrictions intended to protect our qualification as a REIT, see “Restrictions on Ownership and Transfer.”
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RESTRICTIONS ON OWNERSHIP AND TRANSFER

Inorder forus to qualify as a REIT under the Internal Revenue Code, shares of our stock must be beneficially owned by 100 or
more persons during at least 335 days of a taxable year of 12 months (other than the first year for which an election to be a REIT has
beenmade) or during a proportionate part of a shorter taxable year. Also, not more than 50% of the value of the outstanding shares of
stock (after taking into account options to acquire shares of common stock) may be owned, directly, indirectly or through attribution,
by five or fewer individuals (as defined in the Internal Revenue Code to include certain entities) at any time during the last half of a
taxable year (other than the first year for which anelection to be a REIT has been made).

Inorderto assist us in complying with the limitations on the concentration of ownership of REIT stock imposed by the Internal
Revenue Code, our charter generally prohibits any person (other than a person who has been granted an exception) from actually or
constructively owning more than 9.8% of the aggregate of the outstanding shares of our commonstockby value or by number of
shares, whichever is more restrictive, or 9.8% of the aggregate of the outstanding shares of such class orseries of our preferred stock
by value or by number of shares, whicheveris more restrictive. However, our charter permits exceptions to be made for stockholders
provided our board of directors determines such exceptions will not jeopardize our qualification as a REIT.

Our charter also prohibits any person from (1) beneficially or constructively owning shares of our capital stock that would result in
ourbeing “closely held” under Section 856(h) of the Code, (2) transferring shares of our capital stock if such transfer would result in
our being beneficially owned by fewer than 100 persons (determined without reference to any rules of attribution), (3) beneficially or
constructively owning shares of our capital stock that would result in our owning (directly or indirectly) 10% ormore of the interest ina
tenant of our real property if income derived from such tenant for our taxable year would result in more than a de minimis amount o f
non-qualifying income for purposes of the REIT tests and (4) beneficially or constructively owning shares of our capital stock that
would cause us otherwise to fail to qualify as a REIT. Any person who acquires or attempts or intends to acquire beneficial ownership of
shares of our capital stock that will or may violate any of the foregoing restrictions on transferability and o wnership is required to give
notice immediately to us and provide us with such other information as we may request in order to determine the effect of such
transfers on our qualification as a REIT. The foregoing restrictions on transferability and o wnership will not apply if our board of
directors determines that it is no longer in our best interest to attempt to qualify, or to qualify, or to continue to qualify, as a REIT. In
addition, our board of directors may determine that compliance with the foregoing restrictions is no longer required for our
qualification as a REIT.

Our board of directors, inits sole discretion, may exempt a person from the above ownership limits and any of the restrictions
described above. However, our board of directors may not grant an exemptionto any personunless our board of directors obtains
such representation, covenant and understandings as our board of directors may deem appropriate in order to determine that granting
the exemption would not result in our losing our qualification as a REIT. As a condition of granting the exemption, our board of
directors may require a ruling from the IRS oranopinion of counselin either case in form and substance satisfactory to ourboard of
directors, inits sole discretionin order to determine or ensure our qualification as a REIT.

In addition, our board of directors from time to time may increase the ownership limits. However, the ownership limits may not be
increased if, after giving effect to suchincrease, five or fewer individuals could own or constructively own in the aggregate, more than
49.9% in value of the shares then outstanding.

However, if any transfer of our shares of stock occurs which, if effective, would result in any person beneficially or constructively
owning shares of stock inexcess, orin violation, of the above transfer or ownership limitations, known as a prohibited owner, then that
number of shares of stock, the beneficial or constructive ownership of which otherwise would cause such personto violate the transfer
or ownership limitations (rounded up to the nearest whole share), will be automatically transferred to a charitable trust for the exclusive
benefit of a charitable beneficiary, and the prohibited o wner will not ac quire any rights in such shares. This automatic transfer will be
considered effective as of the close of business on the business day before the violative transfer.
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If the transfer to the charitable trust would not be effective for any reasonto prevent the violation of the above transfer or ownership
limitations, then the transfer o f that number of shares of stock that otherwise would cause any personto violate the above limitations
will be void. Shares of stock held in the charitable trust will continue to constitute issued and outstanding shares of our stock. The
prohibited owner will not benefit economically from ownership of any shares of stock held in the charitable trust, will have no rights to
dividends or other distributions and willnot possess any rights to vote or other rights attributable to the shares of stock held in the
charitable trust. The trustee of the charitable trust will be designated by us and must be unaffiliated with us or any prohibited owner and
will have all voting rights and rights to dividends or other distributions with respect to shares of stock held in the charitable trust, and
these rights willbe exercised for the exclusive benefit o f the trust’s charitable beneficiary. Any dividend or other distribution paid
before our discovery that shares of stock have been transferred to the trustee will be paid by the recipient of such dividend or
distribution to the trustee upon demand, and any dividend or other distribution authorized but unpaid will be paid when due to the trustee.
Any dividend or distribution so paid to the trustee will be held in trust for the trust’s charitable beneficiary. Subject to Maryland law,
effective as of the date that such shares of stock have been transferred to the charitable trust, the trustee, inits sole discretion, will
have the authority to:

* rescind as void any vote cast by a prohibited owner prior to our discovery that such shares have been transferred to the
charitable trust; and

* recastsuchvote inaccordance with the desires of the trustee acting for the benefit of the trust’s charitable beneficiary.

However, if we have already taken irreversible corporate action, then the trustee will not have the authority to rescind and recast
suchvote.

Within 20 days of receiving notice from us that shares of stock have been transferred to the charitable trust, and unless we buy the
shares first as described below, the trustee will sell the shares of stock held in the charitable trust to a person, designated by the trustee,
whose ownership of the shares will not violate the ownership limitations in our charter. Upon the sale, the interest of the charitable
beneficiary in the shares sold will terminate and the trustee will distribute the net proceeds of the sale to the prohibited ownerand to the
charitable beneficiary. The prohibited owner will receive the lesser of:

e the price paid by the prohibited owner for the shares or, if the prohibited owner did not give value for the shares in
connection with the event causing the shares to be held in the charitable trust (for example, inthe case of a gift or devise),
the market price of the shares onthe day of the event causing the shares to be held in the charitable trust; and

+ the price pershare received by the trustee from the sale or other disposition of the shares held in the charitable trust (less any
commission and other expenses of a sale).

The trustee may reduce the amount payable to the prohibited owner by the amount of dividends and distributions paid to the
prohibited owner and owed by the prohibited owner to the trustee. Any net sale proceeds inexcess of the amount payable to the
prohibited owner will be paid inmediately to the charitable beneficiary. If, before our discovery that shares of stock have been
transferred to the charitable trust, such shares are sold by a prohibited owner, then:

¢ suchshares willbe deemed to have beensold onbehalf of the charitable trust; and

* to the extent that the prohibited owner received an amount for such shares that exceeds the amount that the prohibited owner
was entitled to receive as described above, the excess must be paid to the trustee upon demand.
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In addition, shares of stock held in the charitable trust willbe deemed to have been offered forsale to us, or our designee, ata
price pershare equalto the lesserof:

» the price per share in the transaction that resulted in such transfer to the charitable trust (or, inthe case of a gift or devise, the
market price at the time of the gift or devise); and

* the market price onthe date we, or our designee, accept such offer.

We may reduce the amount payable to the prohibited owner by the amount of dividends and distributions paid to the prohibited
owner and owed by the prohibited owner to the trustee. We may pay the amount of such reduction to the trustee for the benefit of the
charitable beneficiary. We will have the right to accept the o ffer until the trustee has sold the shares of stock held in the charitable trust.
Uponsucha sale to us, the interest of the charitable beneficiary in the shares sold will terminate and the trustee will distribute the net
proceeds of the sale to the prohibited owner and any dividends or other distributions held by the trustee will be paid to the charitable
beneficiary.

All certificates representing shares of our capital stock bear a legend referring to the restrictions described above.

Every owner of more than 5% (orsuch lower percentage as required by the Internal Revenue Code or the regulations promulgated
thereunder) in value of the outstanding shares of our capital stock within 30 days after the end of each taxable year, will be required to
give written notice to us stating the name and address of such owner, the number of shares of each class and series of shares of our
stock that the owner beneficially owns and a description of the manner in which the shares are held. Each owner shall provide to us such
additional information as we may request in order to determine the effect, if any, of the owner’s beneficial ownership on our
qualification as a REIT and to ensure compliance with our ownership limitations. In addition, each stockholder shallupon demand be
required to provide to us such information as we may request, in good faith, in order to determine our qualification as a REIT and to
comply with the requirements o f any taxing authority or governmental authority or to determine such compliance.

Our ownership limitations could delay, defer or prevent a transaction or a change in control of us that might involve a premium
price forholders of ourcommonstock or might otherwise be in the best interest of our stockholders.
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U.S. FEDERAL INCOME T AX CONSIDERATIONS

The following is a discussion of the material U.S. federal income tax considerations relating to our qualification and taxation as a
REIT and the acquisition, holding, and disposition of our common stock, preferred stock, and depositary shares (for purposes of this
sectiononly, collectively referred to as the “securities”). As used in this section, references to the terms “Company,” “we,” “our,” and
“us” mean only Colony Financial, Inc. and not its subsidiaries or other lower-tier entities, except as otherwise indicated. This summary
is based upon the Internal Revenue Code, the regulations promulgated by the U.S. Treasury Department (the “Treasury Regulations™),
rulings and other administrative interpretations and practices of the Internal Revenue Service (the “IRS”) (including administrative
interpretations and practices expressed in private letter rulings which are binding on the IRS only with respect to the particular taxpayers
who requested and received those rulings), and judicial decisions, all as currently in effect, and all o f which are subject to differing
interpretations or to change, possibly with retroactive effect. No assurance can be given that the IRS would not assert, or that a court
would not sustain, a position contrary to any of the tax consequences described below. We have not sought and willnot seek an
advance ruling from the IRS regarding any matter discussed in this section. The summary is also based upon the assumption that we
have operated and will operate the Company and its subsidiaries and affiliated entities in accordance with their applicable organizational
documents. This summary is for general information only, and does not purport to discuss all aspects of U.S. federal income taxation
that may be important to a particular investor in light of its investment or tax circumstances, or to investors subject to special tax rules,
including :

¢ broker-dealers;

e financial institutions;

* holders who receive our securities through the exercise of employee stock options or otherwise as compensation;
e insurance companies;

* non-U.S.holders (as defined below), except to the extent discussed below in “—Taxationof Holders of Our Securities—
Taxationof Non-U.S. Holders;”

* persons holding 10% ormore (by vote or value) of our securities;

29 < 29 <

* persons holding our stock as part of a “straddle,” “hedge,
mvestment;

conversion transaction,” “synthetic security” or other integrated

* persons holding our securities onbehalf of other persons as nominees;

* persons holding our securities through a partnership or similar pass-through entity;

e persons subject to the alternative minimum tax provisions of the Internal Revenue Code;
e REITs;

* regulated investment companies, or RICs;

e subchapter S corporations;

* tax-exempt organizations, except to the extent discussed below in “—Taxation of Holders of our Securities—Taxation of
Tax-Exempt U.S. Holders”

e trusts and estates; or

* U.S. expatriates.

This summary assumes that holders of our securities will hold the securities as a capital asset, which generally means as property
held for investment.
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The U.S. federal income tax treatment of us as a REIT and of holders of our securities depends in some instances on
determinations of fact and interpretations of complex provisions of U.S. federal income tax law for whichno clear precedent or
authority may be available. In addition, the tax consequences to any particular holder of our securities will depend on the holder’s
particular tax circumstances. You are urged to consult your tax advisor regarding the U.S. federal, state, local, and foreign income and
othertax consequences to youin light of your particular investment or tax circumstances of acquiring, holding, exchanging, or
otherwise disposing of our securities.

Taxation of Colony Financial, Inc.

We elected to be taxed as a REIT, commencing with our initial taxable year ended December 31, 2009, upon the filing of our U.S.
federal income tax return for such year. We believe that we have been organized and operated in such a manner as to qualify for
taxation as a REIT, and we expect to continue to operate in such manner.

The law firm of Hogan Lovells US LLP has acted as our tax counsel in connection with this prospectus. We have received an
opinion of Hogan Lovells US LLP to the effect that, commencing with our taxable year ended December 31, 2009, we have been
organized and have operated in conformity with the requirements for qualification and taxation as a REIT under the Internal Revenue
Code, and that our current and proposed method of operation will enable us to continue meet the requirements for qualification and
taxation as a REIT. It must be emphasized that the opinion of Hogan Lovells US LLP is based on various assumptions relating to our
organization and operation, and is conditioned upon factual representations and covenants made by our management re garding our
organization, the nature and value of our assets (which, based onthe types of assets we own, can fluctuate rapidly, significantly and
unpredictably), the types of income we earn in each taxable year (which, based on the types of assets we own, can fluctuate rapidly,
significantly and unpredictably), the past, the present and future conduct of our business operations, and other items regarding our
ability to meet the various requirements for qualification as a REIT, and assumes that such representations and covenants are accurate
and complete and that we will take no action inconsistent with our qualification as a REIT. While we intend to operate so that we will
qualify as a REIT, and have made specific factual representations about our future performance to Hogan Lovells US LLP, given the
highly complex nature of the rules goverming REITs, the ongoing importance and subjectivity of factual determinations, and the
possibility of future changes in our circumstances, no assurance has been givenorcanbe givenby Hogan Lovells US LLP or by us that
we will qualify as a REIT for any particular year. The opinion is expressed only as of the date issued. Hogan Lovells US LLP will have no
obligationto advise us orour holders of securities of any subsequent change in the matters stated, represented or assumed, or of any
subsequent change in the applicable law. You should be aware that opinions of counsel are not binding on the IRS, and no assurance can
be given that the IRS will not challenge the conclusions set forth in such opinions. Hogan Lovells US LLP’s opinion does not foreclose
the possibility that we may have to utilize one ormore of the REIT savings provisions discussed below, which could require us to pay
anexcise or penalty tax (which could be significant inamount) in order to maintain our REIT qualification.

Qualification and taxation as a REIT depends on our ability to meet on a continuing basis, through actual operating results,
distribution levels, and diversity of ownership by holders of our securities and asset ownership, various qualification requirements
imposed upon REITs by the Internal Revenue Code, the compliance with which willnot be reviewed by Hogan Lovells US LLP. In
addition, our ability to qualify as a REIT may depend in part upon the operating results, organizational structure and entity classification
for U.S. federal income tax purposes of certain entities in which we invest, which entities willnot have beenreviewed by Hogan Lovells
US LLP. Our ability to qualify as a REIT also requires that we satisfy certain asset tests, some of which depend upon the fair market
values of assets that we own directly orindirectly. Such values may not be susceptible to a precise determination, whether for past,
current, or future periods, and based upon the types of assets that we own and intend to own, such values can vary rapidly, significantly
and unpredictably. Accordingly, no assurance canbe given that the actual results of our operations for any taxable year will satisfy such
requirements for qualification and taxation as a REIT. Similarly, the income we earn from our assets may not be earned when or in the
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proportions anticipated. For example, we may encounter situations in which a relatively small investment generates a higher than
expected return in a particular year (or vice versa).

Taxation of REIT s in General

As indicated above, our qualification and taxation as a REIT depends upon our ability to meet, on a continuing basis, various
qualification requirements imposed upon REITs by the Internal Revenue Code. The material qualification requirements are summarized
below under “—Requirements for Qualification as a REIT.” While we intend to operate so that we qualify as a REIT, no assurance can
be given that the IRS willnot challenge our qualification, or that we have been or will be able to operate inaccordance with the REIT
requirements in the future. See “—Failure to Qualify as a REIT.”

Provided that we qualify as a REIT, we will be entitled at the REIT levelto a deduction from our taxable income for dividends that
we pay and, therefore, willnot be subject to U.S. federal corporate income tax at the REIT level on our taxable income that is currently
distributed to holders of our securities. This treatment substantially eliminates the “double taxation” at the REIT and stockholderlevels
that generally results from investment ina corporation. In general, income generated by a REIT is taxed only at the stockholder level
upon a distribution o f dividends by the REIT to its stockholders. By contrast, we do and will pay U.S. federal and state corporate
income tax on the net taxable income of our “taxable REIT subsidiaries.” Due to the nature of the assets in which we invest, we expect
our taxable REIT subsidiaries will have a material amount of assets and net taxable income.

