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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q
(Mark One)

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

For the quarterly period ended September 30, 2009
OR

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

For the transition period from __________ to __________
Commission file number 0-22705

NEUROCRINE BIOSCIENCES, INC.
(Exact name of registrant as specified in its charter)

DELAWARE 33-0525145
(State or other jurisdiction of
incorporation or organization)

(IRS Employer Identification No.)

12780 EL CAMINO REAL, SAN DIEGO, CALIFORNIA 92130
(Address of principal executive office) (Zip Code)

(858) 617-7600
(Registrant�s telephone number, including area code)

Not Applicable
(Former name, former address and former fiscal year, if changed since last report)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days: Yes þ No o
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during
the preceding 12 months (or for such shorter period that the registrant was required to submit and post such files). Yes
o No o
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of �large accelerated filer,� �accelerated filer� and �smaller reporting
company� in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer o Accelerated filer þ Non-accelerated filer o Smaller reporting company o
(Do not check if a smaller reporting company)

     Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yes o No þ
     The number of outstanding shares of the registrant�s common stock, par value $0.001 per share, was 39,206,876 as
of October 27, 2009.
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PART I. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
NEUROCRINE BIOSCIENCES, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS
(in thousands, except for share information)

(unaudited)

September
30,

December
31,

2009 2008
ASSETS

Current assets:
Cash and cash equivalents $ 35,316 $ 68,467
Short-term investments 21,802 12,006
Receivables under collaborative agreements 12 39
Other current assets 1,060 911

Total current assets 58,190 81,423
Property and equipment, net 3,395 6,191
Long-term investments 6,602 21,057
Restricted cash 6,322 6,409
Other non-current assets 1,399 3,102

Total assets $ 75,908 $ 118,182

LIABILITIES AND STOCKHOLDERS� EQUITY
Current liabilities:
Accounts payable $ 1,501 $ 1,599
Accrued liabilities 7,870 10,905
Current portion of deferred revenues 2,929 2,936
Current portion of cease-use liability 8,898 7,870
Current portion of deferred gain on sale of real estate 2,846 2,784

Total current liabilities 24,044 26,094
Deferred revenues 9,486 11,676
Deferred gain on sale of real estate 30,721 32,867
Deferred rent 706 110
Cease-use liability 8,378 7,527
Other liabilities 1,498 3,134

Total liabilities 74,833 81,408
Commitments and contingencies
Stockholders� equity:
Preferred stock, $0.001 par value; 5,000,000 shares authorized; no shares
issued and outstanding � �
Common stock, $0.001 par value; 110,000,000 shares authorized; issued and
outstanding shares were 39,206,876 as of September 30, 2009 and
38,598,789 as of December 31, 2008 39 39
Additional paid-in capital 746,178 741,568
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Accumulated other comprehensive income (loss) 1,243 (1,570)
Accumulated deficit (746,385) (703,263)

Total stockholders� equity 1,075 36,774

Total liabilities and stockholders� equity $ 75,908 $ 118,182

See accompanying notes to the condensed consolidated financial statements.
3
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NEUROCRINE BIOSCIENCES, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except loss per share data)
(unaudited)

Three Months Ended Nine Months Ended
September 30, September 30,

2009 2008 2009 2008
Revenues:
Sponsored research and development $ 3 $ 32 $ 23 $ 48
License fees and milestones 730 729 2,190 3,189
Grant revenue � � � 9

Total revenues 733 761 2,213 3,246
Operating expenses:
Research and development 7,401 12,993 29,057 43,406
General and administrative 2,966 3,472 11,988 16,423
Cease use expense 89 � 5,858 �

Total operating expenses 10,456 16,465 46,903 59,829

Loss from operations (9,723) (15,704) (44,690) (56,583)
Other income and (expense):
Gain (loss) on sale/disposal of assets 571 (114) 733 84
Deferred gain on sale of real estate 694 � 2,084 �
Gain (loss) on auction rate securities 71 � (1,147) �
Interest income 99 822 629 3,449
Interest expense � (1,914) � (5,749)
Other income (expense), net 111 (801) (731) (960)

Total other income (expense) net 1,546 (2,007) 1,568 (3,176)

Net loss $ (8,177) $ (17,711) $ (43,122) $ (59,759)

Net loss per common share:
Basic and diluted $ (0.21) $ (0.46) $ (1.11) $ (1.56)

Shares used in the calculation of net loss per common
share:
Basic and diluted 39,096 38,446 38,938 38,399

See accompanying notes to the condensed consolidated financial statements.
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NEUROCRINE BIOSCIENCES, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)
(unaudited)

Nine Months Ended
September 30,

2009 2008
CASH FLOWS FROM OPERATING ACTIVITIES
Net loss $ (43,122) $ (59,759)
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization 2,609 6,037
Gain on sale of assets (732) (84)
Fair value adjustment for auction rate security rights 665 �
Loss on sale of investments 1,073 168
Fair value adjustment for auction rate securities 482 717
Cease-use expense 5,858 �
Deferred gain on sale of real estate (2,084) �
Deferred revenues (2,197) (2,192)
Deferred rent 596 �
Share-based compensation expense 4,610 6,187
Amortization of premiums/discounts on short term-investments (3) 15
Change in operating assets and liabilities:
Accounts receivable and other current assets (122) 1,702
Other non-current assets 1,993 (165)
Accounts payable and accrued liabilities (3,133) (9,720)
Cease-use liability (3,979) �
Other non-current liabilities (1,636) (749)

Net cash used in operating activities (39,122) (57,843)
CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of investments (16,065) (36,941)
Sales/maturities of investments 21,030 77,116
Deposits and restricted cash 87 (30)
Proceeds from sales of property and equipment 954 521
Purchases of property and equipment, net (35) (1,185)

Net cash provided by investing activities 5,971 39,481
CASH FLOWS FROM FINANCING ACTIVITIES
Issuance of common stock � 33
Principal payments on debt � (1,210)

Net cash used in financing activities � (1,177)

Net decrease in cash and cash equivalents (33,151) (19,539)
Cash and cash equivalents at beginning of the period 68,467 99,664

Cash and cash equivalents at end of the period $ 35,316 $ 80,125
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See accompanying notes to the condensed consolidated financial statements.
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NEUROCRINE BIOSCIENCES, INC.
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)
1. BASIS OF PRESENTATION
     The condensed consolidated financial statements included herein are unaudited. These statements have been
prepared in accordance with accounting principles generally accepted in the United States for interim financial
information and with the instructions of the Securities and Exchange Commission (SEC) on Form 10-Q and
Rule 10-01 of Regulation S-X. Accordingly, they do not include all of the information and disclosures required by
accounting principles generally accepted in the United States for complete financial statements. In the opinion of
management, these financial statements include all adjustments (consisting of normal recurring adjustments)
necessary for a fair presentation of the financial position, results of operations, and cash flows for the periods
presented. The results of operations for the interim period shown in this report are not necessarily indicative of results
expected for the full year. These financial statements should be read in conjunction with the �Management�s Discussion
and Analysis of Financial Condition and Results of Operations,� �Quantitative and Qualitative Disclosures About
Market Risk� and the financial statements and notes thereto for the year ended December 31, 2008 included in the
Company�s Annual Report on Form 10-K for the year ended December 31, 2008 and the Company�s Quarterly Reports
on Form 10-Q for the three and six months ended March 31, 2009 and June 30, 2009, respectively, filed with the SEC.
Certain reclassifications have been made to previously reported amounts to conform to the current period presentation.
Further, in connection with preparation of the condensed consolidated financial statements and in accordance with
Accounting Standards Codification (ASC) 855-10, Subsequent Events, the Company evaluated subsequent events
after the balance sheet date of September 30, 2009 through October 29, 2009.
     The terms �Company� and �Neurocrine� are used in this report to refer collectively to Neurocrine Biosciences, Inc. and
its subsidiaries.
2. ORGANIZATION AND SUMMARY OF BUSINESS
     Neurocrine Biosciences, Inc. discovers, develops and intends to commercialize drugs for the treatment of
neurological and endocrine-related diseases and disorders. The Company�s product candidates address some of the
largest pharmaceutical markets in the world, including endometriosis, anxiety, depression, pain, diabetes, benign
prostatic hyperplasia, irritable bowel syndrome, and other neurological and endocrine related diseases and disorders.
The Company currently has eight programs in various stages of research and development, including six programs in
clinical development. While the Company independently develops many of its own product candidates, Neurocrine is
in collaborations with pharmaceutical companies for two of its programs. The Company�s lead clinical development
program, elagolix, is a drug candidate for the treatment of endometriosis.
3. IMPACT OF RECENTLY ISSUED ACCOUNTING STANDARDS
     In June 2009, the Financial Accounting Standards Board (FASB) issued SFAS No. 168, �The FASB Accounting
Standards Codification and the Hierarchy of Generally Accepted Accounting Principles,� a replacement of FASB 162
(now referenced under ASC 105-10, Generally Accepted Accounting Principles). ASC has become the source of
authoritative U.S. generally accepted accounting principles (GAAP) recognized by the FASB to be applied by
nongovernmental entities. Rules and interpretive releases of the SEC under authority of federal securities laws are also
sources of authoritative GAAP for SEC registrants. The ASC became effective for financial statements issued for
interim and annual periods ending after September 15, 2009 and superseded all then-existing non-SEC accounting and
reporting standards. All other non-grandfathered non-SEC accounting literature not included in the ASC became
non-authoritative. SFAS 168 is effective for financial statements issued for interim and annual periods ending after
September 15, 2009. The adoption of SFAS 168 did not have a material effect on the Company�s consolidated results
of operations or financial condition.
4. USE OF ESTIMATES
     The preparation of financial statements in conformity with accounting principles generally accepted in the United
States requires management to make estimates and assumptions that affect the amounts reported in the financial
statements and the accompanying notes. Actual results could differ from those estimates.

6

Edgar Filing: NEUROCRINE BIOSCIENCES INC - Form 10-Q

Table of Contents 10



Edgar Filing: NEUROCRINE BIOSCIENCES INC - Form 10-Q

Table of Contents 11



Table of Contents

5. INVESTMENTS AVAILABLE FOR SALE
     Available-for-sale securities are carried at fair value, with the unrealized gains and losses reported in
comprehensive income. The amortized cost of debt securities in this category is adjusted for amortization of premiums
and accretion of discounts to maturity. Such amortization is included in interest income. Realized gains and losses and
declines in value judged to be other-than-temporary, if any, on available-for-sale securities are included in other
income or expense. The cost of securities sold is based on the specific identification method. Interest and dividends on
securities classified as available-for-sale are included in interest income.
     The following is a summary of investments classified as available-for-sale securities (in thousands):

Aggregate
Gross Gross Estimated

Amortized Unrealized Unrealized Fair
Cost Gains(1) Losses(1) Value

September 30, 2009
Certificates of deposit $ 7,200 $ 3 $ (1) $ 7,202
Auction rate securities 5,161 1,441 � 6,602

Total available-for-sale securities $ 12,361 $ 1,444 $ (1) $ 13,804

December 31, 2008
Securities of government-sponsored enterprises $ 9,919 $ 80 $ � $ 9,999
Corporate debt securities 2,039 � (32) 2,007
Auction rate securities 6,689 � � 6,689

Total available-for-sale securities $ 18,647 $ 80 $ (32) $ 18,695

(1) Unrealized
gains and losses
are included in
other
comprehensive
income (loss).

     The amortized cost and estimated fair value of debt securities classified as available-for-sale by contractual
maturity at September 30, 2009 and December 31, 2008 are presented below (in thousands):

Maturing Maturing
in less than in more than
12 months 12 Months

Estimated Estimated
Amortized Fair Amortized Fair

Cost Value Cost Value
September 30, 2009
Certificates of deposit $ 7,200 $ 7,202 $ � $ �
Auction rate securities classified as available-for-sale � � 5,161 6,602

Total available-for-sale securities $ 7,200 $ 7,202 $ 5,161 $ 6,602

December 31, 2008
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Securities of government-sponsored enterprises $ 9,919 $ 9,999 $ � $ �
Corporate debt securities 2,039 2,007 � �
Auction rate securities classified as available-for-sale � � 6,689 6,689

Total available-for-sale securities $ 11,958 $ 12,006 $ 6,689 $ 6,689

     The following table presents certain information related to sales and maturities of investments (in thousands):
Item 2

Three Months Ended Nine Months Ended
September 30, September 30,

2009 2008 2009 2008
Proceeds from sales/maturities of
available-for-sale securities $7,830 $13,945 $21,030 $77,116
Gross realized gains on sales of available-for-sale
securities(1) 53 � 53 10
Gross realized losses on sales of
available-for-sale securities(1) � � � (26)
Gains reclassified out of accumulated other
comprehensive loss into earnings 24 � � 9
Losses reclassified out of accumulated other
comprehensive loss into earnings � � (17) (14)
Gains from trading securities held 277 � 897 �

(1) The cost basis
used in
calculating gains
and losses on
sales of
available-for-sale
securities is
determined using
the specific
identification
method.

7
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     The following table presents information about investments in an unrealized loss position (in thousands):

Less Than 12 Months
12 Months or

Greater Total
Estimated Estimated Estimated

Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses

September 30, 2009
Certificates of deposit(1) $ 1,679 $ (1) $ � $ � $ 1,679 $ (1)

Total $ 1,679 $ (1) $ � $ � $ 1,679 $ (1)

December 31, 2008
Corporate debt securities $ 2,007 $ (32) $ � $ � $ 2,007 $ (32)

Total $ 2,007 $ (32) $ � $ � $ 2,007 $ (32)

(1) The Company holds 7
certificates of deposit
(CDs) at September 30,
2009 that are in an
unrealized loss position
due to valuations
assigned based on
market data. All of the
Company�s CD
holdings are fully
guaranteed by the
Federal Deposit
Insurance Corporation.
The Company has the
ability and intent to
hold these CDs until a
recovery of fair value,
which may be at
maturity, and therefore
does not consider these
investments to be
other-than-temporarily
impaired at
September 30, 2009.

6. AUCTION RATE SECURITIES
     The Company�s investments at September 30, 2009 included (at par value) $22.4 million of auction rate securities,
$14.6 million of which are maintained by UBS AG (UBS) and $7.8 million of which are maintained by Citigroup
(Citi). With the liquidity issues experienced in global credit and capital markets, these auction rate securities have
experienced multiple failed auctions as the amount of securities submitted for sale has exceeded the amount of
purchase orders, and as a result, these affected securities are currently not liquid. However, as a result of the failed
auctions the Company became entitled to earn a higher interest rate according to the terms of these securities. All of
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the Company�s auction rate securities are secured by student loans, which are backed by the full faith and credit of the
federal government (up to approximately 98% of the value of the student loan). All of these securities continue to pay
interest according to their stated terms (generally 120 basis points over the ninety-one day United States Treasury bill
rate) with interest rates resetting every 7 to 28 days. While it is not the Company�s intent to hold these securities until
their stated ultimate maturity dates, these investments are scheduled to ultimately mature between 2030 and 2047.
     The valuation of the Company�s auction rate securities investment portfolio is subject to uncertainties that are
difficult to predict. The fair values of these securities are estimated utilizing a discounted cash flow analysis as of
September 30, 2009. The significant assumptions of this valuation model were discount margins ranging from 165 to
372 basis points which are based on industry recognized student loan sector indices, an additional required rate of
return of 150 basis points and an estimated term to liquidity of 5.25 to 7.25 years. Other items this analysis considers
are the collateralization underlying the security investments, the creditworthiness of the counterparty, and the timing
of expected future cash flows. The auction rate security investments continue to pay interest according to their stated
terms. These securities were also compared, when possible, to other observable market data with similar
characteristics as the securities held by the Company.
     During the fourth quarter of 2008, UBS extended an offer of Auction Rate Securities Rights (ARS Rights) to
holders of illiquid auction rate securities that were maintained by UBS as of February 13, 2008. The ARS Rights
provide the holder with the ability to sell the auction rate securities, along with the ARS Rights, to UBS at the par
value of the auction rate securities, during an applicable exercise period. The ARS Rights grant UBS the sole
discretion and right to sell or otherwise dispose of auction rate securities at any time up until July 2, 2012, without any
prior notification of the holder, so long as the holder receives a payment of par upon any sale or disposition. The ARS
Rights are not transferable, not tradeable, and will not be quoted or listed on any securities exchange or any other
trading network. The offer period for the ARS Rights closed on November 14, 2008 and ARS Rights were issued by
UBS during the fourth quarter of 2008.

8
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     The Company elected to participate in the ARS Rights program for all of its outstanding auction rate securities
maintained by UBS. At September 30, 2009, the Company has $14.6 million (at par value) of auction rate securities
that are maintained by UBS. Under the terms of the ARS Rights offer, the applicable exercise period begins on
June 30, 2010 and ends July 2, 2012. Additionally, the Company is eligible for a loan of up to 75% of the market
value of the auction rate securities, should a loan be needed. It is the Company�s intention to sell the auction rate
securities and ARS Rights to UBS on June 30, 2010.
     The Company has elected to measure the ARS Rights under the fair value option of ASC 825-10, Financial
Instruments (ASC 825-10), to mitigate volatility in reported earnings due to their linkage to the auction rate securities.
The ARS Rights were valued in a similar fashion to the auction rate securities as described above. Simultaneously,
due to the ARS Rights granted by UBS, the Company made a one-time election to transfer the related auction rate
security holdings from available-for-sale securities to trading securities. Trading securities are carried at fair value
with unrealized gains and losses reported in other income and expense in the condensed consolidated statement of
operations. The Company anticipates that any changes in the fair value of the ARS Rights will be offset by the
changes in the fair value of the related auction rate securities with no material net impact to the condensed
consolidated statement of operations. The ARS Rights will continue to be measured at fair value under ASC 825-10
until the earlier of their maturity or exercise. At September 30, 2009, the Company valued these ARS Rights at $1.7
million. These ARS Rights together with the auction rate securities held at UBS (which had a fair value of
$12.9 million as of September 30, 2009) are carried as short-term investments on the condensed consolidated balance
sheet at September 30, 2009.
     The Company�s remaining auction rate securities that are maintained by Citi continue to be treated as
available-for-sale investments. These auction rate securities had a par value of $7.8 million at September 30, 2009.
During the first three months of 2009, certain ratings agencies downgraded these auction rate securities and the
Company recognized an other-than-temporary impairment of $1.4 million in the consolidated statement of operations
for the three months ended March 31, 2009. During the second and third quarters of 2009, global credit markets
improved and credit spreads narrowed resulting in an increase in the fair value of the investments of approximately
$1.4 million which was recorded as an unrealized gain and is a component of other comprehensive income as of
September 30, 2009. At September 30, 2009, the Company valued these long-term investments at $6.6 million.
     Changes to estimates and assumptions used in estimating the fair value of the auction rate securities and related
ARS Rights may provide materially different values. In addition, actual market exchanges, if any, may occur at
materially different amounts. For example, a reduction of the expected term to redemption assumption by
approximately two years for the auction rate securities and related ARS Rights would yield a net increase in the
valuation of these investments at September 30, 2009 of $0.3 million. Other factors that may impact the valuation of
the Company�s auction rate securities and related ARS Rights include changes to credit ratings of the securities as well
as to the underlying assets supporting those securities, rates of default of the underlying assets, underlying collateral
value, discount rates, counterparty risk and ongoing strength and quality of market credit and liquidity.
     At present, in the event the Company needs to access the funds that are in an illiquid state, the Company may not
be able to do so without the possible loss of principal until a future auction for these investments is successful, another
secondary market evolves for these securities, they are redeemed by the issuer or they mature. If the Company is
unable to sell these securities in the market or they are not redeemed, the Company could be required to hold them to
maturity.
7. FAIR VALUE MEASUREMENTS
     The Company follows ASC 820-10, Fair Value Measurements and Disclosures (ASC 820-10) which, among other
things, defines fair value, establishes a consistent framework for measuring fair value and expands disclosure for each
major asset and liability category measured at fair value on either a recurring or nonrecurring basis. ASC 820-10
clarifies that fair value is an exit price, representing the amount that would be received to sell an asset or paid to
transfer a liability in an orderly transaction between market participants. As such, fair value is a market-based
measurement that should be determined based on assumptions that market participants would use in pricing an asset or
liability. As a basis for considering such assumptions, ASC 820-10 establishes a three-tier fair value hierarchy, which
prioritizes the inputs used in measuring fair value as follows:
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     Level 1: Observable inputs such as quoted prices in active markets;
     Level 2: Inputs, other than the quoted prices in active markets, that are observable either directly or indirectly; and

9
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     Level 3: Unobservable inputs in which there is little or no market data, which require the reporting entity to
develop its own assumptions.
     Assets measured at fair value as of September 30, 2009 and December 31, 2008 are classified below based on the
three fair value hierarchy tiers described above (in millions):

Fair Value Measurements Using
Quoted
Prices

in
Active

Markets
for

Significant
Other Significant

Carrying
Identical

Assets
Observable

Inputs
Unobservable

Inputs

Value
(Level

1) (Level 2) (Level 3)
September 30, 2009:
Cash equivalents $ 41.6 $ 41.6 $ � $ �
Certificates of deposit(1) 7.2 7.2 � �
Auction rate securities(2) 19.5 � � 19.5
ARS Rights (Note 6) 1.7 � � 1.7

Total $ 70.0 $ 48.8 $ � $ 21.2

December 31, 2008:
Cash equivalents $ 64.9 $ 64.9 $ � $ �
Commercial paper(1) 10.0 10.0 � �
Corporate debt securities(1) 2.0 2.0 � �
Securities of government-sponsored
enterprises(1) 10.0 10.0 � �
Auction rate securities(2) 18.7 � � 18.7
ARS Rights (Note 6) 2.4 � � 2.4

Total $ 108.0 $ 86.9 $ � $ 21.1

     Activity for assets measured at fair value during the nine month period ended September 30, 2009 using significant
unobservable inputs. (Level 3) is presented in the table below (in millions):

Fair Value
Measurements

Using
Significant

Unobservable
Inputs

(Level 3)
Beginning balance as of December 31, 2008 $ 21.1
Transfers into Level 3 �
Purchases, sales, issuances, and settlements (net) (0.1)
Total unrealized gains included in other comprehensive income 1.4
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Total unrealized gains, net included in other income (expense) 0.2
Total other-than-temporary impairments included in other income (expense) (1.4)

Ending balance as of September 30, 2009 $ 21.2

(1) Securities are
classified as
available-for-sale.

