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If any of the securities being registered on this form are to be offered on a delayed or continuous basis pursuant to Rule 415 under the Securities
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CALCULATION OF REGISTRATION FEE

Title of each class of

securities to be registered

Amount

to be
registered

Proposed maximum
offering price
per share (1)

Proposed
maximum aggregate

offering price (1)

Amount of
registration

fee
Shares of Common Stock, par value $.01 per share (2)(3) 100% (2) �  
Shares of Preferred Stock, par value $.01 per share (2) 100% (2) �  
Warrants to Purchase Shares of Common Stock, par
value $0.01 per share (2) 100% (2) �  
Rights to Purchase Shares of Common Stock (4) N/A N/A N/A
Total $500,000,000 100% $500,000,000 $58,850.00

(1) Estimated solely for the purpose of computing the registration fee.
(2) In no event will the aggregate initial price of Shares of Common Stock, Shares of Preferred Stock and Warrants to Purchase Shares of

Common Stock registered under this registration statement exceed $500,000,000.
(3) There are hereby registered such indeterminate number of Shares of Common Stock as may be issued from time to time at an

indeterminate price of issuance upon exercise of Warrants to Purchase Shares of Common Stock registered hereunder or upon conversion
of Shares of Preferred Stock registered hereunder for which no separate consideration will be received.

(4) There are hereby registered such indeterminate number of Rights to Purchase Shares of Common Stock as may be issued as a dividend for
which no separate consideration will be received from holders of Shares of Common Stock and related securities entitling such holders to
subscribe for and purchase Shares of Common Stock registered hereunder.

The Registrant hereby amends this Registration Statement on such date or dates as may be necessary to delay its effective date until the
Registrant shall file a further amendment which specifically states that this Registration Statement shall thereafter become effective in
accordance with Section 8(a) of the Securities Act of 1933 or until the Registration Statement shall become effective on such date as the
Securities and Exchange Commission, acting pursuant to said Section 8(a), may determine.
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The information in this prospectus is not complete and may be changed. We may not sell these securities until the
registration statement filed with the Securities and Exchange Commission is effective. This prospectus is not an offer to
sell these securities and it is not soliciting an offer to buy these securities in any state where the offer or sale is not
permitted.

SUBJECT TO COMPLETION, DATED JUNE 30, 2005

PROSPECTUS

Strategic Hotel Capital, Inc.

$500,000,000

Shares of Common Stock

Shares of Preferred Stock

Warrants to Purchase Shares of Common Stock

We may offer and sell from time to time securities in one or more offerings up to a total dollar amount of $ 500,000,000 of securities. This
prospectus provides you with a general description of the securities we may offer.

We may offer and sell the following securities:

� shares of common stock;

� shares of preferred stock, which may be convertible into our shares of common stock; and

� warrants to purchase shares of common stock.
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Each time securities are sold using this prospectus, we will provide a supplement to this prospectus containing specific information about the
offering. The supplement may also add, update or change information contained in this prospectus. You should read this prospectus and any
supplement before you invest.

The securities will be offered directly to investors or through underwriters, dealers or agents. The supplements to this prospectus will provide the
specific terms of the plan of distribution.

To ensure that we maintain our qualification as a real estate investment trust under the applicable provisions of the Internal Revenue Code of
1986, as amended, ownership of our equity securities by any person is subject to certain limitations. See �Certain Provisions of Maryland Law
and of our Charter and Bylaws�Restrictions on Ownership and Transfer.�

Shares of our common stock are listed on the New York Stock Exchange under the symbol �SLH�.

We maintain our executive offices at 77 West Wacker Drive, Suite 4600, Chicago, Illinois 60601. Our telephone number is (312) 658-5000.

Please see page 3 for risk factors relating to an investment in Strategic Hotel Capital, Inc. which you should consider.

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

The date of this prospectus is                         , 2005.
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You should rely only on the information contained in this prospectus. We have not authorized anyone to provide you with information different
from that contained in this prospectus. We are offering to sell, and seeking offers to buy, the securities described in this prospectus only in
jurisdictions where offers and sales are permitted. The information contained in this prospectus is accurate only as of the date of this prospectus.
You should not assume that the information appearing in this prospectus or any applicable prospectus supplement or the documents incorporated
by reference herein or therein is accurate as of any date other than their respective dates. Our business, financial condition, results of operation
and prospects may have changed since those dates.

As used in this prospectus, references to �we,� �our,� �us,� the �Company� and the �REIT� are to Strategic Hotel Capital, Inc. and, except as the context
otherwise requires, its consolidated subsidiaries, including Strategic Hotel Funding, L.L.C. and its consolidated subsidiaries. References to �SHC
Funding� or the �limited liability company� are to Strategic Hotel Funding, L.L.C. References to �Whitehall� are to Whitehall Street Real Estate
Non-managing membership VII, Whitehall Street Real Estate Non-managing membership IX and their affiliates. Whitehall is controlled by The
Goldman Sachs Group, Inc., which is the parent company of Goldman, Sachs & Co. References to �Prudential� are to Prudential Financial, Inc.
and its affiliates, including Strategic Value Investors, LLC, The Prudential Insurance Company of America, Prudential Investment Management,
Inc., PIC Realty Corporation and Prudential Assets, LLC, and to entities owning our securities over which Prudential Financial, Inc. or its
affiliates have investment management discretion, including (SHC/Olayan) Redemption Vehicle, LLC and SVI (SHC/Houston) Redemption
Vehicle, LLC.

This prospectus contains registered trademarks that are the exclusive property of their respective owners, which are companies other than us,
including Embassy Suites®, Four Seasons®, Hilton®, Hyatt®, InterContinental®, Loews®, Marriott® and Ritz-Carlton®. None of the owners of
these trademarks, their affiliates or any of their respective officers, directors, agents or employees is an issuer or underwriter of the securities
being offered hereby. In addition, none of the owners of these trademarks, their affiliates or any of their respective officers, directors, agents or
employees has or will have any liability arising out of or related to the sale or offer of the securities being offered hereby, including any liability
or responsibility for any financial statements, projections or other financial information or other information contained in this prospectus or
otherwise disseminated in connection with the offer or sale of the securities offered hereby.
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ABOUT THIS PROSPECTUS

This prospectus is part of a registration statement that we filed with the SEC using a �shelf� registration process or continuous offering process.
Under this shelf registration process, we may, from time to time, sell the securities described in this prospectus in one or more offerings. This
prospectus provides you with a general description of the securities that may be offered by us. We may also file, from time to time, a prospectus
supplement or an amendment to the registration statement of which this prospectus forms a part containing specific information about us and the
terms of the securities being offered. That prospectus supplement or amendment may include additional risk factors or other special
considerations applicable to those securities. Any prospectus supplement or amendment may also add, update, or change information in this
prospectus. If there is any supplement or amendment, you should rely on the information in that prospectus supplement or amendment.

This prospectus and any accompanying prospectus supplement do not contain all of the information included in the registration statement. For
further information, we refer you to the registration statement and any amendments to such registration statement, including its exhibits.
Statements contained in this prospectus and any accompanying prospectus supplement about the provisions or contents of any agreement or
other document are not necessarily complete. If the SEC�s rules and regulations require that an agreement or document be filed as an exhibit to
the registration statement, please see that agreement or document for a complete description of these matters.

You should read both this prospectus and any prospectus supplement together with additional information described below under the heading
�Where You Can Find More Information.� Information incorporated by reference with the SEC after the date of this prospectus, or information
included in any prospectus supplement or an amendment to the registration statement of which this prospectus forms a part, may add, update, or
change information in this prospectus or any prospectus supplement. If information in these subsequent filings, prospectus supplements or
amendments is inconsistent with this prospectus or any prospectus supplement, the information incorporated by reference or included in the
subsequent prospectus supplement or amendment will supersede the information in this prospectus or any earlier prospectus supplement. You
should not assume that the information in this prospectus or any prospectus supplement is accurate as of any date other than the date on the front
of each document.
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FORWARD-LOOKING STATEMENTS

Some of the statements contained in this prospectus constitute forward-looking statements. Forward-looking statements relate to expectations,
beliefs, projections, future plans and strategies, anticipated events or trends and similar expressions concerning matters that are not historical
facts. In some cases, you can identify forward-looking statements by terms such as �may,� �will,� �should,� �expects,� �plans,� �anticipates,� �believes,�
�estimates,� �predicts,� �potential� or the negative of these terms or other comparable terminology.

The forward-looking statements contained in this prospectus reflect our current views about future events and are subject to 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 factors that could cause actual results to differ materially from expected results include changes in economic, business,
competitive market and regulatory conditions. Important risks and factors that could cause our actual results to differ materially from any
forward-looking statements include, but are not limited to:

� The factors discussed in this prospectus set forth under the section titled �Risk Factors�;

� Downturns in economic and market conditions, particularly levels of spending in the travel and leisure industries in the markets
where we invest;

� Hostilities, including future terrorist attacks, or apprehension of hostilities that affect travel within or to the United States, Mexico,
Czech Republic, Germany, France or other countries where we invest;

� Increases in interest rates and operating costs;

� Difficulties in identifying properties to acquire and completing acquisitions;

� Our ability to dispose of existing properties in a manner consistent with our investment strategy;

� Risks related to natural disasters;

� General volatility of the capital markets and the market price of our common stock;

� Our failure to qualify and maintain our status as a real estate investment trust (a �REIT�);

� Changes in real estate and zoning laws or regulations;

� Increases in real property tax rates; and
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� Changes in the competitive environment in our industry and the markets where we invest.

We do not intend, and disclaim any duty or obligation, to update or revise any industry information or forward-looking statements set forth in
this prospectus to reflect new information, future events or otherwise.
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THE COMPANY

We were incorporated in January 2004 to own and asset manage upper upscale and luxury hotels in North America and Europe. We went public
in an initial public offering in June 2004. Our founder and accounting predecessor, Strategic Hotel Capital, L.L.C., or SHC LLC, was founded in
1997 by Laurence Geller, our President and Chief Executive Officer, Whitehall and others. We own our properties through our investment in
SHC Funding, our operating partnership.

We:

� own the fee interest in 11 hotels, comprising approximately 4,961 rooms, located in Arizona, California, Florida, Illinois and
Louisiana and in Mexico;

� lease three hotels from unaffiliated lessors: a ground lease in a hotel in Lincolnshire, Illinois and operating leases in hotels in Paris,
France and Hamburg, Germany, comprising an aggregate of approximately 859 rooms;

� own a 35% interest in a joint venture, with an unaffiliated party, that owns a hotel in Prague, Czech Republic comprising
approximately 372 rooms, and we asset manage such hotel on behalf of the joint venture;

� own an 85% interest in each of the InterContinental Hotel in Miami and the InterContinental Hotel in Chicago;

� own a 31% interest in and act as asset manager for a joint venture, which joint venture is with two unaffiliated parties, that is
developing the Four Seasons Residence Club Punta Mita, a luxury vacation home product that will be sold in fractional ownership
interests on property adjacent to our Four Seasons Punta Mita Resort hotel in Mexico; and

� asset manage seven hotels for SHC LLC under an asset management agreement.

We do not operate any of our hotels directly; instead we employ internationally known hotel management companies to operate them for us
under management contracts or operating leases. Our existing hotels are operated under the widely recognized upper upscale and luxury brands
of Embassy Suites®, Four Seasons®, Hilton®, Hyatt®, InterContinental®, Loews®, Marriott® and Ritz-Carlton®.