Fortax years through 2012, most holders who are individual U.S. holders (as defined below) are taxed on corporate dividends at a
maximum rate of 15% (the same as long-term capital gains). With limited exceptions, however, dividends received by individual U.S.
holders from us or from other entities that are taxed as REITs will continue to be taxed at rates applicable to ordinary income, which will
be as highas 35% through2012. See “—Taxation of Holders of Our Securities—Taxation of Taxable U.S. Holders—Distributions
Generally.”

Any net operating losses, foreign tax credits and other tax attributes of a REIT generally do not pass through to holders of our
securities, subject to special rules for certain items such as the capital gains that we recognize. See “—Taxation of Holders of Our
Securities.”

Even if we qualify for taxation as a REIT, we will be subject to U.S. federal income tax in the following circumstances:

*  We will be taxed at regular U.S. federal corporate rates on any undistributed “REIT taxable income,” including undistributed
net capital gains, for any taxable year. REIT taxable income is the taxable income of the REIT subject to specified
adjustments, including a deduction for dividends paid.

e We (orholders of our securities) may be subject to the “alternative minimum tax” on our items of tax preference, if any.

* If we have net income from prohibited transactions, which are, in general, sales or other dispositions of inventory or
property held primarily for sale to customers in the ordinary course of business, other than foreclosure property, such
income will be subject to a 100% tax. See “—Requirements for Qualification as a REIT—Gross Income Tests—Income
from Prohibited Transactions,” and “—Requirements for Qualification as a REIT—Gross Income Tests—Income from
Foreclosure Property,” below.

* Ifwe elect to treat property that we acquire in connection with a foreclosure of a mortgage loan or certain leasehold
terminations as “foreclosure property,” we may thereby avoid (a) the 100% tax on gain from a resale of that property (if the
sale would otherwise constitute a prohibited transaction); and (b) the inclusion of any income from such property not
qualifying for purposes of the gross income tests discussed below. Income from the sale or operation of the property may
be subject to U.S. federal
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corporate income tax at the highest applicable rate (currently 35%). See “—Requirements for Qualification as a REIT—
Gross Income Tests—Income from Foreclosure Property.”

*  We will generally be subject to tax onthe portionof any “excess inclusionincome” derived from an investment in residual
interests in certain mortgage loan securitization structures (i.e., a “taxable mortgage pool” oraresidual interest in a real
estate mortgage investment conduit, or REMIC) to the extent that our securities are held by specified types of tax-exempt
organizations known as “disqualified organizations” that are not subject to tax onunrelated business taxable income. See “—
Requirements for Qualification as a REIT—Taxable Mortgage Pools and Excess Inclusion Income.”

« If we failto satisfy the 75% gross income test orthe 95% gross income test, as discussed below, but our failure is due to
reasonable cause and not due to willful neglect and we nonetheless maintain our REIT qualification because of specified cure
provisions, we will be subject to a 100% tax on an amount equal to (a) the greater of (1) the amount by which we fail the 75%
gross income test or (2) the amount by which we fail the 95% gross income test, as the case may be, multiplied by (b) a
fraction intended to reflect our pro fitability.

+ Ifwe violate the asset tests (other than certain de minimis violations) or other requirements applicable to REITs, as
described below, but our failure is due to reasonable cause and not due to willfulneglect and we nonetheless maintain our
REIT qualification because of specified cure provisions, we will be required to pay a tax equal to at least $50,000 per failure,
and, inthe case of certain asset test failures, will be determined as the amount of net income generated by the assets in
question multiplied by the highest corporate tax rate (currently 35%) if that amount exceeds $50,000 per failure.

* If we failto distribute during each calendar year at least the sum of (a) 85% of our REIT ordinary income for such year,
(b) 95% of our REIT capital gainnet income for such year, and (¢) any undistributed taxable income from prior periods (or
the required distribution), we will be subject to a non-deductible 4% excise tax onthe excess of the required distribution
over the sum of (1) the amounts that we actually distributed (taking into account excess distributions from prior years), plus
(2) retained amounts upon which we paid income tax at the corporate level.

*  We may be required to pay monetary penalties to the IRS in certain circumstances, including if we fail to meet record-
keeping requirements intended to monitor our compliance with rules relating to the composition of holders of our securities,
as described below in “—Requirements for Qualification as a REIT.”

*  We willbe subject to a 100% penalty tax onamounts we receive (or oncertainexpenses deducted by a TRS) if certain
arrangements between us and any TRSs we may own do not reflect arm’s length terms.

+ Ifwe acquire any appreciated asset from a corporation that is not a REIT (i.e., a corporation taxable under subchapter C of
the Internal Revenue Code) in a transaction in which the adjusted tax basis of the assets in our hands is determined by
reference to the adjusted tax basis of the assets in the hands of the subchapter C corporation, we willbe subject to tax on
such appreciation at the highest

corporate income tax rate then applicable if we subsequently recognize gainon a disposition of such asset during the 10-
year period following its acquisition from the subchapter C corporation. The results described in the preceding sentence
could occur if we failed to qualify as a REIT (and, thus, were treated as a subchapter C corporation) for a prior year and then
re-qualified as a REIT in a later year, in which case the appreciation would be measured as of the beginning of the year in
which we first re-qualify as a REIT.

*  We may elect to retain and pay U.S. federal income tax onour net long-term capital gain. In that case, a holderof our
securities would include its proportionate share of our undistributed long-term capital gain (to the extent we make a timely
designation of such gainto the holder) inits income, would be deemed to have paid the tax we paid onsuch gain, and would
be allowed a credit for its proportionate
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share of the tax deemed to have been paid, and an adjustment would be made to increase the holder’s tax basis inour
securities.

* The earmings of any subsidiaries that are subchapter C corporations, including any TRSs, are subject to U.S. federal and state
corporate income tax.

Notwithstanding our qualification as a REIT, we and our subsidiaries may be subject to a variety of taxes, including payroll taxes
and state, local, and foreign income, property and other taxes on our assets and operations. We could also be subject to tax in
situations and on transactions not presently contemplated.

Requirements for Qualification as a REIT
The Internal Revenue Code defines a REIT as a corporation, trust or association:
(1) thatis managed by one or more trustees or directors;
(2) the beneficial ownership of whichis evidenced by transferable shares, or by transferable certificates of beneficial interest;
(3) that would be taxable as a domestic corporation but forsections 856 through 859 of the Internal Revenue Code;
(4) that is neither a financial institution nor an insurance company subject to applicable provisions of the Internal Revenue Code;
(5) the beneficial ownership of which is held by 100 or more persons;

(6) during the last half of each taxable year not more than 50% in value of the outstanding shares of which is owned directly or
indirectly by five or fewer “individuals” (as defined in the Internal Revenue Code to include certain entities and as determined
by applying certain attribution rules);

(7) that makes anelectionto be taxable as a REIT, or has made this election for a previous taxable year which has not been
revoked or terminated, and satisfies all o f the relevant filing and other administrative requirements established by the IRS that
must be met to elect and maintain REIT qualification;

(8) thatuses acalendar year for U.S. federal income tax purposes;
(9) that meets othertests described below, including with respect to the nature of its income and assets; and

(10) that has no earnings and profits from any non-REIT taxable year at the close of any taxable year.

The Internal Revenue Code provides that conditions (1), (2), (3) and (4) must be met during the entire taxable year, and condition
(5) must be met during at least 335 days of a taxable year of 12 months, or during a proportionate part of a shorter taxable year.
Conditions (5) and (6) need not be satisfied during a corporation’s initial tax year as a REIT (which, inour case, was 2009). Our charter
provides restrictions regarding the ownership and transfers of our stock, which are intended to assist us in satisfying the stock
ownership requirements described in conditions (5) and (6) above. For purposes of condition (6), an “individual” generally includes a
supplemental unemployment compensation benefit plan, a private foundation or a portion of a trust permanently set aside orused
exclusively for charitable purposes. However, a trust that is a qualified trust under Internal Revenue Code Section401(a) generally is
not considered an individual, and beneficiaries of a qualified trust are treated as holding shares of a REIT in proportion to their actual
interests in the trust for purposes of condition (6) above.

To monitor compliance with the stock ownership requirements, we are generally required to maintain records regarding the actual
ownership of our stock. To do so, we must demand written statements each year
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from the record holders of significant percentages of our stock pursuant to which the record holders must disclose the actual owners
of the stock (i.e., the persons required to include in gross income the dividends paid by us). We must maintain a list of those persons
failing or refusing to comply with this demand as part of ourrecords. We could be subject to monetary penalties if we fail to comply
with these record-keeping requirements. A stockholder that fails or refuses to comply with the demand is required by Treasury
Regulations to submit a statement with its tax return disclosing the actual ownership of our stock and other information.

For purposes of condition (8), we have adopted December 31 as our year end, and thereby satisfy this requirement.

Relief from Violations; Reasonable Cause

The Internal Revenue Code provides relief from violations of the REIT gross income requirements, as described below under “—
Requirements for Qualification as a REIT—Gross Income Tests,” in cases where a violation is due to reasonable cause and not to
willful neglect, and other requirements are met, including the payment of a penalty tax that is based upon the magnitude of the violation.
In addition, certain provisions of the Internal Revenue Code extend similar relief in the case of certain violations of the REIT asset
requirements (see “—Requirements for Qualification as a REIT—Asset Tests” below) and other REIT requirements, again provided
that the violation is due to reasonable cause and not willful neglect, and other conditions are met, including the payment of a penalty tax.
If we did not have reasonable cause for a failure, we would fail to qualify as a REIT. Whether we would have reasonable cause for any
such failure cannot be known with certainty because the determination of whether reasonable cause exists depends on the facts and
circumstances at the time and we cannot provide any assurance that we in fact would have reasonable cause for a particular failure or
that the IRS would not successfully challenge our view that a failure was due to reasonable cause. Moreover, we may be unable to
actually rectify a failure and restore asset test compliance within the required timeframe due to the inability to transfer or otherwise
dispose of assets, including as a result of restrictions on transfer imposed by our lenders or undertakings with our co-investors and/or
the inability to acquire additional qualifying assets due to transactionrisks, access to additional capital or other considerations. If we fail
to satisfy any of the various REIT requirements, there can be no assurance that these relief provisions would be available to enable us
to maintain our qualification as a REIT, and, if such relief provisions are available, the amount of any resultant penalty tax could be
substantial.

Effect of Subsidiary Entities

Ownership of Partnership Interests. Inthe case of a REIT that is a partner in an entity that is treated as a partnership for U.S. federal
income tax purposes, Treasury Regulations provide that the REIT is deemed to own its proportionate share of the partnership’s assets,
and to earn its proportionate share of the partnership’s income, for purposes of the asset and gross income tests applicable to REITs,
as described below. A REIT’s proportionate share of a partnership’s assets and income is based onthe REIT’s pro rata share of the
capital interests in the partnership. However, solely for purposes of the 10% value test, described below, the determination of a REIT’s
interest in partnership assets is based onthe REIT s proportionate interest in the equity and certain debt securities issued by the
partnership. In addition, the assets and gross income of the partnership are deemed to retain the same character in the hands of the
REIT. Thus, our proportionate share of the assets and items of income of any of our subsidiary partnerships are treated as our assets
and items of income for purposes of applying the REIT requirements.

Any investment in partnerships involves special tax considerations, including the possibility of a challenge by the IRS of the status
of any subsidiary partnership as a partnership, as opposed to an association taxable as a corporation, for U.S. federal income tax
purposes. If any of these entities were treated as an association for U.S. federal income tax purposes, it would be taxable as a
corporation and therefore could be subject to an entity-level tax onits income. Insuch a situation, the character of our assets and items
of gross income would change and could preclude us from satisfying the REIT asset tests or the gross income tests as discussed in
“—Requirements
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for Qualification as a REIT —Asset Tests” and “—Requirements for Qualification as a REIT —Gross Income Tests,” and in turn could
prevent us from qualifying as a REIT, unless we are eligible for relief from the violation pursuant to relief provisions. See “—
Requirements for Qualification as a REIT—Gross Income Tests,” “Requirements for Qualification as a REIT—Asset Tests” and “—
Failure to Qualify as a REIT,” below, for discussion of the effect of failure to satisfy the REIT tests for a taxable year, and of the relief
provisions. In addition, any change in the status of any subsidiary partnership for tax purposes might be treated as a taxable event, in
which case we could have taxable income that is subject to the REIT distribution requirements without receiving any cash.

Under the Internal Revenue Code and the Treasury Regulations, income, gain, loss and deduction attributable to appreciated or
depreciated property that is contributed to a partnership in exchange for an interest in the partnership must be allocated for tax purposes
so that the contributing partner is charged with, or benefits from, the unrealized gain or unrealized loss associated with the property at
the time of the contribution. The amount of the unrealized gain or unrealized loss is generally equal to the difference between the fair
market value of the contributed property at the time of contribution, and the adjusted tax basis of such property at the time of
contribution (a “book-tax difference”). Such allocations are solely for U.S. federal income tax purposes and do not affect the book
capitalaccounts or other economic or legal arrangements among the partners.

To the extent that any of our subsidiary partnerships acquire appreciated (or depreciated) properties by way of capital
contributions from its partners, allocations would need to be made in a manner consistent with these requirements. Where a partner
contributes cash to a partnership at a time that the partnership holds appreciated (or depreciated) property, the Treasury Regulations
provide for a similar allocation of these items to the other (i.e., non-contributing) partners. These rules may apply to a contribution that
we make to any subsidiary partnerships of the cash proceeds received in offerings of our securities. As a result, the partners of our
subsidiary partnerships, including us, could be allocated greater orlesser amounts of depreciation and taxable income inrespectofa
partnership’s properties than would be the case if all o f the partnership’s assets (including any contributed assets) had a tax basis equal
to their fair market values at the time of any contributions to that partnership. This could cause us to recognize, overa period of time,
taxable income inexcess of cash flow from the partnership, which might adversely affect our ability to comply with the REIT
distribution requirements discussed below and result in a greater portion of our distribution being taxable as a dividend.

Disregarded Subsidiaries. If a REIT owns a corporate subsidiary that is a “qualified REIT subsidiary,” or QRS, that subsidiary is
generally disregarded for U.S. federal income tax purposes, and all assets, liabilities and items of income, deduction and credit o f the
subsidiary are treated as assets, liabilities and items of income, deduction and credit of the REIT itself, including for purposes of the
gross income and asset tests applicable to REITSs, as described below. A QRS is any corporation, other than a TRS that is directly or
indirectly wholly owned by a REIT. Other entities that are wholly owned by us, including single member limited liability companies that
have not elected to be taxed as corporations for U.S. federal income tax purposes, are also generally disregarded as separate entities
for U.S. federal income tax purposes, including for purposes of the REIT income and asset tests. Disregarded subsidiaries, along with
any partnerships in which we hold an equity interest, are sometimes referred to herein as “pass-through subsidiaries.”

In the event that a disregarded subsidiary ceases to be wholly owned by us (for example, if any equity interest in the subsidiary is
acquired by a person other than us or another disregarded subsidiary of ours) the subsidiary’s separate existence would no longer be
disregarded for U.S. federal income tax purposes. Instead, the subsidiary would have multiple owners and would be treated as eithera
partnership or a taxable corporation. Such anevent could, depending on the circumstances, adversely affect our ability to satisfy the
various asset and gross income requirements applicable to REITs, including the requirement that REITs generally may not own, directly
orindirectly, more than 10% of the securities of another corporationunless it is a TRS ora QRS. See “—Requirements for
Qualification as a REIT—Gross Income Tests” and “—Requirements for Qualification as a REIT—Asset Tests.”
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Taxable REIT Subsidiaries. In general, a REIT may jointly elect with a subsidiary corporation, whether or not wholly owned, to
treat such subsidiary corporation as a taxable REIT subsidiary. The separate existence of a TRS or other taxable corporationis not
ignored for U.S. federal income tax purposes. Accordingly, a TRS or other taxable corporation generally would be subject to
corporate income tax onits earnings, which may reduce the cash flow generated by us and our subsidiaries in the aggregate, and may
reduce our ability to make distributions.