(2) The Company
transferred a
portion of its
action rate
securities from
available-for-sale
to trading in the
fourth quarter of
2008. The fair
value of these
auction rate
securities was
estimated based
on the following:
(i) the underlying
structure of each
security; (ii) the
present value of
future principal
and interest
payments
discounted at rates
considered to
reflect current
market conditions;
(iii) consideration
of the probabilities
of default, auction
failure, or
repurchase at par
for each period;
(iv) the expected
term to liquidity;
and (v) its market
required rate of
return. See Note 6.

8. IMPAIRMENT OF LONG-LIVED ASSETS
     In accordance with ASC 360-10-15, Impairment or Disposal of Long-Lived Assets, if indicators of impairment
exist, the Company assesses the recoverability of the affected long-lived assets by determining whether the carrying
value of such assets can be recovered

10
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through undiscounted future operating cash flows. If the carrying amount is not recoverable, the Company measures
the amount of any impairment by comparing the carrying value of the asset to the present value of the expected future
cash flows associated with the use of the asset. The Company has determined that no impairment exists on its
long-lived assets.
9. SHARE-BASED COMPENSATION
     The Company�s net loss for each of the three months ended September 30, 2009 and 2008 included $1.7 million, of
compensation expense related to the Company�s share-based compensation awards. The Company�s net loss for the
nine months ended September 30, 2009 and 2008 included $4.6 million and $6.2 million, respectively, of
compensation expense related to the Company�s share-based compensation awards. As of September 30, 2009, total
unrecognized estimated compensation cost related to non-vested stock options and non-vested restricted stock units
(RSUs) granted prior to that date was $0.8 million and $2.4 million, respectively, which is expected to be recognized
over a weighted average period of approximately 1.0 and 1.3 years, respectively. The compensation expense related to
the Company�s share-based compensation arrangements is recorded as components of general and administrative
expense and research and development expense. The following is a summary of the components of the Company�s
compensation expense related to share-based compensation (in millions):

Three Months Ended Nine Months Ended
September 30, September 30,

2009 2008 2009 2008
General and administrative $1.0 $0.6 $2.5 $3.2
Research and development 0.7 1.1 2.1 3.0
     There were no stock option exercises for the nine months ended September 30, 2009. Cash received from stock
option exercises for the nine months ended September 30, 2008 was $33,000. The Company issued approximately
0.6 million shares of common stock pursuant to the vesting of RSUs and distributions of stock awards from the
Company�s deferred compensation plan during the nine months ended September 30, 2009.
Stock Option Assumptions
     The exercise price of all options granted during the nine month period ended September 30, 2009 and 2008 was
equal to the closing price of the Company�s common stock on the date of grant. The estimated fair value of each option
award granted was determined on the date of grant using the Black-Scholes option valuation model. There were no
equity awards granted during the three months ended September 30, 2009. The following weighted-average
assumptions were used for option grants during the three and nine months ended September 30, 2009 and 2008:

Three Months Ended Nine Months Ended
September 30, September 30,

2009 2008 2009 2008
Risk-free interest rate � 3.33% 2.34% 2.67%
Expected volatility of common stock � 68.08% 83.26% 68.58%
Dividend yield � 0.0% 0.0% 0.0%
Expected option term � 4.75 years 5.35 years 4.75 years
     The Company estimates forfeiture rates for stock options and RSUs based on past behavior for similar equity
awards with further consideration given to the class of employees to whom the equity awards were granted.
10. STOCKHOLDERS� EQUITY
Committed Equity Financing Facility
     In September 2009, the Company entered into a Committed Equity Financing Facility (CEFF) with Kingsbridge
Capital Limited (Kingsbridge) pursuant to which Kingsbridge committed to purchase, subject to certain conditions, up
to the lesser of 7.8 million newly issued shares of the Company�s common stock or an aggregate of $75.0 million
newly issued shares over the three-year term of the CEFF. The Company may access capital under the CEFF by
making draw downs up to a maximum of the lesser of (i) $15 million and (ii) the greater of (x) 1.75% of its market
capitalization as of the date of delivery of the draw down notice once per calendar quarter and up to 1.25% of its
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during such calendar quarter and (y) the lesser of (a) 2.75% of its market capitalization as of the date of delivery of the
draw down notice and (b) a number of shares determined by a formula based in part on the average trading volume
and trading price of the Company�s common stock prior to the delivery of the draw down notice issued by the
Company with respect to that draw down pricing period, subject to certain conditions, including a minimum share
price threshold of $1.00. Kingsbridge may purchase shares of common stock pursuant to the CEFF at discounts
ranging from 5 to 10 percent, depending on the average market price of the Company�s common stock during the
applicable pricing period for a draw down. As of September 30, 2009, the Company had not issued any shares under
the CEFF.
11. RESTRUCTURING CHARGES
     In May 2009, the Company announced a restructuring program to implement cost containment measures and to
focus research and development efforts. As a result, the Company reduced its research and development and general
and administrative staff in San Diego by approximately 65 employees and incurred a net restructuring charge of
approximately $2.6 million (of which $2.1 million was classified as research and development expense and
$0.5 million was classified as general and administrative expense), which was comprised of salary continuation,
outplacement services, and other miscellaneous costs related to this reduction in force. Substantially all of these
expenses were paid in cash during the second quarter of 2009. During the first quarter of 2008, the Company also
recorded a net charge of $2.1 million (primarily all general and administrative expense) for severance related to
certain executives and other personnel departing the Company.
     As of September 30, 2009, the Company had a remaining balance of approximately $0.6 million of accrued
restructuring expenses (predominately related to the severance charge incurred in the first quarter of 2008) included in
the condensed consolidated balance sheet. This liability will be paid over the remaining contractual period of certain
severance agreements. The changes to the accrued liability for the first nine months of 2009 are as follows (in
thousands):

Nine Months
Ended

September 30,
2009

Accrual balance as of January 1, 2009 $ 1,578
Charge for 2009 restructuring, net 2,580
Payments (3,514)
Adjustments (8)

Accrual balance as of September 30, 2009 $ 636

12. REAL ESTATE
     The Company and DMH Campus Investors, LLC (DMH) are parties to a lease agreement, dated December 4,
2007, pursuant to which the Company leases its corporate headquarters, located at 12790 El Camino Real (Front
Building) and 12780 El Camino Real (Rear Building) in San Diego, California (Lease). Effective December 10, 2008,
the Company entered into a first amendment to the lease (First Lease Amendment) The First Lease Amendment
provided for the renovation of the Front Building in a manner that facilitates multiple tenant usage and established a
mechanism for the Company to terminate its use of the Front Building.
     During the fourth quarter of 2008, the Company vacated the Front Building. In accordance with ASC 420-10, Exit
or Disposal Cost Obligations (ASC 420-10) a liability of $15.7 million was recorded for estimated lease termination
costs (cease-use liability). Estimated lease termination costs include future minimum lease payments, taxes, insurance,
construction, and maintenance costs from the cease-use date to the end of the remaining lease term net of estimated
sublease rental income. During the first nine months of 2009, the Company adjusted the liability in response to the
declining economic conditions in San Diego, by extending the expected period to lease the Front Building.
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     Effective September 25, 2009, the Company and DMH entered into a second amendment to the Lease (Second
Lease Amendment). The Second Lease Amendment obligated the Company to vacate the Front Building and make an
immediate payment of $4.0 million to DMH as an initial release fee, which was paid October 2, 2009. The Company
will continue to occupy the entire Rear Building. Upon payment of the initial release fee, the Company was released
from its obligations with respect to the Front Building, except with respect to 1) certain indemnity obligations for
events prior to the payment of the initial release fee, 2) certain operating expenses for the Front Building in
accordance with the terms of the Lease through July 2011, and 3) 50% of tenant improvement costs between $65 and
$100 per square foot in connection with initial leases between DMH and other third parties for space in the Front
Building. Pursuant to the Second Lease Amendment, the Company is also obligated to pay DMH an amount
equivalent to the rent on
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the Front Building through July 2011 and then approximately $44,000 per month beginning in August 2011 through
December 2019 as a rent differential payment for the Front Building, which such rent differential amounts may be
prepaid by the Company in its sole discretion. Should the Company be in monetary default under the Lease beyond
the normal cure periods and prior to repaying the entire rent differential balance, the rent differential payment will
double.
     The changes to the accrued liability for lease termination costs for the first nine months of 2009 are as follows (in
millions):

Nine Months
Ended

September 30,
2009

Accrued lease termination costs at January 1, 2009 $ 15.4
Lease termination costs accrued during the period 5.9
Cash payments for lease termination costs during the period (4.0)

Accrued lease termination costs at September 30, 2009 17.3
Less current portion of accrued lease termination costs 8.9

Non-current portion of accrued lease termination costs $ 8.4

     In accordance with ASC 840-40, Sale-Leaseback Transactions, and ASC 360-20, Real Estate Sales, the Company
initially deferred the gain on the sale of the building and related vacant parcel due to a repurchase right. The Company
initially established a long-term liability of $108.7 million upon the close of the transaction, essentially the gross
proceeds from the real estate sale. The First Lease Amendment terminated this repurchase right and the Company
removed from its balance sheet the long-term liability of $108.7 million and the previously conveyed real estate
related assets of $69.6 million during the fourth quarter of 2008. Additionally, the Company began to recognize the
deferred gain of $39.1 million on the sale of the real estate over the remaining term of the lease. During the first nine
months of 2009, the Company recognized $2.1 million of the deferred gain and will recognize the balance of the
deferred gain over the remaining lease term.
13. LOSS PER COMMON SHARE
     The Company computes net loss per share in accordance with ASC 260-20, Earnings Per Share (ASC 260-20).
Under the provisions of ASC 260-20, basic net loss per share is computed by dividing the net loss for the period by
the weighted average number of common shares outstanding during the period. Diluted net loss per share is computed
by dividing the net loss for the period by the weighted average number of common and common equivalent shares
outstanding during the period. Additionally, potentially dilutive securities, composed of incremental common shares
issuable upon the exercise of stock options and warrants and the vesting of RSUs, are excluded from historical diluted
loss per share because of their anti-dilutive effect. Potentially dilutive securities totaled 44,000 and 0.2 million for the
three months ended September 30, 2009 and 2008, respectively, and 8,000 and 42,000 for the nine months ended
September 30, 2009 and 2008, respectively.
14. COMPREHENSIVE LOSS
     Comprehensive loss is calculated in accordance with ASC 220-10, Comprehensive Income (ASC 220-10). ASC
220-10 requires the disclosure of all components of comprehensive loss, including net loss and changes in equity
during a period from transactions and other events and circumstances generated from non-owner sources. The
Company�s components of comprehensive loss consist of the net loss and unrealized gains and losses on
available-for-sale investments. For the three months ended September 30, 2009 and 2008, comprehensive loss was
$8.0 million and $17.9 million, respectively. For the nine months ended September 30, 2009 and 2008, comprehensive
loss was $40.3 million and $61.3 million, respectively.
15. REVENUE RECOGNITION
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     Revenues under collaborative research agreements and grants are recognized as research costs are incurred over the
period specified in the related agreement or as the services are performed. These agreements are on a best-efforts
basis, do not require scientific achievement as a performance obligation and provide for payment to be made when
costs are incurred or the services are performed. All fees are nonrefundable to the collaborators. Upfront,
nonrefundable payments for license fees, grants, and advance payments for sponsored research revenues received in
excess of amounts earned are classified as deferred revenue and recognized as income over the contract or
development period. Estimating the duration of the development period includes continual assessment of development
stages and regulatory requirements. Milestone payments are recognized as revenue upon achievement of pre-defined
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scientific events, which require substantive effort, and for which achievement of the milestone was not readily assured
at the inception of the agreement.
16. RESEARCH AND DEVELOPMENT
     Research and development (R&D) expenses are recognized as incurred and include related salaries, contractor fees,
clinical trial costs, facilities costs, administrative expenses and allocations of certain other costs. These expenses result
from the Company�s independent R&D efforts as well as efforts associated with collaborations and in-licensing
arrangements. In addition, the Company funds R&D at other companies and research institutions under agreements,
which are generally cancelable. The Company reviews and accrues clinical trial expenses based on work performed, a
method that relies on estimates of total costs incurred based on patient enrollment, completion of patient studies and
other events. The Company follows this method since reasonably dependable estimates of the costs applicable to
various stages of a research agreement or clinical trial can be made. Accrued clinical costs are subject to revisions as
trials progress to completion. Revisions are charged to expense in the period in which the facts that give rise to the
revision become known.
17. INCOME TAXES
     The Company adopted the provisions of ASC 740-10, Income Taxes on January 1, 2007. There were no
unrecognized tax benefits as of the date of adoption. As a result of the implementation of ASC 740-10, the Company
did not recognize an increase in the liability for unrecognized tax benefits. There are no unrecognized tax benefits
included in the balance sheet that would, if recognized, affect the effective tax rate.
     The Company�s practice is to recognize interest and/or penalties related to income tax matters in income tax
expense. The Company had no accrual for interest or penalties on the Company�s balance sheets at December 31, 2008
and at September 30, 2009, and has not recognized interest and/or penalties in the statement of operations for the first
nine months of 2009.
     The Company is subject to taxation in the United States and various state jurisdictions. The Company�s tax years
for 1993 and forward are subject to examination by the United States and California tax authorities due to the
carryforward of unutilized net operating losses and R&D credits.
     At January 1, 2009, the Company had net deferred tax assets of $69.3 million. Due to uncertainties surrounding the
Company�s ability to generate future taxable income to realize these assets, a full valuation allowance has been
established to offset the net deferred tax assets. Additionally, the future utilization of the Company�s net operating loss
and research and development credit carryforwards to offset future taxable income may be subject to a substantial
annual limitation, pursuant to Internal Revenue Code Sections 382 and 383, as a result of ownership changes that may
have occurred previously or that could occur in the future. Although the Company determined that an ownership
change had not occurred through January 31, 2007, it is possible that an ownership change occurred subsequent to that
date. The Company has not completed an update of its Section 382 analysis subsequent to January 31, 2007. Until this
analysis has been updated, the Company has removed the deferred tax assets for net operating losses of $227.2 million
and research and development credits of $38.8 million generated through 2008 from its deferred tax asset schedule
and has recorded a corresponding decrease to its valuation allowance. Due to the existence of the valuation allowance,
future changes in the Company�s unrecognized tax benefits will not impact the Company�s effective tax rate.
ITEM 2: MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