RISK FACTORS

You should carefully consider the risk factors set forth below as well as the other information included or incorporated by reference in this
prospectus. An investment in the securities offered by this prospectus involves a significant degree of risk, including but not limited to the risks
described below. Additional risks and uncertainties not currently known to us or that we currently deem to be immaterial may also materially
and adversely affect our business operations. Any of the following risks could materially adversely affect our business, financial condition or
results of operations. In such case, you could lose a portion of your original investment.
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Risks Related to Our Business

If the recent economic slowdown reoccurs, our results will be adversely affected by declines in average daily room rates or occupancy.

The performance of the lodging industry has traditionally been closely linked with the general economy. In an economic downturn, upper
upscale and luxury hotels may be more susceptible to a decrease in revenues, as compared to hotels in other categories that have lower room
rates. In periods of weak demand, profitability is negatively affected by the relatively high fixed costs of operating upper upscale and luxury
hotels, when compared to other classes of hotels. If the recent economic slowdown reoccurs, this could result in further declines in average daily
room rates or occupancy and thereby have a material adverse effect on our results of operations.

The threat of terrorism has adversely affected the hotel industry generally and these adverse effects may continue or, particularly if there are
further terrorist events, worsen.

The threat of terrorism has caused a significant decrease in hotel occupancy and average daily rates due to disruptions in business and leisure
travel patterns and concerns about travel safety. Hotels in major metropolitan areas and near airports have been adversely affected due to
concerns about air travel safety and a significant overall decrease in the amount of air travel, particularly transient business travel, which
includes the corporate and premium business segments that generally pay the highest average room rates. Future terrorist acts, terrorism alerts or
outbreaks of hostilities could have a negative effect on travel and on our business.

Rising operating expenses and costs of capital improvements could reduce our cash flow, EBITDA and funds available for future
distributions.

Our properties are subject to operating risks common to the lodging industry in general. If a property�s occupancy or room rates drop to the point
where its revenues are insufficient to cover its operating expenses, then we could be required to spend additional funds for that property�s
operating expenses. In the future, our properties will be subject to increases in real estate and other tax rates, utility costs, operating expenses,
insurance costs, repairs and maintenance and administrative expenses, which could reduce our cash flow, Earnings Before Interest Expense,
Taxes, Depreciation and Amortization, or EBITDA, and funds available for future distributions.

Our hotel properties have an ongoing need for renovations and other capital improvements, including replacements, from time to time, of
furniture, fixtures and equipment. Some of these capital improvements are mandated by health, safety or other regulations. These capital
improvements may give rise to (i) a possible shortage of available cash to fund capital improvements, (ii) the possibility that financing for these
capital improvements may not be available to us on affordable terms and (iii) uncertainties as to market demand or a loss of market demand after
capital improvements have begun. The costs of these capital improvements could adversely affect our financial condition and amounts available
for distribution to our stockholders.

Our business and operating results depend in large part upon the performance of third-party hotel management companies that manage our
hotels.
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Our hotels are managed by third-party hotel management companies pursuant to management agreements or an operating lease in the case of the
Marriott Hamburg. Therefore, our business and operating results depend in large part upon our hotel management companies� performance under
the management agreements.
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Under the terms of these management agreements, the third-party hotel managers control the daily operations of our hotels. We do not have the
authority to require any hotel to be operated in a particular manner or to govern any particular aspect of the daily operations of any hotel (for
instance, setting room rates). Thus, even if we believe our hotels are being operated inefficiently or in a manner that does not result in
satisfactory occupancy rates, net revenue per available room, or RevPAR, and average daily rates, we may not be able to force the management
company to change its method of operation of our hotels. Additionally, in the event that we need to replace any of our management companies,
we may be required by the terms of the management agreement to pay substantial termination fees and may experience disruptions at the
affected hotels. The effectiveness of the hotel management companies in managing our hotels will, therefore, significantly affect the revenues,
expenses and value of our hotels.

Additionally, our hotel management companies and their affiliates own, operate or franchise properties other than our properties, including
properties that directly compete with our properties. Therefore, a hotel management company may have different interests than our own with
respect to short-term or long-term goals and objectives, including interests relating to the brands under which such hotel management companies
operate. Such differences may be significant depending upon many factors, including the remaining term of the management agreement, trade
area restrictions with respect to competition by the hotel management company or its affiliates or differing policies, procedures or practices. Any
of these factors may adversely impact the operation and profitability of a hotel, which could harm our financial condition and results of
operations.

All revenues generated at our hotels, including credit card receivables, are deposited by the payors into accounts maintained and controlled by
the relevant hotel management company, which pays operating and other expenses for the relevant hotel (including real and personal property
taxes), pays itself management fees in accordance with the terms of the applicable management agreement and makes deposits into any reserve
funds required by the applicable management agreement. In the event of a bankruptcy or insolvency involving a hotel management company,
there is a risk that the payment of operating and other expenses for the relevant hotel and payment of revenues to us may be delayed or otherwise
impaired. The bankruptcy or insolvency of a hotel management company may significantly impair its ability to provide services required under
the management agreement.

We have substantial debt, a portion of which is variable rate debt, and we may incur additional indebtedness, which may negatively affect
our business and financial results.

Our debt may negatively affect our business and financial results, including:

� requiring us to use a substantial portion of our funds from operations to make required payments on principal and interest, which will
reduce the amount available for distributions to stockholders, funds available for operations and capital expenditures, future business
opportunities and other purposes;

� making us more vulnerable to economic and industry downturns and reducing our flexibility in responding to changing business and
economic conditions;

� limiting our ability to borrow more money for operations, capital or to finance acquisitions in the future; and

� requiring us to dispose of properties in order to make required payments of interest and principal.

5

Edgar Filing: STRATEGIC HOTEL CAPITAL INC - Form S-3

Table of Contents 15



Table of Contents

We have a substantial amount of outstanding indebtedness, a portion of which bears interest at a variable rate, and we may borrow additional
variable rate debt under our revolving credit facility. Increases in interest rates on our existing variable rate indebtedness would increase our
interest expense, which could harm our cash flow and our ability to pay distributions.

Since we anticipate that our internally generated cash will be adequate to repay only a portion of our indebtedness prior to maturity, we expect
that we will be required to repay debt through re-financings and/or equity offerings. The amount of our existing indebtedness may adversely
affect our ability to repay debt through re-financings. If we are unable to refinance our indebtedness on acceptable terms, or at all, we might be
forced to dispose of one or more of our properties on disadvantageous terms, which might result in losses to us and which might adversely affect
cash available for distributions. If prevailing interest rates or other factors at the time of refinancing result in higher interest rates on refinancing,
our interest expense would increase, which would adversely affect our operating results.

We also intend to incur additional debt in connection with future acquisitions of real estate. We may, in some instances, borrow under our
revolving credit facility or borrow new funds to acquire properties. In addition, we may incur mortgage debt by obtaining loans secured by a
portfolio of some or all of the real estate properties we acquire. If necessary or advisable, we may also borrow funds to satisfy the requirement
that we distribute to stockholders at least 90% of our annual REIT taxable income or to ensure otherwise that we maintain our qualification as a
REIT for U.S. Federal income tax purposes.

Our working capital and liquidity reserves may not be adequate to cover all of our cash needs and we may have to obtain financing from either
affiliated or unaffiliated sources. Sufficient financing may not be available or, if available, may not be available on reasonable terms. Additional
borrowings for working capital purposes will increase our interest expense, and therefore may harm our financial condition and results of
operations.

Our organizational documents do not limit the amount of indebtedness that we may incur. If we become highly leveraged, then the resulting
increase in debt service would reduce cash available for distribution and could adversely affect our ability to make payments on our outstanding
indebtedness and harm our financial condition.

Our financial covenants may restrict our operating or acquisition activities.

Our revolving credit facility contains customary restrictions, requirements and other limitations on our ability to incur indebtedness, including
customary financial covenants. Our ability to borrow under our revolving credit facility is subject to compliance with these financial and other
covenants. We may use borrowings under our revolving credit facility to finance acquisitions and redevelopment activities and for working
capital. If we are unable to borrow under our revolving credit facility or to refinance existing indebtedness, we may be prevented from making
acquisitions or funding our working capital needs and our financial condition and results of operations would be adversely affected.

Our asset management agreement with SHC LLC may be terminated resulting in a loss of revenue and a material adverse effect on our
results of operations and financial condition.

Our asset management agreement with SHC LLC is terminable by SHC LLC at any time after June 29, 2006 upon 90 days� notice. Additionally,
the annual fee of $5.0 million payable under the asset management agreement is automatically reduced after June 29, 2005 to the extent that
SHC LLC sells any of its hotels covered by the asset management agreement. If the asset management agreement is terminated or the fees
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The geographic concentration of our hotels in California makes us more susceptible to economic downturn in that state.

Five of our hotels are located in California, the greatest concentration of our portfolio properties in any state. California has been historically at
greater risk to certain acts of nature, such as floods and earthquakes, than other states, and has also been subject to a more pronounced economic
downturn than other regions. It is also possible that a change in California laws applicable to hotels and the lodging industry may have a greater
impact on us than a change in comparable laws in another jurisdiction where we have hotels. Accordingly, our business, financial condition and
results of operations may be particularly susceptible to a downturn or changes in the California or other local economies where we operate.

We face competition for the acquisition of real estate properties.

We compete with institutional pension funds, private equity investors, other REITs, owner-operators of hotels and others who are engaged in
real estate investment activities for the acquisition of hotels. These competitors may drive up the price we must pay for real property, other
assets or other companies we seek to acquire or may succeed in acquiring those properties, assets or companies themselves. In addition, our
potential acquisition targets may find our competitors to be more attractive suitors because they may have greater resources, may be willing to
pay more, or may have a more compatible operating philosophy. In addition, the number of entities competing for suitable investment properties
may increase in the future. This would result in increased demand for these assets and therefore increased prices paid for them. If we pay higher
prices for properties, our profitability may be reduced. Also, future acquisitions of real property, other assets or other companies may not yield
the returns we expect and, if financed using our equity, may result in stockholder dilution. We also may not be successful in identifying or
consummating acquisitions and joint ventures on satisfactory terms. In addition, our profitability may suffer because of acquisition-related costs
or amortization costs for acquired goodwill and other intangible assets.

We may experience conflicts of interest with significant stockholders and those stockholders may also exercise significant influence over our
affairs.

Our two largest stockholders, Whitehall and Prudential, in aggregate beneficially own approximately 18% and 14%, respectively, of the
outstanding shares of our common stock. Furthermore, two members of our board of directors, Jonathan A. Langer and Robert M. Falzon, are
affiliated with Whitehall and Prudential, respectively. Pursuant to a shareholders agreement between us and Whitehall, Whitehall is entitled
(depending on share ownership levels) to nominate one person to serve on our board of directors and we are obligated to use our best efforts to
cause the election of Whitehall�s nominee. In addition, Whitehall and Prudential are the largest beneficial owners of SHC LLC, which owns the
seven properties that we continue to asset manage under an asset management agreement between our domestic taxable REIT subsidiary and
SHC LLC. As a result, we may experience conflicts of interest in connection with: (i) competition with SHC LLC, Whitehall or Prudential over
the acquisition of hotel properties; (ii) the disposition of properties that we currently own, if prospective purchasers compete with SHC LLC;
(iii) the disposition of properties owned by SHC LLC which will result in a lower or no management fee payable to us; or (iv) our acquisition of
hotels from SHC LLC.