A REIT is not treated as holding the assets of a TRS or other taxable subsidiary corporation or as receiving any income that the
subsidiary earns. Rather, the stockissued by a taxable subsidiary to a REIT is an asset in the hands of the REIT, and the REIT generally
treats the dividends paid to it from such taxable subsidiary, if any, as income. This treatment can affect the income and asset test
calculations that apply to the REIT. Because a REIT does not include the assets and income of TRSs or other taxable subsidiary
corporations in determining the REIT’s compliance with the REIT requirements, such entities may be used by the REIT to undertake
indirectly certain activities that the REIT rules might otherwise preclude the REIT from doing directly or through pass-through
subsidiaries. If dividends are paid to us by one or more domestic TRSs we may own, then a portion of the dividends that we distribute
to holders of our securities who are taxed at individual rates currently may be eligible for taxation at preferential qualified dividend
income tax rates rather than at ordinary income rates. See “—Requirements for Qualification as a REIT—Annual Distribution
Requirements” and “—Taxation of Holders of Our Securities—Taxation of Taxable U.S. Holders.”

A TRS may not directly or indirectly manage or operate a lodging facility or health care facility. In addition, current restrictions
imposed on TRSs are intended to ensure that such entities will be subject to appropriate levels of U.S. federal income taxation. First, a
TRS may not deduct interest paid oraccrued by a TRS to its parent REIT to the extent that such payments exceed, generally, 50% of
the TRS’s adjusted taxable income for that year (although the TRS may carry forward to, and deduct in, a succeeding year the
disallowed interest amount if the 50% test is satisfied in that year). In addition, the rules impose a 100% excise tax ontransactions
betweena TRS and its parent REIT orthe REIT’s tenants that are not conducted onan arm’s length basis. We intend that allof our
transactions with our TRSs, if any, will be conducted on anarm’s length basis.

We hold a significant amount of assets in one or more TRSs, but are subject to the limitation that securities in TRSs may not
represent more than 25% of our assets. There can be no assurance that we have met or will be able to continue to comply with the 25%
limitation. In general, we intend that loans that we originate or buy with an intention of selling in a manner that might expose us to a
100% tax on “prohibited transactions” will be originated orsold by a TRS. It is possible that the TRS (or other entities in which we own
adirect orindirect interest) through which any sales of securities are made may be treated as a dealer for U.S. federal income tax
purposes. As a dealer, a TRS generally would mark all the securities it holds on the last day of each taxable year to their market value,
and may recognize ordinary income or loss onsuchloans withrespect to such taxable year as if they had been sold for that value on
that day. In addition, a TRS may further elect to be subject to the mark-to-market regime described above in the event that the TRS is
properly classified as a “trader” as opposed to a “dealer” for U.S. federal income tax purposes.

Taxable Mortgage Pools. An entity, or a portion of an entity, may be classified as a taxable mortgage pool, or TMP, under the
Internal Revenue Code if:
* substantially all of its assets consist of debt obligations or interests in debt obligations;

* more than 50% of those debt obligations are real estate mortgages or interests inreal estate mortgages as of specified
testing dates;

» the entity has issued debt obligations that have two or more maturities; and

* the payments required to be made by the entity on its debt obligations (liabilities) “bear a relationship” to the payments to be
received by the entity on the debt obligations that it holds as assets.
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Under Treasury Regulations, if less than 80% of the assets of an entity (or a portion of an entity) consist of debt obligations,
these debt obligations are considered not to comprise “substantially all” of its assets, and therefore the entity would not be treated as a
TMP. We, directly or through entities in which we own an interest, may enter into financing and securitization arrangements that give
rise to TMPs.

A TMP generally is treated as a corporation for U.S. federal income tax purposes. However, special rules apply to a REIT, a
portionofa REIT, ora QRS that is a TMP. If a REIT owns directly, or indirectly through one or more QRSs or other entities that are
disregarded as a separate entity for U.S. federal income tax purposes, 100% of the equity interests in the TMP, the TMP will be a QRS
and, therefore, ignored as an entity separate from the REIT for U.S. federal income tax purposes and would not generally affect the tax
qualification of the REIT. It is possible that, based on future financing structures orinvestments, we would have a QRS that is a TMP or
a subsidiary that is a REIT and a TMP or a separate corporation that is taxable as a corporation.

Gross Income Tests

To qualify as a REIT, we must satisfy two gross income requirements on an annual basis. First, at least 75% of our gross income
foreachtaxable year, excluding gross income from sales of inventory or dealer property in “prohibited transactions,” must be derived
from investments relating to real property or mortgages onreal property, including:

1. interest income derived from mortgage loans secured by real property (including certain types of MBSs);
“rents from real property;”
dividends or other distributions on, and gain from the sale of, shares in other REITs;

gain from the sale of real property or mortgages onreal property, ineither case, not held for sale to customers; and

[ I VS I ]

income attributable to temporary investments of new capital in stocks and debt instruments during the one-year period
following our receipt of new capital that we raise through equity o fferings orissuance of debt obligations with at least a five-
year term.

Second, at least 95% of our gross income in each taxable year, excluding gross income from prohibited transactions, must be
derived from some combination of income that qualifies under the 75% gross income test described in 1 through 4 above, as well as
(a) other dividends, (b) interest, and (c¢) gain from the sale or dispositionof stock or securities, in either case, not held for sale to
customers.

Forpurposes of either or both of the 75% and 95% gross income tests, certain foreign currency income is disregarded for
purposes of determining gross income. In addition, income and gain from certain hedging transactions will be disregarded as gross
income for purposes of boththe 75% and 95% gross income tests. See “—Requirements for Qualification as a REIT—Gross Income
Tests—Income from Hedging Transactions.”

Interest Income. Interest income constitutes qualifying mortgage interest for purposes of the 75% gross income test to the
extent that the obligation upon which such interest is paid is secured by a mortgage onreal property. If we receive interest income with
respect to amortgage loan that is secured by bothreal property and other property, and the highest principal amount of the loan
outstanding during a taxable year exceeds the fair market value of the real property on the date that we acquired or originated the
mortgage loan, the interest income will be apportioned between the real property and the other collateral, and our income from the
arrangement will qualify for purposes of the 75% gross income test only to the extent that the interest is allocable to the real property.
We may invest in loans secured by real property that is under construction or being significantly improved, in which case the loan value
of the real property is the fair market value of the land plus the reasonably estimated cost of the improvements or developments (other
than personal property) which will secure the loan and which are to be constructed from the proceeds of the loan.
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Although the issue is not free from doubt, we may be required to treat a portion of the gross income derived from a mortgage
loan that is acquired (or modified in a manner that is treated as an acquisition of a new loan for U.S. federal income tax purposes) at a
time when the fair market value of the real property securing the loanis less than the loan’s face amount and there are other assets
securing the loan, as nonqualifying forthe 75% gross income test even if our acquisition price for the loan (that is, the fair market value
of the loan) is less than the value of the real property securing the loan. Until there is clarification of how interest income related to such
loans should be treated for purposes of the 75% gross income test, we intend to measure our compliance with the 75% gross income
test by treating a portion of the gross interest income as nonqualifying for such test. The amount of interest income from such a loan
that we intend to treat as qualifying will equal the product of the interest income from suchloanrecognized during the year multiplied by
a fraction the numerator of which is the fair market value of the real property securing the loan (measured as required pursuant to the
applicable Treasury regulations and related guidance) and the denominator o f which is the highest unpaid principal balance of suchloan
during the portion of the taxable year that we own the loan. Generally, the assets that serve as collateral for the loans we own are not
susceptible to precise valuation and we cannot provide any assurance that the IRS would not successfully challenge our valuations for
these purposes. Evenifaloanis not secured by real property, oris undersecured, the income that it generates may nonetheless qualify
for purposes of the 95% gross income test.

To the extent that the terms of a loan provide for contingent interest that is based on the cash proceeds realized upon the sale of
the property securing the loan (a “shared appreciation provision”), income attributable to the participation feature will be treated as gain
from sale of the underlying property, which generally will be qualifying income for purposes of both the 75% and 95% gross income
tests provided that the property is considered real property and is not held as inventory or dealer property in the hands of the borrower
orus.

To the extent that we derive interest income from a mortgage loan, orincome from the rental of real property where allora
portionof the amount of interest or rental income payable is contingent, such income generally will qualify for purposes of the gross
income tests only if it is based upon the gross receipts orsales of the borrower or lessee, and no part is based on the net income or
profits of the borrower orlessee, a tenant or subtenant of the borrower or lessee, or any other person. However, where the borrower or
lessee derives substantially all of its income from leasing substantially all of its interest in the property to tenants or subtenants, to the
extent that the rental income derived by the borrower orlessee, as the case may be, would qualify as rents from real property had we
eamed the income directly, such income will qualify for purposes of the gross income tests.

Any amount includable in our gross income with respect to a regular or residual interest ina REMIC generally is treated as interest
onanobligationsecured by a mortgage onreal property. If, however, less than 95% of the assets of a REMIC consists of real estate
assets (determined as if we held such assets), we will be treated as receiving directly our proportionate share of the income of the
REMIC forpurposes of determining the amount which is treated as interest on an obligation secured by a mortgage onreal property.
See below under “—Requirements for Qualification as a REIT—Asset Tests” fora discussion of the effect of investments in REMICs
and other types of securities on our qualification as a REIT.

Among the assets we hold and may continue to hold are certain mezzanine loans secured by equity interests in a pass-through
entity that directly or indirectly owns real property, rather than a direct mortgage onthe real property. The IRS has issued Revenue
Procedure 2003-65, which provides a safe harbor applicable to mezzanine loans. Under the Revenue Procedure, if a mezzanine loan
meets each of the requirements contained in the Revenue Procedure, (1) the mezzanine loan will be treated by the IRS as a real estate
asset for purposes of the asset tests described below, and (2) interest derived from the mezzanine loan will be treated as qualifying
mortgage interest for purposes of the 75% gross income test. Although the Revenue Procedure provides a safe harbor on which
taxpayers may rely, it does not prescribe rules of substantive tax law. We believe that we have and intend to continue to structure any
investments in mezzanine loans in a manner that allows us to comply with the applicable REIT qualification requirements. Certain
components of the safe harbor relate to valuations of the
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underlying real property and the value of the pass-through entity’s other assets. Generally, the assets that serve as collateral for the
loans we own are not susceptible to precise valuation and therefore we cannot provide any assurance that the IRS would not
successfully challenge our valuations for these purposes. To the extent that any of our mezzanine loans do not meet all of the
requirements forreliance onthe safe harborset forth in the Revenue Procedure, there can be no assurance that the IRS will not
challenge the tax treatment of these loans. To the extent we make mezzanine loans that do not qualify as real estate assets, the interest
income with respect to such loans will not be qualifying income forthe 75% gross income test.

We hold certain participation interests, including B Notes, in mortgage loans and mezzanine loans. Such interests in an underlying
loan are created by virtue of a participation or similar agreement to which the originator of the loan is a party, along with one ormore
participants. The borrower on the underlying loan is typically not a party to the participation agreement. The performance of this
investment depends upon the performance of the underlying loan, and if the underlying borrower defaults, the participant typically has
no recourse against the originator of the loan. The originator often retains a senior position in the underlying loan, and grants junior
participations which absorb losses first in the event of a default by the borrower. We believe that our participation interests will qualify
as real estate assets for purposes of the REIT asset tests described below, and that the interest that we will derive from such
investments will be treated as qualifying mortgage interest for purposes of the 75% gross income test. The appropriate treatment of
participation interests for U.S. federal income tax purposes is not entirely certain, however, and no assurance canbe given that the IRS
willnot challenge our treatment o f our participation interests. In the event of a determination that such participation interests do not
qualify as real estate assets, or that the income that we will derive from such participation interests does not qualify as mortgage
interest for purposes of the REIT asset and gross income tests, we could be subject to a penalty tax, or could fail to qualify as a REIT.
See “—Taxation of REITs in General,” “—Requirements for Qualification as a REIT—Asset Tests” and “—Failure to Qualify as a
REIT.”

We may invest inagency securities that are pass-through certificates. We expect that the agency securities will be treated either
as interests ina grantor trust or as interests ina REMIC for U.S. federal income tax purposes and that all interest income from our
agency securities will be qualifying income forthe 95% gross income test. Inthe case of agency securities treated as interests in
grantor trusts, we would be treated as owning an undivided beneficial ownership interest in the mortgage loans held by the grantor trust.
The interest onsuchmortgage loans would be qualifying income for purposes of the 75% gross income test to the extent that the
obligation is secured by real property, as discussed above. Inthe case of agency securities treated as interests in a REMIC, income
derived from REMIC interests will generally be treated as qualifying income for purposes of the 75% and 95% gross income tests. As
discussed above, if less than 95% of the assets of the REMIC are real estate assets, however, then only a proportionate part of our
interest in the REMIC and income derived from the interest will qualify for purposes of the 75% gross income test. In addition, some
REMIC securitizations include imbedded interest swap or cap contracts or other derivative instruments that potentially could produce
non-qualifying income forthe holder of the related REMIC securitiecs. We expect that substantially all of ourincome from agency
securities will be qualifying income for purposes of the REIT gross income tests.

Fee Income. We may receive various fees in connection with our operations. The fees generally will be qualifying income for
purposes of both the 75% and 95% gross income tests if they are received in consideration for entering into an agreement to make a
loan secured by real property and the fees are not determined by income and profits. Other fees are not qualifying income for purposes
of either the 75% orthe 95% gross income tests. Any fees earned by a TRS willnot be included for purposes of determining whether
we have satisfied the gross income tests.

Dividend Income and Gains from the Sale of Stock in Corporations. We may receive distributions from TRSs or other
corporations that are not REITs or QRSs. These distributions generally are treated as dividend income to the extent of the earnings and
profits of the distributing corporation. Distributions in excess of a corporations current and accumulated “earnings and profits” (as
calculated for U.S. federal income tax purposes) generally will be treated as gain from the sale of stock to the extent that such
distributions exceed our tax basis in
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such stock. Such distributions and gain will generally constitute qualifying income for purposes of the 95% gross income test, but not
for purposes of the 75% gross income test. We own (and likely will own in the future) stock in certain corporations that we do not
control. If those corporations pay dividends or engage in transactions that cause us to recognize significant amounts of income that is
non-qualifying for the 75% gross income test, we could fail to qualify as a REIT, unless a cure is available. See “—Failure to Satisfy
Gross Income Tests.” Any dividends that we receive from a REIT will be qualifying income for purposes of both the 95% and 75%
gross income tests.

Income from Hedging Transactions. From time to time we may enter into hedging transactions withrespect to one ormore of our
assets or liabilities. Any such hedging transactions could take a variety of forms, including the use of derivative instruments such as
interest rate swap or cap agreements, option agreements, and futures or forward contracts. Income of a REIT, including income from
a pass-through subsidiary, arising from “clearly identified” hedging transactions that are entered into to manage the risk of interest rate
or price changes with respect to borrowings, including gain from the disposition of such hedging transactions, to the extent the
hedging transactions hedge indebtedness incurred, or to be incurred, by the REIT to acquire or carry real estate assets, willnot be
treated as gross income for purposes of either the 95% or 75% gross income tests. Income of a REIT arising from hedging
transactions that are entered into to manage the risk of currency fluctuations with respect to any item of income or gain satisfying the
75% and 95% gross income tests willnot be treated as gross income for purposes of either the 95% gross income test or the 75%
gross income test provided that the transactionis “clearly identified.” In general, for a hedging transaction to be “clearly identified,”
(1) it must be identified as a hedging transaction before the end of the day on which it is acquired, originated, or entered into; and
(2) the items of risks being hedged must be identified “substantially contemporaneously” with entering into the hedging transaction
(generally not more than 25 days after entering into the hedging transaction). To the extent that we hedge with other types of financial
instruments or in other situations, the resultant income will be treated as income that does not qualify under the 95% or 75% gross
income tests unless the hedge meets certain requirements and we elect to integrate it with a specified asset and to treat the integrated
position as a synthetic debt instrument. We believe that we have and intend to continue to structure any hedging transactions in a manner
that does not jeopardize our qualification as a REIT but there can be no assurance we will be successful in this regard.

Rents from Real Property. Rents received by us will qualify as “rents from real property” in satisfying the gross income
requirements described above only if the following conditions are met:

» First, if rent attributable to personal property, leased in connection with a lease of real property, is greater than 15% of the
totalrent received under the lease, then the portion o f rent attributable to the personal property will not qualify as rents from
real property.