The following Management�s Discussion and Analysis of Financial Condition and Results of Operations section
contains forward-looking statements, which involve risks and uncertainties. Our actual results could differ materially
from those anticipated in these forward-looking statements as a result of various factors, including those set forth
below in Part II, Item 1A under the caption �Risk Factors.� The interim financial statements and this Management�s
Discussion and Analysis of Financial Condition and Results of Operations should be read in conjunction with the
Financial Statements and Notes thereto for the year ended December 31, 2008 and the three and six months ended
March 31 and June 30, 2009 and the related Management�s Discussion and Analysis of Financial Condition and
Results of Operations, which are contained in our Annual Report on Form 10-K for the year ended December 31,
2008 and our Quarterly Reports on Form 10-Q for the three and six months ended March 31 and June 30, 2009,
respectively.
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OVERVIEW
     We discover, develop and intend to commercialize drugs for the treatment of neurological and endocrine-related
diseases and disorders. Our product candidates address some of the largest pharmaceutical markets in the world,
including endometriosis, anxiety, depression, pain, diabetes, irritable bowel syndrome, insomnia, and other
neurological and endocrine related diseases and disorders. To date, we have not generated any revenues from the sale
of products. We have funded our operations primarily through private and public offerings of our common stock and
payments received under research and development agreements. We are developing certain products with corporate
collaborators and intend to rely on existing and future collaborators to meet funding requirements. We expect to
generate future net losses due to increases in operating expenses as product candidates are advanced through the
various stages of clinical development. As of September 30, 2009, we had an accumulated deficit of $746.4 million
and expect to incur operating losses in the near future, which may be greater than losses in prior years. We currently
have eight programs in various stages of research and development, including six programs in clinical development.
While we independently develop many of our product candidates, we are in a collaboration for two of our programs.
     In September 2009, we entered into a Committed Equity Financing Facility (CEFF) with Kingsbridge Capital
Limited (Kingsbridge) pursuant to which Kingsbridge committed to purchase, subject to certain conditions, up to the
lesser of 7.8 million newly issued shares of our common stock or an aggregate of $75.0 million newly issued shares
over the three-year term of the CEFF. We may access capital under the CEFF by making draw downs up to a
maximum of the lesser of (i) $15 million and (ii) the greater of (x) 1.75% of our market capitalization as of the date of
delivery of the draw down notice once per calendar quarter and up to 1.25% of our market capitalization as of the date
of delivery of the draw down notice for any additional draw downs during such calendar quarter and (y) the lesser of
(a) 2.75% of our market capitalization as of the date of delivery of the draw down notice and (b) a number of shares
determined by a formula based in part on the average trading volume and trading price of our common stock prior to
the delivery of the draw down notice issued by us with respect to that draw down pricing period, subject to certain
conditions, including a minimum share price threshold of $1.00. Kingsbridge may purchase shares of common stock
pursuant to the CEFF at discounts ranging from 5 to 10 percent, depending on the average market price of our
common stock during the applicable pricing period for a draw down. As of September 30, 2009, we have not issued
any shares under the CEFF.
     We held a Type C meeting with the Food and Drug Administration (FDA) in August 2009 to discuss the daily
non-menstrual pelvic pain scale proposed by the FDA and used in the Lilac Petal Study (0702) of our lead clinical
development program, elagolix. Based on this meeting, we modified the wording of the daily non-menstrual pain scale
and launched a new clinical trial, the Daisy Petal Study (0901). This double-blind placebo-controlled clinical trial is
designed to provide an assessment based on this modified scale over a two month treatment period of 150 mg
elagolix, followed by twenty weeks of open-label treatment.
     The blinded baseline data from the initial subjects screened for the Daisy Petal Study (0901) indicate that the
modified daily non-menstrual pain scale reflects a wider dynamic range of pain scores which was lacking in the
previous daily non-menstrual pelvic pain scale. This should allow for detection of treatment difference between
elagolix and placebo for non-menstrual pain in the study population. The mean baseline score using the previous scale
in the Lilac Petal Study (0702) was 0.83 (using the 0-3 scale on non-menstrual days), while preliminary Daisy Petal
Study (0901) data with the new scale demonstrate a mean baseline score of approximately 1.5 (using the 0-3 scale on
non-menstrual days), in the initial group of subjects recruited. Encouraged by the wider dynamic range of this
modified scale, the Company has proposed a modest increase in the number of subjects for enrollment. This
essentially moves the trial from a directional characterization of the endpoint (i.e., to estimate sample size for a Phase
III trial) to a trial powered to provide statistical significance of the new non-menstrual pain endpoint versus placebo.
The Company expects top-line data from the Daisy Petal Study (0901) in the second quarter of 2010.
     In May 2009, we announced a restructuring program to implement cost containment measures and to focus
research and development efforts. As a result, we reduced our research and development and general and
administrative staff in San Diego by approximately 65 employees and incurred a net restructuring charge of
approximately $2.6 million. Restructuring charges are comprised of salary continuation, outplacement services, and
other miscellaneous costs related to this reduction in force. Substantially all of these expenses were paid in cash
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CRITICAL ACCOUNTING POLICIES AND ESTIMATES
     Our discussion and analysis of our financial condition and results of operations is based upon financial statements
that we have prepared in accordance with accounting principles generally accepted in the United States. The
preparation of these financial statements requires management to make estimates and judgments that affect the
reported amounts of assets, liabilities and expenses, and related disclosures. On an on-going basis, we evaluate these
estimates, including those related to revenues under collaborative research agreements and grants, clinical trial
accruals (research and development expense), debt, share-based compensation, investments, and fixed assets.
Estimates are based on historical experience, information received from third parties and on various other assumptions
that are believed to be reasonable under the circumstances, the results of which form the basis for making judgments
about the carrying values of assets and liabilities that are not readily apparent from other sources. Actual results may
differ from these estimates under different assumptions or conditions. The items in our financial statements requiring
significant estimates and judgments are as follows:
     Revenues under collaborative research and development agreements are recognized as costs are incurred over the
period specified in the related agreement or as the services are performed. These agreements are on a best-efforts
basis, do not require scientific achievement as a performance obligation, and provide for payment to be made when
costs are incurred or the services are performed. All fees are nonrefundable to the collaborators. Upfront,
nonrefundable payments for license fees, grants, and advance payments for sponsored research revenues received in
excess of amounts earned are classified as deferred revenue and recognized as income over the contract or
development period. Estimating the duration of the development period includes continual assessment of development
stages and regulatory requirements. Milestone payments are recognized as revenue upon achievement of pre-defined
scientific events, which requires substantive effort, and for which achievement of the milestone was not readily
assured at the inception of the agreement.
     Research and development (R&D) expenses include related salaries, contractor fees, facilities costs, administrative
expenses and allocations of corporate costs. All such costs are charged to R&D expense as incurred. These expenses
result from our independent R&D efforts as well as efforts associated with collaborations, grants and in-licensing
arrangements. In addition, we fund R&D and clinical trials at other companies and research institutions under
agreements, which are generally cancelable. We review and accrue clinical trials expense based on work performed, a
method that relies on estimates of total costs incurred based on patient enrollment, completion of studies and other
events. We follow this method since reasonably dependable estimates of the costs applicable to various stages of a
research agreement or clinical trial can be made. Accrued clinical costs are subject to revisions as trials progress to
completion. Revisions are charged to expense in the period in which the facts that give rise to the revision become
known. Historically, revisions have not resulted in material changes to R&D costs; however a modification in the
protocol of a clinical trial or cancellation of a trial could result in a charge to our results of operations.
     In accordance with Accounting Standards Codification (ASC) 360-10-15, Impairment or Disposal of Long-Lived
Assets, if indicators of impairment exist, we assess the recoverability of the affected long-lived assets by determining
whether the carrying value of such assets can be recovered through undiscounted future operating cash flows. If
impairment is indicated, we measure the amount of such impairment by comparing the carrying value of the asset to
the estimated fair value of the asset, which is generally determined based on the present value of the expected future
cash flows. We have determined that no impairment exists on our long-lived assets.
     We grant stock options to purchase our common stock to our employees and directors under the 2003 Incentive
Stock Plan, as amended (the 2003 Plan) and grant stock options to certain employees pursuant to Employment
Commencement Nonstatutory Stock Option Agreements. We also grant certain employees stock bonuses and RSUs
under the 2003 Plan. Additionally, we have outstanding options that were granted under option plans from which we
no longer make grants. The benefits provided under all of these plans are subject to the provisions of ASC 718-10,
Compensation- Stock Compensation (ASC 718-10). Share-based compensation expense recognized under ASC
718-10 for each of the three months ended September 30, 2009 and 2008 was $1.7 million. Share-based compensation
expense recognized under ASC 718-10 for the nine months ended September 30, 2009 and 2008 was $4.6 million and
$6.2 million, respectively.
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     Stock option awards and RSUs generally vest over a three to four year period and expense is ratably recognized
over those same time periods. However, due to certain retirement provisions in our stock plans, share-based
compensation expense may be recognized over a shorter period of time, and in some cases the entire share-based
compensation expense may be recognized upon grant of the share-based compensation award. Employees who are age
55 or older and have five or more years of service with us are entitled to accelerated vesting of certain unvested
share-based compensation awards upon retirement. This retirement provision leads to
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variability in the quarterly expense amounts recognized under ASC 718-10, and therefore individual share-based
compensation awards may impact earnings disproportionately in any individual fiscal quarter.
     The determination of fair value of stock-based payment awards on the date of grant using the Black-Scholes model
is affected by our stock price, as well as the input of other subjective assumptions. These assumptions include, but are
not limited to, the expected term of stock options and our expected stock price volatility over the term of the awards.
Our stock options have characteristics significantly different from those of traded options, and changes in the
assumptions can materially affect the fair value estimates.
     ASC 718-10 requires forfeitures to be estimated at the time of grant and revised, if necessary, in subsequent
periods if actual forfeitures differ from those estimates. If actual forfeitures vary from our estimates, we will recognize
the difference in compensation expense in the period the actual forfeitures occur or when options vest.

THREE MONTHS ENDED SEPTEMBER 30, 2009 AND 2008
     Revenues were $0.7 million for the three months ended September 30, 2009 compared with $0.8 million for the
respective period last year. During the third quarters of both 2009 and 2008, we recognized $0.7 million in revenue
under our collaboration agreement with Dainippon Sumitomo Pharma Co. Ltd (DSP) from amortization of up-front
licensing fees.
     Research and development expenses decreased to $7.4 million for the third quarter of 2009 compared with
$13.0 million for the respective period in 2008. Laboratory costs decreased by $0.3 million in the third quarter of 2009
compared to the same period in 2008 and external development costs decreased by $1.7 million compared to the same
period last year. External development spending in our elagolix, pro drug and urocortin 2 programs decreased by
$1.1 million, $0.4 million and $0.4 million, respectively, in the third quarter of 2009 compared with the same period
in 2008. Research and development personnel expenses decreased by $3.0 million in the third quarter of 2009
compared with the third quarter of 2008 as a result of our restructuring program in the second quarter of 2009.
     General and administrative expenses were $3.0 million for the third quarter of 2009 compared with $3.5 million
during the same period last year. The decrease in general and administrative expenses was almost entirely related to
expense management efforts during the third quarter of 2009.
     Other income (expense) was $1.5 million during the third quarter of 2009 compared to $(2.0) million for the third
quarter of 2008. The change resulted primarily from rental payments made during the third quarter of 2008 under our
sale-leaseback agreement which were recorded as interest expense under sale-leaseback accounting rules. These rental
payments are components of operating expense during 2009. Additionally, we recognized $0.7 million in deferred
gains on real estate and $0.6 million in gains from the sale of assets in the third quarter of 2009.
     Our net loss for the third quarter of 2009 was $8.2 million, or $0.21 per share, compared to $17.7 million, or $0.46
per share, for the same period in 2008. This decrease in net loss primarily resulted from our restructuring program in
the second quarter of 2009 and expense management efforts during the third quarter of 2009.

NINE MONTHS ENDED SEPTEMBER 30, 2009 AND 2008
     Revenues were $2.2 million for the nine months ended September 30, 2009 compared with $3.2 million for the
respective period last year. During the nine months ended September 30, 2008, we recognized a $1.0 million
milestone from GSK related to clinical advancements of our CRF program. During both nine month periods ended
September 30, 2009 and 2008, we recognized $2.2 million in revenue under our collaboration agreement with DSP
from amortization of up-front licensing fees.
     Research and development expenses decreased to $29.1 million for the first nine months of 2009 compared with
$43.4 million for the respective period in 2008. This decrease in research and development expenses is primarily due
to cost savings related to our restructuring program in the second quarter of 2009. The decrease in staff levels reduced
personnel costs in the first nine months of 2009 by $3.0 million compared with the first nine months of 2008.
Additionally, laboratory costs decreased by $1.2 million in the first nine months of 2009 compared to the same period
in 2008. External development costs decreased by $8.3 million to $7.1 million in the first nine months of 2009
compared to $15.4 million in the same period last year. External development spending in our elagolix and pro drug
program decreased by $6.4 million and $1.5 million, respectively, in the first nine months of 2009 compared to the
same
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period in 2008. Other non-personnel cost management efforts have resulted in approximately $1.9 million of year to
date savings over the prior nine month period.
     General and administrative expenses were $12.0 million for the nine months ended September 30, 2009 compared
with $16.4 million during the same period last year. Personnel expenses decreased by $3.0 million in the first nine
months of 2009 compared to the first nine months of 2008 primarily as a result of our restructuring program in the
second quarter of 2009. Additionally, other non-personnel cost reductions resulted in savings of approximately
$1.6 million compared with the prior year period.
     During the nine months ended September 30, 2009, we recognized additional cease-use expense under ASC
420-10 of $5.9 million due to an estimated increase in construction costs, and a change in assumptions on the timing
of tenant occupancy and rental rates for the Front Building. See Note 11, �Real Estate� to the accompanying financial
statements.
     Other income (expense) was $1.6 million of income during the first nine months of 2009 compared to a loss of
$(3.2) million for the first nine months of 2008. The change resulted primarily from rental payments made in 2008
under our facilities sale-leaseback agreement that were recorded as interest expense under sale-leaseback accounting
rules. The rental payments are components of operating expense during 2009. Additionally, we recognized
$2.1 million in deferred gains on real estate during the first nine months of 2009, which was partially offset by a net
recognized loss on auction rate securities of $1.1 million during the same period.
     Net loss for the first nine months of 2009 was $43.1 million, or $1.11 per share, compared to $59.8 million, or
$1.56 per share, for the same period in 2008. This decrease in net loss was primarily due to a reduction in expenses as
a result of our restructuring program in the second quarter of 2009 and expense management efforts in the first nine
months of 2009.
     To date, our revenues have been derived primarily from funded research and development, achievements of
milestones under corporate collaborations, and licensing of product candidates. The nature and amount of these
revenues from period to period may lead to substantial fluctuations in our quarterly revenues and earnings.
Accordingly, results and earnings for one period are not predictive of future periods. Collaborations, including grant
revenue, accounted for 100% of our revenue for the three and nine months ended September 30, 2009 and 2008.
     We expect to incur operating losses for the foreseeable future because of the expenses we expect to incur related to
progressing programs through our pipeline.
LIQUIDITY AND CAPITAL RESOURCES
     At September 30, 2009, our cash, cash equivalents, and investments totaled $63.7 million compared with
$101.5 million at December 31, 2008. The decrease in cash and investment balances at September 30, 2009 resulted
primarily from our net loss of $43.1 million, which includes various non-cash expenditures.
     Our investments at September 30, 2009 included (at par value) $22.4 million of auction rate securities. With the
liquidity issues experienced in global credit and capital markets, these auction rate securities have experienced
multiple failed auctions as the amount of securities submitted for sale has exceeded the amount of purchase orders,
and as a result, these affected securities are currently not liquid. All of our auction rate securities are secured by
student loans, which are backed by the full faith and credit of the federal government (up to approximately 98% of the
value of the student loan). All of these securities continue to pay interest according to their stated terms (generally 120
basis points over the ninety-one day United States Treasury bill rate) with interest rates resetting every 7 to 28 days.
While it is not our intent to hold these securities until their stated ultimate maturity dates, these investments are
scheduled to ultimately mature between 2030 and 2047.
     The valuation of our auction rate securities investment portfolio is subject to uncertainties that are difficult to
predict. The fair values of these securities were estimated utilizing a discounted cash flow analysis as of
September 30, 2009. The significant assumptions of this valuation model were discount margins ranging from 165 to
372 basis points which are based on industry recognized student loan sector indices, an additional liquidity discount of
150 basis points and an estimated term to liquidity of 5.25 to 7.25 years. Other items this analysis considers are the
collateralization underlying the security investments, the creditworthiness of the counterparty, and the timing of
expected future cash flows. The auction rate security investments continue to pay interest according to their stated
terms. These securities were also compared, when possible, to other observable market data with similar