Whitehall and Prudential�s shares of common stock constitute a significant portion of the votes needed to approve matters required to be
submitted to our stockholders for approval, including decisions relating to the election of our board of directors, and the determination of our
day-to-day corporate and management policies. In addition to the terms of the shareholders agreement between us and Whitehall described
above, Whitehall and Prudential have agreed to vote all their shares of capital stock in favor of
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Mr. Geller�s election to our board of directors, as long as they own any shares of our capital stock and we nominate Mr. Geller as a director. Also,
Whitehall and Prudential will together be able to exercise significant influence over the outcome of any proposed merger or consolidation of our
company under Maryland law. Whitehall and Prudential�s ownership interest in our company may discourage third parties from seeking to
acquire control of our company which may adversely affect the market price of our common stock.

We are prohibited from selling one of our properties in taxable transactions before specified dates in the future.

Unless the transaction will qualify as a tax deferred exchange, the terms of certain agreements prohibit us from selling the Loews Santa Monica
Beach Hotel before the earlier of March 4, 2013 or the date three named individuals are deceased. Also, we agreed to maintain $60 million of
indebtedness on the Loews Santa Monica Beach Hotel until such date. These limitations may prevent us from selling this property on a timely
basis or at all.

Our management has a limited history operating a REIT and limited experience managing a public company.

We have a brief operating history. Until recently, our management team has historically operated our business as a privately-owned corporation,
has limited experience operating a REIT and limited experience managing a publicly-owned company. We continue to develop control systems
and procedures adequate to support a public REIT company and this transition could place a significant strain on our management systems,
infrastructure, overhead and other resources.

Risks Related to the Lodging and Real Estate Industries

A number of factors, many of which are common to the lodging industry and beyond our control, could affect our business, including those
described elsewhere in this section as well as the following:

� increased competition from new supply or existing hotel properties in our markets, which adversely affects occupancy and revenues
at our hotels;

� dependence on business, commercial and leisure travelers and tourism;

� dependence on group and meeting/conference business;

� increases in energy costs, airline strikes or other factors that may affect travel patterns and reduce the number of business and
commercial travelers and tourists; and

� risks generally associated with the ownership of hotel properties and real estate, as we discuss in more detail below.
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8

Edgar Filing: STRATEGIC HOTEL CAPITAL INC - Form S-3

Table of Contents 20



Table of Contents

The illiquidity of real estate investments and the lack of alternative uses of hotel properties could significantly limit our ability to respond to
adverse changes in the performance of our properties and harm our financial condition.

Because real estate investments are relatively illiquid, our ability to promptly sell one or more of our properties in response to changing
economic, financial and investment conditions is limited. We cannot predict whether we will be able to sell any property for the price or on the
terms set by us, or whether any price or other terms offered by a prospective purchaser would be acceptable to us. We also cannot predict the
length of time needed to find a willing purchaser and to close the sale of a property.

In addition, hotel properties may not readily be converted to alternative uses if they were to become unprofitable due to competition, age of
improvements, decreased demand or other factors. The conversion of a hotel to alternative uses would also generally require substantial capital
expenditures.

We may be required to expend funds to correct defects or to make improvements before a property can be sold. We may not have funds
available to correct those defects or to make those improvements and as a result our ability to sell the property would be limited. These factors
and any others that would impede our ability to respond to adverse changes in the performance of our properties could significantly harm our
financial condition and results of operations.

We derive revenues from outside the United States, which subjects us to different legal, monetary and political risks, as well as currency
exchange risks, and may cause unpredictability in a source of our cash flows.

Our business plan assumes that a portion of our investments will continue to be in hotel properties located outside the United States.
International investments and operations generally are subject to various political and other risks that are different from and in addition to those
for U.S. investments and operations, including:

� enactment of laws prohibiting or restricting the foreign ownership of property;

� laws restricting us from removing profits earned from activities within the country to the United States, including the payment of
distributions, i.e., nationalization of assets located within a country;

� changes in laws, regulations and policies, including land use, zoning and environmental laws as well as real estate and other tax
rates;

� exchange rate fluctuations;

� change in the availability, cost and terms of mortgage funds resulting from varying national economic policies or changes in interest
rates;

� high administrative costs; and
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9

Edgar Filing: STRATEGIC HOTEL CAPITAL INC - Form S-3

Table of Contents 22



Table of Contents

Seasonal variations in revenue at our hotels can be expected to cause quarterly fluctuations in our revenues.

Revenues for hotels in tourist areas generally are substantially greater during tourist season than other times of the year. To the extent that cash
flows from operations are insufficient during any quarter, due to seasonal fluctuations in revenues, we may have to enter into short-term
borrowings to make distributions to our stockholders.

The increasing use of Internet travel intermediaries by consumers may adversely affect our profitability as a result of increased commissions
or lower room rates.

Some of our hotel rooms are booked through Internet travel intermediaries such as Travelocity.com, Expedia.com, Orbitz.com, Hotels.com and
Priceline.com. As these Internet bookings increase, these intermediaries may be able to obtain higher commissions, reduced room rates or other
significant contract concessions from our management companies. If the amount of sales made through Internet intermediaries increases
significantly and our hotel operators fail to appropriately price room inventory in a manner that maximizes yields, room revenues may flatten or
decrease and our profitability may be adversely affected.

Uninsured and underinsured losses could adversely affect our financial condition, results of operations and our ability to make distributions
to our stockholders.

Various types of catastrophic losses, such as losses due to wars, terrorist acts, earthquakes, floods, hurricanes, pollution or environmental
matters, generally are either uninsurable or not economically insurable, or may be subject to insurance coverage limitations, such as large
deductibles or co-payments. Five of our hotels are located in California, which has been historically at greater risk to certain acts of nature (such
as floods and earthquakes) than other states. Our Four Seasons in Mexico City is also in an area exposed to greater risk of earthquakes. Our
Hyatt Regency New Orleans and Four Seasons Punta Mita Resort are located in areas that are prone to hurricanes and/or floods. Also, we were
forced to close the Inter.Continental Prague for approximately eleven weeks during the latter half of 2002 due to flooding.

In the event of a catastrophic loss, our insurance coverage may not be sufficient to cover the full current market value or replacement cost of our
lost investment. Should an uninsured loss or a loss in excess of insured limits occur, we could lose all or a portion of the capital we have
invested in a property, as well as the anticipated future revenue from the property. In that event, we might nevertheless remain obligated for any
mortgage debt or other financial obligations related to the property. In the event of a significant loss, our deductible may be high and we may be
required to pay for all such repairs and, as a consequence, it could materially adversely affect our financial condition. Inflation, changes in
building codes and ordinances, environmental considerations and other factors might also keep us from using insurance proceeds to replace or
renovate a hotel after it has been damaged or destroyed. Under those circumstances, the insurance proceeds we receive might be inadequate to
restore our economic position on the damaged or destroyed property.

Since September 11, 2001, it has generally become more difficult and expensive to obtain property and casualty insurance, including coverage
for terrorism. When our current insurance policies expire, we may encounter difficulty in obtaining or renewing property or casualty insurance
on our properties at the same levels of coverage and under similar terms. Such insurance may be more limited and for some catastrophic risks
(e.g., earthquake, flood and terrorism) may not be generally available at current levels. Also, since the flooding in Prague described above, flood
insurance has become more expensive and coverage has diminished at the property. Even if we are able to renew our policies or to
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obtain new policies at levels and with limitations consistent with our current policies, we cannot be sure that we will be able to obtain such
insurance at premium rates that are commercially reasonable. If we were unable to obtain adequate insurance on our properties for certain risks,
it could cause us to be in default under specific covenants on certain of our indebtedness or other contractual commitments we have which
require us to maintain adequate insurance on our properties to protect against the risk of loss. If this were to occur, or if we were unable to obtain
adequate insurance and our properties experienced damages which would otherwise have been covered by insurance, it could materially
adversely affect our financial condition and the operations of our properties.

Environmental and other governmental laws and regulations could increase our compliance costs and liabilities and adversely affect our
financial condition and results of operations.

Our hotel properties are subject to various U.S. Federal, state and local environmental laws. Under these laws, courts and government agencies
have the authority to require us, as owner of a contaminated property, to clean up the property, even if we did not know of or were not
responsible for the contamination. These laws also apply to persons who owned a property at the time it became contaminated. In addition to the
costs of clean-up, environmental contamination can affect the value of a property and, therefore, an owner�s ability to borrow funds using the
property as collateral or to sell the property. These laws can also impose liability on parties that arrange for the disposal of wastes at an offsite
property that becomes contaminated.

In addition, some of these environmental laws can restrict the use of a property and place conditions on various activities. An example would be
laws that require a business using hazardous substances on a property (such as swimming pool and lawn care chemicals) to manage them
carefully and to notify local officials that the chemicals are being used. Failure to comply with these laws could result in fines and penalties or
expose us to third-party liability.

From time to time, the United States Environmental Protection Agency, or EPA, designates certain sites affected by hazardous substances as
�Superfund� sites. Superfund sites can cover large areas, affecting many different parcels of land. The EPA may choose to pursue parties
regardless of their actual contribution to the contamination. The Hilton Burbank Airport and Convention Center is located within a Federal
Superfund site. The area was designated as a Superfund site because groundwater underneath the area is contaminated. We have not been
named, and do not expect to be named, as a party responsible for the clean-up of the groundwater contamination. There can be no assurance
regarding potential future developments concerning this site, however.

The presence of any environmental conditions at our properties could result in remediation and other costs and liabilities and adversely
affect our financial condition and results of operations.

We have reviewed environmental reports prepared by consultants retained by our lenders at various times, which disclose certain conditions on
our properties and the use of hazardous substances in operation and maintenance activities that could pose a risk of environmental contamination
or liability. At some facilities these include on-site dry cleaning operations, petroleum storage in underground storage tanks, past tank removals
and the known or suspected presence of asbestos and mold.

We have detected the presence of mold at a few of our hotels. In the case of one of our hotels where the presence of mold might not be confined
to limited areas, we have engaged a consultant to study the extent of the moisture infiltration and resultant mold. While we have not yet
determined the extent of the moisture infiltration and resultant mold at that hotel, the costs to remediate the situation and any litigation that may
arise from the presence of mold could be significant. Many of the costs may be excluded from coverage under our property and general liability
policies, in which event we would be
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required to use our own funds to resolve the issue. Further, if the moisture infiltration and resulting mold is pervasive, we may not be able to rent
rooms at that hotel, which could result in a loss of revenue. We can make no assurance that liabilities resulting from moisture infiltration and the
presence of or exposure to mold will not have a future material adverse effect on our business, financial condition, results of operations and
ability to make distributions to our stockholders.

Furthermore, various court decisions have established that third parties may recover damages for injury caused by property contamination or
exposure to hazardous substances such as asbestos, lead paint or black mold. In recent years, concern about indoor exposure to mold has been
increasing as such exposure has been alleged to have a variety of adverse effects on health. As a result, there has been an increasing number of
lawsuits against owners and managers of real property relating to the presence of mold. Damages related to the presence of mold are generally
excluded from our insurance coverage. Should an uninsured loss arise against us, we would be required to use our own funds to resolve the
issue, which could have a adverse impact on our results of operations and ability to make distributions to stockholders.

The costs to clean up a contaminated property, to defend against a claim, or to comply with environmental laws could be material and could
adversely affect the funds available for distribution to our stockholders. Future laws or regulations may impose material environmental liabilities
on us, the current environmental condition of our hotel properties may be affected by the condition of the properties in the vicinity of our hotel
properties (such as the presence of leaking underground storage tanks) or by third parties unrelated to us and currently unknown environmental
liabilities related to our hotel properties may be identified.