* Second, the amount of rent must not be based in whole orin part onthe income or profits of any person. Amounts received
as rent, however, generally willnot be excluded from rents from real property solely by reasonof being based on fixed
percentages of gross receipts or sales.

* Third, rents we receive from a “related party tenant” will not qualify as rents from real property in satisfying the gross
income tests unless the tenant is a TRS, at least 90% of the property is leased to unrelated tenants, and the rent paid by the
TRS is substantially comparable to rent paid by the unrelated tenants for comparable space. Amounts attributable to certain
rental increases charged to a controlled TRS can fail to qualify even if the above conditions are met. A tenant is a related
party tenant if the REIT, oranactual or constructive ownerof 10% ormore of the REIT, actually or constructively holds
10% ormore of the tenant.

* Fourth, forrents to qualify as rents from real property for the purpose of satisfying the gross income tests, we generally
must not operate or manage the property or furnish or render services to the tenants of such property, other than through an
“independent contractor” who is adequately compensated and from whom we derive no revenue. However, we may provide
services directly to tenants if the services are “usually or customarily rendered” in connection with the rental of space for
occupancy only and
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which are not otherwise considered to be provided for the tenants’ convenience. In addition, we may provide a minimal
amount of “non-customary” services to tenants of our properties, other than through an independent contractor, as long as
our income from the services does not exceed 1% of ourtotal gross income from the property. For purposes of this test,
we are deemed to have received income from non-customary services in an amount equal to at least 150% of the direct
cost of providing the services. Moreover, we are generally permitted to provide services to tenants or others through a
TRS without disqualifying the rental income received from tenants for purposes of the income tests.

Unless we determine that the resulting non-qualifying income under any of the following circumstances, taken to gether with all
other non-qualifying income earned by us in the taxable year, will not jeopardize our qualification as a REIT, we currently do not and we
do not intend to:

» derive rental income attributable to personal property other than personal property leased in connection with the lease of real
property, the amount of which is less than 15% of the total rent received under the lease;

e rent any property to arelated party tenant, including a TRS;

* charge rent for any property that is based in whole or in part on the income or profits of any person, except by reasonof
being based ona fixed percentage or percentages of receipts orsales, as described above; or

« directly perform services considered to be non-customary or provided for the tenant’s convenience.

Income from Prohibited Transactions. Net income that we derive from a prohibited transactionis excluded from gross income
solely for purposes of the gross income tests and subject to a 100% tax. Any foreign currency gain (as defined in Section 988(b)(2)
of the Internal Revenue Code) in connection with a prohibited transaction will be taken into account in determining the amount of
income subject to the 100% tax. The term “prohibited transaction” generally includes a sale or other disposition of property (other than
foreclosure property, as discussed below) that is held primarily for sale to customers inthe ordinary course of a trade or business by
us, or by a borrower that has issued a shared appreciation mortgage or similar debt instrument to us. We believe that no material asset
that we own (or are treated as owning) will be treated as, or as having been, held for sale to customers, and that a sale of any such asset
willnot be treated as having been in the ordinary course of our business. Whether property is held “primarily for sale to customers in the
ordinary course of a trade or business” depends on the particular facts and circumstances. No assurance canbe given that any property
that we sell willnot be treated as property held for sale to customers, or that we can comply with certain safe-harbor provisions of the
Internal Revenue Code that would prevent such treatment. The 100% tax does not apply to gains from the sale of property that is held
througha TRS or other taxable corporation, although such income will be subject to tax in the hands of the corporation at regular
corporate rates. We intend to continue to structure our activities to avoid transactions that would result in a material amount of
prohibited transactions tax.

Income from Foreclosure Property. We generally will be subject to tax at the maximum corporate rate (currently 35%) on any net
income from foreclosure property, including any gain from the disposition o f the foreclosure property, other than income that
constitutes qualifying income for purposes of the 75% gross income test. Foreclosure property is real property and any personal
property incident to such real property (1) that we acquire as the result of having bid in the property at foreclosure, or having otherwise
reduced the property to ownership or possessionby agreement or process of law, after a default (or upon imminent default) on a lease
of the property oramortgage loanheld by us and secured by the property, (2) for which we acquired the related loan orlease at a time
when default was not imminent or anticipated, and (3) with respect to which we made a proper election to treat the property as
foreclosure property. Any gain from the sale of property for which a foreclosure property election has been made willnot be subject
to the 100% tax on gains from prohibited transactions described above, even if the property would otherwise constitute inventory or
dealer property. We expect to make the foreclosure property election withrespect to property we acquire through foreclosure if the
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electionis available (which may not be the case withrespect to acquired “distressed loans”) and the income related to such property
that otherwise would be nonqualifying for purposes of the REIT gross income tests is material.

Cash/Income Differences/Phantom Income. Due to the nature of the assets in which we will invest, we may be required to
recognize taxable income from those assets inadvance of ourreceipt of cash flowonorproceeds from dispositionof such assets,
and may be required to report taxable income in early periods that exceeds the economic income ultimately realized onsuch assets.

We have acquired and may continue to acquire debt instruments in the secondary market for less than their face amount. The
amount of such discount generally will be treated as “market discount” for U.S. federal income tax purposes. We may elect to include
in taxable income accrued market discount as it accrues rather than as it is realized for economic purposes, resulting in phantom
income. Principal payments on certain loans are made monthly, and consequently accrued market discount may have to be included in
income each month as if the debt instrument were assured of ultimately being collected in full. If we collect less on the debt instrument
than our purchase price plus the market discount we had previously reported as income, we may not be able to benefit from any
offsetting loss deductions.

Some of the MBSs that we acquire may have been issued with original issue discount. In general, we will be required to accrue
original issue discount based on the constant yield to maturity of the MBS, and to treat it as taxable income in accordance with
applicable U.S. federal income tax rules even though smaller or no cash payments are received on such debt instrument. As in the case
of the market discount discussed in the preceding paragraph, the constant yield in question will be determined and we will be taxed
based on the assumption that all future payments due on MBS in question will be made, with consequences similar to those described in
the previous paragraph, if all payments on the MBS are not made.

Inaddition, pursuant to our investment strategy, we have acquired and may continue to acquire distressed debt investments that
are subsequently modified by agreement with the borrower. If the amendments to the outstanding debt are “significant modifications”
under the applicable Treasury Regulations, the modified debt may be considered to have beenreissued to us ina debt-for-debt
exchange with the borrower. In that event, we may be required to recognize income to the extent the principal amount o f the modified
debt exceeds our adjusted tax basis in the unmodified debt, and would hold the modified loan with a cost basis equal to its principal
amount for U.S. federal tax purposes. To the extent that such modifications are made withrespect to a debt instrument held by a TRS
treated as a dealer as described above, sucha TRS would be required at the end of each taxable year, including the taxable year in which
such modification was made, to mark the modified debt instrument to its fair market value as if the debt instrument were sold. In that
case, the TRS would recognize a loss at the end of the taxable year in which the modifications were made to the extent the fair market
value of such debt instrument were less than its principal amount after the modification.

In addition, in the event that any debt instruments or MBSs acquired by us are delinquent as to mandatory principal and interest
payments, orinthe event payments with respect to a particular debt instrument are not made when due, we may nonetheless be required
to continue to recognize the unpaid interest as taxable income. Similarly, we may be required to accrue interest income withrespect to
subordinate mortgage-backed securities at the stated rate regardless of whether corresponding cash payments are received.

Finally, we may be required under the terms of indebtedness that we incur to private lenders or pursuant to the Legacy Loans
Program to use cashreceived from interest payments to make principal payments on that indebtedness, with the effect of recognizing
income but not having a corresponding amount of cash available for distribution to holders of our securities.

Due to each of these potential timing differences between income recognition or expense deduction and cashreceipts or
disbursements, there is a significant risk that we may have substantial taxable income inexcess of
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cash available for distribution. In that event, we may need to borrow funds or take other action to satisfy the REIT distribution
requirements for the taxable year in which this “phantom income” is recognized. See “—Requirements for Qualification as a REIT—
Annual Distribution Requirements.”

Failure to Satisfy the Gross Income Tests. We have monitored and intend to continue to monitor our sources of income, including
any non-qualifying income received by us, and to manage our assets so as to ensure our compliance with the gross income tests. If we
fail to satisfy one orbothofthe 75% or95% gross income tests for any taxable year, we may still qualify as a REIT for such year if we
are entitled to relief under applicable provisions of the Internal Revenue Code. These relief provisions will be generally available if
(1) our failure to meet these tests was due to reasonable cause and not due to willful neglect and (2) following our identification of the
failure to meet the 75% or 95% gross income test for any taxable year, we file a schedule with the IRS setting fortha descriptionof
eachitem of our gross income that satisfies the gross income tests for purposes of the 75% or 95% gross income test forsuch
taxable year in accordance with Treasury Regulations. It is not possible to state whether we would be entitled to the benefit of these
relief provisions in all circumstances. As discussed above under “—Taxation of REITs in General,” even where these relief provisions
apply, the Internal Revenue Code imposes a tax based upon the profit attributable to the amount by which we fail to satisfy the particular
gross income test, which could be significant in amount.

Asset Tests
At the close of each calendar quarter, we must satisfy the following six tests relating to the nature of our assets:

(1) atleast 75% of the value of ourtotal assets must be represented by some combination of “real estate assets,” cash, cash
items, U.S. government securities, and, under some circumstances, stock or debt instruments purchased with new capital.
For this purpose, real estate assets include interests inreal property, such as land, buildings, leasehold interests inreal
property, stock of other corporations that qualify as REITs, and some types of MBSs and mortgage loans. A regularor
residual interest ina REMIC is generally treated as a real estate asset. If, however, less than 95% of the assets of a REMIC
consists of real estate assets (determined as if we held such assets), we will be treated as owning our proportionate share of
the assets of the REMIC. Assets that do not qualify for purposes of the 75% asset test are subject to the additional asset
tests described below;

(2) notmore than25% of our total assets may be represented by securities other than those described in (1) above;

(3) except forsecurities described in (1) above and securities in TRSs or QRSs, the value of any one issuer’s securities owned
by us may not exceed 5% of the value of our total assets;

(4) exceptforsecurities described in (1) above and securities in TRSs or QRSs we may not own more than 10% of any one
issuer’s outstanding voting securities;

(5) exceptforsecurities described in (1) above, securities in TRSs or QRSs, and certain types of indebtedness that are not
treated as securities for purposes of this test, as discussed below, we may not own more than 10% of the total value of the
outstanding securities of any one issuer; and

(6) notmore than25% of ourtotal assets may be represented by securities of one or more TRSs.

The 5% and 10% asset tests do not apply to securities of TRSs and QRSs. The 10% value test does not apply to certain “straight
debt” and other excluded securities, as described in the Internal Revenue Code, including (1) loans to individuals or estates,
(2) obligations to pay rents from real property, (3) rental agreements described in Section467 of the Internal Revenue Code
(generally, obligations related to deferred rental payments, other than with respect to transactions with related party tenants),
(4) securities issued by other REITSs, (5) certain securities issued by a state, the District of Columbia, a foreign govermment, ora
political subdivision of any of the foregoing, or the Commonwealth of Puerto Rico, and (6) any other arrangement as determined by
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the IRS. In addition, (a) a REIT’s interest as a partner in a partnership is not considered a security for purposes of the 10% value test;
(b) any debt instrument issued by a partnership (other than straight debt or other excluded security) willnot be considered a security
issued by the partnership if at least 75% of the partnership’s gross income is derived from sources that would qualify for the 75% gross
income test; and (c) any debt instrument issued by a partnership (other than straight debt or other excluded security) will not be
considered a security issued by a partnership to the extent of the REIT’s interest as a partner in the partnership.

Forpurposes of the 10% value test, “straight debt” means a written unconditional promise to pay ondemand or on a specified
date a sum certaininmoney if (1) the debt is not convertible, directly orindirectly, into stock, (2) the interest rate and interest payment
dates are not contingent on profits, the borrower’s discretion, or similar factors other than certain contingencies relating to the timing
and amount o f principal and interest payments, as described in the Internal Revenue Code, and (3) inthe case of anissuer whichis a
corporationor a partnership, securities that otherwise would be considered straight debt willnot be so considered if we, and any of our
“controlled TRSs” (as defined in the Internal Revenue Code), hold securities of the corporate or partnership issuer which (a) are not
straight debt or other excluded securities (prior to the application of this rule), and (b) have anaggregate value greater than 1% of the
issuer’s outstanding securities (including, for the purposes of a partnership issuer, our interest as a partner in the partnership).

As discussed above, we intend to invest in agency securities that are either pass-through certificates or collateralized mortgage
obligations. We expect that the agency securitics will be treated either as interests in grantor trusts or as interests in REMICs for U.S.
federal income tax purposes. Inthe case of agency securities treated as interests in grantor trusts, we would be treated as owning an
undivided beneficial ownership interest in the mortgage loans held by the grantor trust. Such mortgage loans will generally qualify as
real estate assets to the extent that they are secured by real property. We expect that substantially all of our agency securities treated
as interests in grantor trust will qualify as real estate assets. Inthe case of agency securities treated as interests ina REMIC, such
interests will generally qualify as real estate assets and income derived from REMIC interests will generally be treated as qualifying
income for purposes of the REIT income tests described above. If less than 95% of the assets of a REMIC are real estate assets,
however, then only a proportionate part of our interest in the REMIC and income derived from the interest will qualify for purposes of
the REIT asset and income tests.

If we hold a “residual interest” in a REMIC from which we derive “excess inclusionincome,” we will be required to either
distribute the excess inclusionincome or pay tax onit (ora combination of the two), even though we may not receive the income in
cash. To the extent that distributed excess inclusion income is allocable to a particular stockholder, the income (1) would not be
allowed to be offset by any net operating losses otherwise available to the stockholder, (2) would be subject to tax as unrelated
business taxable income in the hands of most types of stockholders that are otherwise generally exempt from U.S. federal income tax,
and (3) would result in the application of U.S. federal income tax withholding at the maximum rate (30%), without reduction pursuant to
any otherwise applicable income tax treaty or other exemption, to the extent allocable to most types of non-U.S. stockholders.
Moreover, any excess inclusion income that we receive that is allocable to specified categories of tax-exempt investors which are not
subject to unrelated business income tax, such as government entities or charitable remainder trusts, may be subject to corporate-level
income tax in our hands, whether ornot it is distributed. See “—Requirements for Qualification as a REIT—Taxable Mortgage Pools
and Excess Inclusion Income.”

To the extent that we hold mortgage participations or MBSs that do not represent REMIC interests, such assets may not qualify
as real estate assets, and the income generated from them might not qualify for purposes of either or both of the REIT income
requirements, depending upon the circumstances and the specific structure of the investment.

Areal estate mortgage loan that we own generally will be treated as a real estate asset for purposes of the 75% asset test if, on
the date that we acquire or originate the mortgage loan, the value of the real property securing the loan is equal to or greater than the
principal amount o f the loan. Existing IRS guidance provides that
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certainrules described above that are applicable to the gross income tests may apply to determine what portionof a mortgage loan
will be treated as a real estate asset if the mortgage loanis secured both by real property and other assets. Pursuant to Revenue
Procedure 2011-16, the IRS has announced that it willnot challenge a REIT’s treatment of a loan as a real estate asset in its entirety to
the extent that the value of the loanis equalto or less than the value of the real property securing the loan at the relevant testing date.
However, there are uncertainties regarding the application of the principles of Revenue Procedure 2011-16, particularly relating to the
properasset test treatment of loans acquired at a discount that increase in value during periods following the acquisition. There can be
no assurance that later interpretations of or any clarifications to this Revenue Procedure will be consistent with how we currently are
applying it to our REIT compliance analysis.

As discussed above, certain of our mezzanine loans may qualify for the safe harbor in Revenue Procedure 2003-65 pursuant to
which certain loans secured by a first priority security interest in ownership interests in a partnership or limited liability company will be
treated as qualifying assets for purposes of the 75% asset test and the 10% vote or value test. See “—Requirements for Qualification
as a REIT—Gross Income Tests.” We may make some mezzanine loans that do not qualify for that safe harbor and that do not qualify
as “straight debt” securities or for one of the other exclusions from the definition of “securities” for purposes of the 10% asset test.
We intend to make such investments in such a manner as not to fail the asset tests described above.