Edgar Filing: NEUROCRINE BIOSCIENCES INC - Form 10-Q

Table of Contents 35



characteristics as the securities held by us.
18

Edgar Filing: NEUROCRINE BIOSCIENCES INC - Form 10-Q

Table of Contents 36



Table of Contents

     During the fourth quarter of 2008, UBS AG (UBS) extended an offer of Auction Rate Securities Rights (ARS
Rights) to holders of illiquid auction rate securities that were maintained by UBS as of February 13, 2008. The ARS
Rights provide the holder with the ability to sell the auction rate securities, along with the ARS Rights, to UBS at the
par value of the auction rate securities, during an applicable exercise period. The ARS Rights grant UBS the sole
discretion and right to sell or otherwise dispose of auction rate securities at any time up until July 2, 2012, without any
prior notification of the holder, so long as the holder receives a payment of par upon any sale or disposition. The ARS
Rights are not transferable, not tradeable, and will not be quoted or listed on any securities exchange or any other
trading network. The offer period for the ARS Rights closed on November 14, 2008 and ARS Rights were issued by
UBS during the fourth quarter of 2008.
     We have elected to participate in the ARS Rights program for all of our outstanding auction rate securities
maintained by UBS. At September 30, 2009 we had $14.6 million (at par value) of auction rate securities that are
maintained by UBS. Under the terms of the ARS Rights offer, our applicable exercise period begins on June 30, 2010
and ends July 2, 2012. Additionally, we are eligible for a loan of up to 75% of the market value of the auction rate
securities, should a loan be needed. It is our intention to sell the auction rate securities and ARS Rights to UBS on
June 30, 2010.
     We elected to measure the ARS Rights under the fair value option of ASC 825-10, Financial Instruments (ASC
825-10), to mitigate volatility in reported earnings due to their linkage to the auction rate securities. Simultaneously,
due to the ARS Rights granted by UBS, we made a one-time election to transfer the related auction rate security
holdings from available-for-sale securities to trading securities. We anticipate that any changes in the fair value of the
ARS Rights will be offset by the changes in the fair value of the related auction rate securities with no material net
impact to the consolidated statement of operations. The ARS Rights will continue to be measured at fair value under
ASC 825-10 until the earlier of their maturity or exercise. At September 30, 2009, we valued these ARS Rights at
$1.7 million. These ARS Rights together with the auction rate securities held at UBS (which had a fair value of
$12.9 million as of September 30, 2009) are carried as short-term investments on the condensed consolidated balance
sheet at September 30, 2009.
     Our remaining auction rate securities that are not maintained by UBS continue to be treated as available-for-sale
investments. These auction rate securities had a par value of $7.8 million at September 30, 2009. During the three
months ended March 31, 2009, certain ratings agencies downgraded these auction rate securities and we recognized an
other-than-temporary impairment of $1.5 million in the consolidated statement of operations for the three months
ended March 31, 2009. During the second and third quarters of 2009, global credit markets improved and credit
spreads narrowed resulting in an increase in the fair value of these investments of approximately $1.4 million which
was recorded as an unrealized gain in other comprehensive income as of September 30, 2009. At September 30, 2009,
we valued these investments at $6.6 million and they are carried as long-term investments on our condensed
consolidated balance sheet at September 30, 2009.
     Changes to estimates and assumptions used in estimating the fair value of the auction rate securities and related
ARS Rights may provide materially different values. In addition, actual market exchanges, if any, may occur at
materially different amounts. For example, a reduction of the expected term to redemption assumption by
approximately two years for the auction rate securities and related ARS Rights would yield a net increase in the
valuation of these investments at September 30, 2009 of $0.3 million. Other factors that may impact the valuation of
our auction rate securities and related ARS Rights include changes to credit ratings of the securities as well as to the
underlying assets supporting those securities, rates of default of the underlying assets, underlying collateral value,
discount rates, counterparty risk and ongoing strength and quality of market credit and liquidity.
     At present, in the event we need to access the funds that are in an illiquid state, we may not be able to do so
without the possible loss of principal, until a future auction for these investments is successful, another secondary
market evolves for these securities, they are redeemed by the issuer or they mature. If we are unable to sell these
securities in the market or they are not redeemed, we could be required to hold them to maturity. We do not currently
anticipate a need to access these funds for operational purposes in 2009, nor the outstanding auction rate securities
with UBS prior to June 30, 2010, the beginning of the ARS Rights exercise period. We will continue to monitor and
evaluate these investments on an ongoing basis for impairment.
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     Net cash used in operating activities during the first nine months of 2009 was $39.1 million compared with
$57.8 million during the same period last year. Net loss for the first nine months of 2009 was $43.1 million compared
to $59.8 million for the same period in 2008. This decrease in net loss was primarily due to a reduction in expenses as
a result of our restructuring programs and expense management efforts.
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     Net cash provided by investing activities during the first nine months of 2009 was $6.0 million compared to net
cash provided by investing activities of $39.5 million for the first nine months of 2008. The fluctuation in net cash
provided by investing activities resulted primarily from the timing differences in investment purchases, sales and
maturities, and the fluctuation of our portfolio mix between cash equivalents and short-term investment holdings.
     No cash was utilized in financing activities during the first nine months of 2009 compared to $1.2 million used in
2008 related to cash payments made on outstanding debt obligations.
     We and DMH Campus Investors, LLC (DMH) are parties to a lease agreement, dated December 4, 2007, pursuant
to which we lease our corporate headquarters, located at 12790 El Camino Real (Front Building) and 12780 El
Camino Real (Rear Building) in San Diego, California (Lease). Effective December 10, 2008, we entered into a first
amendment to the Lease (First Lease Amendment). The First Lease Amendment provided for the renovation of the
Front Building in a manner that facilitates multiple tenant usage and established a mechanism for us to terminate our
use of the Front Building.
     Effective September 25, 2009, we and DMH entered into a second amendment to the Lease (Second Lease
Amendment). The Second Lease Amendment obligated us to vacate the Front Building and make an immediate
payment of $4.0 million to DMH as an initial release fee, which was paid October 2, 2009. We will continue to
occupy the entire Rear Building. Upon payment of the initial release fee, we were released from its obligations with
respect to the Front Building, except with respect to 1) certain indemnity obligations for events prior to the payment of
the initial release fee, 2) certain operating expenses for the Front Building in accordance with the terms of the Lease
through July 2011, and 3) 50% of tenant improvement costs between $65 and $100 per square foot in connection with
initial leases between DMH and other third parties for space in the Front Building. Pursuant to the Second Lease
Amendment, we are also obligated to pay DMH an amount equivalent to the rent on the Front Building through
July 2011 and then approximately $44,000 per month beginning in August 2011 through December 2019 as a rent
differential payment for the Front Building, which such rent differential amounts may be prepaid by us in our sole
discretion. Should we be in monetary default under the Lease beyond the normal cure periods and prior to repaying
the entire rent differential balance, the rent differential payment will double. The terms of the Lease also require that
we maintain $50.0 million in cash and investments at all times, or increase our security deposit by $5.0 million.
     In September 2009, we entered into a Committed Equity Financing Facility (CEFF) with Kingsbridge Capital
Limited (Kingsbridge) pursuant to which Kingsbridge committed to purchase, subject to certain conditions, up to the
lesser of 7.8 million newly issued shares of our common stock or an aggregate of $75.0 million newly issued shares
over the three-year term of the CEFF. We may access capital under the CEFF by making draw downs up to a
maximum of the lesser of (i) $15 million and (ii) the greater of (x) 1.75% of our market capitalization as of the date of
delivery of the draw down notice once per calendar quarter and up to 1.25% of our market capitalization as of the date
of delivery of the draw down notice for any additional draw downs during such calendar quarter and (y) the lesser of
(a) 2.75% of our market capitalization as of the date of delivery of the draw down notice and (b) a number of shares
determined by a formula based in part on the average trading volume and trading price of our common stock prior to
the delivery of the draw down notice issued by us with respect to that draw down pricing period, subject to certain
conditions, including a minimum share price threshold of $1.00. Kingsbridge may purchase shares of common stock
pursuant to the CEFF at discounts ranging from 5 to 10 percent, depending on the average market price of our
common stock during the applicable pricing period for a draw down. As of September 30, 2009, we had not issued
any shares under the CEFF.
     We believe that our existing capital resources, together with interest income and future payments due under our
strategic alliances, will be sufficient to satisfy our current and projected funding requirements for at least the next
12 months. However, we cannot guarantee that these capital resources and payments will be sufficient to conduct all
of our research and development programs as planned. The amount and timing of expenditures will vary depending
upon a number of factors, including progress of our research and development programs.
     We will require additional funding to continue our research and product development programs, to conduct
preclinical studies and clinical trials, for operating expenses, to pursue regulatory approvals for our product
candidates, for the costs involved in filing and prosecuting patent applications and enforcing or defending patent
claims, if any, the cost of product in-licensing and any possible acquisitions, and we may require additional funding to
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including equity securities. In addition, we have financed capital purchases and may continue to pursue opportunities
to obtain additional debt financing in the future. However, additional equity or debt financing might not be available
on reasonable terms, if at all, and any additional equity financings will be dilutive to our stockholders. Recently, the
credit markets and the financial services industry have been experiencing a period of unprecedented turmoil and
upheaval characterized by the bankruptcy, failure, collapse or sale of various financial institutions and an
unprecedented level of intervention from the United States federal government. These events have generally made
equity and debt financing more difficult to obtain. If adequate funds are not available, we may be required to curtail
significantly one or more of our research or development programs or obtain funds through arrangements with
collaborators or others. This may require us to relinquish rights to certain of our technologies or product candidates.
To the extent that we are unable to obtain third-party funding for such expenses, we expect that increased expenses
will result in increased losses from operations. We cannot assure you that we will be successful in the development of
our product candidates, or that, if successful, any products marketed will generate sufficient revenues to enable us to
earn a profit.
INTEREST RATE RISK
     We are exposed to interest rate risk on our short and long term investments. The primary objective of our
investment activities is to preserve principal while at the same time maximizing yields without significantly increasing
risk. To achieve this objective, we seek to invest in highly liquid and high quality government and other debt
securities. To minimize our exposure due to adverse shifts in interest rates, we invest in short-term securities and
ensure that the maximum initial average maturity of our investments does not exceed 36 months. If a 10% change in
interest rates had occurred on September 30, 2009, this change would not have had a material effect on the fair value
of our investment portfolio as of that date. Due to the short holding period of our investments and the nature of our
investments, we have concluded that we do not have a material financial market interest rate risk exposure.
NEW ACCOUNTING PRONONCEMENTS
     In June 2009, the Financial Accounting Standards Board (FASB) issued SFAS No. 168, �The FASB Accounting
Standards Codification and the Hierarchy of Generally Accepted Accounting Principles�, a replacement of FASB 162
(now referenced under ASC 105-10, Generally Accepted Accounting Principles). The ASC has become the source of
authoritative U.S. generally accepted accounting principles (GAAP) recognized by the FASB to be applied by
nongovernmental entities. Rules and interpretive releases of the SEC under authority of federal securities laws are also
sources of authoritative GAAP for SEC registrants. On the effective date of this Statement, the ASC will supersede all
then-existing non-SEC accounting and reporting standards. All other non-grandfathered non-SEC accounting
literature not included in the ASC will become non-authoritative. SFAS 168 is effective for financial statements issued
for interim and annual periods ending after September 15, 2009. The adoption of SFAS 168 did not have a material
effect on our consolidated results of operations or financial condition.
FORWARD-LOOKING STATEMENTS
     This Quarterly Report on Form 10-Q and the information incorporated herein by reference contain forward-looking
statements that involve a number of risks and uncertainties. Although our forward-looking statements reflect the good
faith judgment of our management, these statements can only be based on facts and factors currently known by us.
Consequently, these forward-looking statements are inherently subject to risks and uncertainties, and actual results
and outcomes may differ materially from results and outcomes discussed in the forward-looking statements.
     Forward-looking statements can be identified by the use of forward-looking words such as �believes,� �expects,�
�hopes,� �may,� �will,� �plan,� �intends,� �estimates,� �could,� �should,� �would,� �continue,� �seeks,� �proforma,� or �anticipates,� or other
similar words (including their use in the negative), or by discussions of future matters such as the development or
regulatory approval of new products, technology enhancements, possible changes in legislation and other statements
that are not historical. These statements include but are not limited to statements under the captions �Risk Factors,� and
�Management�s Discussion and Analysis of Financial Condition and Results of Operations� as well as other sections in
this report. You should be aware that the occurrence of any of the events discussed under the heading in Part II titled
�Item 1A. Risk Factors� and elsewhere in this report could substantially harm our business, results of operations and
financial condition and that if any of these events occurs, the trading price of our common stock could decline and you
could lose all or a part of the value of your shares of our common stock.
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     The cautionary statements made in this report are intended to be applicable to all related forward-looking
statements wherever they may appear in this report. We urge you not to place undue reliance on these forward-looking
statements, which speak only as of the
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date of this report. Except as required by law, we assume no obligation to update our forward-looking statements,
even if new information becomes available in the future.
ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
     A discussion of our exposure to, and management of, market risk appears in Part I, Item 2 of this Quarterly Report
on Form 10-Q under the heading �Interest Rate Risk.�
ITEM 4. CONTROLS AND PROCEDURES
     We maintain disclosure controls and procedures that are designed to ensure that information required to be
disclosed in our Exchange Act reports is recorded, processed, summarized and reported within the timelines specified
in the SEC�s rules and forms, and that such information is accumulated and communicated to our management,
including our Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely decisions regarding
required disclosure. In designing and evaluating the disclosure controls and procedures, management recognized that
any controls and procedures, no matter how well designed and operated, can only provide reasonable assurance of
achieving the desired control objectives, and in reaching a reasonable level of assurance, management necessarily was
required to apply its judgment in evaluating the cost-benefit relationship of possible controls and procedures.
     As required by SEC Rule 13a-15(b), we carried out an evaluation, under the supervision and with the participation
of our management, including our Chief Executive Officer and Chief Financial Officer, of the effectiveness of the
design and operation of our disclosure controls and procedures as of the end of the quarter covered by this report.
Based on the foregoing, our Chief Executive Officer and Chief Financial Officer concluded that our disclosure
controls and procedures were effective at the reasonable assurance level.
     There has been no change in our internal control over financial reporting during our most recent fiscal quarter that
has materially affected, or is reasonably likely to materially affect, our internal control over financial reporting.

PART II: OTHER INFORMATION
ITEM 1A. RISK FACTORS
     The following Risk Factors do not reflect any material changes to the Risk Factors set forth in our Annual Report
on Form 10-K for the fiscal year ended December 31, 2008, other than the revisions to the risk factors set forth below
with an asterisk (*) next to the title. The following information sets forth risk factors that could cause our actual
results to differ materially from those contained in forward-looking statements we have made in this Quarterly Report
and those we may make from time to time. If any of the following risks actually occur, our business, operating results,
prospects or financial condition could be harmed. Additional risks not presently known to us, or that we currently
deem immaterial, may also affect our business operations.
Risks Related to Our Company
We depend on continuing our current collaborations and developing additional collaborations to develop and
commercialize our product candidates.
     Our strategy for fully developing and commercializing our products is dependent upon maintaining our current
arrangements and establishing new arrangements with research collaborators, corporate collaborators and others,
particularly as it relates to our GnRH and urocortin 2 programs. We have active collaboration agreements with
GlaxoSmithKline and Dainippon Sumitomo Pharma Co. Ltd. and previously have had collaborations with Pfizer,
Wyeth, Johnson & Johnson, Novartis, Taisho and Eli Lilly and Company. We historically have been dependent upon
these corporate collaborators to provide adequate funding for a number of our programs. Under these arrangements,
our corporate collaborators are typically responsible for:

� selecting compounds for subsequent development as drug candidates;
� conducting preclinical studies and clinical trials and obtaining required regulatory approvals for these drug

candidates; and
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� manufacturing and commercializing any resulting drugs.
     Because we expect to continue to rely heavily on corporate collaborators, the development and commercialization
of our programs would be substantially delayed if one or more of our current or future collaborators:

� failed to select a compound that we have discovered for subsequent development into marketable products;
� failed to gain the requisite regulatory approvals of these products;
� did not successfully commercialize products that we originate;
� did not conduct its collaborative activities in a timely manner;
� did not devote sufficient time and resources to our partnered programs or potential products;
� terminated its alliance with us;
� developed, either alone or with others, products that may compete with our products;
� disputed our respective allocations of rights to any products or technology developed during our collaborations;

or
� merged with a third party that wants to terminate the collaboration.

     These issues and possible disagreements with current or future corporate collaborators could lead to delays in the
collaborative research, development or commercialization of many of our product candidates. Furthermore,
disagreements with these parties could require or result in litigation or arbitration, which would be time-consuming
and expensive. If any of these issues arise, it may delay the development and commercialization of drug candidates
and, ultimately, our generation of product revenues.
Our clinical trials may fail to demonstrate the safety and efficacy of our product candidates, which could prevent or
significantly delay their regulatory approval.
     Before obtaining regulatory approval for the sale of any of our potential products, we must subject these product
candidates to extensive preclinical and clinical testing to demonstrate their safety and efficacy for humans. Clinical
trials are expensive, time-consuming and may take years to complete.
     In connection with the clinical trials of our product candidates, we face the risks that:

� the product candidate may not prove to be effective;
� we may discover that a product candidate may cause harmful side effects;
� the results may not replicate the results of earlier, smaller trials;
� we or the FDA or similar foreign regulatory authorities may suspend the trials;
� the results may not be statistically significant;
� patient recruitment may be slower than expected;
� patients may drop out of the trials; and
� regulatory requirements may change.
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     For example, there is uncertainty regarding future development of indiplon as described below under the risk factor
entitled �There is uncertainty regarding future development of our product candidate, indiplon, and we may not be
able to meet the requirements to receive regulatory approvals for it.�
     In addition, late stage clinical trials are often conducted with patients having the most advanced stages of disease.
During the course of treatment, these patients can die or suffer other adverse medical effects for reasons that may not
be related to the pharmaceutical agent being tested but which can nevertheless adversely affect clinical trial results.
Any failure or substantial delay in completing clinical trials for our product candidates may severely harm our
business.
If we cannot raise additional funding, we may be unable to complete development of our product candidates.
     We may require additional funding to continue our research and product development programs, to conduct
preclinical studies and clinical trials, for operating expenses and to pursue regulatory approvals for product candidates,
for the costs involved in filing and prosecuting patent application and enforcing or defending patent claims, if any, as
well as costs associated with litigation matters, product in-licensing and any possible acquisitions, and we may require
additional funding to establish manufacturing and marketing capabilities in the future. We believe that our existing
capital resources, together with investment income, and future payments due under our strategic alliances, will be
sufficient to satisfy our current and projected funding requirements for at least the next 12 months. However, these
resources might be insufficient to conduct research and development programs as planned. If we cannot obtain
adequate funds, we may be required to curtail significantly one or more of our research and development programs or
obtain funds through additional arrangements with corporate collaborators or others that may require us to relinquish
rights to some of our technologies or product candidates.
     Our future capital requirements will depend on many factors, including:

� continued scientific progress in our research and development programs;
� the magnitude of our research and development programs;
� progress with preclinical testing and clinical trials;
� the time and costs involved in obtaining regulatory approvals;
� the costs involved in filing and pursuing patent applications and enforcing patent claims;
� competing technological and market developments;
� the establishment of additional strategic alliances;
� the cost of commercialization activities and arrangements, including manufacturing of our product candidates;

and
� the cost of product in-licensing and any possible acquisitions.

     We intend to seek additional funding through strategic alliances, and may seek additional funding through public
or private sales of our securities, including equity securities. For example, we have an effective shelf registration
statement on file with the Securities and Exchange Commission which allows us to issue shares of our common stock
from time to time for an aggregate initial offering price of up to $150 million. In addition, we have previously
financed capital purchases and may continue to pursue opportunities to obtain additional debt financing in the future.
Recently, the credit markets and the financial services industry have been experiencing a period of unprecedented
turmoil and upheaval characterized by the bankruptcy, failure, collapse or sale of various financial institutions and an
unprecedented level of intervention from the United States federal government. These events have generally made
equity and debt financing more difficult to obtain. Accordingly, additional equity or debt financing might not be
available on reasonable terms, if at all. Any additional equity financings, including funds raised under the CEFF, will
be dilutive to our stockholders and any additional debt financings may involve operating covenants that restrict our
business.
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* The CEFF that we entered into with Kingsbridge may not be available to us if we elect to make a draw down, may
require us to make additional �blackout� or other payments to Kingsbridge, could cause our stock price to decline
and may result in dilution to our stockholders.
     The CEFF entitles us to sell and obligates Kingsbridge to purchase, from time to time over a period of three years,
newly issued shares of our common stock up to the lesser of an aggregate of approximately 7.8 million shares or
$75 million, subject to certain conditions and restrictions. Kingsbridge will not be obligated to purchase shares under
the CEFF unless certain conditions are met, which include a minimum price for our common stock; the accuracy of
representations and warranties made to Kingsbridge; compliance with laws; effectiveness of the registration statement
filed by us with the SEC; and the continued listing of our stock on the NASDAQ Global Market. In addition,
Kingsbridge is permitted to terminate the CEFF if it obtains actual knowledge that a material and adverse event has
occurred affecting our business, operations, properties or financial condition. If we are unable to access funds through
the CEFF, or if the CEFF is terminated by Kingsbridge, we may be unable to access capital on favorable terms or at
all.
     Once the registration statement that we intend to file with the SEC with respect to the CEFF is declared effective,
we are entitled, in certain circumstances, to deliver a blackout notice to Kingsbridge to suspend the registration
statement and prohibit Kingsbridge from selling shares. If we deliver a blackout notice in the 15 calendar days
following the settlement of a draw down, or if the registration statement is not effective in circumstances not permitted
by the registration rights agreement, then we must make a payment to Kingsbridge, calculated on the basis of the
number of shares held by Kingsbridge acquired by way of the most recent drawdown prior to the blackout notice and
actually held by Kingsbridge multiplied by the change in the market price of our common stock during the period in
which the use of the registration statement is suspended. If the trading price of our common stock declines during a
suspension of the registration statement, the blackout or other payment could be significant.
     Should we continue to sell shares to Kingsbridge under the CEFF, or issue shares in lieu of a blackout payment, it
will have a dilutive effect on the holdings of our current stockholders, and may result in downward pressure on the
price of our common stock. If we draw down under the CEFF, we will issue shares to Kingsbridge at a discount of up
to 10 percent from the volume weighted average price of our common stock. If we draw down amounts under the
CEFF when our share price is decreasing, we will need to issue more shares to raise the same amount than if our stock
price was higher. Issuances in the face of a declining share price will have an even greater dilutive effect than if our
share price were stable or increasing, and may further decrease our share price.
* Our restructuring activities could result in management distractions, operational disruptions and other
difficulties.
     In order to focus efforts on our clinical programs, we initiated restructuring activities in an effort to reduce
operating costs, including a work force reduction announced in May 2009. Employees whose positions were
eliminated in connection with this reduction may seek future employment with our competitors. Although all
employees are required to sign a confidentiality agreement with us at the time of hire, we cannot assure you that the
confidential nature of our proprietary information will be maintained in the course of such future employment. We
cannot assure you that we will not undertake additional restructuring activities, that any of our restructuring efforts
will be successful, or that we will be able to realize the cost savings and other anticipated benefits from our previous
or future restructuring plans. In addition, if we continue to reduce our workforce, it may adversely impact our ability
to respond rapidly to any new growth opportunities.
There is uncertainty regarding future development of our product candidate, indiplon, and we may not be able to
meet the requirements to receive regulatory approvals for it.
     On December 12, 2007 we received an action letter from the FDA stating that indiplon 5mg and 10mg capsules are
approvable (2007 FDA Approvable Letter). The 2007 FDA Approvable Letter acknowledged that our resubmitted
NDA for indiplon 5mg and 10mg capsules had addressed the issues raised in a previous approvable letter, but set forth
new requirements. The new requirements set forth in the 2007 FDA Approvable Letter are the following: (i) an
objective/subjective clinical trial in the elderly, (ii) a safety study assessing the rates of adverse events occurring with
indiplon when compared to a marketed product and (iii) a preclinical study to evaluate indiplon administration during
the third trimester of pregnancy. After receipt of the 2007 FDA Approvable Letter, we ceased all indiplon clinical
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July 2008 to discuss the 2007 FDA Approvable Letter and we are awaiting the finalization of the written minutes of
this meeting from the FDA.
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     The process of preparing and resubmitting the NDA for indiplon would require significant resources and could be
time consuming and subject to unanticipated delays and cost. As a result of the 2007 FDA Approvable Letter, there is
a significant amount of uncertainty regarding the future development of indiplon. Should the NDA be refiled, the FDA
could again refuse to approve the NDA, or could still require additional data analysis or clinical trials, which would
require substantial expenditures by us and would further delay the approval process. Even if our indiplon NDA is
approved, the FDA may determine that our data do not support elements of the labeling we have requested. In such a
case, the labeling actually granted by the FDA could limit the commercial success of the product. The FDA could
require Phase IV, or post-marketing, trials to study the long-term effects of indiplon and could withdraw its approval
based on the results of those trials. The FDA could also require a Risk Evaluation and Mitigation Strategy
(REMS) program for indiplon that could limit the commercial success of the product. We face the risk that for any of
the reasons described above, as well as other reasons set forth herein, indiplon may never be approved by the FDA or
commercialized anywhere in the world.
     If we determine that it is impractical or we are unable to refile the NDA, or the FDA refuses to accept or approve
the resubmitted NDA for any reason or we experience a further delay in approval and subsequent commercialization
of indiplon, our business and reputation may be harmed and our stock price could decline.
We have a history of WIDTH="2%">

Total iStar Asset Receivables secured notes  876,368    Less: debt discount  (4,425)        

    Total iStar Asset Receivables secured notes  871,943    Unsecured notes: 6.75% Dealer Remarketable Securities
(8)(9)

  125,000 6.75% March 2013 7.70%

Notes
(7)(9)

  100,000 7.70% July 2017 7.95% Notes
(7)(9)

  50,000 7.95% May 2006 8.75% Notes  350,000 8.75% August 2008     

Total unsecured notes  625,000    Less: debt discount  (11,603)   Plus: impact of pay-floating swap agreement
(10)

  3,920         

Total unsecured notes  617,317    Other debt obligations  15,961 Various Various     

Total debt obligations $3,461,590         

(1)
Substantially all variable-rate debt obligations are based on 30-day LIBOR and reprice monthly. The 30-day LIBOR on December 31, 2002 was
1.38%.