Under the Americans with Disabilities Act of 1990, or the ADA, all public accommodations must meet various Federal requirements related to
access and use by disabled persons. Compliance with the ADA�s requirements could require removal of access barriers, and non- compliance
could result in the U.S. government imposing fines or in private litigants winning damages. If we are required to make substantial modifications
to our hotels, whether to comply with the ADA or other changes in governmental rules and regulations, our financial condition, results of
operations and ability to make distributions to our stockholders could be adversely affected.

We face competition in the acquisition of properties and properties that we acquire may not perform as anticipated.

We expect to acquire additional hotel properties from time to time. The acquisition of properties involves risks, including the risk that the
acquired property will not perform as anticipated and the risk that that any actual costs for rehabilitating, repositioning, renovating and
improving identified in the pre-acquisition process will exceed estimates. There is, and it is expected that there will continue to be, significant
competition for acquisitions that meet our investment criteria as well as risks associated with obtaining financing for acquisition activities.

Risks Related to Our Organization and Structure

Provisions of our organizational documents may limit the ability of a third party to acquire control of our company and may depress our
stock price.

In order for us to maintain our status as a REIT, no more than 50% of the value of outstanding shares of our stock may be owned, actually or
constructively, by five or fewer individuals at any time during the last half of each taxable year. To make sure that we will not fail to qualify as a
REIT under this test, subject to some exceptions, our charter prohibits any stockholder from owning actually or
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constructively more than 9.8% of the value of outstanding shares of our stock or more than 9.8% of the value or number of shares, whichever is
more restrictive, of the outstanding shares of our common stock. Any attempt to own or transfer shares of our capital stock in excess of the
ownership limit without the consent of our board of directors will be void, and could result in the shares being automatically transferred to a
charitable trust. This ownership limitation may prevent an acquisition of control of our company by a third party without our board of directors�
grant of an exemption from the ownership limitation, even if our stockholders believe the change of control is in their interest.

Our charter authorizes our board of directors to cause us to issue up to 150,000,000 shares of common stock and up to 150,000,000 shares of
preferred stock, to amend our charter without stockholder approval to increase or decrease the aggregate number of shares of stock or the
number of shares of any class or series of our stock that we have authority to issue, to classify or reclassify any unissued shares of common stock
or preferred stock and to set the preferences, rights and other terms of the classified or reclassified shares. Issuances of additional shares of stock
may have the effect of delaying or preventing a change in control of our company, including transactions at a premium over the market price of
our stock, even if stockholders believe that a change of control is in their interest.

Our charter permits the removal of a director only upon the affirmative vote of two-thirds of the votes entitled to be cast generally in the election
of directors and provides that vacancies may only be filled by a majority of the remaining directors. Our bylaws require advance notice of a
stockholder�s intention to nominate directors or present business for consideration by stockholders at an annual meeting of our stockholders.
These provisions may delay, defer, or prevent a transaction or change in control that involves a premium price for our common stock or that for
other reasons may be desired by our stockholders.

Provisions of Maryland law may limit the ability of a third party to acquire control of our company.

Certain provisions of the Maryland General Corporation Law, or the MGCL, may have the effect of inhibiting a third party from making a
proposal to acquire us or of impeding a change of control under circumstances that otherwise could provide the holders of shares of our common
stock with the opportunity to realize a premium over the then prevailing market price of such shares, including:

� �business combination� provisions that, subject to limitations, prohibit certain business combinations between us and an �interested
stockholder� (defined generally as any person who beneficially owns 10% or more of the voting power of our shares or an affiliate
thereof) for five years after the most recent date on which the stockholder becomes an interested stockholder, and thereafter imposes
special super majority stockholder voting requirements on these combinations;

� �control share� provisions that provide that �control shares� of our company (defined as shares which, when aggregated with other shares
controlled by the stockholder, entitle the stockholder to exercise one of three increasing ranges of voting power in electing directors)
acquired in a �control share acquisition� (defined as the direct or indirect acquisition of ownership or control of �control shares�) have no
voting rights except to the extent approved by our stockholders by the affirmative vote of at least two-thirds of all the votes entitled
to be cast on the matter, excluding all interested shares; and

� �unsolicited takeover� provisions of Maryland law permit our board of directors, without stockholder approval, to implement a
classified board as well as impose other restrictions on the ability of a third party to acquire control.
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We have opted out of the control share provisions of the MGCL pursuant to a provision in our bylaws. However, we may, by amendment to our
bylaws, become subject to the control share provisions of the MGCL in the future except with respect to Prudential and Whitehall who will not
be subject to the operation of the control share provisions without their prior written consent.

We rely on our President and Chief Executive Officer, Mr. Laurence Geller, the loss of whom could have a material adverse effect on our
business.

Our continued success will depend to a significant extent on the efforts and abilities of our President and Chief Executive Officer, Mr. Laurence
Geller. Mr. Geller is an experienced hotel industry senior executive, operator and consultant with over 40 years� experience working with many
major multinational hotel companies and executives. Mr. Geller is actively engaged in our management and determines our strategic direction,
especially with regard to operational, financing, acquisition and disposition activity. Mr. Geller�s departure could have a material adverse effect
on our operations, financial condition and operating results.

You have limited control as a stockholder regarding any changes we make to our policies.

Our board of directors determines our major policies, including our investment objectives, financing, growth and distributions. Our board may
amend or revise these and other policies without a vote of our stockholders. This means that our stockholders will have limited control over
changes in our policies.

Tax Risks

If we fail to maintain our status as a REIT, our distributions will not be deductible by us, and our income will be subject to U.S. Federal
taxation, reducing our earnings available for distribution.

We currently qualify as a REIT under the Internal Revenue Code of 1986, as amended (the �Code�). The requirements for this qualification,
however, are complex. If we fail to meet these requirements in the future, our distributions will not be deductible by us and we will have to pay a
corporate U.S. Federal level tax on our income. This would substantially reduce our cash available to pay distributions on your investment in our
stock. In addition, such a tax liability might cause us to borrow funds, liquidate some of our investments or take other steps which could
negatively affect our results of operations. Moreover, if our REIT status is terminated because of our failure to meet a technical REIT
requirement or if we voluntarily revoke our election, we would generally be disqualified from electing treatment as a REIT for the four taxable
years following the year in which REIT status is lost.

Even if we maintain our status as a REIT, we may become subject to U.S. Federal, state, local or foreign taxes on our income or property
reducing our earnings available for distribution.

Even if we maintain our status as a REIT, we may become subject to U.S. Federal income taxes and related state taxes. For example, if we have
net income from a �prohibited transaction�, that income will be subject to a 100% tax. A �prohibited transaction� is, in general, the sale or other
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disposition of inventory or property, other than foreclosure property, held primarily for sale to customers in the ordinary course of business. We
may not be able to make sufficient distributions to avoid excise taxes applicable to REITs. We may also decide to retain income we earn from
the sale or other disposition of our property and pay U.S. Federal income tax directly on that income. In that event, our stockholders would be
treated as if they earned that income and paid the tax on it directly. However, stockholders that are tax-exempt, such as charities or qualified
pension plans, would have no benefit from their deemed payment of that tax liability. We cannot assure you that we will be able to continue to
satisfy the REIT requirements, or that it will be in our best interests to continue to do so.
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We may also be subject to state and local taxes on our income or property, either directly or at the level of our operating partnerships or at the
level of the other companies through which we indirectly own our assets.

Foreign countries impose taxes on our hotels and our operations within their jurisdictions. We may not fully benefit from a foreign tax credit
against our U.S. income tax liability for the foreign taxes we pay. As a result, our foreign taxes will reduce our income and available cash flow
from our foreign hotels, which, in turn, could reduce our ability to make distributions to our stockholders.

If the leases of our hotels to our taxable REIT subsidiaries are not respected as true leases for Federal income tax purposes, we would fail to
maintain our status as a REIT.

To continue to qualify as a REIT, we must satisfy two gross income tests, under which specified percentages of our gross income must be
passive income, such as rent. The rent paid pursuant to the leases of our hotels to our taxable REIT subsidiaries will only qualify for purposes of
the gross income tests if the leases are respected as true leases for U.S. Federal income tax purposes and are not treated as service contracts, joint
ventures or some other type of arrangement. If the leases are not respected as true leases for U.S. Federal income tax purposes, we would fail to
qualify as a REIT.

Our taxable REIT subsidiary is subject to special rules that may result in increased taxes.

Several Code provisions ensure that a taxable REIT subsidiary is subject to an appropriate level of U.S. Federal income taxation. For example, a
taxable REIT subsidiary is limited in its ability to deduct interest payments made to an affiliated REIT. In addition, the REIT has to pay a 100%
penalty tax on some payments that it receives if the economic arrangements between the REIT and the taxable REIT subsidiary are not
comparable to similar arrangements between unrelated parties. The IRS may successfully assert that the economic arrangements of any of our
inter-company transactions, including the hotel leases, are not comparable to similar arrangements between unrelated parties.

We may be required to pay a penalty tax upon the sale of a hotel.

The U.S. Federal income tax provisions applicable to REITs provide that any gain realized by a REIT on the sale of property held as inventory
or other property held primarily for sale to customers in the ordinary course of business is treated as income from a �prohibited transaction� that is
subject to a 100% penalty tax. Under current law, unless a sale of real property qualifies for a safe harbor, the question of whether the sale of a
hotel (or other property) constitutes the sale of property held primarily for sale to customers is generally a question of the facts and
circumstances regarding a particular transaction. We may make sales that do not satisfy the requirements of the safe harbors or the IRS may
successfully assert that one or more of our sales are prohibited transactions, and therefore we may be required to pay a penalty tax.

USE OF PROCEEDS

Unless otherwise described in the applicable prospectus supplement, we intend to use the net proceeds from the sale of the offered securities to:
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� invest in future co-investment ventures;

� make improvements to our hotel properties;

� repay any outstanding indebtedness at the time it is due; and

� fund general business purposes.

Pending their use, we may invest the net proceeds in short-term, interest bearing securities.

DESCRIPTION OF COMMON STOCK

Rights of our stockholders are governed by the Maryland General Corporation Law, or MGCL, our charter and our bylaws. The following is a
summary of the material provisions of our common stock and describes certain provisions of our charter and bylaws, copies of which are
incorporated by reference as exhibits to the registration statement of which this prospectus is a part. See �Where You Can Find More Information.�

General

Our charter provides that we may issue up to 150,000,000 shares of common stock, $.01 par value per share, and 150,000,000 shares of
preferred stock, $.01 par value per share. As of June 30, 2005, we had 30,077,505 shares of common stock issued and outstanding and 4,000,000
shares of 8.50% Series A Cumulative Redeemable Preferred Stock issued and outstanding. Our charter provides that our board of directors,
without stockholder approval, may amend our charter to increase or decrease the aggregate number of shares of stock or the number of shares of
any class or series of our stock that we are authorized to issue.

Voting Rights of Common Stock

Subject to the provisions of our charter regarding the restrictions on the transfer and ownership of shares of common stock, each outstanding
share of common stock entitles the holder to one vote on all matters submitted to a vote of stockholders, including the election of directors, and,
except for certain limited voting rights of holders of our 8.50% Series A Cumulative Redeemable Preferred Stock and as may be provided with
respect to any other subsequently issued class or series of stock, the holders of such common stock possess the exclusive voting power. There is
no cumulative voting in the election of directors, which means that the holders of a majority of the outstanding common stock, voting as a single
class, can elect all of the directors and the holders of the remaining stock are not able to elect any directors.