We generally do not and will not obtain independent appraisals to support our conclusions concerning the values of some orallof
our assets. Moreover, values of some assets that we own may not be susceptible to a precise determination, and such values can
change rapidly, significantly and unpredictably. There can be no assurance that the IRS willnot disagree with our determinations as to
value and the IRS could assert that a different value is applicable, in which case we might not satisfy the 75% asset test and the other
asset tests and could fail to qualify as a REIT. Furthermore, the proper classification of an instrument as debt or equity for U.S. federal
income tax purposes may be uncertain insome circumstances, which could adversely affect the application of the REIT asset
requirements to certain of our investments. Accordingly, there can be no assurance that the IRS willnot contend that our interests in our
subsidiaries or in the securities of otherissuers willnot cause a violation of the REIT asset tests.

We may enter into repurchase agreements under which we will normally sell certain of our assets to a counterparty and
simultaneously enter into an agreement to repurchase the sold assets. We believe that we will be treated for U.S. federal income tax
purposes as the owner of the assets that are the subject of any such repurchase agreement and the repurchase agreement will be treated
as a secured lending transaction notwithstanding that we may transfer 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 assets during the term o f the repurchase
agreement, in which case we could fail to qualify as a REIT.

Failure to Satisfy the Asset Tests. The asset tests must be satisfied not only on the last day of the calendar quarter in which we,
directly or through pass-through subsidiaries, acquire securities in the applicable issuer, but also on the last day of the calendar quarter in
which we increase our ownership of securities in such issuer, including as a result of increasing our interest in pass-through subsidiaries.
After initially meeting the asset tests at the close of any quarter, we willnot lose our qualification as a REIT for failure to satisfy the
asset tests at the end of a later quarter solely by reason of changes inasset values (including a failure caused solely by change in the
foreign currency exchange rate used to value a foreign asset), but a change in value of existing assets coupled with an acquisition o f
new assets could cause us to fail the asset tests. Our business involves regularly acquiring new assets and, accordingly, we generally
would not expect to benefit from this rule for purposes of our 75% asset test compliance orthe 25% TRS value limitation. If we fail to
satisfy the asset tests because we acquire assets during a quarter, we can cure this failure by disposing of sufficient non-qualifying
assets or acquiring sufficient qualifying assets within 30 days after the close of that quarter. We intend to continue to maintain adequate
records of value of ourassets to ensure compliance with the asset tests and to take any available action within 30 days after the close
of any quarter as may be required to cure any noncompliance with the asset tests. Although we planto take steps to ensure that we
satisfy such tests for any quarter with respect to which testing is
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to occur, there can be no assurance that such steps will always be successful. If we fail to timely cure any noncompliance with the asset
tests, we would cease to qualify as a REIT, unless we satisfy certain relief provisions.

The failure to satisfy the 5% asset test, orthe 10% vote or value asset tests can be remedied even after the 30-day cure period
under certain circumstances. Specifically, if we fail these asset tests at the end of any quarter and such failure is not cured within 30 days
thereafter, we may dispose of sufficient assets (generally within six months after the last day of the quarter in which our identification
of the failure to satisfy these asset tests occurred) to cure such a violation that does not exceed the lesserof 1% of our assets at the
end of the relevant quarter or $10,000,000. If we fail any of the other asset tests or our failure of the 5% and 10% asset tests is in
excess of the de minimis amount described above, as long as such failure was due to reasonable cause and not willful neglect, we are
permitted to avoid disqualification as a REIT, after the 30-day cure period, by taking steps including the disposing of sufficient assets
to meet the asset test (generally within six months after the last day of the quarter in which our identification of the failure to satisfy the
REIT asset test occurred), paying a tax equal to the greater of $50,000 or the highest corporate income tax rate (currently 35%) of the
net income generated by the non-qualifying assets during the period in which we failed to satisfy the asset test, and filing in accordance
with applicable Treasury Regulations a schedule with the IRS that describes the assets. We intend to take advantage of any and all relief
provisions that are available to us to cure any violation of the asset tests applicable to REITs. In certain circumstances, utilization of
such provisions could result in us being required to pay anexcise or penalty tax, which could be significant in amount.

Annual Distribution Requirements

Inorderto qualify as a REIT, we are required to distribute dividends, other than capital gain dividends, to holders of our securities
inan amount at least equal to:

e the sum of: (1) 90% of our “REIT taxable income,” computed without regard to our net capital gains and the deduction for
dividends paid, and (2) 90% of our net income, if any, (after tax) from foreclosure property; minus

e the sum of specified items of “non-cash income.”

For purposes of this test, “non-cash income” means income attributable to leveled stepped rents, original issue discount included
in our taxable income without the receipt of a corresponding payment, cancellation of indebtedness or a like kind exchange that is later
determined to be taxable.

We generally must make dividend distributions in the taxable year to which they relate. Dividend distributions may be made in the
following year intwo circumstances. First, if we declare a dividend in October, November, or December of any year witha record date
inone of these months and pay the dividend on orbefore January 31 of the following year. Such distributions are treated as both paid by
us and received by each stockholder on December 31 of the year in which they are declared. Second, distributions may be made in the
following year if they are declared before we timely file our tax return for the year and if made with or before the first regular dividend
payment after such declaration. These distributions are taxable to our stockholders in the year in which paid, even though the
distributions relate to our prior taxable year for purposes of the 90% distribution requirement.

Inorder for distributions to be counted as satisfying the annual distribution requirement for REITs, and to provide us with a REIT-
leveltax deduction, the distributions must not be “preferential dividends.” A dividend is not a preferential dividend if the distribution is
(1) pro rata among all outstanding shares of stock within a particular class, and (2) inaccordance with the preferences among different
classes of stock as set forth in our organizational documents.

To the extent that we distribute at least 90%, but less than 100%, of our “REIT taxable income,” as adjusted, we will be subject to
tax at ordinary corporate tax rates on the retained portion. We may elect to retain, rather
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than distribute, our net long-term capital gains and pay tax on such gains. In this case, we could elect for our stockholders to include
their proportionate share of such undistributed long-term capital gains in income, and to receive a corresponding credit for their share
of the tax that we paid. Our stockholders would then increase their adjusted basis of their stock by the difference between (1) the
amounts of capital gain dividends that we designated and that they included in their taxable income, minus (2) the tax that we paid on
their behalf with respect to that income.

To the extent that we may have available net operating losses carried forward from prior tax years, such losses may reduce the
amount of distributions that we must make in order to comply with the REIT distribution requirements. Such losses, however, (1) will
generally not affect the character, in the hands of our stockholders, of any distributions that are actually made as ordinary dividends or
capital gains and (2) cannot be passed through orused by our stockholders. See “—Taxation of Holders of Our Securities—T axation
of Taxable U.S. Holders—Distributions Generally.”

If we fail to distribute during each calendar year at least the sum of (a) 85% of our REIT ordinary income forsuchyear, (b) 95%
of our REIT capital gainnet income forsuch year, and (¢) any undistributed taxable income from prior periods, we would be subject to
anon-deductible 4% excise tax onthe excess of suchrequired distribution over the sum of (x) the amounts actually distributed, and
(y) the amounts of income we retained and on which we paid corporate income tax.

In addition, if we were to recognize “built-in-gain” (as defined below) onthe disposition of any assets acquired from a “C”
corporation in a transaction in which our basis in the assets was determined by reference to the “C” corporation’s basis (for instance, if
the assets were acquired in a tax-free reorganization), we would be required to distribute at least 90% of the built-in-gain net of the tax
we would pay onsuch gain. “Built-in-gain” is the excess of (a) the fair market value of the asset (measured at the time of acquisition)
over (b) the basis of the asset (measured at the time of acquisition). The results described in this paragraph also could occur if we
failed to qualify as a REIT (and, thus, were treated as a subchapter C corporation) for a prior year and then re-qualified as a REIT ina
later year, in which case the “built-in gain” would be measured as of the beginning of the year in which we first re-qualify as a REIT.

It is possible that, from time to time, we may not have sufficient cash to meet the distribution requirements due to timing
differences between our actual receipt of cash, including receipt of distributions from our subsidiaries and our inclusion of items in
income for U.S. federal income tax purposes. In the event that such timing differences occur, inorder to meet the distribution
requirements, it might be necessary forus to arrange for short-term, or possibly long-term, borrowings, or to pay dividends in the
form of taxable in-kind distributions o f property. Alternatively, we may declare a taxable dividend payable in cash or stock at the
electionof each stockholder, where the aggregate amount of cash to be distributed in such dividend may be subject to limitation. The
terms of our credit facility (or other debt we incur in the future) may limit our ability to pay distributions to our shareholders, which
could in turn adversely impact our ability to meet the REIT distribution requirements, eliminate our entire U.S. federal income tax
liability or maintain our REIT qualification.

We may be able to rectify a failure to meet the distribution requirements for a year by paying “deficiency dividends” to
stockholders in a later year, which may be included in our deduction for dividends paid for the earlier year. In this case, we may be able
to avoid losing REIT qualification or being taxed on amounts distributed as deficiency dividends. We will be required to pay interest and
a penalty based onthe amount of any deduction taken for deficiency dividends.

Record-Keeping Requirements

We are required to maintain records and request on an annual basis information from specified stockholders. These requirements
are designed to assist us in determining the actual ownership of our outstanding stock and maintaining our qualifications as a REIT.
Failure to comply could result in monetary fines.
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Foreign Investments

We and our subsidiaries hold, and may acquire additional, investments in foreign countries, requiring us to pay taxes to foreign
countries. Taxes that we pay in foreign jurisdictions may not be passed throughto, orused by, our stockholders as a foreign tax credit
orotherwise. We could be subject to U.S. federal income tax rules intended to prevent or minimize the value of the deferral of the
recognition by us of passive-type income of foreign entities in which we own a direct or indirect interest. As a result, we could be
required to recognize taxable income for U.S. federal income tax purposes prior to receiving cash distributions with respect to that
income or, in certain circumstances, pay an interest charge on U.S. federal income tax that we are deemed to have deferred. Our
foreign investments might also generate foreign currency gains and losses. Certain foreign currency gains may be excluded from
gross income for purposes of one orbothof the gross income tests, as discussed above. See above under “—Requirements for
Qualification as a REIT—Gross Income Tests.”

Taxable Mortgage Pools and Excess Inclusion Income

If we have an investment in an arrangement that is classified as a “taxable mortgage pool,” that TMP arrangement will be subject
to tax as a separate corporation unless we own 100% of the equity in such TMP arrangement. Whether an arrangement is oris not a
TMP may not be susceptible to precise determination. If an investment in which we own an interest is characterized as a TMP and thus a
separate corporation, we will satisfy the 100% ownership requirement only if we own all classes of securities that for tax purposes are
characterized as equity, which is o ften an uncertain factual issue. Accordingly, if an investment in which we own an interest is
characterized as a TMP and thus a separate corporation, we may be unable to comply with the REIT asset tests that restrict our ability
to ownmost corporations. A portion of the REIT’s income from a TMP arrangement that is not taxed as a separate corporation, which
might be non-cash accrued income, could be treated as “excess inclusion income.” The manner in which excess inclusion income is
calculated is not clear under current law. However, as required by IRS guidance, we intend to make such determinations based on what
we believe to be a reasonable method. Under the IRS guidance, a REIT’s excess inclusion income, including any excess inclusion
income from a residual interest ina REMIC, must be allocated among its stockholders in proportion to dividends paid. A REIT is
required to notify stockholders of the amount of “excess inclusionincome” allocated to them. A stockholder’s share of excess
inclusionincome:

e cannot be offset by any net operating losses otherwise available to the stockholder;

* inthe case of a stockholderthatis a REIT, a RIC ora common trust fund or other pass through entity, is considered excess
inclusion income of such entity;

» is subject to tax as unrelated business taxable income in the hands of most types of stockholders that are otherwise generally
exempt from federal income tax;

« results inthe application of U.S. federal income tax withholding at the maximum rate (30%), without reduction for any
otherwise applicable income tax treaty or other exemption, to the extent allocable to most types of non-U.S. stockholders;
and

» is taxable (at the highest corporate tax rate, currently 35%) to the REIT, rather than its stockholders, to the extent allocable
to the REIT’s stock held inrecord name by disqualified organizations (generally, tax-exempt entities not subject to unrelated
business income tax, including governmental organizations).

Tax-exempt investors, RIC or REIT investors, non-U.S. investors and taxpayers with net operating losses should care fully
consider the tax consequences described above, and are urged to consult their tax advisors.

Failure to Qualify as a REIT

If we fail to satisfy one or more requirements for REIT qualification other than the gross income or asset tests, we could avoid
disqualification if our failure is due to reasonable cause and not to willful neglect and we
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pay a penalty of $50,000 for each such failure. Relief provisions are available for failures of the gross income tests and asset tests, as
described above in “Requirements for Qualification as a REIT—Gross Income Tests” and “Requirements for Qualification as a REIT—
Asset Tests.”

If we fail to qualify for taxation as a REIT in any taxable year, and the relief provisions described above do not apply, we would be
subject to tax, including any applicable alternative minimum tax, on our taxable income at regular corporate rates. We cannot deduct
distributions to stockholders in any year in which we are not a REIT, nor would we be required to make distributions in such a year. In this
situation, to the extent of current and accumulated earnings and profits, distributions to U.S. stockholders that are individuals, trusts and
estates will generally be taxable at capital gains rates (through 2012). In addition, subject to the limitations of the Internal Revenue
Code, corporate distributees may be eligible for the dividends received deduction. Unless we are entitled to relief under specific
statutory provisions, we would also be disqualified from re-electing to be taxed as a REIT for the four taxable years following the year
during which we lost qualification. It is not possible to state whether, in all circumstances, we would be entitled to this statutory relief.

Taxation of Holders of Our Securities
Taxation of Taxable U.S. Holders

This section summarizes the taxationof U.S. holders that are not tax-exempt organizations. For these purposes, a U.S. holderis a
beneficial owner of our securities that for U.S. federal income tax purposes is:

e acitizenorresident of the U.S;

e acorporation (including an entity treated as a corporation for U.S. federal income tax purposes) created ororganized inor
under the laws of the U.S. orof a political subdivision thereo f (including the District of Columbia);

» anestate whose income is subject to U.S. federal income taxationregardless of its source; or

+ any trustif (1) a U.S. court is able to exercise primary supervision over the administration of such trust and one ormore U.S.
persons have the authority to controlall substantial decisions of the trust, or (2) it has a valid election in place to be treated as
a U.S. person.

If an entity or arrangement treated as a partnership for U.S. federal income tax purposes holds our securities, the U.S. federal
income tax treatment of a partner generally will depend upon the status of the partner and the activities of the partnership. A partnerofa
partnership holding our securities should consult its own tax advisor regarding the U.S. federal income tax consequences to the partner
of the acquisition, ownership and disposition of our securities by the partnership.

Distributions Generally. So long as we qualify as a REIT, the distributions that we make to our taxable U.S. holders out of current
oraccumulated earnings and profits that we do not designate as capital gain dividends or as qualified dividend income will generally be
taken into account by U.S. holders as ordinary income and will not be eligible for the dividends received deduction for corporations. In
determining the extent to which a distribution with respect to our securities constitutes a dividend for U.S. federal income tax purposes,
our earning s and pro fits will be allocated first to distributions with respect to our preferred stock, if any, and thento our commonstock.
Dividends received from REITSs are generally not eligible to be taxed at the preferential qualified dividend income rates currently
available to individual U.S. holders who receive dividends from taxable subchapter C corporations.

Distributions to Holders of Depositary Shares. Owners of depositary shares will be treated for U.S. federal income tax purposes as
if they were owners of the underlying preferred stock represented by such depositary shares. Accordingly, such owners will be entitled
to take into account, for U.S. federal income tax purposes, income and deductions to which they would be entitled if they were direct
holders of the underlying preferred shares. In addition, (1) no gainorloss will be recognized for U.S. federal income tax purposes upon
the
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withdrawal o f certificates evidencing the underlying preferred stock in exchange for depositary receipts, (2) the tax basis of each share
of the underlying preferred stock to an exchanging owner of depositary shares will, upon such exchange, be the same as the aggregate
tax basis of the depositary shares exchanged therefore, and (3) the holding period for the underlying preferred stock in the hands of an
exchanging owner of depositary shares will include the period during which such person owned such depositary shares. Fora discussion
of the treatment of dividends and other distributions with respect to the preferred stock, see “—Taxation of Holders of Our Securities
—Taxation of Taxable U.S. Holders — Distributions Generally.”