(2)
Maturity date reflects a one-year "term-out" extension at our option.

(3)
In January 2003, we extended the final maturity date of this facility to January 2007.

(4)
Maturity date reflects a one-year extension at our option.

(5)
Maturity date reflects two one-year extensions at our option.

(6)
Principal payments on these bonds are a function of the principal repayments on loan or corporate tenant lease assets which collateralize these
obligations. The dates indicated above represent the expected date on which the final payment would occur for such class based on the assumptions
that the loans which collateralize the obligations are not voluntarily prepaid, the loans are paid on their effective maturity dates and no extensions
of the effective maturity dates of any of the loans are granted. The final maturity date for the underlying indenture on class A1 is May 28, 2017 and
the final maturity date for classes A2, B, C, D, E, F, G, H, J and K is May 28, 2020.

(7)
The notes are callable by us at any time for an amount equal to the total of principal outstanding, accrued interest and the applicable make-whole
prepayment premium.

(8)
On March 14, 2003 we issued $150 million of our 7.0% Senior Notes due 2008. We used a substantial portion of the net proceeds of this issuance to
retire, through an exchange, all outstanding 6.75% Dealer Remarketable Securities.

(9)
These obligations were assumed as part of the acquisition of our leasing subsidiary. As part of the accounting for the purchase, these fixed-rate
obligations were considered to have stated interest rates which were below the then-prevailing market rates at which our leasing subsidiary could
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issue new debt obligations and, accordingly, we ascribed a market discount to each obligation. Such discounts are amortized as an adjustment to
interest expense using the effective interest method over the related term of the obligations. As adjusted, the effective annual interest rates on these
obligations were 8.81%, 9.51% and 9.04% for the 6.75% Dealer Remarketable Securities, 7.70% Notes and 7.95% Notes, respectively.

(10)
On November 27, 2002, we entered into two pay-floating interest rate swaps struck at 3.8775% and 3.81% and in the notional amounts of $100.0
million and $50.0 million, respectively. These swaps mitigate the risk of changes in the fair value of $150.0 million of our fixed-rate corporate
bonds attributable to changes in LIBOR. For accounting purposes, we adjust on a quarterly basis the value of the swap to its fair value and adjust
the carrying amount of the hedged liability by an offsetting amount.
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DESCRIPTION OF NOTES

        The Company will issue the Notes under an indenture between itself and US Bank Trust National Association, as Trustee (the "Trustee"),
and a supplemental indenture between itself and the Trustee (together, the "Indenture"). The following is a summary of the material provisions
of the Indenture. It does not include all of the provisions of the Indenture. The following description of the particular terms of the Notes
supplements the description in the accompanying prospectus of the general terms and provisions of our debt securities. The Notes will be part of
a series of notes issued initially on March 14, 2003, in an amount of $150 million, subject to "reopening" as described below. In this offering the
Company is "reopening" the series of notes and will issue an additional $35 million aggregate principal amount of Notes. Accordingly, upon
completion of this offering, $185 million aggregate principal amount of the Notes will be outstanding. To the extent that the following
description of Notes is inconsistent with that general description in the prospectus, the following description replaces that in the prospectus. We
urge you to read the Indenture because it defines your rights. The terms of the Notes include those stated in the Indenture and those made part of
the Indenture by reference to the Trust Indenture Act of 1939, as amended (the "TIA"). A copy of the form of Indenture has been filed as an
exhibit to the Registration Statement of which this Prospectus is a part. You can find definitions of certain capitalized terms used in this
description under "�Certain Definitions." For purposes of this section, references to the "Company" or "our" include only iStar Financial Inc. and
not its Subsidiaries.

        The Notes will be unsecured obligations of the Company, ranking pari passu in right of payment with all other senior unsecured obligations
of the Company.

        The Company will issue the Notes in fully registered form in denominations of $1,000 and integral multiples thereof. The Trustee will
initially act as Paying Agent and Registrar for the Notes. The Notes may be presented for registration or transfer and exchange at the offices of
the Registrar. The Company may change any Paying Agent and Registrar without notice to holders of the Notes (the "Holders"). The Company
will pay principal (and premium, if any) on the Notes at the Trustee's corporate office in New York, New York. At the Company's option,
interest may be paid at the Trustee's corporate trust office or by check mailed to the registered address of Holders.

Principal, Maturity and Interest

        The Notes are a series of securities issued under the Indenture. The Indenture permits the Company to "reopen" this series, as the Company
is doing in connection with this offering, without the consent of the Holders, and issue additional Notes at any time on the same terms and
conditions and with the same CUSIP number as the Notes being issued in this offering. The Notes will mature on March 15, 2008. Interest on
the Notes will accrue at the rate of 7.0% per annum and will be payable semiannually in cash on each March 15 and September 15, commencing
on September 15, 2003, to the persons who are registered Holders at the close of business on the March 1 and September 1 immediately
preceding the applicable interest payment date. Interest on the Notes will accrue from the most recent date to which interest has been paid or, if
no interest has been paid, from and including the date of issuance.

        The Notes will not be entitled to the benefit of any mandatory sinking fund.

Redemption

        Optional Redemption.    At any time on or prior to March 15, 2008, the Notes may be redeemed or purchased in whole but not in part at the
Company's option at a price equal to 100% of the principal amount thereof plus the Applicable Premium as of, and accrued but
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unpaid interest, if any, to the date of redemption or purchase (the "Redemption Date") (subject to the right of Holders of record on the relevant
record date to receive interest due on the relevant interest payment date). Such redemption or purchase may be made upon notice mailed by
first-class mail to each Holder's registered address, not less than 30 nor more than 60 days prior to the Redemption Date.

"Applicable Premium" means, with respect to a Note at any Redemption Date, the greater of: (1) 1.0% of the principal amount of such
Note; and (2) the excess of (a) the present value at such Redemption Date of (i) the principal amount of such Note on March 15, 2008 plus
(ii) all required remaining scheduled interest payments due on such Note through March 15, 2008, computed using a discount rate equal to the
Treasury Rate plus 50 basis points; over (b) the principal amount of such Note on such Redemption Date. Calculation of the Applicable
Premium will be made by the Company or on behalf of the Company by such Person as the Company shall designate; provided, however, that
such calculation shall not be a duty or obligation of the Trustee.

"Treasury Rate" means, with respect to a Redemption Date, the yield to maturity at the time of computation of United States Treasury
securities with a constant maturity (as compiled and published in the most recent Federal Reserve Statistical Release H.15(519) that has become
publicly available at least two Business Days prior to such Redemption Date (or, if such Statistical Release is no longer published, any publicly
available source of similar market data)) most nearly equal to the period from such Redemption Date to March 15, 2008; provided, however, that
if the period from such Redemption Date to March 15, 2008 is not equal to the constant maturity of the United States Treasury security for
which a weekly average yield is given, the Treasury Rate shall be obtained by linear interpolation (calculated to the nearest one-twelfth of a
year) from the weekly average yields of United States Treasury securities for which such yields are given, except that if the period from such
Redemption Date to March 15, 2008 is less than one year, the weekly average yield on actually traded United States Treasury securities adjusted
to a constant maturity of one year shall be used.

        Optional Redemption Upon Equity Offerings.    At any time, or from time to time, on or prior to March 15, 2006, the Company may, at its
option, use the net cash proceeds of one or more Equity Offerings (as defined below) to redeem up to 35% of the principal amount of the Notes
issued under the Indenture at a redemption price of 107% of the principal amount thereof plus accrued and unpaid interest thereon, if any, to the
date of redemption; provided that:

(1)
at least 65% of the principal amount of Notes issued under the Indenture remains outstanding immediately after any such
redemption; and

(2)
the Company makes such redemption not more than 60 days after the consummation of any such Equity Offering.

"Equity Offering" means an underwritten public offering of Qualified Capital Stock of the Company pursuant to a registration statement
filed with the Commission in accordance with the Securities Act or a private placement of Qualified Capital Stock of the Company generating
gross proceeds of at least $25.0 million.

Selection and Notice of Redemption

        In the event that the Company chooses to redeem less than all of the Notes, selection of the Notes for redemption will be made by the
Trustee either:

        (1)  in compliance with the requirements of the principal national securities exchange, if any, on which the Notes are listed; or
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        (2)  on a pro rata basis, by lot or by such method as the Trustee shall deem fair and appropriate.

        No Notes of a principal amount of $1,000 or less shall be redeemed in part. If a partial redemption is made with the proceeds of an Equity
Offering, the Trustee will select the Notes only on a pro rata basis or on as nearly a pro rata basis as is practicable (subject to DTC procedures).
Notice of redemption will be mailed by first-class mail at least 30 but not more than 60 days before the redemption date to each Holder of Notes
to be redeemed at its registered address. On and after the redemption date, interest will cease to accrue on Notes or portions thereof called for
redemption as long as the Company has deposited with the Paying Agent funds in satisfaction of the applicable redemption price.

Change of Control
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        Upon the occurrence of a Change of Control, each Holder will have the right to require that the Company purchase all or a portion of such
Holder's Notes pursuant to the offer described below (the "Change of Control Offer"), at a purchase price equal to 101% of the principal amount
thereof plus accrued interest to the date of purchase.

        Within 30 days following the date upon which the Change of Control occurred, the Company must send, by first class mail, a notice to each
Holder, with a copy to the Trustee, which notice shall govern the terms of the Change of Control Offer. Such notice shall state, among other
things, the purchase date, which must be no earlier than 30 days nor later than 60 days from the date such notice is mailed, other than as may be
required by law (the "Change of Control Payment Date"). Holders electing to have a Note purchased pursuant to a Change of Control Offer will
be required to surrender the Note, with the form entitled "Option of Holder to Elect Purchase" on the reverse of the Note completed, to the
Paying Agent at the address specified in the notice prior to the close of business on the third business day prior to the Change of Control
Payment Date.

        If a Change of Control Offer is made, we cannot assure you that the Company will have available funds sufficient to pay the Change of
Control purchase price for all the Notes that might be delivered by Holders seeking to accept the Change of Control Offer. In the event the
Company is required to purchase outstanding Notes pursuant to a Change of Control Offer, the Company expects that it would seek third party
financing to the extent it does not have available funds to meet its purchase obligations. However, we cannot assure you that the Company
would be able to obtain such financing.

        Neither the Board of Directors of the Company nor the Trustee may waive the covenant relating to a Holder's right to redemption upon a
Change of Control. Restrictions in the Indenture described herein on the ability of the Company and its Subsidiaries to incur additional
Indebtedness, to grant liens on its property and to make Restricted Payments may also make more difficult or discourage a takeover of the
Company, whether favored or opposed by the management of the Company. Consummation of any such transaction in certain circumstances
may require redemption or repurchase of the Notes, and we cannot assure you that the Company or the acquiring party will have sufficient
financial resources to effect such redemption or repurchase. Such restrictions and the restrictions on transactions with Affiliates may, in certain
circumstances, make more difficult or discourage any leveraged buyout of the Company or any of its Subsidiaries by the management of the
Company. While such restrictions cover a wide variety of arrangements that have traditionally been used to effect highly leveraged transactions,
the Indenture may not afford the Holders protection in all circumstances from the adverse aspects of a highly leveraged transaction,
reorganization, restructuring, merger or similar transaction.
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        The Company will comply with the requirements of Rule 14e-1 under the Exchange Act and any other securities laws and regulations
thereunder to the extent such laws and regulations are applicable in connection with the repurchase of Notes pursuant to a Change of Control
Offer. To the extent that the provisions of any securities laws or regulations conflict with the "Change of Control" provisions of the Indenture,
the Company shall comply with the applicable securities laws and regulations and shall not be deemed to have breached its obligations under the
"Change of Control" provisions of the Indenture by virtue thereof.

Certain Covenants

        The Indenture will contain, among others, the following covenants; provided that the Indenture will provide that the "Limitation on Liens,"
"Limitation on Restricted Payments," "Limitation on Dividend and Other Payment Restrictions Affecting Subsidiaries," "Limitation on Preferred
Stock of Subsidiaries," "Limitation of Guarantees by Subsidiaries," "Conduct of Business" and "Limitations on Transactions with Affiliates"
covenants will not be applicable in the event, and only for so long as, the Notes are rated Investment Grade and no Default or Event of Default
has occurred and is continuing.

        Limitation on Incurrence of Additional Indebtedness.    The Company will not, and will not permit any of its Subsidiaries to, directly or
indirectly, create, incur, assume, guarantee, become liable, contingently or otherwise, with respect to, or otherwise become responsible for
payment of (collectively, "incur") any Indebtedness (including, without limitation, Acquired Indebtedness) other than Permitted Indebtedness.

        Notwithstanding the foregoing, if no Default or Event of Default shall have occurred and be continuing at the time of or as a consequence
of the incurrence of any such Indebtedness, the Company or any of its Subsidiaries may incur Indebtedness (including, without limitation,
Acquired Indebtedness), in each case if on the date of the incurrence of such Indebtedness, after giving effect to the incurrence thereof:

�
the Consolidated Fixed Charge Coverage Ratio of the Company is greater than 1.50 to 1.0;

�

Edgar Filing: NEUROCRINE BIOSCIENCES INC - Form 10-Q

Table of Contents 51



the ratio of the aggregate amount of Indebtedness outstanding on a consolidated basis to our Consolidated Net Worth is
less than 5.0 to 1.0; and

�
the ratio of the aggregate amount of Senior Recourse Indebtedness outstanding on a consolidated basis to the sum of:
(1) our Consolidated Net Worth; and (2) the aggregate amount of the Subordinated Indebtedness outstanding on a
consolidated basis is less than 2.75 to 1.0; provided, however, that the aggregate principal amount of such Subordinated
Indebtedness is not in excess of our Consolidated Net Worth.

        Notwithstanding the foregoing, the Company will not permit TriNet Corporate Realty Trust, Inc. ("TriNet") or any of its Subsidiaries to
incur Indebtedness (as defined in the indenture governing TriNet's outstanding publicly held debt securities on the Measurement Date) if,
immediately after giving effect to the incurrence of such Indebtedness and the application of the proceeds thereof, the aggregate principal
amount of all outstanding Indebtedness of TriNet and its Subsidiaries on a consolidated basis determined in accordance with GAAP is greater
than 55% of the sum of (without duplication): (1) the Total Assets (as defined in the indenture governing TriNet's outstanding publicly-held debt
securities on the Measurement Date) of TriNet and its Subsidiaries as of the end of the calendar quarter covered in TriNet's Annual Report on
Form 10-K or Quarterly Report on Form 10-Q, as the case may be, most recently filed with the Commission (or, if such filing is not permitted
under the Exchange Act, with the Trustee) prior to the incurrence of such additional Indebtedness; and (2) the purchase price of any real estate
assets or mortgages receivable acquired, and the amount of any securities offering proceeds
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received (to the extent that such proceeds were not used to acquire real estate assets or mortgages receivable or used to reduce Indebtedness), by
TriNet or any Subsidiary of TriNet since the end of such calendar quarter, including those proceeds obtained in connection with the incurrence
of such additional Indebtedness. The above limitation shall terminate immediately upon TriNet ceasing to exist as a Subsidiary of the Company
as a result of a merger or consolidation of TriNet with the Company or the sale, transfer, disposition or distribution of all or substantially all of
TriNet's assets to the Company.

        Limitation on Restricted Payments.    The Company will not, and will not cause or permit any of its Subsidiaries to, directly or indirectly:

        (1)  declare or pay any dividend or make any distribution (other than dividends or distributions payable in Qualified Capital Stock
of the Company) on or in respect of shares of the Company's Capital Stock to holders of such Capital Stock;

        (2)  purchase, redeem or otherwise acquire or retire for value any Capital Stock of the Company or any warrants, rights or options
to purchase or acquire shares of any class of such Capital Stock; or

        (3)  make any principal payment on, purchase, defease, redeem, prepay, decrease or otherwise acquire or retire for value, prior to
any scheduled final maturity, scheduled repayment or scheduled sinking fund payment, any Indebtedness of the Company that is
subordinate or junior in right of payment to the Notes

        if at the time of such action (each, a "Restricted Payment") or immediately after giving effect thereto,

(i)
a Default or an Event of Default shall have occurred and be continuing; or

(ii)
the Company is not able to incur at least $1.00 of additional Indebtedness (other than Permitted Indebtedness) in
compliance with the "Limitation on Incurrence of Additional Indebtedness" covenant; or

(iii)
the aggregate amount of Restricted Payments (including such proposed Restricted Payment) made subsequent to the
Measurement Date (the amount expended for such purposes, if other than in cash, being the fair market value of such
property as determined in good faith by the Board of Directors of the Company) shall exceed the sum of:

        (w)  95% of the cumulative Consolidated Adjusted Earnings (or if cumulative Consolidated Adjusted Earnings shall be
a loss, minus 100% of such loss) of the Company earned subsequent to June 30, 2001 and on or prior to the date the
Restricted Payment occurs (the "Reference Date") (treating such period as a single accounting period); plus
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        (x)  100% of the aggregate net cash proceeds received by the Company from any Person (other than a Subsidiary of the
Company) from the issuance and sale subsequent to the Measurement Date and on or prior to the Reference Date of
Qualified Capital Stock of the Company; plus

        (y)  without duplication of any amounts included in clause (iii)(x) above, 100% of the aggregate net cash proceeds of
any equity contribution received by the Company from a holder of the Company's Capital Stock (excluding, in the case of
clauses (iii)(x) and (y), any net cash proceeds from an Equity Offering to the extent used to redeem the Notes in compliance
with the provisions set forth under "Redemption�Optional Redemption Upon Equity Offerings").

S-48

        The foregoing provisions do not prohibit:

        (1)  the payment of any dividend within 60 days after the date of declaration of such dividend if the dividend would have been permitted on
the date of declaration;

        (2)  if no Default or Event of Default shall have occurred and be continuing, the acquisition of any shares of Capital Stock of the Company,
either (i) solely in exchange for shares of Qualified Capital Stock of the Company or (ii) through the application of net proceeds of a
substantially concurrent sale for cash (other than to a Subsidiary of the Company) of shares of Qualified Capital Stock of the Company;

        (3)  if no Default or Event of Default shall have occurred and be continuing, the acquisition of any Indebtedness of the Company that is
subordinate or junior in right of payment to the Notes either (i) solely in exchange for shares of Qualified Capital Stock of the Company, or
(ii) through the application of net proceeds of a substantially concurrent sale for cash (other than to a Subsidiary of the Company) of (a) shares
of Qualified Capital Stock of the Company or (b) Refinancing Indebtedness;

        (4)  so long as no Default or Event of Default shall have occurred and be continuing, repurchases by the Company of Common Stock of the
Company from employees of the Company or any of its Subsidiaries or their authorized representatives upon the death, disability or termination
of employment of such employees, in an aggregate amount not to exceed $500,000 in any calendar year;

        (5)  the declaration or payment by the Company of any dividend or distribution that is necessary to maintain its status as a REIT under the
Code if:

        (a)  the Consolidated Fixed Charge Coverage Ratio of the Company is greater than 2.0 to 1.0; and

        (b)  no Default or Event of Default shall have occurred and be continuing;

        (6)  the payment of any dividend on Preferred Stock of the Company; and

        (7)  Restricted Payments in an amount not to exceed $75.0 million.

        In determining the aggregate amount of Restricted Payments made subsequent to the Measurement Date in accordance with clause (iii) of
the immediately preceding paragraph, amounts expended pursuant to clauses (1), (2) (ii), 3 (ii) (a), (4), (5) and (7) shall be included in such
calculation.