Distributions, Liquidation and Other Rights of Common Stock
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All common stock offered by this prospectus will be duly authorized, fully paid and nonassessable. Holders of common stock are entitled to
receive dividends when authorized by our board of directors and declared by us out of assets legally available for dividends and to share ratably
in our assets legally available for distribution to the stockholders in the event of our liquidation, dissolution or winding-up after payment of, or
adequate provision for, all of our known debts and liabilities and any rights of holders of senior securities. These rights are subject to the
preferential rights of any other class or series of our stock, including our 8.50% Series A Cumulative Redeemable Preferred Stock, and to the
provisions of our charter regarding restrictions on transfer of our stock.
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Holders of shares of common stock have no conversion, sinking fund, redemption, exchange or appraisal rights, and have no preemptive rights
to subscribe for any of our securities.

Power to Reclassify Stock

Our charter authorizes our board of directors to classify any unissued preferred stock and to reclassify any previously classified but unissued
common stock and preferred stock of any series from time to time in one or more classes or series, as authorized by our board of directors. Prior
to issuance of stock of each class or series, our board of directors is required by the MGCL and our charter to set for each such class or series,
subject to the provisions of our charter regarding the restrictions on transfer of our stock, the terms, preferences, conversion or other rights,
voting powers, restrictions, limitations as to dividends or other distributions, qualifications and terms or conditions of redemption for each such
class or series. Thus, our board of directors could authorize the issuance of additional preferred stock with priority over the common stock with
respect to distributions and rights upon liquidation and with other terms and conditions which could have the effect of delaying, deferring or
preventing a transaction or a change in control of us that might involve a premium price for our stockholders or otherwise might be in their best
interest.

Power to Issue Additional Common Stock and Preferred Stock

We believe that the power to issue additional common stock or preferred stock and to classify or reclassify unissued common stock or preferred
stock and thereafter to issue the classified or reclassified stock provides us with increased flexibility in structuring possible future financings and
acquisitions and in meeting other needs which might arise. These actions can be taken without stockholder approval, unless stockholder approval
is required by applicable law or the rules of any stock exchange or automated quotation system on which our securities may be listed or traded,
including the New York Stock Exchange. Although we have no current intention of doing so, we could issue a class or series of stock that could
delay, defer or prevent a transaction or a change in control that might involve a premium price for our stockholders or otherwise be in their best
interest.

Restrictions on Ownership and Transfer

For us to qualify as a REIT under the Code, our stock must be beneficially owned by 100 or more persons during at least 335 days of a taxable
year of twelve months or during a proportionate part of a shorter taxable year. Also, not more than 50% of the value of our outstanding stock
may be owned, directly or indirectly, by five or fewer individuals (as defined in the Code to include certain entities such as qualified pension
plans) during the last half of a taxable year. These requirements of the Code do not apply to the first year for which an election to be a REIT is
made.

Our charter contains restrictions on the number of shares of our stock that a person may own. No person may acquire or hold, directly or
indirectly, in excess of 9.8% in value of our outstanding shares of stock. In addition, no person may acquire or hold, directly or indirectly,
common stock in excess of 9.8% (in value or in number of shares, whichever is more restrictive) of our outstanding shares of common stock.

Our charter further prohibits (a) any person from owning shares of our stock that would result in our being �closely held� under Section 856(h) of
the Code or otherwise cause us to fail to qualify as a REIT and (b) any person from transferring shares of our stock if the transfer would result in
our stock being owned by fewer than 100 persons. Any person who acquires or intends to acquire shares of our stock that may violate any of
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us with such information as we may request in order to determine the effect of the transfer on our status as a REIT. The above restrictions will
not apply if our board of directors determines that it is no longer in our best interest to continue to qualify as a REIT.

Our board of directors, in its sole discretion, may exempt a person from these limits. However, our board may not exempt any person whose
ownership of our outstanding stock would result in our being �closely held� within the meaning of Section 856(h) of the Code or otherwise would
result in our failing to qualify as a REIT. In order to be considered by our board for exemption, a person also must not own, directly or
indirectly, an interest in any of our tenants (or a tenant of any entity which we own or control) that would cause us to own, directly or indirectly,
more than a 9.9% interest in the tenant. The person seeking an exemption must represent to the satisfaction of our board that it will not violate
these two restrictions. The person also must agree that any violation or attempted violation of these restrictions will result in the automatic
transfer of the shares of stock causing the violation to the Trust. Prior to this offering, our board waived the ownership limit with respect to
Prudential and Whitehall. Therefore, the above ownership limits do not apply to the common stock owned, directly or indirectly, by Prudential
and Whitehall. Thus, there can be no assurance that there will not be five or fewer individuals who will own more than 50% in value of our
outstanding stock, thereby causing us to fail to qualify as a REIT. Our board of directors may require a ruling from the Internal Revenue Service,
or IRS, or an opinion of counsel in order to determine or ensure our status as a REIT in circumstances where it has received a request for
exemption and is unable to satisfy itself that the ownership limitations will not be violated.

Any attempted transfer of our stock which, if effective, would result in our stock being owned by fewer than 100 persons will be null and void.
Any attempted transfer of our stock which, if effective, would result in violation of the ownership limits discussed above or in our being �closely
held� under Section 856(h) of the Code or otherwise failing to qualify as a REIT will cause the number of shares causing the violation (rounded
up to the nearest whole share) to be automatically transferred to a trust (the �Trust�) for the exclusive benefit of one or more charitable
beneficiaries (�Charitable Beneficiaries�), and the proposed transferee will not acquire any rights in the shares. The automatic transfer will be
deemed to be effective as of the close of business on the business day prior to the date of the transfer. Shares of our stock held in the Trust will
be issued and outstanding shares. The proposed transferee will not benefit economically from ownership of any shares of stock held in the Trust,
will have no rights to dividends and no rights to vote or other rights attributable to the shares of stock held in the Trust. The trustee (the �Trustee�)
of the Trust will have all voting rights and rights to dividends or other distributions with respect to shares held in the Trust. These rights will be
exercised for the exclusive benefit of the Charitable Beneficiary. Any dividend or other distribution paid prior to our discovery that shares of
stock have been transferred to the Trust will be paid by the recipient to the Trustee upon demand. Any dividend or other distribution authorized
but unpaid will be paid when due to the Trustee. Any dividend or distribution paid to the Trustee will be held in trust for the Charitable
Beneficiary. Subject to Maryland law, the Trustee will have the authority (i) to rescind as void any vote cast by the proposed transferee prior to
our discovery that the shares have been transferred to the Trust and (ii) to recast the vote in accordance with the desires of the Trustee acting for
the benefit of the Charitable Beneficiary. However, if we have already taken irreversible corporate action, then the Trustee will not have the
authority to rescind and recast the vote.

Within 20 days of receiving notice from us that shares of our stock have been transferred to the Trust, the Trustee will sell the shares to a person
designated by the Trustee, whose ownership of the shares will not violate the above ownership limitations. 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 proposed transferee and
to the Charitable Beneficiary as follows. The proposed transferee will receive the lesser of (i) the price paid by the proposed transferee for the
shares or, if the proposed transferee did not give a value for the shares in connection with the event causing the shares to be held in the Trust
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(e.g., a gift, devise or other similar transaction), the Market Price (as defined in our charter) of the shares on the day of the event causing the
shares to be held in the Trust and (ii) the price received by the Trustee from the sale or other disposition of the shares. Any net sale proceeds in
excess of the amount payable to the proposed transferee will be paid immediately to the Charitable Beneficiary. If, prior to our discovery that
shares of our stock have been transferred to the Trust, the shares are sold by the proposed transferee, then (i) the shares shall be deemed to have
been sold on behalf of the Trust and (ii) to the extent that the proposed transferee received an amount for the shares that exceeds the amount he
was entitled to receive, the excess shall be paid to the Trustee upon demand.

In addition, shares of our stock held in the Trust will be deemed to have been offered for sale to us, or our designee, at a price per share equal to
the lesser of (i) the price per share in the transaction that resulted in the transfer to the Trust (or, in the case of a devise or gift, the Market Price
at the time of the devise or gift) and (ii) the Market Price on the date we, or our designee, accept the offer. We will have the right to accept the
offer until the Trustee has sold the shares.

Upon a 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 proposed transferee.

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

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

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

Other Matters

The transfer agent and registrar for our common stock is LaSalle Bank, N.A.

DESCRIPTION OF PREFERRED STOCK

General
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Subject to limitations prescribed by Maryland law and our charter, our board of directors is authorized to issue, from the authorized but unissued
shares of stock, shares of preferred stock in series and to establish from time to time the number of shares of preferred stock to be included in the
series and to fix the designation and any preferences, conversion and other rights, voting powers, restrictions, limitations as to dividends and
other distributions, qualifications and terms and conditions of redemption of the shares of each series, and any other subjects or matters as may
be fixed by resolution of our board of directors or one of its duly authorized committees.
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Reference is made to the prospectus supplement relating to the series of shares of preferred stock being offered for the specific terms of the
series, including:

� the title and stated value of the series of shares of preferred stock and the number of shares constituting that series;

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

� the dividend rate(s), period(s) and/or payment date(s) or the method(s) of calculation for those values relating to the shares of
preferred stock of the series;

� the date from which dividends on shares of preferred stock of the series shall cumulate, if applicable;

� the procedures for any auction and remarketing, if any, for shares of preferred stock of the series;

� the provision for a sinking fund, if any, for shares of preferred stock of the series;

� the provision for redemption, if applicable, of shares of preferred stock of the series;

� any listing of the series of shares of preferred stock on any securities exchange;

� the terms and conditions, if applicable, upon which shares of preferred stock of the series will be convertible into shares of preferred
stock of another series or common stock, including the conversion price, or manner of calculating the conversion price;

� whether interests in shares of preferred stock of the series will be represented by global securities;

� any other specific terms, preferences, rights, limitations or restrictions of the series of shares of preferred stock;

� a discussion of U.S. Federal income tax considerations applicable to shares of preferred stock of the series;

� the relative ranking and preferences of shares of preferred stock of the series as to dividend rights and rights upon liquidation,
dissolution or winding up of our affairs;

� any limitations on issuance of any series of shares of preferred stock ranking senior to or on a parity with the series of shares of
preferred stock as to dividend rights and rights upon liquidation, dissolution or winding up of our affairs; and

� any limitations on direct or beneficial ownership and restrictions on transfer of shares of preferred stock of the series, in each case as
may be appropriate to preserve our status as a REIT under the Code.
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Unless otherwise provided in the applicable prospectus supplement, the following terms shall apply to each series of shares of preferred stock
being offered hereunder:

Rank

The shares of preferred stock of each series will rank with respect to dividend rights and rights upon liquidation, dissolution or winding up of our
affairs:

� senior to all classes or series of common stock, and to all equity securities ranking junior to the series of shares of preferred stock;

� on a parity with all equity securities issued by us the terms of which specifically provide that the equity securities rank on a parity
with shares of preferred stock of the series; and

� junior to all equity securities issued by us the terms of which specifically provide that the equity securities rank senior to shares of
preferred stock of the series.

Dividends

Holders of shares of preferred stock of each series shall be entitled to receive, when and as authorized by the Board of Directors and declared by
us out of funds legally available for the payment of dividends, cumulative, preferential cash dividends at the rate set forth in the applicable
prospectus supplement. Such dividends shall be cumulative from the date of original issue and shall be payable quarterly in arrears on the last
day of each March, June, September and December or, if not a business day, the next succeeding business day (each such day being a �dividend
payment date�). Any dividend payable on a series of shares of preferred stock for any partial dividend period will be computed on the basis of a
360-day year consisting of twelve 30-day months. Dividends will be payable to holders of record as they appear in our records at the close of
business on the applicable record date, which shall be on such date designated by the board of directors for the payment of dividends that is not
more than 50 nor less than 10 days prior to such dividend payment date (which we refer to as a �dividend record date�), which in the normal
course we would expect to be on or about the 15th day prior to the dividend payment date.