Capital Gain Dividends. We may elect to designate distributions of our net capital gain as “capital gain dividends.” Distributions
that we designate as capital gain dividends will generally be taxed to U.S. holders as long-term capital gains without regard to the period
for which the U.S. holder that receives such distribution has held its securities. Designations made by us will only be effective to the
extent that they comply with Revenue Ruling 89-81, which requires that distributions made to different classes of shares be composed
proportionately of dividends of a particular type. If we designate any portion of a dividend as a capital gain dividend, a U.S. holder will
receive an IRS Form 1099-DIV indicating the amount that will be taxable to the U.S. stockholder as capital gain. Corporate U.S. holders
may be required to treat up to 20% of some capital gain dividends as ordinary income. Recipients of capital gain dividends from us that
are taxed at corporate income tax rates will be taxed at the normal corporate income tax rates on these dividends.

We may elect to retain and pay taxes onsome orallof our net long term capital gains, in which case U.S. holders will be treated as
having received, solely for U.S. federal income tax purposes, our undistributed capital gains as well as a corresponding credit or
refund, as the case may be, for taxes that we paid on such undistributed capital gains. See “—Requirements for Qualification as a REIT
—Annual Distribution Requirements.”

We will classify portions of any designated capital gain dividend or undistributed capital gain as either:

* along-term capital gain distribution, which would be taxable to non-corporate U.S. holders at a maximum rate of 15%
(through 2012), and taxable to U.S. stockholders that are corporations at a maximum rate of 35%; or

* an“unrecaptured Section 1250 gain” distribution, which would be taxable to non-corporate U.S. holders at a maximum rate of
25%, to the extent of previously claimed depreciation deductions.

Distributions from us inexcess of our current and accumulated earnings and pro fits will not be taxable to a U.S. holder to the
extent that they do not exceed the adjusted basis of the U.S. holder’s securities inrespect of which the distributions were made. Rather,
the distribution will reduce the adjusted basis of these securities. To the extent that such distributions exceed the adjusted basis of a
U.S. holder’s securities, the U.S. holder generally must include such distributions in income as long-term capital gain, or short-term
capital gain if the securities have been held for one year or less. In addition, any dividend that we declare in October, Novemberor
December of any year and that is payable to a U.S. holderof record on a specified date in any such month will be treated as both paid
by us and received by the U.S. holder on December 31 of such year, provided that we actually pay the dividend before the end of
January of the following calendar year.

To the extent that we have available net operating losses and capital losses carried forward from prior tax years, such losses may
reduce the amount o f distributions that we must make in order to comply with the REIT distribution requirements. See “—Taxationof
Colony Financial, Inc.” and “—Requirements for Qualification as a REIT—Annual Distribution Requirements.” Such losses, however,
are not passed throughto U.S. stockholders and do not offset income of U.S. holders from othersources, nor would such losses
affect the character of any distributions that we make, which are generally subject to tax inthe hands of U.S. holders to the extent that
we have current or accumulated earnings and profits.

If excess inclusionincome from a TMP or REMIC residual interest is allocated to any U.S. holder, that income will be taxable in
the hands of the U.S. holder and would not be offset by any net operating losses of the
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U.S. holder that would otherwise be available. See “—Requirements for Qualification as a REIT—Taxable Mortgage Pools and Excess
Inclusion Income.” As required by IRS guidance, we intend to notify our U.S. holders if a portion of a dividend paid by us is attributable
to excess inclusion income.

Qualified Dividend Income. Withrespect to U.S. holders who are taxed at the rates applicable to individuals, we may elect to
designate a portion of our distributions paid to such U.S. holders as “qualified dividend income.” A portion of a distribution that is
properly designated as qualified dividend income is taxable to non-corporate U.S. holders as capital gain, provided that the U.S. holder
has held the securities with respect to which the distribution is made for more than 60 days during the 121-day period beginning on the
date that is 60 days before the date on which such security became ex-dividend with respect to the relevant distribution. The maximum
amount of our distributions eligible to be designated as qualified dividend income for a taxable year is equal to the sum of:

* the qualified dividend income received by us during such taxable year from non-REIT corporations (including any TRS in
which we may own an interest);

* the excess of any “undistributed” REIT taxable income recognized during the immediately preceding year over the U.S.
federal income tax paid by us withrespect to such undistributed REIT taxable income; and

+ the excess of any income recognized during the immediately preceding year attributable to the sale of a built-in-gain asset
that was acquired in a carry-over basis transaction from a non-REIT “C” corporation over the U.S. federal income tax paid by
us withrespect to such built-in gain.

Generally, dividends that we receive will be treated as qualified dividend income for purposes of the first bullet above if the
dividends are received from a U.S. corporation (other thana REIT ora RIC), any TRS we may form, or a “qualifying foreign
corporation” and specified holding period requirements and other requirements are met. If we designate any portion of a dividend as
qualified dividend income, a U.S. stockholder will receive an IRS Form 1099-DIV indicating the amount that will be taxable to the holder
as qualified dividend income.

Passive Activity Losses and Investment Interest Limitations. Distributions made by us and gain arising from the sale or exchange by
aU.S.holderof oursecurities will not be treated as passive activity income. As a result, U.S. holders willnot be able to apply any
“passive losses” against income or gain relating to our securities. Distributions made by us, to the extent they do not constitute a return
of capital, generally will be treated as investment income for purposes of computing the investment interest limitation. A U.S. holder
that elects to treat capital gain dividends, capital gains from the disposition of securities, or qualified dividend income as investment
income for purposes of the investment interest limitation will be taxed at ordinary income rates on such amounts. We intend to notify
U.S. holders regarding the portions of distributions for each year that constitute ordinary income, return of capital and capital gain.

Dispositions of Our Securities. In general, a U.S. holder will realize gain orloss upon the sale, redemption or other taxable
disposition of our securities in an amount equal to the difference between the sum of the fair market value of any property and the
amount of cashreceived in such disposition and the U.S. holder’s adjusted tax basis in the securities at the time of the disposition. In
general, a U.S. holder’s adjusted basis will equal the U.S. holder’s acquisition cost, increased by the excess for net capital gains
deemed distributed to the U.S. holder (discussed above) less tax deemed paid on it and reduced by returns on capital. In general,
capital gains recognized by individuals and other non-corporate U.S. holders upon the sale or disposition of securities will be subject to
a maximum federal income tax rate of 15% (through 2012), if our securities are held for more than one year, and will be taxed at
ordinary income rates (of up to 35% through2012) if the security is held for one year orless. Gains recognized by U.S. holders that are
corporations are subject to federal income tax at a maximum rate of 35%, whether ornot such gains are classified as long-term capital
gains.

Capital losses recognized by a U.S. holder upon the disposition of our securities that were held for more than one year at the time
of disposition will be considered long-term capital losses, and are generally available
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only to offset capital gainincome of the U.S. holder but not ordinary income (except in the case of individuals, who may offset up to
$3,000 of ordinary income each year). Inaddition, any loss upona sale or exchange of securities by a U.S. holder who has held the
shares for six months or less, after applying holding period rules, will be treated as a long-term capital loss to the extent of distributions
that we make that are required to be treated by the U.S. holder as long-term capital gain.

If aninvestorrecognizes a loss upon a subsequent disposition of our securities in an amount that exceeds a prescribed threshold,
it is possible that the provisions of Treasury Regulations involving “reportable transactions” could apply, with a resulting re quirement to
separately disclose the loss-generating transaction to the IRS. These regulations, though directed towards “tax shelters,” are broadly
written, and apply to transactions that would not typically be considered tax shelters. The Internal Revenue Code imposes significant
penalties for failure to comply with these requirements. You should consult your tax advisors concerning any possible disclosure
obligation with respect to the receipt or disposition of our securities, or transactions that we might undertake directly or indirectly.
Moreover, youshould be aware that we and other participants in the transactions in which we are involved (including their advisors)
might be subject to disclosure or other requirements pursuant to these regulations.

Expansion of Medicare Tax. The Health Care and Reconciliation Act of 2010 requires that, in certain circumstances, certain U.S.
stockholders that are individuals, estates, and trusts pay a 3.8% tax on “net investment income,” which includes, among other things,
dividends on and gains from the sale or other disposition of REIT shares, effective fortaxable years beginning after December 31,
2012. Prospective investors should consult their own tax advisors regarding this legislation.

Legislation Relating To Foreign Accounts. Under the Hiring Incentives to Restore Employment Act (enacted in March 2010) (the
“HIRE Act”), certain payments made after December 31, 2012 to “foreign financial institutions” inrespect of accounts of U.S.
stockholders at such financial institutions may be subject to withholding at a rate of 30%. U.S. stockholders should consult their tax
advisors regarding the effect, if any, of this legislation on their ownership and disposition of their common shares. See “—Information
Reporting and Backup Withholding Tax Applicable to Holders of our Securities—U.S. Holders—Withholding on Payments in Respect
of Certain Foreign Accounts.”

Redemption of Preferred Stock and Depositary Shares. Whenever we redeem any preferred stock or depositary shares, the
treatment accorded to any redemption by us for cash (as distinguished from a sale, exchange or other disposition) of our preferred
stock ordepositary shares to a holder of such securities can only be determined on the basis of the particular facts as to each holder at
the time of redemption. In general, a holder of our preferred stock or depositary shares will recognize capital gain or loss measured by
the difference between the amount received by the holder of such securities upon the redemption and such holder’s adjusted tax basis
in the shares redeemed (provided the preferred shares are held as a capital asset) if such redemption (i) results ina “complete
termination” of the holder’s interest in all classes of our stockunder Section 302(b)(3) of the Code, or (ii) is “not essentially equivalent
to a dividend” with respect to the holder of the preferred stock under Section 302(b)(1) of the Code. In applying these tests, there
must be taken into account not only the shares being redeemed, but also such holder’s ownership of other classes and series of our
securities and any options (including stock purchase rights) to acquire any of the foregoing. The holder of our preferred stock or
depositary shares also must take into account any such securities (including options) which are considered to be owned by such holder
by reason of the constructive ownership rules set forthin Sections 318 and 302(c) of the Code. If the holder of preferred stockor
depositary shares owns (actually or constructively) none of our voting stock, or owns an insubstantial amount o f our voting stock,
based upon current law, it is probable that the redemption of securities from such a holder would be considered to be “not essentially
equivalent to a dividend.” However, whether a distribution is “not essentially equivalent to a dividend” depends on all of the facts and
circumstances, and a holder of our preferred stock or depositary shares intending to rely onany of these tests at the time of
redemption should consult its tax advisorto determine their application to its particular situation. If the redemption does not meet any
of the tests under Section 302 of the Code, then the redemption proceeds received
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from our preferred stock or depositary shares will be treated as a distribution on our shares as described under “Taxation of Holders of
Our Securities—Taxation of Taxable U.S. Holders— Distributions Generally,” and “Taxation of Non-U.S. Holders—Distributio ns
Generally.”

If the redemption of a holder’s preferred stock or depositary shares is taxed as a dividend, the adjusted basis of such holder’s
redeemed securities will be transferred to any other securities held by the holder. If the holder owns no other securities, under certain
circumstances, such basis may be transferred to a related person, or it may be lost entirely. Withrespect to aredemptionof our
preferred stock or depositary shares that is treated as a distribution with respect to our securities, which is not otherwise taxable as a
dividend, the IRS has proposed Treasury regulations that would require any basis reduction associated with such a redemptionto be
applied on a share-by-share basis which could result in taxable gain with respect to some securities, even though the holder’s aggregate
basis for the securities would be sufficient to absorb the entire amount o f the redemption distribution (in excess of any amount of such
distribution treated as a dividend). Additionally, these proposed Treasury regulations would not permit the transfer of basis in the
redeemed shares of the preferred stock to the remaining securities held (directly orindirectly) by the redeemed holder. Instead, the
unrecovered basis inour preferred or depositary shares would be treated as a deferred loss to be recognized when certain conditions
are satisfied. These proposed Treasury regulations would be effective for transactions that occur after the date the regulations are
published as final Treasury regulations. There can, however, be no assurance as to whether, when, and in what particular form such
proposed Treasury regulations will ultimately be finalized.

Conversion of Our Preferred Stock into Common Stock. Except as provided below, a U.S. holder generally willnot recognize gain
orloss uponthe conversionof our preferred stock into our common stock. Except as provided below, a U.S. holder’s basis and
holding period inthe common stockreceived upon conversion generally will be the same as those of the converted preferred stock
(but the basis will be reduced by the portion of adjusted tax basis allocated to any fractional share of commonstock exchanged for
cash). Any commonstockreceived ina conversion that is attributable to accumulated and unpaid dividends onthe converted preferred
stock will be treated as a distribution on our securities as described above in “—Taxationof Holders of Our Securities—Taxationof
Taxable U.S. Holders—Distributions Generally.” Cashreceived upon conversionin lieu of a fractional share of commonstock
generally will be treated as a payment in a taxable exchange for such fractional share of common stock, and gainor loss will be
recognized onthe receipt of cash in an amount equal to the difference betweenthe amount of cashreceived and the adjusted tax basis
allocable to the fractional share of commonstockdeemed exchanged. This gainorloss willbe long-term capital gain or loss if the
U.S. holder has held the preferred stock for more than one year. See “—Taxation of Holders of Our Securities—Taxation of Taxable
U.S. Holders—Dispositions of Our Securities.” U.S. holders should consult with their tax advisor regarding the U.S. federal income tax
consequences of any transaction by which such holder exchanges common stockreceived ona conversion of preferred stock for
cashorother property.

Taxation of Tax-Exempt U.S. Holders

U.S. tax-exempt entities, including qualified employee pension and profit sharing trusts and individual retirement accounts,
generally are exempt from U.S. federal income taxation. Such entities, however, may be subject to taxation on their unrelated business
taxable income, or UBTI. While some investments inreal estate may generate UBTI, the IRS has ruled that dividend distributions from
a REIT to a tax-exempt entity generally do not constitute UBTI. Based on that ruling, and provided that (1) a U.S. tax-exempt holder has
not held our securities as “debt financed property” within the meaning o f the Internal Revenue Code (i.e., where the acquisition or
holding of the property is financed through a borrowing by the U.S. tax-exempt holder), (2) our securities are not otherwise used in an
unrelated trade or business, and (3) we do not hold an asset that gives rise to “excess inclusion income,” distributions that we make and
income from the sale of our securitics generally should not give rise to UBTI to a U.S. tax-exempt holder.

To the extent that we are (ora part of us, ora disregarded subsidiary of ours is) a TMP, or if we hold residual interests ina
REMIC, a portion of the dividends paid to a U.S. tax-exempt holder that is allocable to
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excess inclusion income may be treated as UBTI. If, however, excess inclusionincome is allocable to some categories of U.S. tax-
exempt holders that are not subject to UBTI, we might be subject to corporate leveltax onsuch income, and, in that case, may reduce
the amount of distributions to those holders whose ownership gave rise to the tax. See “—Requirements for Qualification as a REIT—
Taxable Mortgage Pools and Excess Inclusion Income.” As required by IRS guidance, we intend to notify our tax-exempt U.S. holders
if a portion of a dividend paid by us is attributable to excess inclusion income.

Tax-exempt U.S. holders that are social clubs, voluntary employee benefit associations, supplemental unemployment benefit
trusts, and qualified group legal services plans exempt from federal income taxationunder sections 501(c)(7), (¢)(9), (¢)(1 7) or
(c)(20) of the Internal Revenue Code, respectively, or single parent title-holding corporations exempt under Section 501(c)(2) whose
income is payable to any of the aforementioned tax-exempt organizations, are subject to different UBTI rules, which generally require
suchholders to characterize distributions from us as UBTI unless the organization is able to properly claim a deduction for amounts set
aside orplaced inreserve for certain purposes so as to offset the income generated by its investment in our securities. These holders
should consult with their own tax advisors concerning these set aside and reserve requirements.

In certain circumstances, a pension trust (1) that is described in Section401(a) of the Internal Revenue Code, (2) is tax exempt
under Section 501(a) of the Internal Revenue Code, and (3) that owns more than 10% of our securities could be required to treat a
percentage of the dividends as UBTI, if we are a “pension-held REIT.” We willnot be a pension-held REIT unless:

» either (i) one pension trust owns more than25% of the value of our securities, or (ii) one or more pension trusts, each
individually holding more than 10% of the value of our securities, collectively owns more than 50% of the value of our
securities; and

* we would not have qualified as a REIT but for the fact that Section 856(h)(3) of the Internal Revenue Code provides that
stock owned by such trusts shall be treated, for purposes of the requirement that not more than 50% of the value of the
interests of a REIT is owned, directly or indirectly, by five or fewer “individuals” (as defined in the Internal Revenue Code to
include certain entities), as owned by the beneficiaries of such trusts.