        Limitation on Dividend and Other Payment Restrictions Affecting Subsidiaries.    The Company will not, and will not cause or permit any
of its Subsidiaries to, directly or indirectly, create or otherwise cause or permit to exist or become effective any encumbrance or restriction on
the ability of any Subsidiary of the Company to:

        (1)  pay dividends or make any other distributions on or in respect of its Capital Stock;

        (2)  make loans or advances or to pay any Indebtedness or other obligation owed to the Company or any other Subsidiary of the Company;
or

        (3)  transfer any of its property or assets to the Company or any other Subsidiary of the Company,
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        except for such encumbrances or restrictions existing under or by reason of:

        (a)  applicable law;

        (b)  the Indenture;
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        (c)  customary non-assignment provisions of any contract or any lease governing a leasehold interest of any Subsidiary of the
Company;

        (d)  any instrument governing Acquired Indebtedness, which encumbrance or restriction is not applicable to any Person, or the
properties or assets of any Person, other than the Person or the properties or assets of the Person so acquired;

        (e)  agreements existing on the Measurement Date to the extent and in the manner such agreements are in effect on the
Measurement Date;

          (f)  provisions of any agreement governing Indebtedness incurred in accordance with the Indenture that impose such
encumbrances or restrictions upon the occurrence of a default or failure to meet financial covenants or conditions under the agreement;

        (g)  restrictions on the transfer of assets (other than cash) held in a Subsidiary of the Company imposed under any agreement
governing Indebtedness incurred in accordance with the Indenture;

        (h)  provisions of any agreement governing Indebtedness incurred in accordance with the Indenture that require a Subsidiary to
service its debt obligations before making dividends, distributions or advancements in respect of its Capital Stock;

          (i)  an agreement governing Indebtedness incurred to Refinance the Indebtedness issued, assumed or incurred pursuant to an
agreement referred to in clause (b), (d) or (e) above; provided, however, that the provisions relating to such encumbrance or restriction
contained in any such Indebtedness are not materially less favorable to the Company in any material respect as determined by the
Board of Directors of the Company in their reasonable and good faith judgment than the provisions relating to such encumbrance or
restriction contained in agreements referred to in such clause (b), (d) or (e).

        Limitation on Preferred Stock of Subsidiaries.    The Company will not permit any of its Subsidiaries to issue any Preferred Stock (other
than to the Company or to a Wholly Owned Subsidiary of the Company) or permit any Person (other than the Company or a Wholly Owned
Subsidiary of the Company) to own any Preferred Stock of any Subsidiary of the Company, other than Preferred Stock outstanding on the
Measurement Date of Subsidiaries formed to facilitate maintaining the Company's REIT status.

        Limitation on Liens.    The Company will not, and will not cause or permit any of its Subsidiaries to, directly or indirectly, create, incur,
assume or permit or suffer to exist any Liens of any kind on the assets of the Company securing Indebtedness of the Company unless:

        (1)  in the case of Liens securing Indebtedness of the Company that is expressly subordinate or junior in right of payment to the Notes, the
Notes are secured by a Lien on such property, assets or proceeds that is senior in priority to such Liens; and

        (2)  in all other cases, the Notes are equally and ratably secured except for:

        (a)  Liens existing as of the Measurement Date to the extent and in the manner such Liens are in effect on the Measurement Date;

        (b)  Liens securing the Notes;

        (c)  Liens securing Refinancing Indebtedness that is incurred to Refinance any Indebtedness that has been secured by a Lien
permitted under the Indenture and that has been incurred in accordance with the provisions of the Indenture; provided, however, that
such Liens: (i) are no less favorable to the Holders than the Liens in respect of the
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Indebtedness being Refinanced; and (ii) do not extend to or cover any property or assets of the Company not securing the Indebtedness
so Refinanced; and

        (d)  Permitted Liens.

        Maintenance of Total Unencumbered Assets.    The Company and its Subsidiaries will maintain Total Unencumbered Assets of not less
than 125% of the aggregate outstanding principal amount of the Unsecured Indebtedness of the Company and its Subsidiaries, in each case on a
consolidated basis.

        Merger, Consolidation and Sale of Assets.    The Company will not, in a single transaction or series of related transactions, consolidate or
merge with or into any Person, or sell, assign, transfer, lease, convey or otherwise dispose of (or cause or permit any Subsidiary of the Company
to sell, assign, transfer, lease, convey or otherwise dispose of) all or substantially all of the Company's assets (determined on a consolidated basis
for the Company and the Company's Subsidiaries) whether as an entirety or substantially as an entirety to any Person unless:

        (1)  either:

        (a)  the Company shall be the surviving or continuing corporation; or

        (b)  the Person (if other than the Company) formed by such consolidation or into which the Company is merged or the Person
which acquires by sale, assignment, transfer, lease, conveyance or other disposition the properties and assets of the Company and of
the Company's Subsidiaries substantially as an entirety (the "Surviving Entity"):

(i)
shall be a corporation organized and validly existing under the laws of the United States or any State thereof or
the District of Columbia; and

(ii)
shall expressly assume, by supplemental indenture (in form and substance satisfactory to the Trustee), executed
and delivered to the Trustee, the due and punctual payment of the principal of, and premium, if any, and
interest on all of the Notes and the performance of every covenant of the Notes and the Indenture on the part of
the Company to be performed or observed;

        (2)  immediately after giving effect to such transaction and the assumption contemplated by clause (1)(b)(ii) above (including giving effect
to any Indebtedness and Acquired Indebtedness incurred or anticipated to be incurred in connection with or in respect of such transaction), the
Company or such Surviving Entity, as the case may be: (a) shall have a Consolidated Net Worth equal to or greater than the Consolidated Net
Worth of the Company immediately prior to such transaction; and (b) shall be able to incur at least $1.00 of additional Indebtedness (other than
Permitted Indebtedness) pursuant to the "�Limitation on Incurrence of Additional Indebtedness" covenant;provided, however, that this clause (2)
shall not apply in the event of a transaction between the Company and TriNet;

        (3)  immediately before and immediately after giving effect to such transaction and the assumption contemplated by clause (1)(b)(ii) above
(including, without limitation, giving effect to any Indebtedness and Acquired Indebtedness incurred or anticipated to be incurred and any Lien
granted in connection with or in respect of the transaction), no Default or Event of Default shall have occurred or be continuing; and

        (4)  the Company or the Surviving Entity shall have delivered to the Trustee an officers' certificate and an opinion of counsel, each stating
that such consolidation, merger, sale, assignment, transfer, lease, conveyance or other disposition and, if a supplemental indenture is required in
connection with such transaction, such supplemental indenture comply with the

S-51

applicable provisions of the Indenture and that all conditions precedent in the Indenture relating to such transaction have been satisfied.
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        For purposes of the foregoing, the transfer (by lease, assignment, sale or otherwise, in a single transaction or series of transactions) of all or
substantially all of the properties or assets of one or more Subsidiaries of the Company the Capital Stock of which constitutes all or substantially
all of the properties and assets of the Company, shall be deemed to be the transfer of all or substantially all of the properties and assets of the
Company.

        The Indenture will provide that upon any consolidation or merger or any transfer, lease, conveyance or other disposition of all or
substantially all of the assets of the Company in accordance with the foregoing, in which the Company is not the continuing corporation, the
successor Person formed by such consolidation or into which the Company is merged or to which such transfer, lease, conveyance or other
disposition is made shall succeed to, and be substituted for, and may exercise every right and power of, the Company under the Indenture and
the Notes with the same effect as if such surviving entity had been named as such.

        Limitations on Transactions with Affiliates.    The Company will not, and will not permit any of its Subsidiaries to, directly or indirectly,
enter into or permit to exist any transaction or series of related transactions (including, without limitation, the purchase, sale, lease or exchange
of any property or the rendering of any service) with, or for the benefit of, any of its Affiliates (each an "Affiliate Transaction"), other than:
(1) Affiliate Transactions permitted as described below; and (2) Affiliate Transactions on terms that are no less favorable than those that might
reasonably have been obtained in a comparable transaction at such time on an arm's-length basis from a Person that is not an Affiliate of the
Company or such Subsidiary.

        All Affiliate Transactions (and each series of related Affiliate Transactions which are similar or part of a common plan) involving aggregate
payments or other property with a fair market value in excess of $5.0 million shall be approved by the Board of Directors of the Company or
such Subsidiary, as the case may be, such approval to be evidenced by a Board Resolution stating that such Board of Directors has determined
that such transaction complies with the foregoing provisions. If the Company or any Subsidiary of the Company enters into an Affiliate
Transaction (or a series of related Affiliate Transactions related to a common plan) that involves an aggregate fair market value of more than
$10.0 million, the Company or such Subsidiary, as the case may be, shall, prior to the consummation thereof, obtain a favorable opinion as to the
fairness of such transaction or series of related transactions to the Company or the relevant Subsidiary, as the case may be, from a financial point
of view, from an Independent Financial Advisor and file the same with the Trustee.

        The restrictions set forth in the first paragraph of this covenant shall not apply to:

        (1)  reasonable fees and compensation paid to and indemnity provided on behalf of, officers, directors, employees or consultants
of the Company or any Subsidiary of the Company as determined in good faith by the Company's Board of Directors or senior
management;

        (2)  transactions exclusively between or among the Company and any of its Subsidiaries or exclusively between or among such
Subsidiaries in the ordinary course of business, provided such transactions are not otherwise prohibited by the Indenture;

        (3)  transactions between the Company or one of its Subsidiaries and any Person in which the Company or one of its Subsidiaries
has made an Investment in the ordinary course of the Company's real estate lending business and such Person is an Affiliate solely
because of such Investment;

        (4)  transactions between the Company or one of its Subsidiaries and any Person in which the Company or one of its Subsidiaries
holds an interest as a joint venture partner and such Person is an Affiliate solely because of such interest;
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        (5)  any agreement as in effect as of the Measurement Date or any amendment thereto or any transaction contemplated thereby
(including pursuant to any amendment thereto) in any replacement agreement thereto so long as any such amendment or replacement
agreement is not more disadvantageous to the Holders in any material respect than the original agreement as in effect on the
Measurement Date; and

        (6)  Restricted Payments permitted by the Indenture.

        Limitation of Guarantees by Subsidiaries.    The Company will not permit any of its Subsidiaries, directly or indirectly, by way of the
pledge of any intercompany note or otherwise, to assume, guarantee or in any other manner become liable with respect to any Indebtedness of
the Company, unless, in any such case:

        (1)  such Subsidiary executes and delivers a supplemental indenture to the Indenture, providing a guarantee of payment of the
Notes by such Subsidiary; and
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        (2)  if such assumption, guarantee or other liability of such Subsidiary is provided in respect of Indebtedness that is expressly
subordinated to the Notes, the guarantee or other instrument provided by such Subsidiary in respect of such subordinated Indebtedness
shall be subordinated to the Guarantee pursuant to subordination provisions no less favorable to the Holders of the Notes than those
contained in the Indenture.

        Notwithstanding the foregoing, any such Guarantee by a Subsidiary of the Notes shall provide by its terms that it shall be automatically and
unconditionally released and discharged, without any further action required on the part of the Trustee or any Holder, upon:

        (1)  the unconditional release of such Subsidiary from its liability in respect of the Indebtedness in connection with which such
Guarantee was executed and delivered pursuant to the preceding paragraph; or

        (2)  any sale or other disposition (by merger or otherwise) to any Person that is not a Subsidiary of the Company of all of the
Company's Capital Stock in, or all or substantially all of the assets of, such Subsidiary; provided that: (a) such sale or disposition of
such Capital Stock or assets is otherwise in compliance with the terms of the Indenture; and (b) such assumption, guarantee or other
liability of such Subsidiary has been released by the holders of the other Indebtedness so guaranteed.

        Conduct of Business.    The Company and its Subsidiaries will engage primarily in the financing and real-estate related businesses
contemplated by Article III(b) of the Company's Amended and Restated Charter as in effect on the Measurement Date and other activities
related to or arising out of those activities.

        Reports to Holders.    Whether or not required by the rules and regulations of the Commission, so long as any Notes are outstanding, the
Company will furnish the Holders of Notes:

        (1)  all quarterly and annual financial information that would be required to be contained in a filing with the Commission on
Forms 10-Q and 10-K if the Company were required to file such Forms, including a "Management's Discussion and Analysis of
Financial Condition and Results of Operations" that describes the financial condition and results of operations of the Company and its
consolidated Subsidiaries (showing in reasonable detail, either on the face of the financial statements or in the footnotes thereto and in
Management's Discussion and Analysis of Financial Condition and Results of Operations, the financial condition and results of
operations of the Company and its Subsidiaries separate from the financial condition and results of operations of the Unrestricted
Subsidiaries of the Company, if any)
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and, with respect to the annual information only, a report thereon by the Company's certified independent accounts; and

        (2)  all current reports that would be required to be filed with the Commission on Form 8-K if the Company were required to file
such reports, in each case within the time periods specified in the Commission's rules and regulations.

        In addition, whether or not required by the rules and regulations of the Commission, the Company will file a copy of all such information
and reports with the Commission for public availability within the time periods specified in the Commission's rules and regulations (unless the
Commission will not accept such a filing) and make such information available to securities analysts and prospective investors upon request. In
addition, the Company has agreed that, for so long as any Notes remain outstanding, it will furnish to the Holders and to securities analysts and
prospective investors, upon their request, the information required to be delivered pursuant to Rule 144A(d)(4) under the Securities Act.

Events of Default

        The following events are defined in the Indenture as "Events of Default":

        (1)  the failure to pay interest on any Notes when the same becomes due and payable and the default continues for a period of
30 days;

        (2)  the failure to pay the principal on any Notes, when such principal becomes due and payable, at maturity, upon redemption or
otherwise (including the failure to make a payment to purchase Notes tendered pursuant to a Change of Control Offer);

        (3)  a default in the observance or performance of any other covenant or agreement contained in the Indenture and such default
continues for a period of 30 days after the Company receives written notice specifying the default (and demanding that such default be
remedied) from the Trustee or the Holders of at least 25% of the outstanding principal amount of the Notes (except in the case of a
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default with respect to the "Merger, Consolidation and Sale of Assets" covenant, which will constitute an Event of Default with such
notice requirement but without such passage of time requirement);

        (4)  the failure to pay at final maturity (giving effect to any applicable grace periods and any extensions thereof) the principal
amount of any Indebtedness (other than Non-Recourse Indebtedness) of the Company or any Subsidiary of the Company, or the
acceleration of the final stated maturity of any such Indebtedness (which acceleration is not rescinded, annulled or otherwise cured
within 20 days of receipt by the Company or such Subsidiary of notice of any such acceleration) if the aggregate principal amount of
such Indebtedness, together with the principal amount of any other such Indebtedness in default for failure to pay principal at final
maturity or which has been accelerated, aggregates $20.0 million or more at any time;

        (5)  one or more judgments in an aggregate amount in excess of $20.0 million shall have been rendered against the Company or
any of its Subsidiaries and such judgments remain undischarged, unpaid or unstayed for a period of 60 days after such judgment or
judgments become final and non-appealable (other than any judgments as to which, and only to the extent, a reputable insurance
company has acknowledged coverage of such judgments in writing); or

        (6)  certain events of bankruptcy affecting the Company or any of its Significant Subsidiaries.

        If an Event of Default (other than an Event of Default specified in clause (6) above with respect to the Company) shall occur and be
continuing, the Trustee or the Holders of at least
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25% in principal amount of outstanding Notes may declare the principal of and accrued interest on all the Notes to be due and payable by notice
in writing to the Company and the Trustee specifying the respective Event of Default and that it is a "notice of acceleration" (the "Acceleration
Notice"), and the same shall become immediately due and payable.

        If an Event of Default specified in clause (6) above with respect to the Company occurs and is continuing, then all unpaid principal of, and
premium, if any, and accrued and unpaid interest on all of the outstanding Notes shall ipso facto become and be immediately due and payable
without any declaration or other act on the part of the Trustee or any Holder.

        The Indenture will provide that, at any time after a declaration of acceleration with respect to the Notes as described in the preceding
paragraph, the Holders of a majority in principal amount of the Notes may rescind and cancel such declaration and its consequences:

        (1)  if the rescission would not conflict with any judgment or decree;

        (2)  if all existing Events of Default have been cured or waived except nonpayment of principal or interest that has become due
solely because of the acceleration;

        (3)  to the extent the payment of such interest is lawful, interest on overdue installments of interest and overdue principal, which
has become due otherwise than by such declaration of acceleration, has been paid;

        (4)  if the Company has paid the Trustee its reasonable compensation and reimbursed the Trustee for its expenses, disbursements
and advances; and

        (5)  in the event of the cure or waiver of an Event of Default of the type described in clause (6) of the description above of Events
of Default, the Trustee shall have received an officers' certificate and an opinion of counsel that such Event of Default has been cured
or waived. No such rescission shall affect any subsequent Default or impair any right consequent thereto.

        The Holders of a majority in principal amount of the Notes may waive any existing Default or Event of Default under the Indenture, and its
consequences, except a default in the payment of the principal of or interest on any Notes.

        Holders of the Notes may not enforce the Indenture or the Notes except as provided in the Indenture and under the TIA. Subject to the
provisions of the Indenture relating to the duties of the Trustee, the Trustee is under no obligation to exercise any of its rights or powers under
the Indenture at the request, order or direction of any of the Holders, unless such Holders have offered to the Trustee reasonable indemnity.
Subject to all provisions of the Indenture and applicable law, the Holders of a majority in aggregate principal amount of the then outstanding
Notes have the right to direct the time, method and place of conducting any proceeding for any remedy available to the Trustee or exercising any
trust or power conferred on the Trustee.
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        Under the Indenture, the Company is required to provide an officers' certificate to the Trustee promptly upon any such officer obtaining
knowledge of any Default or Event of Default (provided that such officers shall provide such certification at least annually whether or not they
know of any Default or Event of Default) that has occurred and, if applicable, describe such Default or Event of Default and the status thereof.

Legal Defeasance and Covenant Defeasance

        The Company may, at its option and at any time, elect to have its obligations discharged with respect to the outstanding Notes ("Legal
Defeasance"). Such Legal Defeasance means that
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the Company shall be deemed to have paid and discharged the entire indebtedness represented by the outstanding Notes, except for:

        (1)  the rights of Holders to receive payments in respect of the principal of, premium, if any, and interest on the Notes when such
payments are due;

        (2)  the Company's obligations with respect to the Notes concerning issuing temporary Notes, registration of Notes, mutilated,
destroyed, lost or stolen Notes and the maintenance of an office or agency for payments;

        (3)  the rights, powers, trust, duties and immunities of the Trustee and the Company's obligations in connection therewith; and

        (4)  the Legal Defeasance provisions of the Indenture.

        In addition, the Company may, at its option and at any time, elect to have the obligations of the Company released with respect to certain
covenants that are described in the Indenture ("Covenant Defeasance") and thereafter any omission to comply with such obligations shall not
constitute a Default or Event of Default with respect to the Notes. In the event Covenant Defeasance occurs, certain events (not including
non-payment, bankruptcy, receivership, reorganization and insolvency events) described under "Events of Default" will no longer constitute an
Event of Default with respect to the Notes.

        In order to exercise either Legal Defeasance or Covenant Defeasance:

        (1)  the Company must irrevocably deposit with the Trustee, in trust, for the benefit of the Holders cash in U.S. dollars,
non-callable U.S. government obligations, or a combination thereof, in such amounts as will be sufficient, in the opinion of a
nationally recognized firm of independent public accountants, to pay the principal of, premium, if any, and interest on the Notes on the
stated date for payment thereof or on the applicable redemption date, as the case may be;

        (2)  in the case of Legal Defeasance, the Company shall have delivered to the Trustee an opinion of counsel in the United States
reasonably acceptable to the Trustee confirming that:

        (a)  the Company has received from, or there has been published by, the Internal Revenue Service a ruling; or

        (b)  since the date of the Indenture, there has been a change in the applicable federal income tax law, in either case to
the effect that, and based thereon such opinion of counsel shall confirm that, the Holders will not recognize income, gain or
loss for federal income tax purposes as a result of such Legal Defeasance and will be subject to federal income tax on the
same amounts, in the same manner and at the same times as would have been the case if such Legal Defeasance had not
occurred;

        (3)  in the case of Covenant Defeasance, the Company shall have delivered to the Trustee an opinion of counsel in the United
States reasonably acceptable to the Trustee confirming that the Holders will not recognize income, gain or loss for federal income tax
purposes as a result of such Covenant Defeasance and will be subject to federal income tax on the same amounts, in the same manner
and at the same times as would have been the case if such Covenant Defeasance had not occurred;

        (4)  no Default or Event of Default shall have occurred and be continuing on the date of such deposit or insofar as Events of
Default from bankruptcy or insolvency events are concerned, at any time in the period ending on the 91st day after the date of deposit;
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        (5)  such Legal Defeasance or Covenant Defeasance shall not result in a breach or violation of, or constitute a default under the
Indenture or any other material agreement or instrument to which the Company or any of its Subsidiaries is a party or by which the
Company or any of its Subsidiaries is bound;

        (6)  the Company shall have delivered to the Trustee an officers' certificate stating that the deposit was not made by the Company
with the intent of preferring the Holders over any other creditors of the Company or with the intent of defeating, hindering, delaying or
defrauding any other creditors of the Company or others;

        (7)  the Company shall have delivered to the Trustee an officers' certificate and an opinion of counsel, each stating that all
conditions precedent provided for or relating to the Legal Defeasance or the Covenant Defeasance have been complied with;

        (8)  the Company shall have delivered to the Trustee an opinion of counsel to the effect that, assuming no intervening bankruptcy
of the Company between the date of deposit and the 91st day following the date of deposit and that no Holder is an insider of the
Company, after the 91st day following the date of deposit, the trust funds will not be subject to the effect of any applicable bankruptcy,
insolvency, reorganization or similar laws affecting creditors' rights generally; and

        (9)  certain other customary conditions precedent are satisfied.