No dividends on a series of shares of preferred stock shall be declared or paid or set apart for payment by us at such time as the terms and
provisions of any agreement we have entered into, including any agreement relating to our indebtedness for borrowed money, prohibits such
declaration, payment or setting apart for payment or provides that such declaration, payment or setting apart for payment would constitute a
breach thereof or a default thereunder, or if such declaration or payment shall be restricted or prohibited by law.

Notwithstanding the foregoing, dividends on a series of shares of preferred stock will accrue whether or not we have earnings, whether or not
there are funds legally available for the payment of such dividends and whether or not such dividends are declared. Accrued but unpaid
dividends on a series of shares of preferred stock will not bear interest. Holders of shares of a series of preferred stock will not be entitled to any
dividends in excess of full cumulative dividends as described above.
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If, for any taxable year, we elect to designate as �capital gain dividends� (as defined in Section 857 of the Code), any portion of the dividends (as
determined for U.S. Federal income tax purposes) paid or made available for the year to holders of all classes of shares, then the portion of such
designated amount that shall be allocable to the holders of shares of a series of preferred stock shall be the amount that the total dividends (as
determined for U.S. Federal income tax purposes) paid or made available to the holders of shares of such series of preferred stock for the year
bears to the total dividends paid or made available for the year to holders of all classes of shares.

If any series of shares of preferred stock are outstanding, no full dividends shall be declared or paid or set apart for payment on any series of
preferred stock ranking, as to dividends, on a parity with or
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junior to such series of preferred stock for any period unless full cumulative dividends have been or contemporaneously are declared and paid or
declared and a sum sufficient for the payment thereof set apart for such payments on the shares of such series of preferred stock for all past
dividend periods and the then current dividend period. When dividends are not paid in full (or a sum sufficient for such full payment is not so set
apart) upon a series of preferred stock and the shares of any other series of preferred stock ranking on parity as to dividends with such series of
preferred stock, all dividends declared upon such series of preferred stock and any other series of preferred stock ranking on a parity as to
dividends with such series of preferred stock shall be declared pro rata so that the amount of dividends declared per share on such series of
preferred stock and such other series of preferred stock shall in all cases bear to each other the same ratio that accrued dividends per share on
such series of preferred stock and such other series of preferred stock bear to each other. If such other preferred stock does not have a cumulative
dividend, there will be no accrual in respect of unpaid dividends for prior periods for such preferred stock. No interest, or sum of money in lieu
of interest, shall be payable in respect of any dividend payment or payments on a shares of a series of preferred stock which may be in arrears.

Except as provided in the immediately preceding paragraph, unless full cumulative dividends on the shares of a series of preferred stock have
been or contemporaneously are declared and paid or declared and a sum sufficient for the payment thereof set apart for payment for all past
dividend periods and the then current dividend period, no dividends (other than in common shares or other stock ranking junior to such series of
preferred stock as to dividends and upon liquidation) shall be declared or paid or set aside for payment or other dividend or distribution shall be
declared or made upon the common stock or any other of our stock ranking junior to or on a parity with such series of preferred stock as to
dividends or upon liquidation, nor shall any common stock or any other of our stock ranking junior to or on a parity with such series of preferred
stock as to dividends or upon liquidation be redeemed, purchased or otherwise acquired for any consideration (or any moneys be paid to or made
available for a sinking fund for the redemption of any such shares) by us or any of our subsidiaries, except by conversion into or exchange for
other of our stock ranking junior to such series of preferred stock as to dividends and upon liquidation.

Any dividend payment made on shares of a series of preferred stock shall first be credited against the earliest accrued but unpaid dividend due
with respect to shares of such series of preferred stock which remains payable.

In determining whether a distribution (other than upon voluntary or involuntary liquidation), by dividend, redemption or other acquisition of
shares of stock or otherwise, is permitted under the Maryland law, amounts that would be needed, if we were to be dissolved at the time of
distribution, to satisfy the preferential rights upon dissolution of holders of shares of a series of preferred stock shall not be added to our total
liabilities.

Liquidation Rights

Upon any voluntary or involuntary liquidation, dissolution or winding up of our affairs, then, before any dividend or payment shall be made to
the holders of any common stock or any other class or series of our stock ranking junior to the series of shares of preferred stock in the
distribution of assets upon any liquidation, dissolution or winding up of us, the holders of each series of shares of preferred stock shall be
entitled to receive out of our assets legally available for distribution to shareholders, liquidating dividends in the amount of the liquidation
preference set forth in the applicable prospectus supplement, plus an amount equal to all dividends accrued and unpaid thereon. After payment
of the full amount of the liquidating dividends to which they are entitled, the holders of each series of shares of preferred stock will have no right
or claim to any of our remaining assets.
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In the event that, upon any such voluntary or involuntary liquidation, dissolution or winding up, our available assets are insufficient to pay the
amount of the liquidating dividends on all outstanding shares of preferred stock of the series and the corresponding amounts payable on all
shares of other classes or series of our stock ranking on a parity with such series of preferred stock in the distribution of assets, then the holders
of shares of preferred stock of the series and all other such classes or series of stock shall share ratably in any such distribution of assets in
proportion to the full liquidating dividends to which they would otherwise be respectively entitled. For such purposes, the consolidation or
merger of us with or into any other entity, or the sale, lease or conveyance of all or substantially all of our property or business, or a statutory
share exchange shall not be deemed to constitute a liquidation, dissolution or winding up of us.

Redemption

Shares of a series of preferred stock will not be redeemable prior to the date set forth in the applicable prospectus supplement. On or after such
date, we, at our option upon not less than 30 nor more than 60 days� written notice, may redeem the shares of such series of preferred stock, in
whole or in part, at any time or from time to time, for cash at a redemption price of per share as set forth in the applicable prospectus
supplement, plus all accrued and unpaid dividends thereon to the date fixed for redemption, without interest. Holders of shares of a series of
preferred stock to be redeemed shall surrender such shares of preferred stock at the place designated in such notice and shall be entitled to the
redemption price and any accrued and unpaid dividends payable upon such redemption following such surrender. If fewer than all of the
outstanding shares of the series of preferred stock are to be redeemed, the number of shares to be redeemed will be determined by us and such
shares may be redeemed pro rata from the holders of record of such shares in proportion to the number of such shares held by such holders (with
adjustments to avoid redemption of fractional shares) or by lot in an equitable manner determined by us.

Unless full cumulative dividends on all shares of the series of preferred stock and all stock ranking on a parity with such series of preferred stock
with respect to the payment of dividends and amounts upon liquidation, dissolution and winding up (referred to as parity shares) shall have been
or contemporaneously are declared and paid or declared and a sum sufficient for the payment thereof set apart for payment for all past dividend
periods and the then current dividend period, no shares of such series of preferred stock or shares of parity stock shall be redeemed unless all
outstanding shares of such series of preferred stock and shares of parity stock are simultaneously redeemed; provided, however, that the
foregoing shall not prevent the purchase or acquisition of shares of such series of preferred stock or shares of parity stock pursuant to a purchase
or exchange offer made on the same terms to holders of all outstanding shares of such series of preferred stock and shares of parity stock.
Furthermore, unless full cumulative dividends on all outstanding shares of such series of preferred stock and shares of parity stock have been or
contemporaneously are declared and paid or declared and a sum sufficient for the payment thereof set apart for payment for all past dividend
periods and the then current dividend period, we shall not purchase or otherwise acquire directly or indirectly any shares of such series of
preferred stock or shares of parity stock (except by conversion into or exchange for our stock ranking junior to the shares of such series of
preferred stock and shares of parity stock as to dividends and upon liquidation).

Notice of redemption will be mailed at least 30 days but not more than 60 days before the redemption date to each holder of record of shares of
the series of preferred stock at the address shown on our share transfer books. Each notice shall state: (i) the redemption date; (ii) the number of
shares of the series of preferred stock to be redeemed; (iii) the redemption price per share, plus any accrued and unpaid dividends through the
date of redemption; (iv) the place or places where certificates for shares of the series of preferred stock are to be surrendered for payment of the
redemption price; and (v) that dividends on shares of the series of preferred stock will cease to accrue on such redemption date. If fewer than all
the shares of the series of preferred stock are to be redeemed, the notice mailed to each such holder
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thereof shall also specify the number of shares of the series of preferred stock to be redeemed from each such holder. If notice of redemption of
any shares of the series of preferred stock has been given and if the funds necessary for such redemption have been set aside by us in trust for the
benefit of the holders of the shares of preferred stock so called for redemption, then from and after the redemption date, dividends will cease to
accrue on the shares of such series of preferred stock, such shares of preferred stock shall no longer be deemed outstanding and all rights of the
holders of such shares will terminate, except the right to receive the redemption price.

If we redeem any shares of a series of preferred stock and if the redemption date occurs after a dividend record date and on or prior to the related
dividend payment date, the dividend payable on such dividend payment date with respect to such shares called for redemption shall be payable
on such dividend payment date to the holders of record at the close of business on such dividend record date, and shall not be payable as part of
the redemption price for such shares.

The shares of preferred stock have no stated maturity and will not be subject to any sinking fund or mandatory redemption. However, in order to
preserve our status as a real estate investment trust as defined in the Code, the shares of preferred stock may be subject to redemption as
described in �Certain Provisions of Maryland Law and of our Charter and Bylaws�Restrictions on Ownership and Transfer.� Any such redemption
would apply only to shares held, directly or indirectly, by those stockholders with concentrated share ownership that would violate the
ownership limit provision. In addition, the number of shares subject to such a redemption would be limited to that number of concentrated shares
sufficient in the opinion of the board of directors to maintain or bring the ownership of shares into conformity with the ownership limit
provision. See �Certain Provisions of Maryland Law and of our Charter and Bylaws�Restrictions on Ownership and Transfer.�

Voting Rights

Holders of the shares of preferred stock of each series will not have any voting rights, except as set forth below.

If and whenever six quarterly dividends (whether or not consecutive) payable on shares of the series of preferred stock or any shares of parity
stock are in arrears (which, for any quarterly dividend, means that such dividend has not been paid in full), whether or not earned or declared,
the number of directors then constituting the board of directors will be increased by two, and the holders of shares of such series of preferred
stock, voting together as a class with the holders of any other series of parity stock (any such other series, being �voting preferred shares�), will
have the right to elect two additional directors to serve on our board of directors at any annual meeting of shareholders or a special meeting of
the holders of shares of such series of preferred stock and such voting preferred shares called at the request of any holder of record of shares of
the series of preferred stock or by a holder of such voting preferred shares and at each subsequent annual meeting of stockholders until all such
dividends and all dividends for the current quarterly period on the shares of the series of preferred stock and such other voting preferred shares
have been paid or declared and paid or set aside for payment. The term of office of all directors so elected will terminate with the termination of
such voting rights.