Certain restrictions on ownership and transfer of our common stock and preferred stock contained in our charter generally should
prevent a person from owning more than 10% of the value of our commonstock or preferred stock, and thus we are not likely to
become a pension-held REIT.

Tax-exempt U.S. holders are urged to consult their tax advisors regarding the U.S. federal, state, local and foreign income and
other tax consequences of owning our securities.

Taxation of Non-U.S. Holders

The following is a summary of certain U.S. federal income tax consequences of the acquisition, ownership and dispositionof our
securities applicable to non-U.S. holders. For purposes of this summary, “non-U.S. holder” is a beneficial owner of our securities that is
nota U.S. holder (as defined above under “—Taxation of Holders of Our Securities—Taxation of Taxable U.S. Holders”) or an entity
that is treated as a partnership for U.S. federal income tax purposes. The following discussionis based on current law, and is for general
information only. It addresses only selected, and not all, aspects of U.S. federal income taxation.

Distributions Generally. As described in the discussion below, distributions paid by us withrespect to our securities will be treated
for U.S. federal income tax purposes as:

* ordinary income dividends;
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* return of capital distributions; or

* long-term capital gain.

This discussion assumes that our common stock will continue to be considered regularly traded on an established securities
market for purposes of the Foreign Investment in Real Property Tax Act of 1980, or FIRPTA, provisions described below. If our
commonstockis no longerregularly traded on an established securities market, the tax considerations described below would
materially differ.

Ordinary Income Dividends. A distribution paid by us to a non-U.S. holder will be treated as an ordinary income dividend if the
distribution is payable out of our earnings and profits and:

* not attributable to our net capital gain; or

+ the distribution is attributable to our net capital gain from the sale of “U.S. real property interests,” or USRPIs, and the non-
U.S. holder owns 5% orless of the value of the applicable class orseries of our securities at all times during the one-year
period ending on the date of distribution.

In general, non-U.S. holders willnot be considered to be engaged ina U.S. trade or business solely as a result o f their o wnership
of oursecurities. In cases where the dividend income from a non-U.S. holder’s investment in our securities is, or is treated as,
effectively connected with the non-U.S. holder’s conduct of a U.S. trade or business, the non-U.S. holder generally will be subject to
U.S. federal income tax at graduated rates, in the same manner as U.S. holders are taxed withrespect to such dividends. Such income
must generally be reported ona U.S. federal income tax return filed by or on behalf of the non-U.S. holder. The income may also be
subject to the 30% branch profits tax in the case of a non-U.S. holder that is a corporation.

Generally, we will withhold and remit to the IRS 30% of dividend distributions (including distributions that may later be determined
to have beenmade inexcess of current and accumulated earings and profits) that could not be treated as capital gain distributions with
respect to the non-U.S. holder (and that are not deemed to be capital gain dividends for purposes of FIRPT A withho Iding rules
described below) unless:

* alowertreaty rate applies and the non-U.S. holder files an IRS Form W-8BEN evidencing eligibility for that reduced treaty
rate with us; or

* the non-U.S. holder files an IRS Form W-8ECI with us claiming that the distribution is income effectively connected with the
non-U.S. holder’s trade or business.

Reduced treaty rates and other exemptions are not available to the extent that income is attributable to excess inclusion income
allocable to the non-U.S. holder. Accordingly, we will withhold at a rate of 30% on any portion of a dividend that is paid to a non-U.S.
holder and attributable to that holder’s share of our excess inclusionincome. See “—Requirements for Qualification as a REIT—
Taxable Mortgage Pools and Excess Inclusion Income.” As required by IRS guidance, we intend to notify our non-U.S. holders if a
portionof a dividend paid by us is attributable to excess inclusion income.

Return of Capital Distributions. Unless (A) our securities constitute a USRPI or (B) either (1) the non-U.S. holder’s investment in
our securities is effectively connected with a U.S. trade or business conducted by suchnon-U.S. holder (in which case the non-U.S.
holder will be subject to the same treatment as U.S. holders with respect to such gain) or (2) the non-U.S. holder is a nonresident alien
individual who was present in the U.S. for 183 days or more during the taxable year and has a “tax home” in the U.S. (in which case the
non-U.S. holder will be subject to a 30% tax on the individual’s net capital gain for the year), distributions that we make which are not
dividends out of our earnings and pro fits willnot be subject to U.S. federal income tax. If we cannot determine at the time a distribution
is made whether ornot the distribution will exceed current and accumulated earnings and profits, the distribution will be subject to
withholding at the rate applicable to dividends. The non-U.S. holder may seek a refund from the IRS of any amounts withheld if it
subsequently is determined that
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the distribution was, in fact, inexcess of our current and accumulated eamings and pro fits. If our securities constitutes a USRPI, as
described below, distributions that we make inexcess of the sum of (1) the non-U.S. holder’s proportionate share of our earnings and
profits, and (2) the non-U.S. holder’s basis in its securities, will be taxed under FIRPT A at the rate of tax, including any applicable capital
gains rates, that would apply to a U.S. holder of the same type (e.g., anindividual or a corporation, as the case may be), and the
collection of the tax willbe enforced by a refundable withholding tax at a rate of 10% of the amount by which the distribution exceeds
the holder’s share of our earnings and profits.

Capital Gain Dividends. A distribution paid by us to a non-U.S. holder will be treated as long-term capital gain if the distribution is
paid out of our current or accumulated earnings and profits and:

+ the distribution is attributable to our net capital gain (other than from the sale of USRPIs) and we timely designate the
distribution as a capital gain dividend; or

» the distribution is attributable to our net capital gain from the sale of USRPIs and the non-U.S. holder owns more than 5% of
the applicable class orseries of our securities at any point during the one-year period ending on the date on which the
distribution is paid.

Long-term capital gain that a non-U.S. holderis deemed to receive from a capital gain dividend that is not attributable to the sale
of USRPIs generally willnot be subject to U.S. federal income tax in the hands of the non-U.S. holder unless:

* the non-U.S. holder’s investment in our securities is effectively connected with a U.S. trade or business of the non-U.S.
holder, in which case the non-U.S. holder will be subject to the same treatment as U.S. holders with respect to any gain,
except that a non-U.S. holder that is a corporation also may be subject to the 30% branch profits tax; or

e the non-U.S. holder is a nonresident alien individual who is present in the United States for 183 days or more during the
taxable year and has a “tax home” in the United States in which case the nonresident alien individual will be subject to a 30%
tax on his capital gains.

Under FIRPT A, distributions that are attributable to net capital gain from the sales by us of USRPIs and paid to a non-U.S. holder
that owns more than 5% of the value of the applicable class orseries of our securities at any time during the one-year period ending on
the date on which the distribution is paid will be subject to U.S. tax as income effectively connected witha U.S. trade or business. The
FIRPTA tax will apply to these distributions whether or not the distribution is designated as a capital gain dividend, such distributions
may also be subject to a 30% branch profits tax.

Any distribution paid by us that is treated as a capital gain dividend or that could be treated as a capital gain dividend withrespect to
a particular non-U.S. holder will be subject to special withholding rules under FIRPT A. We will withhold and remit to the IRS 35% of any
distribution that could be treated as a capital gain dividend with respect to the non-U.S. holder, to the extent that the distribution is
attributable to the sale by us of USRPIs. The amount withheld is creditable against the non-U.S. holder’s U.S. federal income tax liability
or refundable when the non-U.S. holder properly and timely files a tax return with the IRS.

Undistributed Capital Gain. Although the law is not entirely clear on the matter, it appears that amounts designated by us as
undistributed capital gains inrespect of our securities held by non-U.S. holders generally should be treated in the same manner as actual
distributions by us of capital gain dividends. Under this approach, the non-U.S. holder would be able to offset as a credit against their
U.S. federal income tax liability resulting therefrom their proportionate share of the tax paid by us on the undistributed capital gains
treated as long-term capital gains to the non-U.S. holder, and generally receive from the IRS a refund to the extent their proportionate
share of the tax paid by us were to exceed the non-U.S. holder’s actual U.S. federal income tax liability on such long-term capital gain.
If we were to designate any portion of our net capital gain as undistributed capital gain, a non-U.S. holder should consult its tax advisors
regarding taxation of such undistributed capital gain.
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Dispositions of Our Securities. Unless our securities constitute a USRPI, a sale of our securities by a non-U.S. holder generally will
not be subject to U.S. federal income taxation under FIRPT A. Generally, with respect to any particular holder, our securities will
constitute a USRPI only if each of the following three statements is true:

« Fifty percent ormore of our assets onany of certain testing dates during a prescribed testing period consist of interests in
real property located within the United States, excluding for this purpose, interests inreal property solely in a capacity as
creditor;

*  We are not a “domestically-controlled qualified investment entity.” A domestically-controlled qualified investment entity
includes a REIT, less than 50% of value of which is held directly or indirectly by non-U.S. holders at all times during a
specified testing period. Although we believe that we are and will remain a domestically-controlled REIT, because our
commonstockis publicly traded we cannot make any assurance that we are or will remain a domestically-controlled qualified
investment entity; and

« FEither (a) the applicable class orseries of our securities is not “regularly traded,” as defined by applicable Treasury
Regulations, on an established securities market; or (b) the applicable class orseries of our securities is “regularly traded” on
an established securities market and the selling non-U.S. stockholder has held over 5% of the applicable class orseries of our
securities any time during the five-year period ending on the date of the sale.

Specific washsales rules applicable to sales of stockina domestically-controlled REIT could result in gain reco gnition, taxable
under FIRPT A, upon the sale of our securities even if we are a domestically-controlled qualified investment entity. These rules would
apply if anon-U.S. holder (1) disposes of our securities within a 30-day period preceding the ex-dividend date of a distribution, any
portion o f which, but for the disposition, would have been taxable to suchnon-U.S. holder as gain from the sale or exchange of a
USRPI, and (2) acquires, or enters into a contract or option to acquire, other shares of our securities during the 61-day period that
begins 30 days prior to such ex-dividend date.

If gain on the sale of our securities was subject to taxation under FIRPTA, the non-U.S. holder would be required to file a U.S.
federal income tax return and would be subject to the same treatment as a U.S. holder with respect to such gain, subject to applicable
alternative minimum tax and a special alternative minimum tax in the case of non-resident alien individuals, and the purchaser of the
securities could be required to withhold 10% of the purchase price and remit such amount to the IRS.

Gain from the sale of our securities that would not otherwise be subject to FIRPT A will nonetheless be taxable in the United States
to anon-U.S. holder intwo cases: (1) if the non-U.S. holder’s investment in our securities is effectively connected witha U.S. trade or
business conducted by such non-U.S. holder, the non-U.S. holder will be subject to the same treatment as a U.S. holder with respect to
such gain, or (2) if the non-U.S. holder is a nonresident alien individual who was present in the United States for 183 days or more during
the taxable year and has a “tax home” in the United States, the nonresident alien individual will be subject to a 30% tax on the individual’s
capital gain.

Legislation Relating to Payments to Certain Foreign Entities. Under the HIRE Act, withholding taxes are imposed on certain types
of payments made after December 31, 2012 to “foreign financial institutions” and certain other non-U.S. entities unless additional
certification, information reporting and other specified requirements are satisfied. Prospective investors are advised to consult their
own tax advisors regarding this legislation. See “—Information Reporting and Backup Withholding Tax Applicable to Holders of Our
Securities—Non-U.S. Holders—Withholding on Payments to Certain Foreign Entities.”

Conversion of Our Preferred Stock into Common Stock. Except as provided below, a non-U.S. holder generally will not recognize
gainorloss uponthe conversionof our preferred stock into our commonstock, provided our preferred stock does not constitute a
USRPI. Evenif our preferred stock does constitute a USRPI,
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provided our common stock also constitutes a USRPI, a non-U.S. holder generally willnot recognize gainorloss upona conversionof
our preferred stock into our common stock provided certain reporting requirements are satisfied. Except as provided below, a non-
U.S. holder’s basis and holding period inthe common stockreceived upon conversion will be the same as those of the converted
preferred stock (but the basis will be reduced by the portion of adjusted tax basis allocated to any fractional share of commonstock
exchanged for cash). Any common stockreceived ina conversion that is attributable to accumulated and unpaid dividends on the
converted preferred shares will be treated as a distribution on our stock as described under “—Taxation of Holders of our Securities—
Taxation of Non-U.S. Holders—Ordinary Income Dividends.” Cashreceived upon conversioninlieuof a fractional share of common
stock generally will be treated as a payment in a taxable exchange for such fractional share of common stock as described under “—
Taxation of Holders of our Securities—Taxation of Non-U.S. Holders—Dispositions of Our Stock.” Non-U.S. holders should consult
with their tax advisor regarding the U.S. federal income tax consequences of any transaction by which such holder exchanges common
stockreceived ona conversionof preferred stock for cash or other property.

Information Reporting and Backup Withholding Tax Applicable to Holders of Our Securities
U.S. Holders

Generally. In general, information reporting requirements will apply to payments of distributions on our securities and payments
of the proceeds of the sale of our securities to some holders, unless an exception applies. Further, the payor will be required to
withho 1d backup withholding tax (currently at a rate of 28%), if:

(1) the payee fails to furnish a taxpayer identification number, or TIN, to the payororto establish an exemption from backup
withho lding ;

(2) the IRS notifies the payor that the TIN furnished by the payee is incorrect;

(3) there has been a notified payee under-reporting with respect to interest, dividends or original issue discount described in
Section 3406(c) of the Internal Revenue Code; or

(4) there has beena failure of the payee to certify under the penalty of perjury that the payee is not subject to backup withholding
under the Internal Revenue Code.

Some holders of our securities, including corporations, financial institutions and certain tax-exempt organizations, may be
exempt from backup withholding. Any amounts withheld under the backup withholding rules from a payment to a holder of our securities
will be allowed as a credit against the holder’s U.S. federal income tax liability and may entitle the holder to a refund, provided that the
required information is furnished to the IRS. A U.S. holder that does not provide us with a correct taxpayer identification number may
also be subject to penalties imposed by the IRS.

Withholding on Payments in Respect of Certain Foreign Accounts. Under the HIRE Act, certain payments made after
December31, 2012 to “foreign financial institutions” inrespect of accounts of U.S. holders at such financial institutions may be subject
to withholding at a rate of 30% oncertaintypes of income, including dividends on and gains from the sale or other disposition of REIT
stock. U.S. holders should consult their tax advisors regarding the effect, if any, of this legislation on their ownership and dispositionof
their securities held with or through a financial institution or other foreign entity.

Non-U.S. Holders

Generally. Generally, information reporting will apply to payments o f distributions on our securities, and backup withholding,
currently at a rate of 28%, may apply, unless the payee certifies that it is not a U.S. person or otherwise establishes an exemption.

The proceeds from a disposition by a non-U.S. holder of securities to or through a foreign office of a broker generally willnot be
subject to information reporting or backup withholding. However, if the brokeris a U.S.
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person, a controlled foreign corporation for U.S. federal income tax purposes, a foreign person 50% ormore of whose gross income
from all sources for specified periods is from activities that are effectively connected with a U.S. trade or business, a foreign
partnership if partners who hold more than 50% of the interest in the partnership are U.S. persons, or a foreign partnership that is
engaged inthe conduct of a trade or business in the United States, then information reporting generally will apply as though the
payment were made througha U.S. office of a U.S. or foreign broker. Generally, backup withholding does not apply insuch a case.

Generally, non-U.S. holders will satisfy the information reporting requirements by providing a proper IRS withholding certificate
(such as the Form W-8BEN). In the absence of a proper withholding certificate, applicable Treasury Regulations provide presumptions
regarding the status of non-U.S. holders when payments to the non-U.S. holders cannot be reliably associated with appropriate
documentation provided to the payor. If a non-U.S. holder fails to comply with the information reporting requirement, payments to
such person may be subject to the full withholding tax even if such person might have been eligible for a reduced rate of withholding or
no withholding under an applicable income tax treaty. Any payment subject to a withholding tax willnot be again subject to backup
withholding . Because the application of these Treasury Regulations varies depending on the holder’s particular circumstances, a non-
U.S. holderis advised to consult its tax advisor regarding the information reporting requirements applicable to it.