        Notwithstanding the foregoing, the opinion of counsel required by clause (2) above with respect to a Legal Defeasance need not be
delivered if all Notes not theretofore delivered to the Trustee for cancellation (1) have become due and payable or (2) will become due and
payable on the maturity date within one year under arrangements satisfactory to the Trustee for the giving of notice of redemption by the Trustee
in the name, and at the expense, of the Company.

Satisfaction and Discharge

        The Indenture will be discharged and will cease to be of further effect (except as to surviving rights or registration of transfer or exchange
of the Notes, as expressly provided for in the Indenture) as to all outstanding Notes when:

        (1)  either:

        (a)  all the Notes theretofore authenticated and delivered (except lost, stolen or destroyed Notes that have been replaced
or paid and Notes for whose payment money has theretofore been deposited in trust or segregated and held in trust by the
Company and thereafter repaid to the Company or discharged from such trust) have been delivered to the Trustee for
cancellation; or

        (b)  all Notes not theretofore delivered to the Trustee for cancellation have become due and payable and the Company
has irrevocably deposited or caused to be deposited with the Trustee funds in an amount sufficient to pay and discharge the
entire Indebtedness on the Notes not theretofore delivered to the Trustee for cancellation, for principal of, premium, if any,
and interest on the Notes to the date of deposit together with irrevocable instructions from the Company directing the
Trustee to apply such funds to the payment thereof at maturity or redemption, as the case may be;

        (2)  the Company has paid all other sums payable under the Indenture by the Company; and
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        (3)  the Company has delivered to the Trustee an officers' certificate and an opinion of counsel stating that all conditions
precedent under the Indenture relating to the satisfaction and discharge of the Indenture have been complied with.

Modification of the Indenture

        From time to time, the Company and the Trustee, without the consent of the Holders, may amend the Indenture for certain specified
purposes, including curing ambiguities, defects or inconsistencies, so long as such change does not, in the opinion of the Trustee, adversely
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affect the rights of any of the Holders in any material respect. In formulating its opinion on such matters, the Trustee will be entitled to rely on
such evidence as it deems appropriate, including, without limitation, solely on an opinion of counsel. Other modifications and amendments of
the Indenture may be made with the consent of the Holders of a majority in principal amount of the then outstanding Notes issued under the
Indenture, except that, without the consent of each Holder affected thereby, no amendment may:

        (1)  reduce the amount of Notes whose Holders must consent to an amendment;

        (2)  reduce the rate of or change or have the effect of changing the time for payment of interest, including defaulted interest, on
any Notes;

        (3)  reduce the principal of or change or have the effect of changing the fixed maturity of any Notes, or change the date on which
any Notes may be subject to redemption or reduce the redemption price therefor;

        (4)  make any Notes payable in money other than that stated in the Notes;

        (5)  make any change in provisions of the Indenture protecting the right of each Holder to receive payment of principal of and
interest on such Note on or after the due date thereof or to bring suit to enforce such payment, or permitting Holders of a majority in
principal amount of Notes to waive Defaults or Events of Default;

        (6)  after the Company's obligation to purchase Notes arises thereunder, amend, change or modify in any material respect the
obligation of the Company to make and consummate a Change of Control Offer in the event of a Change of Control or make and
consummate a Net Proceeds Offer with respect to any Asset Sale that has been consummated or, after such Change of Control has
occurred or such Asset Sale has been consummated, modify any of the provisions or definitions with respect thereto; or

        (7)  modify or change any provision of the Indenture or the related definitions affecting the subordination or ranking of the Notes
in a manner which adversely affects the Holders.

Governing Law

        The Indenture will provide that it and the Notes will be governed by, and construed in accordance with, the laws of the State of New York
but without giving effect to applicable principles of conflicts of law to the extent that the application of the law of another jurisdiction would be
required thereby.

The Trustee

        The Indenture will provide that, except during the continuance of an Event of Default, the Trustee will perform only such duties as are
specifically set forth in the Indenture. During the existence of an Event of Default, the Trustee will exercise such rights and powers vested in it
by the Indenture, and use the same degree of care and skill in its exercise as a prudent man would exercise or use under the circumstances in the
conduct of his own affairs.
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        The Indenture and the provisions of the TIA contain certain limitations on the rights of the Trustee, should it become a creditor of the
Company, to obtain payments of claims in certain cases or to realize on certain property received in respect of any such claim as security or
otherwise. Subject to the TIA, the Trustee will be permitted to engage in other transactions; provided that if the Trustee acquires any conflicting
interest as described in the TIA, it must eliminate such conflict or resign.

Certain Definitions

        Set forth below is a summary of certain of the defined terms used in the Indenture. Reference is made to the Indenture for the full definition
of all such terms, as well as any other terms used herein for which no definition is provided.

"Acquired Indebtedness" means Indebtedness of a Person or any of its Subsidiaries existing at the time such Person becomes a Subsidiary
of the Company or at the time it merges or consolidates with the Company or any of its Subsidiaries or assumed in connection with the
acquisition of assets from such Person and in each case whether or not incurred by such Person in connection with, or in anticipation or
contemplation of, such Person becoming a Subsidiary of the Company or such acquisition, merger or consolidation.
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"Affiliate" means, with respect to any specified Person, any other Person who directly or indirectly through one or more intermediaries,
controls, or is controlled by, or is under common control with, such specified Person. The term "control" means the possession, directly or
indirectly, of the power to direct or cause the direction of the management and policies of a Person, whether through the ownership of voting
securities, by contract or otherwise; and the terms "controlling" and "controlled" have meanings correlative of the foregoing.

"Asset Acquisition" means: (1) an Investment by the Company or any Subsidiary of the Company in any other Person pursuant to which
such Person shall become a Subsidiary of the Company or any Subsidiary of the Company, or shall be merged with or into the Company or any
Subsidiary of the Company; or (2) the acquisition by the Company or any Subsidiary of the Company of the assets of any Person (other than a
Subsidiary of the Company) that constitute all or substantially all of the assets of such Person or comprises any division or line of business of
such Person or any other properties or assets of such Person other than in the ordinary course of business.

"Asset Sale" means any direct or indirect sale, issuance, conveyance, transfer, lease (other than operating leases entered into in the ordinary
course of business), assignment or other transfer for value by us or any of our Subsidiaries (including any sale and leaseback transaction) to any
Person other than us or our Wholly Owned Subsidiaries of:

        (1)  any Capital Stock of any of our Subsidiaries; or

        (2)  any of our or our Subsidiaries' other property or assets other than sales of loan-related assets made in the ordinary course of
the Company's real estate lending business and other asset sales made in the ordinary course of the Company's business.

"Board of Directors" means, as to any Person, the board of directors of such Person or any duly authorized committee thereof.

"Board Resolution" means, with respect to any Person, a copy of a resolution certified by the Secretary or an Assistant Secretary of such
Person to have been duly adopted by the Board of Directors of such Person and to be in full force and effect on the date of such certification, and
delivered to the Trustee.
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"Capitalized Lease Obligation" means, as to any Person, the obligations of such Person under a lease that are required to be classified and
accounted for as capital lease obligations under GAAP and, for purposes of this definition, the amount of such obligations at any date shall be
the capitalized amount of such obligations at such date, determined in accordance with GAAP.

"Capital Stock" means:

        (1)  with respect to any Person that is a corporation, any and all shares, interests, participations or other equivalents (however
designated and whether or not voting) of corporate stock, including each class of Common Stock and Preferred Stock of such Person;
and

        (2)  with respect to any Person that is not a corporation, any and all partnership, membership or other equity interests of such
Person.

"Cash Equivalents" means:

        (1)    marketable direct obligations issued by, or unconditionally guaranteed by, the United States Government or issued by any
agency thereof and backed by the full faith and credit of the United States, in each case maturing within one year from the date of
acquisition thereof;

        (2)    marketable direct obligations issued by any state of the United States of America or any political subdivision of any such
state or any public instrumentality thereof maturing within one year from the date of acquisition thereof and, at the time of acquisition,
having one of the two highest ratings obtainable from either Standard & Poor's Ratings Group ("S&P") or Moody's Investors
Service, Inc. ("Moody's");

        (3)    commercial paper maturing no more than one year from the date of creation thereof and, at the time of acquisition, having a
rating of at least A-1 from S&P or at least P-1 from Moody's;

        (4)    certificates of deposit or bankers' acceptances maturing within one year from the date of acquisition thereof issued by any
bank organized under the laws of the United States of America or any state thereof or the District of Columbia or any U.S. branch of a
foreign bank having at the date of acquisition thereof combined capital and surplus of not less than $250.0 million;
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        (5)    repurchase obligations with a term of not more than seven days for underlying securities of the types described in clause (1)
above entered into with any bank meeting the qualifications specified in clause (4) above; and

        (6)    investments in money market funds that invest substantially all their assets in securities of the types described in clauses
(1) through (5) above.

"Change of Control" means the occurrence of one or more of the following events:

        (1)    any sale, lease, exchange or other transfer (in one transaction or a series of related transactions) of all or substantially all of
the assets of the Company to any Person or group of related Persons for purposes of Section 13(d) of the Exchange Act (a "Group"),
together with any Affiliates thereof (whether or not otherwise in compliance with the provisions of the Indenture) other than to the
Permitted Holders;

        (2)    the approval by the holders of Capital Stock of the Company of any plan or proposal for the liquidation or dissolution of the
Company (whether or not otherwise in compliance with the provisions of the Indenture);
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        (3)    any Person or Group (other than the Permitted Holders) shall become the owner, directly or indirectly, beneficially or of
record, of shares representing more than 50% of the aggregate ordinary voting power represented by the issued and outstanding
Capital Stock of the Company; provided, however, that no Change of Control shall be deemed to have occurred as a result of the sale
or transfer by the Permitted Holders of shares of Capital Stock of the Company representing more than 50% of the aggregate ordinary
voting power represented by the issued and outstanding Capital Stock of the Company to a Person or Group, whether in one
transaction or a series of related transactions, that has an investment grade senior unsecured credit rating from both of Moody's and
S&P and the Company's senior unsecured ratings from Moody's and S&P are the same or better immediately following such sale or
transfer as before such sale or transfer; or

        (4)    the replacement of a majority of the Board of Directors of the Company over a two-year period from the directors who
constituted the Board of Directors of the Company at the beginning of such period, and such replacement shall not have been approved
by a vote of at least a majority of the Board of Directors of the Company then still in office who either were members of such Board of
Directors at the beginning of such period or whose election as a member of such Board of Directors was previously so approved.

"Common Stock" of any Person means any and all shares, interests or other participations in, and other equivalents (however designated and
whether voting or non-voting) of such Person's common stock, whether outstanding on the Measurement Date or issued after the Measurement
Date, and includes, without limitation, all series and classes of such common stock.

"Consolidated Adjusted Earnings" with respect to any Person, for any period, means the Consolidated Net Income, less dividend payments
on Preferred Stock, plus depreciation and amortization (including the Company's share of joint venture depreciation and amortization).

"Consolidated EBITDA" means, with respect to any Person, for any period, the sum (without duplication) of:

        (1)    Consolidated Net Income; and

        (2)    to the extent Consolidated Net Income has been reduced thereby:

        (a)    all income taxes of such Person and its Subsidiaries paid or accrued in accordance with GAAP for such period
(other than income taxes attributable to extraordinary gains or losses and direct impairment charges or the reversal of such
charges on the Company's assets);

        (b)    Consolidated Interest Expense; and

        (c)    depreciation and amortization;

all as determined on a consolidated basis for such Person and its Subsidiaries in accordance with GAAP.
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"Consolidated Fixed Charge Coverage Ratio" means, with respect to any Person, the ratio of Consolidated EBITDA of such Person during
the four full fiscal quarters (the "Four Quarter Period") ending prior to the date of the transaction giving rise to the need to calculate the
Consolidated Fixed Charge Coverage Ratio for which financial statements are available (the "Transaction Date") to Consolidated Fixed Charges
of such Person for the Four Quarter Period. In addition to and without limitation of the foregoing, for purposes of this definition, "Consolidated
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EBITDA" and "Consolidated Fixed Charges" shall be calculated after giving effect on a pro forma basis for the period of such calculation to:

        (1)    the incurrence or repayment of any Indebtedness of such Person or any of its Subsidiaries (and the application of the
proceeds thereof) giving rise to the need to make such calculation and any incurrence or repayment of other Indebtedness (and the
application of the proceeds thereof), other than the incurrence or repayment of Indebtedness in the ordinary course of business for
working capital purposes pursuant to working capital facilities, occurring during the Four Quarter Period or at any time subsequent to
the last day of the Four Quarter Period and on or prior to the Transaction Date, as if such incurrence or repayment, as the case may be
(and the application of the proceeds thereof), occurred on the first day of the Four Quarter Period; and

        (2)    any asset sales or other dispositions or any asset originations, asset purchases, Investments and Asset Acquisitions
(including, without limitation, any Asset Acquisition giving rise to the need to make such calculation as a result of such Person or one
of its Subsidiaries (including any Person who becomes a Subsidiary as a result of the Asset Acquisition) incurring, assuming or
otherwise being liable for Acquired Indebtedness and also including any Consolidated EBITDA (including any pro forma expense and
cost reductions calculated on a basis consistent with Regulation S-X under the Exchange Act) attributable to the assets which are
originated or purchased, the Investments that are made and the assets that are the subject of the Asset Acquisition or asset sale or other
disposition during the Four Quarter Period) occurring during the Four Quarter Period or at any time subsequent to the last day of the
Four Quarter Period and on or prior to the Transaction Date, as if such asset sale or other disposition or asset origination, asset
purchase, Investment or Asset Acquisition (including the incurrence, assumption or liability for any such Acquired Indebtedness)
occurred on the first day of the Four Quarter Period. If such Person or any of its Subsidiaries directly or indirectly guarantees
Indebtedness of a third Person, the preceding sentence shall give effect to the incurrence of such guaranteed Indebtedness as if such
Person or any Subsidiary of such Person had directly incurred or otherwise assumed such guaranteed Indebtedness.

"Consolidated Fixed Charges" means, with respect to any Person for any period, the sum, without duplication, of:

        (1)    Consolidated Interest Expense; plus

        (2)    the amount of all dividend payments on any series of Preferred Stock of such Person and, to the extent permitted under the
Indenture, its Subsidiaries (other than dividends paid in Qualified Capital Stock) paid, accrued or scheduled to be paid or accrued
during such period.

"Consolidated Interest Expense" means, with respect to any Person for any period, the sum of, without duplication:

        (1)    the aggregate of the interest expense of such Person and its Subsidiaries for such period determined on a consolidated basis
in accordance with GAAP, including without limitation: (a) any amortization of debt discount; (b) the net costs under Interest Swap
Obligations; (c) all capitalized interest; and (d) the interest portion of any deferred payment obligation; and

        (2)    to the extent not already included in clause (1), the interest component of Capitalized Lease Obligations paid, accrued and/or
scheduled to be paid or accrued by such
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Person and its Subsidiaries during such period as determined on a consolidated basis in accordance with GAAP.

"Consolidated Net Income" means, with respect to any Person, for any period, the aggregate net income (or loss) of such Person and its
Subsidiaries before the payment of dividends on Preferred Stock for such period on a consolidated basis, determined in accordance with GAAP;
provided that there shall be excluded therefrom:
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        (1)    after-tax gains and losses from Asset Sales or abandonments or reserves relating thereto (including gains and losses from the
sale of corporate tenant lease assets);

        (2)    after-tax items classified as extraordinary gains or losses and direct impairment charges or the reversal of such charges on
the Company's assets;

        (3)    the net income of any Person acquired in a "pooling of interests" transaction accrued prior to the date it becomes a
Subsidiary of the referent Person or is merged or consolidated with the referent Person or any Subsidiary of the referent Person;

        (4)    the net income (but not loss) of any Subsidiary of the referent Person to the extent that the declaration of dividends or
similar distributions by that Subsidiary of that income is restricted by a contract, operation of law or otherwise, except for such
restrictions permitted by clauses (f), (g) and (h) of the "Limitation on Dividend and Other Payment Restrictions Affecting
Subsidiaries" covenant, whether such permitted restrictions exist on the Measurement Date or are created thereafter;

        (5)    the net income or loss of any other Person, other than a Consolidated Subsidiary of the referent Person, except:

        (a)    to the extent (in the case of net income) of cash dividends or distributions paid to the referent Person, or to a
Wholly Owned Subsidiary of the referent Person (other than a Subsidiary described in clause (4) above), by such other
Person; or

        (b)    that the referent Person's share of any net income or loss of such other Person under the equity method of
accounting for Affiliates shall not be excluded;

        (6)    any restoration to income of any contingency reserve of an extraordinary, nonrecurring or unusual nature, except to the
extent that provision for such reserve was made out of Consolidated Net Income accrued at any time following the Measurement Date;

        (7)    income or loss attributable to discontinued operations (including, without limitation, operations disposed of during such
period whether or not such operations were classified as discontinued); and

        (8)    in the case of a successor to the referent Person by consolidation or merger or as a transferee of the referent Person's assets,
any earnings of the successor corporation prior to such consolidation, merger or transfer of assets.

"Consolidated Net Worth" of any Person means the consolidated stockholders' equity of such Person, as of the end of the last completed
fiscal quarter ending on or prior to the date of the transaction giving rise to the need to calculate Consolidated Net Worth determined on a
consolidated basis in accordance with GAAP, less (without duplication) amounts attributable to Disqualified Capital Stock of such Person and
interests in such Person's Consolidated Subsidiaries not owned, directly or indirectly, by such Person.
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"Consolidated Subsidiary" means, with respect to any Person, a Subsidiary of such Person, the financial statements of which are
consolidated with the financial statements of such Person in accordance with GAAP.

"Currency Agreement" means any foreign exchange contract, currency swap agreement or other similar agreement or arrangement designed
to protect the Company or any Subsidiary of the Company against fluctuations in currency values.

"Default" means an event or condition the occurrence of which is, or with the lapse of time or the giving of notice or both would be, an
Event of Default.

"Disqualified Capital Stock" means that portion of any Capital Stock that, by its terms (or by the terms of any security into which it is
convertible or for which it is exchangeable at the option of the holder thereof), or upon the happening of any event (other than an event which
would constitute a Change of Control), matures or is mandatorily redeemable, pursuant to a sinking fund obligation or otherwise, or is
redeemable at the sole option of the holder thereof (except, in each case, upon the occurrence of a Change of Control) on or prior to the final
maturity date of the Notes.