The approval of two-thirds of the outstanding shares of the series of preferred stock and all other series of voting preferred shares similarly
affected, voting as a single class, is required in order to (i) amend our charter to affect materially and adversely the rights, preferences or voting
power of the holders of the shares of the series of preferred stock or the voting preferred shares, (ii) enter into a share exchange that affects the
shares of such series of preferred stock, consolidate with or merge into another entity, or permit another entity to consolidate with or merge into
us, unless in each such case each share of the series of preferred stock remains outstanding without a material adverse change to its terms and
rights or
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is converted into or exchanged for preferred stock of the surviving entity having preferences, rights, voting powers, restrictions, limitations as to
dividends, qualifications and terms or conditions of redemption thereof identical to that of a share of such series of preferred stock (except for
changes that do not materially and adversely affect the holders of the shares of such series) or (iii) authorize, reclassify, create, or increase the
authorized amount of any class of stock having rights senior to the shares of the series of preferred stock with respect to the payment of
dividends or amounts upon liquidation, dissolution or winding up. However, we may create additional classes of parity shares and shares ranking
junior to the shares of such series of preferred stock as to dividends or upon liquidation (each, referred to as �junior shares�), increase the
authorized number of parity shares and junior shares and issue additional series of parity shares and junior shares without the consent of any
holder of shares of the series of preferred stock.

The foregoing voting provisions will not apply if, at or prior to the time when the act with respect to which such vote would otherwise be
required will be effected, all outstanding shares of the series of preferred stock have been redeemed in accordance with their terms or called for
redemption in accordance with their terms and sufficient funds shall have been deposited in trust to effect such redemption.

Except as provided above or as required by law, the holders of shares of preferred stock of each series are not entitled to vote on any merger or
consolidation involving us or a sale of all or substantially all of our assets or any amendment to our charter.

Conversion Rights

The terms and conditions, if any, upon which shares of preferred stock of any series are convertible into shares of preferred stock of another
series or common stock will be set forth in the applicable prospectus supplement relating to the series. These terms will include:

� the number of shares of preferred stock of another series or common stock into which the shares of preferred stock of the series are
convertible;

� the conversion price, or manner of calculation of the conversion price;

� the conversion period;

� provisions as to whether conversion will be at the option of the holders of the shares of preferred stock of the series or us;

� the events requiring an adjustment of the conversion price; and

� provisions affecting conversion in the event of the redemption of the shares of preferred stock of the series.

Restrictions on Ownership
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As discussed above under �Description of Common Stock�Restrictions on Ownership and Transfer,� for us to qualify as a REIT under the Code,
not more than 50% in value of our outstanding shares of stock may be owned by five or fewer individuals at any time during the last half of any
taxable year. Therefore, the articles supplementary for each series of shares of preferred stock may contain provisions restricting the ownership
and transfer of the shares of preferred stock similar to those described under �Description of Common Stock�Restrictions on Ownership and
Transfer.� The applicable prospectus supplement will specify any additional ownership limitations relating to a series of shares of preferred stock.
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All certificates representing shares of shares of preferred stock will bear a legend referring to the restrictions described above.

Registrar and Transfer Agent

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

DESCRIPTION OF WARRANTS TO PURCHASE SHARES OF COMMON STOCK

We may issue warrants for the purchase of shares of common stock. Warrants may be issued independently or together with any other securities
described in this prospectus that are offered pursuant to any prospectus supplement and the warrants may be attached to or may be transferable
separately from the other securities being offered. We will issue each series of warrants under a separate warrant agreement that we will enter
into with a warrant agent specified in the applicable prospectus supplement. The warrant agent will act solely as our agent in connection with the
warrants of the series and will not assume any obligation or relationship of agency or trust for or with respect to any provisions of the warrants.

The prospectus supplement relating to any warrants we offer will describe the specific terms of the warrants, including, where applicable:

� the title of the warrants;

� the aggregate number of the warrants;

� the price or prices at which the warrants will be issued;

� the designation, terms and number of shares of common stock purchasable upon exercise of the warrants;

� the designation and terms of any securities with which the warrants are issued and the number of any warrants issued with each
security;

� the date, if any, on and after which the warrants and the related shares of common stock will be separately transferable, including any
limitations on ownership and transfer of the warrants as may be appropriate to preserve our status as a REIT;

� the price at which each share of common stock purchasable upon exercise of the warrants may be purchased;

� the date on which the right to exercise the warrants will commence and the date on which the right will expire;
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� information with respect to book-entry procedures, if any;

� a discussion of U.S. Federal income tax considerations relevant to the warrants; and

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

CERTAIN PROVISIONS OF MARYLAND LAW AND OF OUR

CHARTER AND BYLAWS

The following paragraphs summarize the material provisions of Maryland law applicable to us and of our charter and bylaws. For a complete
description, we refer you to Maryland law, our charter and our bylaws. We have filed our charter and bylaws as exhibits to materials we have
filed with the Securities and Exchange Commission. See �Where You Can Find More Information.�

Amendment of Charter and Bylaws

Under Maryland law, a Maryland corporation generally cannot amend its charter, unless advised by its 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 on the matter. However, a Maryland
corporation may provide in its charter for approval of amendments by a lesser percentage of the shares entitled to vote on the matter, but not less
than a majority of all of the votes entitled to be cast on the matter. Our charter generally provides, except with respect to amendments to the
provisions of our charter regarding restrictions on the transfer and ownership of our stock and certain provisions relating to our board of
directors, for approval of amendments to our charter by a majority of the votes entitled to be cast on the matter. The board of directors has the
exclusive power to adopt, alter or repeal any provision of the bylaws and to make new bylaws.

Meetings of Stockholders

Under our bylaws, annual meetings of stockholders are to be held in May of each year at a date and time as determined by our board. Special
meetings of stockholders may be called only by a majority of our directors, our Chairman, our President or our Chief Executive Officer and must
be called by our Secretary upon the written request of the holders of a majority of the shares of our common stock entitled to vote at a meeting.
Only matters set forth in the notice of the meeting may be considered and acted upon at such a meeting. Maryland law provides 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 Provisions for Stockholder Nominations and Stockholder Proposals

Our bylaws provide that, with respect to an annual meeting of stockholders, nominations of individuals for election to our board of directors and
the proposal of business to be considered by stockholders may be made only (i) pursuant to our notice of the meeting, (ii) by our board of
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directors or (iii) by a stockholder who is entitled to vote at the meeting and who has complied with the advance notice procedures of our bylaws.
With respect to special meetings of stockholders, only the business specified in our notice of the meeting may be brought before the meeting.
Nominations of individuals for election to our board of directors at a special meeting may be made only (i) pursuant to our notice of the meeting,
(ii) by our board of directors or (iii) provided that the board of directors has determined that directors will be elected at the meeting, by a
stockholder who is entitled to vote at the meeting and who has complied with the advance notice provisions of our bylaws.
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The purpose of requiring stockholders to give advance notice of nominations and other proposals is to afford our board 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, to inform stockholders and make recommendations regarding the nominations or other proposals. The advance notice procedures also
permit a more orderly procedure for conducting our stockholder meetings. Although our bylaws do not give our board the power to disapprove
timely stockholder nominations and proposals, they may have the effect of precluding a contest for the election of directors or proposals for
other action if the proper 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 our board or to approve its own proposal.

Board of Directors

Our board of directors consists of seven directors and may be increased or decreased by our board to a number of directors not less than the
minimum number required by the MGCL nor more than 15. Directors are elected by a plurality of the votes cast at each annual meeting of
stockholders to serve until the next annual meeting and until their successors are elected and qualify. Any vacancy will be filled, including any
vacancy created by an increase in the number of directors, by a majority of the remaining directors in office, even if the remaining directors do
not constitute a quorum.

Removal of Directors

Our charter provides that a director may be removed, with or without cause, upon the affirmative vote of at least two-thirds of the votes entitled
to be cast in the election of directors. Absent removal of all of our directors, this provision, when coupled with the provision in our charter and
bylaws authorizing our board of directors to fill vacant directorships, precludes stockholders from removing incumbent directors, except upon a
substantial affirmative vote, and filling the vacancies created by such removal with their own nominees.

Extraordinary Transactions

Under Maryland law, a Maryland corporation generally cannot dissolve, merge, sell all or substantially all of its assets, engage in a share
exchange or engage in similar transactions outside the ordinary course of business unless advised by its 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 on the matter. However, a Maryland
corporation may provide in its charter for approval of these matters by a lesser percentage of the shares entitled to vote on the matter, but not less
than a majority of all of the votes entitled to be cast on the matter. Our charter provides for approval of these matters by a majority of the votes
entitled to be cast. Maryland law permits a corporation to transfer all or substantially all of its assets without the approval of the stockholders of
the corporation to one or more persons if all of the equity interests of the person or persons are owned, directly or indirectly, by the corporation.
Maryland law also does not require approval of the stockholders of a parent corporation to merge or sell all or substantially all of the assets of a
subsidiary entity. Because operating assets may be held by a corporation�s subsidiaries, as in our situation, this may mean that a subsidiary may
be able to merge or sell all or substantially all of its assets without a vote of the corporation�s stockholders.

Business Combinations

Maryland law prohibits �business combinations� between us and an interested stockholder or an affiliate of an interested stockholder for five years
after the most recent date on which the interested stockholder becomes an interested stockholder. These business combinations include a merger,
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consolidation, share exchange or, in circumstances specified in the statute, an asset transfer or issuance or reclassification of equity securities.
Maryland law defines an interested stockholder as:

� any person who beneficially owns 10% or more of the voting power of our stock; or

� an affiliate or associate of ours who, at any time within the two-year period prior to the date in question, was the beneficial owner of
10% or more of the voting power of our then outstanding voting stock.

A person is not an interested stockholder if our board of directors approved in advance the transaction by which the person otherwise would
have become an interested stockholder. However, in approving a transaction, our board of directors may provide that its approval is subject to
compliance, at or after the time of approval, with any terms and conditions determined by our board of directors.

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

� 80% of the votes entitled to be cast by holders of our then outstanding shares of voting stock; and

� two-thirds of the votes entitled to be cast by holders of our voting stock other than stock held by the interested stockholder with
whom or with whose affiliate the business combination is to be effected or stock held by an affiliate or associate of the interested
stockholder.

These super-majority vote requirements do not apply if our common stockholders receive a minimum price, as defined under Maryland law, for
their stock in the form of cash or other consideration in the same form as previously paid by the interested stockholder for its stock.

The statute permits various exemptions from its provisions, including business combinations that are exempted by the board of directors before
the time that the interested stockholder becomes an interested stockholder. As permitted by the MGCL, we have exempted any business
combinations involving the issuance of shares to Prudential and Whitehall. Accordingly, the five-year prohibition and the super-majority vote
requirements will not apply to any business combinations between Prudential and Whitehall and us.

Control Share Acquisitions

With certain exceptions, 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 by a vote of two-thirds of the votes entitled to be cast on the matter, excluding shares owned by the
acquiring person or by our officers or directors who are our employees. Control shares are voting shares which, if aggregated with all other
shares owned or voted by the acquiror, would entitle the acquiror to exercise voting power in electing directors within one of the following
ranges of voting power: (i) one-tenth or more but less than one-third, (ii) one-third or more but less than a majority, or (iii) a majority or more of
all voting power. Control shares do not include shares the acquiror is then entitled to vote as a result of having previously obtained stockholder
approval. A control share acquisition means, subject to certain exceptions, the acquisition by any person of ownership or voting power of issued
and outstanding control shares. A person who has made or proposes to make a control share acquisition, upon satisfaction of certain conditions,
including an undertaking to pay expenses, may compel our board to call a special meeting of stockholders to be held within 50 days of demand
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If voting rights are not approved at the stockholders� meeting or if the acquiring person does not deliver the statement required by Maryland law,
then, subject to certain conditions and limitations, we 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 control shares and as of
the date of the last control share acquisition or of any meeting of stockholders at which the voting rights of the shares were considered and not
approved. If voting rights for control shares are approved at a stockholders� meeting and the acquiror may then vote a majority of the shares
entitled to vote, then all other stockholders may exercise appraisal rights. The fair value of the shares for purposes of these appraisal rights may
not be less than the highest price per share paid by the acquiror in the control share acquisition. The control share acquisition statute does not
apply to shares acquired in a merger, consolidation or share exchange if we are a party to the transaction, nor does it apply to acquisitions
approved or exempted by our charter or bylaws.