Withholding on Payments to Certain Foreign Entities. The HIRE Act imposes withholding taxes on certain types of payments
made to “foreign financial institutions” and certain other non-U.S. entities unless additional certification, information reporting and other
specified requirements are satisfied. Failure to comply with the new reporting requirements could result in withholding taxes being
imposed on payments of interest, dividends and sales proceeds (including dividends on and gains from the sale or other disposition of
REIT stock), and other payments to foreign intermediaries and certain non-U.S. holders. We will not pay any additional amounts in
respect of any amounts withheld. This legislationis generally effective for payments made after December 31, 2012. However, no
withholding is required on payments made under obligations that are outstanding on March 18, 2012, or from the gross proceeds of
any disposition of such an obligation. Prospective investors are advised to consult their own tax advisors regarding this legislation.

Other Tax Considerations
Treatment of Depositary Shares

Owners of depositary shares will be treated for U.S. federal income tax purposes as if they were owners of the preferred stock
represented by such depositary shares. Accordingly, such owners will be entitled to take into account, for U.S. federal income tax
purposes, income and deductions to which they would be entitled if they were holders of such preferred stock. In addition, (i) no gain
orloss willbe recognized for U.S. federal income tax purposes upon the withdrawal of preferred stock to an exchange ownerof
depositary shares, (ii) the tax basis of each share of preferred stock to an exchanging owner of depositary shares will, upon such
exchange, be the same as the aggregate tax basis of the depositary shares exchanged therefor, and (iii) the holding period for
preferred stock in the hands of an exchanging owner of depositary shares will include the period during which such person owned such
depositary shares.

Sunset of Reduced Tax Rate Provisions

Several of the tax considerations described herein are subject to a sunset provision. The sunset provisions generally provide that
fortaxable years beginning after December 31, 2012, certain provisions that are currently in the Internal Revenue Code will revert back
to a prior version of those provisions. These provisions include those related to the reduced maximum income tax rate for capital gain
of 15% (rather than 20%) for taxpayers taxed at individual rates, qualified dividend income, including the application of the 15% capital
gainrate to qualified dividend income, and certain other tax rate provisions described herein. The impact of this reversionis not
discussed herein. Consequently, prospective investors should consult their own tax advisors regarding the effect of sunset provisions
onaninvestment in our securities.
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Legislative or Other Actions Affecting REITs

The present U.S. federal income tax treatment of REITs may be modified, possibly with retroactive effect, by legislative, judicial
or administrative action at any time. The REIT rules are constantly under review by persons involved in the legislative process and by
the IRS and the U.S. Treasury Department which may result in statutory changes as well as revisions to regulations and interpretations.
Changes to the federal tax laws and interpretations thereof could adversely affect an investment in our securities.

State, Local and Foreign Taxes

We and our subsidiaries and holders of our securities may be subject to state, local or foreign taxation in various jurisdictions,
including those in which we or they transact business, own property orreside. We may own properties located in numerous jurisdictions,
and may be required to file tax returns insome or all of those jurisdictions. Our state, local or foreign tax treatment and that of our
holders may not conform to the federal income tax treatment discussed above. We may pay foreign property taxes, and dispositions
of foreign property or operations involving, or investments in, foreign property may give rise to foreign income or other tax liability in
amounts that could be substantial. Any foreign taxes that we incur do not pass throughto holders as a credit against their U.S. federal
income tax liability. Prospective investors should consult their tax advisors regarding the application and effect of state, local and
foreignincome and other tax laws on an investment in our securities.

Tax Shelter Reporting

Ifaholderof oursecurities recognizes a loss as aresult of a transaction with respect to our securities of at least (i) $2 millionor
more in a single taxable year or $4 million or more ina combination of taxable years, for a holder that is an individual, S corporation,
trust, or a partnership with at least one non-corporate partner, or (il) $10 million or more in a single taxable year or $20 million or more
ina combination of taxable years, fora holder that is either a corporation or a partnership with only corporate partners, such holder may
be required to file a disclosure statement with the IRS on Form 8886. Direct holders of portfolio securities are in many cases exempt
from this reporting requirement, but holders of REIT securities currently are not excepted. The fact that a loss is reportable under these
Treasury Regulations does not affect the legal determination o f whether the taxpayer’s treatment of the loss is proper. Holders of our
securities should consult their tax advisors to determine the applicability of these Treasury Regulations in light o f their individual
circumstances.
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BOOK-ENTRY SECURITIES

We may issue the securities offered by means of this prospectus in whole or in part in book-entry form, meaning that beneficial
owners of the securities willnot receive certificates representing their ownership interests in the securities, except in the event the
book-entry system for the securities is discontinued. If securities are issued in book entry form, they will be evidenced by one or more
global securities that will be deposited with, or onbehalf of, a depository identified in the applicable prospectus supplement relating to
the securities. The Depository Trust Company is expected to serve as depository. Unless and until it is exchanged in whole or in part
for the individual securities represented thereby, a global security may not be transferred except as a whole by the depository for the
global security to a nominee of such depository or by anominee of such depository to such depository or another nominee of such
depository or by the depository orany nominee of such depository to a successordepository oranominee of suchsuccessor. Global
securities may be issued in either registered or bearer form and in either temporary or permanent form. The specific terms of the
depository arrangement withrespect to a class orseries of securities that differ from the terms described here will be described in the
applicable prospectus supplement.

Unless otherwise indicated in the applicable prospectus supplement, we anticipate that the following provisions will apply to
depository arrangements.

Upon the issuance of a global security, the depository for the global security or its nominee will credit on its book-entry
registration and transfer system the respective principal amounts of the individual securities represented by such global security to the
accounts of persons that have accounts with such depository, who are called “participants.” Such accounts shall be designated by the
underwriters, dealers or agents withrespect to the securities or by us if the securities are offered and sold directly by us. Ownership of
beneficial interests in a global security will be limited to the depository’s participants or persons that may hold interests through such
participants. Ownership o f beneficial interests in the global security will be shown on, and the transfer o f that ownership will be effected
only through, records maintained by the applicable depository or its nominee (with respect to beneficial interests of participants) and
records of the participants (with respect to beneficial interests of persons who hold through participants). The laws of some states
require that certain purchasers of securities take physical delivery of such securities in definitive form. Such limits and laws may impair
the ability to own, pledge or transfer beneficial interest in a global security.

So long as the depository fora global security or its nominee is the registered owner of such global security, such depository or
nominee, as the case may be, willbe considered the sole owner or holder of the securities represented by such global security for all
purposes under the applicable instrument defining the rights of a holder of the securities. Except as provided below or in the applicable
prospectus supplement, owners of beneficial interest in a global security will not be entitled to have any of the individual securities of
the series represented by such global security registered in their names, willnot receive or be entitled to receive physical delivery of
any such securities in definitive form and willnot be considered the owners or holders thereo f under the applicable instrument de fining
the rights of the holders of the securities.

Payments of amounts payable with respect to individual securities represented by a global security registered in the name of a
depository or its nominee will be made to the depository orits nominee, as the case may be, as the registered owner of the global
security representing such securities. None of us, our officers and board members or any trustee, paying agent or security registrar for
an individual series of securities will have any responsibility or liability for any aspect of the records relating to or payments made on
account of beneficial ownership interests in the global security for such securities or for maintaining, supervising or reviewing any
records relating to such beneficial ownership interests.

We expect that the depository fora series of securities offered by means of this prospectus or its nominee, uponreceipt of any
payment of principal, premium, interest, dividend or other amount inrespect of a permanent global security representing any of such
securities, will immediately credit its participants’ accounts with
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payments in amounts proportionate to their respective beneficial interests in the principal amount of such global security for such
securities as shown onthe records of such depository orits nominee. We also expect that payments by participants to owners of
beneficial interests in such global security held through such participants will be governed by standing instructions and

customary practices, as is the case with securities held for the account of customers in bearer form orregistered in “street name.”
Such payments will be the responsibility of such participants.

If adepository fora series of securities is at any time unwilling, unable or ineligible to continue as depository and a successor
depository is not appointed by us within 90 days, we will issue individual securities of such series in exchange for the global security
representing such series of securities. In addition, we may, at any time and inour sole discretion, subject to any limitations described in
the applicable prospectus supplement relating to such securities, determine not to have any securities of such series represented by
one ormore global securities and, insuch event, will issue individual securities of such series in exchange for the global security or
securities representing such series of securities.
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PLAN OF DISTRIBUTION

Unless otherwise set forth in a prospectus supplement accompanying this prospectus, we may sell the securities o ffered pursuant
to this prospectus to orthrough one or more underwriters or dealers, or we may sell the securities to investors directly or through
agents. Any such underwriter, dealer or agent involved in the o ffer and sale of the securities will be named in the applicable prospectus
supplement. We may sell securities directly to investors on our own behalf in those jurisdictions where we are authorized to do so.

Underwriters may offer and sell the securities at a fixed price or prices which may be changed, at market prices prevailing at the
time of sale, at prices related to such prevailing market prices or at negotiated prices. We also may, from time to time, authorize
dealers oragents to offer and sell the securities upon such terms and conditions as may be set forth in the applicable prospectus
supplement. In connection with the sale of any o f the securities, underwriters may receive compensation from us in the form of
underwriting discounts or commissions and may also receive commissions from purchasers of the securities for whom they may act
as agent. Underwriters may sell the securities to or through dealers, and such dealers may receive compensation in the form of
discounts, concessions or commissions from the underwriters or commissions from the purchasers for whom they may act as agents.

Our securities, including common stock, may also be sold inone ormore of the following transactions: (i) block transactions
(whichmay involve crosses) in which a broker-dealer may sellallor a portion of such shares as agent, but may positionand resellallor
aportion of the block as principal to facilitate the transaction; (ii) purchases by any such broker-dealer as principal, and resale by such
broker-dealer for its own account pursuant to a prospectus supplement; (iii) a special o ffering, an exchange distribution or a secondary
distribution in accordance with applicable New York Stock Exchange or other stock exchange, quotation system or over-the-counter
market rules; (iv) ordinary brokerage transactions and transactions in which any such broker-dealer solicits purchasers; (v) sales “at the
market” to or through a market maker or into an existing trading market, on an exchange or otherwise, for such shares; and (vi) sales in
other ways not involving market makers or established trading markets, including direct sales to purchasers.

Any underwriting compensation paid by us to underwriters or agents in connection with the o ffering of the securities, and any
discounts orconcessions or commissions allowed by underwriters to participating dealers, will be set forth in the applicable prospectus
supplement. Dealers and agents participating in the distribution o f the securities may be deemed to be underwriters, and any discounts
and commissions received by them and any profit realized by them onresale of the securities may be deemed to be underwriting
discounts and commissions.

Underwriters, dealers and agents may be entitled, under agreements entered into with us, to indemnification against and
contribution toward certain civil liabilities, including liabilities under the Securities Act of 1933, as amended. Unless otherwise set forth
inan accompanying prospectus supplement, the obligations of any underwriters to purchase any of the securities will be subject to
certain conditions precedent, and the underwriters will be obligated to purchase all of such securities, if any are purchased.

Underwriters, dealers and agents may engage in transactions with, or perform services for, us and our affiliates in the ordinary
course of business.

If indicated in the prospectus supplement, we may authorize underwriters or other agents to solicit o ffers by institutions to
purchase securities from us pursuant to contracts providing for payment and delivery on a future date. Institutions with which we may
make these delayed delivery contracts include commercial and savings banks, insurance companies, pension funds, investment
companies, educational and charitable institutions and others. The obligations of any purchaser under any such delayed delivery
contract will be subject to the condition that the purchase of the securities shallnot at the time of delivery be prohibited under the laws
of the jurisdiction to which the purchaser is subject. The underwriters and other agents will not have any responsibility with regard to the
validity or performance of these delayed delivery contracts.

In connection with the offering of the securities hereby, certain underwriters, and selling group members and their respective
affiliates may engage in transactions that stabilize, maintain or otherwise affect the market price of the applicable securities. Such
transactions may include stabilization transactions effected in accordance
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with Rule 104 of Regulation M promulgated by the SEC pursuant to which such persons may bid for or purchase securities for the
purpose of stabilizing their market price. The underwriters in an o ffering of securities may also create a “short position” for their
account by selling more securities in connection with the o ffering than they are committed to purchase from us. In such case, the
underwriters could coverallora portionof such short position by either purchasing securities in the open market following completion
of the offering of such securities or by exercising any over-allotment option granted to them by us. In addition, the managing
underwriter may impose “penalty bids” under contractual arrangements with other underwriters, which means that they can reclaim from
anunderwriter (or any selling group member participating in the offering) for the account of the other underwriters, the selling
concession withrespect to securities that are distributed in the o ffering but subsequently purchased for the account of the underwriters
in the open market. Any of the transactions described in this paragraph or comparable transactions that are described in any
accompanying prospectus supplement may result in the maintenance of the price of the securities at a level above that which might
otherwise prevail in the open market. None of such transactions described in this paragraph or in an accompanying prospectus
supplement are required to be taken by any underwriters and, if they are undertaken, may be discontinued at any time.

Our shares of common stock are listed onthe New York Stock Exchange under the symbol “CLNY.” Any securities that we issue,
other than common stock, willbe new issues of securities with no established trading market and may or may not be listed on a national
securities exchange, quotation system or over-the-counter market. Any underwriters or agents to or through which securities are sold
by us may make a market in such securities, but such underwriters or agents willnot be obligated to do so and any of them may
discontinue any market making at any time without notice. No assurance canbe givenas to the liquidity of or trading market for any
securities sold by us.

In compliance with the guidelines of the Financial Industry Regulatory Authority, or FINRA, the aggregate maximum discount,
commissionoragency fees or otheritems constituting underwriting compensation to be received by any FINRA memberor
independent broker-dealer willnot exceed 8% of any o ffering pursuant to this prospectus and any applicable prospectus supplement or
pricing supplement, as the case may be; however, it is anticipated that the maximum commission or discount to be received in any
particular o ffering of securities will be less than this amount.
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LEGAL MAT T ERS

The validity of the securities offered by means of this prospectus and certain federal income tax matters have beenpassed upon
forus by Hogan Lovells US LLP.

EXPERTS

The consolidated financial statements of Colony Financial, Inc. (the Company), the financial statements of ColFin WLH Investor,
LLC and the financial statements of ColFin NW Funding, LLC, all appearing in the Company’s Annual Report on Form 10-K for the year
ended December 31, 2010, and the effectiveness of the Company’s internal control over financial reporting as of December 31, 2010,
have been audited by Emst & Young LLP, independent registered public accounting firm, as set forth in their reports thereon and
incorporated herein by reference. Such financial statements are incorporated herein by reference inreliance upon suchreports givenon
the authority of such firm as experts in accounting and auditing.

The financial statements of ColFin FRB Investor appearing in the Company’s Current Report on Form 8-K filed with the SEC on
December 20, 2010, as amended on December 22, 2010 and as further amended on March 18, 2011 and May 4, 2011, have been
audited by Ernst & Young LLP, independent auditors, as set forth in their report thereon and incorporated herein by reference. Such
financial statements are incorporated herein by reference inreliance upon suchreport given on the authority of such firm as experts in
accounting and auditing.

The audited historical combined financial statements of First Republic Bank as of and for the year ended December 31, 2009,
included in the Company’s Current Report on Form 8-K/A dated May 4, 2011 have beenso incorporated inreliance onthe reportof
Pricewaterhouse Coopers LLP, independent accountants, given on the authority of said firm as experts in auditing and accounting.

The combined balance sheet of First Republic Bank as of December 26, 2008 and December 28, 2007, and the related combined
statements of income, changes in equity and comprehensive income, and cash flows for the year ended December 26, 2008, the
period from September 22, 2007 to December 28, 2007, and the period from January 1, 2007 to September 21, 2007, have been
incorporated by reference to this prospectus and registration statement from the Company’s Current Report on Form 8-K filed with the
SEC onDecember 20, 2010, as amended on December 22, 2010 and as further amended on March 18, 2011 and May 4, 2011, in
reliance upon the report of KPMG LLP, independent registered public accounting firm, and upon authority of said firm as experts in
accounting and auditing.
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