Our bylaws contain a provision exempting any and all acquisitions of our stock from the control share provisions of Maryland law. Nothing
prevents our board from amending or repealing this provision in the future, except with respect to Prudential and Whitehall, who will not be
subject to the operation of the control shares provision of the MGCL without their prior consent in the event that our board amends or repeals
this provision in the future.

Maryland Unsolicited Takeovers Act

The MGCL permits a Maryland corporation with a class of equity securities registered under the Securities Exchange Act of 1934 and at least
three independent directors to elect to be subject, by provision in its charter or bylaws or a resolution of its board of directors and
notwithstanding any contrary provision in the charter or bylaws, to any or all of five provisions:

� a classified board;

� a two-thirds vote requirement for removing a director;

� a requirement that the number of directors be fixed only by the directors;

� a requirement that a vacancy on the board be filled only by the remaining directors and for the full remainder of the term of the class
of directors in which the vacancy occurred; and

� a majority requirement for the calling of a special meeting of stockholders.

Through provisions in our charter and bylaws, we already (a) require a two-thirds vote for the removal of any director from our board, (b) vest in
our board the exclusive power to fix the number of directorships and (c) require, unless called by our Chairman, our President, our Chief
Executive Officer, or our board, the request of holders of a majority of outstanding shares to call a special meeting. We have also elected to be
subject to the provisions of Title 3, Subtitle 8 of the MGCL relating to the filling of vacancies on our board.

Limitation of Liability and Indemnification
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receipt of an improper benefit or profit in money, property or services or (b) active and deliberate dishonesty established by a final judgment and
which is material to the cause of action. Our charter contains a provision which eliminates directors� and officers� liability to the maximum extent
permitted by Maryland law.

Maryland law requires us (unless our charter provides otherwise, which our charter does not) to indemnify a director or officer who has been
successful, on the merits or otherwise, in the defense of any proceeding to which he is made a party by reason of his service in that capacity.
Maryland law permits us to indemnify our present and former directors and officers, 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 a party by reason
of their service in those or other capacities unless it is established that:

� the act or omission of the director or officer was material to the matter giving rise to the proceeding and (i) was committed in bad
faith or (ii) was the result of active and deliberate dishonesty;

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

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

A court may order indemnification if it determines that the director or officer is fairly and reasonably entitled to indemnification, even though
the director or officer did not meet the prescribed standard of conduct or was adjudged liable on the basis that personal benefit was improperly
received. However, indemnification for an adverse judgment in a suit by us or in our right, or for a judgment of liability on the basis that
personal benefit was improperly received, is limited to expenses.

In addition, Maryland law permits us to advance reasonable expenses to a director or officer upon receipt of (a) a written affirmation by the
director or officer of his or her good faith belief that he or she has met the standard of conduct necessary for indemnification and (b) a written
undertaking by him or her or on his or her behalf to repay the amount paid or reimbursed if it is ultimately determined that the standard of
conduct was not met.

Our charter also authorizes us, to the maximum extent permitted by Maryland law, to obligate us to indemnify (a) any present or former director
or officer or (b) any individual who, while a director or officer and, at our request, serves or has served another corporation, real estate
investment trust, partnership, joint venture, trust, employee benefit plan or other enterprise as a director, officer, partner or director, against any
claim or liability arising from that service and to pay or reimburse their reasonable expenses in advance of final disposition of a proceeding. Our
bylaws obligate us to provide such indemnification and advance of expenses. Our charter and bylaws also permit us to indemnify and advance
expenses to any individual who served our predecessor in any of the capacities described above and any employee or agent of us or our
predecessor.

REIT Status

Our charter provides that our board of directors may revoke or otherwise terminate our REIT election if it determines that it is no longer in our
best interest to continue to qualify as a REIT. If our board of directors so determines, the restrictions in the section below entitled ��Restrictions on
Ownership and Transfer� will no longer apply.
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Restrictions on Ownership and Transfer

For us to qualify as a REIT under the Code, our stock must be beneficially owned by 100 or more persons during at least 335 days of a taxable
year of twelve months or during a proportionate part of a shorter taxable year. Also, not more than 50% of the value of our outstanding stock
may be owned, directly or indirectly, by five or fewer individuals (as defined in the Code to include certain entities such as qualified pension
plans) during the last half of a taxable year. These requirements of the Code do not apply to the first year for which an election to be a REIT is
made.

Our charter contains restrictions on the number of shares of our stock that a person may own. No person may acquire or hold, directly or
indirectly, in excess of 9.8% in value of our outstanding shares of stock. In addition, no person may acquire or hold, directly or indirectly,
common stock in excess of 9.8% (in value or in number of shares, whichever is more restrictive) of our outstanding shares of common stock.

Our charter further prohibits (a) any person from owning shares of our stock that would result in our being �closely held� under Section 856(h) of
the Code or otherwise cause us to fail to qualify as a REIT and (b) any person from transferring shares of our stock if the transfer would result in
our stock being owned by fewer than 100 persons. Any person who acquires or intends to acquire shares of our stock that may violate any of
these restrictions, or who is the intended transferee of shares of our stock which are transferred to the Trust, as defined below, is required to give
us immediate notice and provide us with such information as we may request in order to determine the effect of the transfer on our status as a
REIT. The above restrictions will not apply if our board of directors determines that it is no longer in our best interest to continue to qualify as a
REIT.

Our board of directors, in its sole discretion, may exempt a person from these limits. However, our board may not exempt any person whose
ownership of our outstanding stock would result in our being �closely held� within the meaning of Section 856(h) of the Code or otherwise would
result in our failing to qualify as a REIT. In order to be considered by our board for exemption, a person also must not own, directly or
indirectly, an interest in any of our tenants (or a tenant of any entity which we own or control) that would cause us to own, directly or indirectly,
more than a 9.9% interest in the tenant. The person seeking an exemption must represent to the satisfaction of our board that it will not violate
these two restrictions. The person also must agree that any violation or attempted violation of these restrictions will result in the automatic
transfer of the shares of stock causing the violation to the Trust. In connection with our initial public offering, our board waived the ownership
limit with respect to Prudential and Whitehall. Therefore, the above ownership limits do not apply to the common stock owned, directly or
indirectly, by Prudential and Whitehall. Thus, there can be no assurance that there will not be five or fewer individuals who will own more than
50% in value of our outstanding stock, thereby causing us to fail to qualify as a REIT. Our board of directors may require a ruling from the IRS
or an opinion of counsel in order to determine or ensure our status as a REIT in circumstances where it has received a request for exemption and
is unable to satisfy itself that the ownership limitations will not be violated.

Any attempted transfer of our stock which, if effective, would result in our stock being owned by fewer than 100 persons will be null and void.
Any attempted transfer of our stock which, if effective, would result in violation of the ownership limits discussed above or in our being �closely
held� under Section 856(h) of the Code or otherwise failing to qualify as a REIT will cause the number of shares causing the violation (rounded
up to the nearest whole share) to be automatically transferred to a trust for the exclusive benefit of one or more charitable beneficiaries, and the
proposed transferee will not acquire any rights in the shares. The automatic transfer will be deemed to be effective as of the close of business on
the business day prior to the date of the transfer. Shares of our stock held in the Trust will be issued and outstanding shares. The proposed
transferee will not benefit economically from ownership of any
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shares of stock held in the Trust, will have no rights to dividends and no rights to vote or other rights attributable to the shares of stock held in
the Trust. The Director of the Trust will have all voting rights and rights to dividends or other distributions with respect to shares held in the
Trust. These rights will be exercised for the exclusive benefit of the Charitable Beneficiary. Any dividend or other distribution paid prior to our
discovery that shares of stock have been transferred to the Trust will be paid by the recipient to the Director upon demand. Any dividend or other
distribution authorized but unpaid will be paid when due to the Director. Any dividend or distribution paid to the Director will be held in trust
for the Charitable Beneficiary. Subject to Maryland law, the Director will have the authority (i) to rescind as void any vote cast by the proposed
transferee prior to our discovery that the shares have been transferred to the Trust and (ii) to recast the vote in accordance with the desires of the
Director acting for the benefit of the Charitable Beneficiary. However, if we have already taken irreversible corporate action, then the Director
will not have the authority to rescind and recast the vote.

Within 20 days of receiving notice from us that shares of our stock have been transferred to the Trust, the Director will sell the shares to a person
designated by the Director, whose ownership of the shares will not violate the above ownership limitations. Upon the sale, the interest of the
Charitable Beneficiary in the shares sold will terminate and the Director will distribute the net proceeds of the sale to the proposed transferee and
to the Charitable Beneficiary as follows. The proposed transferee will receive the lesser of (i) the price paid by the proposed transferee for the
shares or, if the proposed transferee did not give a value for the shares in connection with the event causing the shares to be held in the Trust
(e.g., a gift, devise or other similar transaction), the Market Price (as defined in our charter) of the shares on the day of the event causing the
shares to be held in the Trust and (ii) the price received by the Director from the sale or other disposition of the shares. Any net sale proceeds in
excess of the amount payable to the proposed transferee will be paid immediately to the Charitable Beneficiary. If, prior to our discovery that
shares of our stock have been transferred to the Trust, the shares are sold by the proposed transferee, then (i) the shares shall be deemed to have
been sold on behalf of the Trust and (ii) to the extent that the proposed transferee received an amount for the shares that exceeds the amount he
was entitled to receive, the excess shall be paid to the Director upon demand.

In addition, shares of our stock held in the Trust will be deemed to have been offered for sale to us, or our designee, at a price per share equal to
the lesser of (i) the price per share in the transaction that resulted in the transfer to the Trust (or, in the case of a devise or gift, the Market Price
at the time of the devise or gift) and (ii) the Market Price on the date we, or our designee, accept the offer. We will have the right to accept the
offer until the Director has sold the shares. Upon a sale to us, the interest of the Charitable Beneficiary in the shares sold will terminate and the
Director will distribute the net proceeds of the sale to the proposed transferee.

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

Every owner of more than 5% (or such lower percentage as required by the Code or the regulations promulgated thereunder) of our stock, within
30 days after the end of each taxable year, is required to give us written notice, stating his name and address, the number of shares of each class
and series of our stock which he beneficially owns and a description of the manner in which the shares are held. Each such owner shall provide
us with such additional information as we may request in order to determine the effect, if any, of his beneficial ownership on our status as a
REIT and to ensure compliance with the ownership limits. In addition, each stockholder shall upon demand be required to provide us with such
information as we may request in good faith in order to determine our status as a REIT and to comply with the requirements of any taxing
authority or governmental authority or to determine such compliance.
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These ownership limits could delay, defer or prevent a transaction or a change in control that might involve a premium price for the common
stock or otherwise be in the best interest of the stockholders.

CERTAIN UNITED STATES FEDERAL TAX CONSIDERATIONS

The following discussion summarizes our taxation and the material U.S. Federal income tax consequences to stockholders of their ownership of
our stock. The tax treatment of stockholders will vary depending upon the stockholder�s particular situation, and this discussion addresses only
stockholders that hold our stock as a capital asset and does not deal with all aspects of taxation that may be relevant to particular stockholders in
light of their personal investment or tax circumstances. This section also does not deal with all aspects of taxation that may be relevant to certain
types of stockholders to which special provisions of the U.S. Federal income tax laws apply, including:

� dealers in securities or currencies;
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