"Exchange Act" means the Securities Exchange Act of 1934, as amended, or any successor statute or statutes thereto.
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"Existing Credit Agreements" mean: (1) the Credit Agreement dated as of July 26, 2001, between the Company, the lenders party thereto in
their capacities as lenders thereunder and Bank of America, N.A., as agent; (2) the Amended and Restated Credit Agreement dated as of
December 28, 2000 between SFI II, Inc. and Greenwich Capital Markets, Inc., as lender; (3) the credit facility between Deutsche Bank AG, New
York Branch, and iStar DB Seller LLC, dated as of January 11, 2001; (4) the credit facility, dated as of August 12, 1998, between Lehman
Brothers Holdings, Inc. and SFT Whole Loan A, Inc.; and (5) the Master Repurchase Agreement dated September 30, 2002 between Goldman
Sachs Mortgage Company and iStar Finance Sub V LLC in each case, together with the related documents thereto (including, without limitation,
any security documents), in each case as such agreements may be amended (including any amendment and restatement thereof), supplemented
or otherwise modified from time to time, including any agreement extending the maturity of, refinancing, replacing or otherwise restructuring
(including increasing the amount of available borrowings thereunder (provided that such increase in borrowings is permitted by the "Limitation
on Incurrence of Additional Indebtedness" covenant above) or adding Subsidiaries of the Company as additional borrowers or guarantors
thereunder) all or any portion of the Indebtedness under such agreement or any successor or replacement agreement and whether by the same or
any other agent, lender or group of lenders.

"fair market value" means, with respect to any asset or property, the price which could be negotiated in an arm's-length, free market
transaction, for cash, between a willing seller and a willing and able buyer, neither of whom is under undue pressure or compulsion to complete
the transaction. Fair market value shall be determined by the Board of Directors of the Company acting reasonably and in good faith and shall be
evidenced by a Board Resolution of the Board of Directors of the Company delivered to the Trustee.

"GAAP" means generally accepted accounting principles set forth in the opinions and pronouncements of the Accounting Principles Board
of the American Institute of Certified Public Accountants and statements and pronouncements of the Financial Accounting Standards Board or
in such other statements by such other entity as may be approved by a significant segment of the accounting profession of the United States,
which are in effect as of the Measurement Date.
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"Guarantor" means: each of the Company's Subsidiaries that in the future executes a supplemental indenture in which such Subsidiary
agrees to be bound by the terms of the Indenture as a Guarantor; provided that any Person constituting a Guarantor as described above shall
cease to constitute a Guarantor when its respective Guarantee is released in accordance with the terms of the Indenture.

"Indebtedness" means with respect to any Person, without duplication:

        (1)    all Obligations of such Person for borrowed money;

        (2)    all Obligations of such Person evidenced by bonds, debentures, notes or other similar instruments;

        (3)    all Capitalized Lease Obligations of such Person;

        (4)    all Obligations of such Person issued or assumed as the deferred purchase price of property, all conditional sale obligations
and all Obligations under any title retention agreement (but excluding trade accounts payable and other accrued liabilities arising in the
ordinary course of business that are not overdue by 90 days or more or are being contested in good faith by appropriate proceedings
promptly instituted and diligently conducted);

        (5)    all Obligations for the reimbursement of any obligor on any letter of credit, banker's acceptance or similar credit transaction;

        (6)    guarantees and other contingent obligations in respect of Indebtedness referred to in clauses (1) through (5) above and
clause (8) below;

        (7)    all Obligations of any other Person of the type referred to in clauses (1) through (6) above which are secured by any lien on
any property or asset of such Person, the amount of such Obligation being deemed to be the lesser of the fair market value of such
property or asset and the amount of the Obligation so secured;

        (8)    all Obligations under Currency Agreements and Interest Swap Obligations of such Person; and

        (9)    all Disqualified Capital Stock issued by such Person with the amount of Indebtedness represented by such Disqualified
Capital Stock being equal to the greater of its voluntary or involuntary liquidation preference and its maximum fixed repurchase price,
but excluding accrued dividends, if any.
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        For purposes hereof, the "maximum fixed repurchase price" of any Disqualified Capital Stock which does not have a fixed repurchase price
shall be calculated in accordance with the terms of such Disqualified Capital Stock as if such Disqualified Capital Stock were purchased on any
date on which Indebtedness shall be required to be determined pursuant to the Indenture, and if such price is based upon, or measured by, the fair
market value of such Disqualified Capital Stock, such fair market value shall be determined reasonably and in good faith by the Board of
Directors of the issuer of such Disqualified Capital Stock.

"Independent Financial Advisor" means a firm: (1) that does not, and whose directors, officers and employees or Affiliates do not, have a
direct or indirect financial interest in the Company; and (2) that, in the judgment of the Board of Directors of the Company, is otherwise
independent and qualified to perform the task for which it is to be engaged.

"Interest Swap Obligations" means the obligations of any Person pursuant to any arrangement with any other Person, whereby, directly or
indirectly, such Person is entitled to
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receive from time to time periodic payments calculated by applying either a floating or a fixed rate of interest on a stated notional amount in
exchange for periodic payments made by such other Person calculated by applying a fixed or a floating rate of interest on the same notional
amount and shall include, without limitation, interest rate swaps, caps, floors, collars and similar agreements.

"Investment" means, with respect to any Person, any direct or indirect loan or other extension of credit (including, without limitation, a
guarantee), or corporate tenant lease to or capital contribution to (by means of any transfer of cash or other property to others or any payment for
property or services for the account or use of others), or any purchase or acquisition by such Person of any Capital Stock, bonds, notes,
debentures or other securities or evidences or Indebtedness issued by, any Person. "Investment" shall exclude extensions of trade credit by us
and our Subsidiaries on commercially reasonable terms in accordance with our or our Subsidiaries' normal trade practices, as the case may be.

"Investment Grade" means a rating of the Notes by both S&P and Moody's, each such rating being one of such agency's four highest
generic rating categories that signifies investment grade (i.e. BBB- (or the equivalent) or higher by S&P and Baa3 (or the equivalent) or higher
by Moody's); provided, in each case, such ratings are publicly available; provided, further, that in the event Moody's or S&P is no longer in
existence for purposes of determining whether the Notes are rated "Investment Grade," such organization may be replaced by a nationally
recognized statistical rating organization (as defined in Rule 436 under the Securities Act) designated by the Company, notice of which shall be
given to the Trustee.

"Lien" means any lien, mortgage, deed of trust, pledge, security interest, charge or encumbrance of any kind (including any conditional sale
or other title retention agreement, any lease in the nature thereof and any agreement to give any security interest).

"Measurement Date" means August 16, 2001.

"Non-Recourse Indebtedness" means any of our or any of our Subsidiaries' Indebtedness that is:

        (1)    specifically advanced to finance the acquisition of investment assets and secured only by the assets to which such
Indebtedness relates without recourse to the Company or any of its Subsidiaries (other than subject to such customary carve-out
matters for which the Company or its Subsidiaries acts as a guarantor in connection with such Indebtedness, such as fraud,
misappropriation and misapplication, unless, until and for so long as a claim for payment or performance has been made thereunder
(which has not been satisfied) at which time the obligations with respect to any such customary carve-out shall not be considered
Non-Recourse Indebtedness, to the extent that such claim is a liability of the Company for GAAP purposes);

        (2)    advanced to any of our Subsidiaries or group of our Subsidiaries formed for the sole purpose of acquiring or holding
investment assets against, which a loan is obtained that is made without recourse to, and with no cross-collateralization against our or
any of the Company's Subsidiaries' other assets (other than subject to such customary carve-out matters for which the Company or its
Subsidiaries acts as a guarantor in connection with such Indebtedness, such as fraud, misappropriation and misapplication, unless, until
and for so long as a claim for payment or performance has been made thereunder (which has not been satisfied) at which time the
obligations with respect to any such customary carve-out shall not be considered Non-Recourse Indebtedness, to the extent that such
claim is a liability of the Company for GAAP purposes) and upon complete or partial liquidation of
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which the loan must be correspondingly completely or partially repaid, as the case may be; or

        (3)    specifically advanced to finance the acquisition of real property and secured by only the real property to which such
Indebtedness relates without recourse to the Company or any of its Subsidiaries (other than subject to such customary carve-out
matters for which the Company or its Subsidiaries acts as a guarantor in connection with such Indebtedness, such as fraud,
misappropriation and misapplication, unless, until and for so long as a claim for payment or performance has been made thereunder
(which has not been satisfied) at which time the obligations with respect to any such customary carve-out shall not be considered
Non-Recourse Indebtedness, to the extent that such claim is a liability of the Company for GAAP purposes).

"Obligations" means all obligations for principal, premium, interest, penalties, fees, indemnification, reimbursements, damages and other
liabilities payable under the documentation governing any Indebtedness.

"Permitted Holder(s)" means SOFI-IV SMT Holdings, L.L.C., Starwood Capital Group, L.L.C. and each of their respective Affiliates.

"Permitted Indebtedness" means, without duplication, each of the following:

        (1)    Indebtedness under the Notes issued in this offering and under the Company's $350.0 million aggregate principal amount of
83/4% Senior Notes due 2008 that were issued on the Measurement Date;

        (2)    Indebtedness incurred pursuant to the Existing Credit Agreements in an aggregate principal amount at any time outstanding
not to exceed the maximum aggregate amount available under the Existing Credit Agreements in existence on the Measurement Date
and as in effect on the Measurement Date reduced by any required permanent repayments (which are accompanied by a corresponding
permanent commitment reduction) thereunder;

        (3)    other Indebtedness of the Company and its Subsidiaries outstanding on the Measurement Date reduced by the amount of any
scheduled amortization payments or mandatory prepayments when actually paid or permanent reductions thereon;

        (4)    Interest Swap Obligations of the Company covering Indebtedness of the Company or any of its Subsidiaries and Interest
Swap Obligations of any Subsidiary of the Company covering Indebtedness of such Subsidiary; provided, however, that such Interest
Swap Obligations are entered into to protect the Company and its Subsidiaries from fluctuations in interest rates on Indebtedness
incurred in accordance with the Indenture to the extent the notional principal amount of such Interest Swap Obligation does not exceed
the principal amount of the Indebtedness to which such Interest Swap Obligation relates;

        (5)    Indebtedness under Currency Agreements; provided that in the case of Currency Agreements which relate to Indebtedness,
such Currency Agreements do not increase the Indebtedness of the Company and its Subsidiaries outstanding other than as a result of
fluctuations in foreign currency exchange rates or by reason of fees, indemnities and compensation payable thereunder;

        (6)    Indebtedness of a Subsidiary of the Company to the Company or to a Wholly Owned Subsidiary of the Company for so long
as such Indebtedness is held by the Company or a Wholly Owned Subsidiary of the Company;
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        (7)    Indebtedness of the Company to a Wholly Owned Subsidiary of the Company for so long as such Indebtedness is held by a
Wholly Owned Subsidiary of the Company, in each case subject to no Lien; provided that: (a) any Indebtedness of the Company to
any Wholly Owned Subsidiary of the Company is unsecured and subordinated, pursuant to a written agreement, to the Company's
obligations under the Indenture and the Notes; and (b) if as of any date any Person other than a Wholly Owned Subsidiary of the
Company owns or holds any such Indebtedness or any Person holds a Lien in respect of such Indebtedness, such date shall be deemed
the incurrence of Indebtedness not constituting Permitted Indebtedness by the Company;

        (8)    Indebtedness arising from the honoring by a bank or other financial institution of a check, draft or similar instrument
inadvertently (except in the case of daylight overdrafts) drawn against insufficient funds in the ordinary course of business; provided,
however, that such Indebtedness is extinguished within two business days of incurrence;
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        (9)    Indebtedness of the Company or any of its Subsidiaries represented by letters of credit for the account of the Company or
such Subsidiary, as the case may be, in order to provide security for workers' compensation claims, payment obligations in connection
with self-insurance or similar requirements in the ordinary course of business;

        (10)    Refinancing Indebtedness; and

        (11)    additional Indebtedness of the Company and its Subsidiaries in an aggregate principal amount not to exceed $15.0 million
at any one time outstanding (which amount may, but need not, be incurred in whole or in part under the Existing Credit Agreements).

        For purposes of determining compliance with the "Limitation on Incurrence of Additional Indebtedness" covenant, in the event that an item
of Indebtedness meets the criteria of more than one of the categories of Permitted Indebtedness described in clauses (1) through (11) above or is
entitled to be incurred pursuant to the second paragraph of such covenant, the Company shall, in its sole discretion, classify (or later reclassify)
such item of Indebtedness in any manner that complies with this covenant. Accrual of interest, accretion or amortization of original issue
discount, the payment of interest on any Indebtedness in the form of additional Indebtedness with the same terms, and the payment of dividends
on Disqualified Capital Stock in the form of additional shares of the same class of Disqualified Capital Stock will not be deemed to be an
incurrence of Indebtedness or an issuance of Disqualified Capital Stock for purposes of the "Limitations on Incurrence of Additional
Indebtedness" covenant.

"Permitted Liens" means the following types of Liens:

        (1)    Liens for taxes, assessments or governmental charges or claims either: (a) not delinquent; or (b) contested in good faith by
appropriate proceedings and as to which the Company or its Subsidiaries shall have set aside on its books such reserves as may be
required pursuant to GAAP;

        (2)    statutory Liens of landlords and Liens of carriers, warehousemen, mechanics, suppliers, materialmen, repairmen and other
Liens imposed by law incurred in the ordinary course of business for sums not yet delinquent or being contested in good faith, if such
reserve or other appropriate provision, if any, as shall be required by GAAP shall have been made in respect thereof;

        (3)    Liens incurred or deposits made in the ordinary course of business in connection with workers' compensation,
unemployment insurance and other types of social security, including any Lien securing letters of credit issued in the ordinary course
of business
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consistent with past practice in connection therewith, or to secure the performance of tenders, statutory obligations, surety and appeal
bonds, bids, leases, government contracts, performance and return-of-money bonds and other similar obligations (exclusive of
obligations for the payment of borrowed money);

        (4)    judgment Liens not giving rise to an Event of Default so long as such Lien is adequately bonded and any appropriate legal
proceedings which may have been duly initiated for the review of such judgment shall not have been finally terminated or the period
within which such proceedings may be initiated shall not have expired;

        (5)  easements, rights-of-way, zoning restrictions and other similar charges or encumbrances in respect of real property not
interfering in any material respect with the ordinary conduct of the business of the Company or any of its Subsidiaries;

        (6)  any interest or title of a lessor under any Capitalized Lease Obligation; provided that such Liens do not extend to any
property or assets which is not leased property subject to such Capitalized Lease Obligation;

        (7)  Liens upon specific items of inventory or other goods and proceeds of any Person securing such Person's obligations in
respect of bankers' acceptances issued or created for the account of such Person to facilitate the purchase, shipment or storage of such
inventory or other goods;

        (8)  Liens securing reimbursement obligations with respect to commercial letters of credit which encumber documents and other
property relating to such letters of credit and products and proceeds thereof;
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        (9)  Liens encumbering deposits made to secure obligations arising from statutory, regulatory, contractual, or warranty
requirements of the Company or any of its Subsidiaries, including rights of offset and set-off;

        (10)  Liens securing Interest Swap Obligations which Interest Swap Obligations relate to Indebtedness that is otherwise permitted
under the Indenture; and

        (11)  Liens securing Indebtedness under Currency Agreements.

"Person" means an individual, partnership, corporation, unincorporated organization, trust or joint venture, or a governmental agency or
political subdivision thereof.

"Preferred Stock" of any Person means any Capital Stock of such Person that has preferential rights to any other Capital Stock of such
Person with respect to dividends or redemptions or upon liquidation.

"Qualified Capital Stock" means any Capital Stock that is not Disqualified Capital Stock.

"Refinance" means, in respect of any security or Indebtedness, to refinance, extend, renew, refund, repay, prepay, redeem, defease or retire,
or to issue a security or Indebtedness in exchange or replacement for, such security or Indebtedness in whole or in part. "Refinanced" and
"Refinancing" shall have correlative meanings.
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"Refinancing Indebtedness" means any Refinancing by the Company or any Subsidiary of the Company of Indebtedness incurred in
accordance with the "Limitation on Incurrence of Additional Indebtedness" covenant (other than pursuant to clauses (2), (4), (5), (6), (7), (8),
(9) or (11) of the definition of Permitted Indebtedness), in each case that does not:

        (1)  result in an increase in the aggregate principal amount of Indebtedness of such Person as of the date of such proposed
Refinancing (plus the amount of any premium required to be paid under the terms of the instrument governing such Indebtedness and
plus the amount of reasonable expenses incurred by the Company in connection with such Refinancing); or

        (2)  create Indebtedness with: (a) a Weighted Average Life to Maturity that is less than the Weighted Average Life to Maturity of
the Indebtedness being Refinanced; or (b) a final maturity earlier than the final maturity of the Indebtedness being Refinanced;
provided that (i) if such Indebtedness being Refinanced is Indebtedness of the Company, then such Refinancing Indebtedness shall be
Indebtedness solely of the Company, and (ii) if such Indebtedness being Refinanced is subordinate or junior to the Notes, then such
Refinancing Indebtedness shall be subordinate to the Notes at least to the same extent and in the same manner as the Indebtedness
being Refinanced.

"REIT" means Real Estate Investment Trust.

"Secured Indebtedness" means any Indebtedness secured by a Lien upon the property of the Company or any of its Subsidiaries.

"Senior Recourse Indebtedness" means all Indebtedness of the Company and its Subsidiaries (other than Indebtedness that is Non-Recourse
Indebtedness and other than Subordinated Indebtedness).

"Significant Subsidiary," with respect to any Person, means any Subsidiary of such Person that satisfies the criteria for a "significant
subsidiary" set forth in Rule 1.02(w) of Regulation S-X under the Exchange Act.

"Subordinated Indebtedness" means all of our and our Subsidiaries' Indebtedness that expressly provides that such Indebtedness shall be
subordinated in right of payment to any other Indebtedness and matures or is mandatorily redeemable pursuant to a sinking fund obligation or
otherwise, or is redeemable at the sole option of the holder thereof (except, in each case, upon the occurrence of a Change of Control) on or after
the final maturity date of the Notes.

"Subsidiary," with respect to any Person, means:

        (1)  any corporation of which the outstanding Capital Stock having at least a majority of the votes entitled to be cast in the
election of directors under ordinary circumstances shall at the time be owned, directly or indirectly, by such Person; or
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        (2)  any other Person of which at least a majority of the voting interest under ordinary circumstances is at the time, directly or
indirectly, owned by such Person.

"Total Unencumbered Assets" as of any date means the sum of:

        (1)  those Undepreciated Real Estate Assets not securing any portion of Secured Indebtedness; and

        (2)  all other assets (but excluding intangibles and accounts receivable) of the Company and its Subsidiaries not securing any
portion of Secured Indebtedness determined on a consolidated basis in accordance with GAAP.
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"Undepreciated Real Estate Assets" means, as of any date, the cost (being the original cost to the Company or any of Subsidiaries plus
capital improvements) of real estate assets of the Company and its Subsidiaries on such date, before depreciation and amortization of such real
estate assets, determined on a consolidated basis in accordance with GAAP.

"Unsecured Indebtedness" means any Indebtedness of the Company or any of its Subsidiaries that is not Secured Indebtedness.

"Weighted Average Life to Maturity" means, when applied to any Indebtedness at any date, the number of years obtained by dividing:
(1) the then outstanding aggregate principal amount of such Indebtedness into; (2) the sum of the total of the products obtained by multiplying
(i) the amount of each then remaining installment, sinking fund, serial maturity or other required payment of principal, including payment at
final maturity, in respect thereof, by (ii) the number of years (calculated to the nearest one-twelfth) which will elapse between such date and the
making of such payment.

"Wholly Owned Subsidiary" of any Person means any Subsidiary of such Person of which all the outstanding voting securities (other than in
the case of a foreign Subsidiary, directors' qualifying shares or an immaterial amount of shares required to be owned by other Persons pursuant
to applicable law) are owned by such Person or any Wholly Owned Subsidiary of such Person.
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FEDERAL INCOME TAX CONSEQUENCES

        The following discussion is a summary of certain United States federal income tax consequences expected to result from the purchase,
ownership and disposition of the Notes by holders who acquire the Notes on original issue for cash and who hold the Notes as "capital assets"
(generally, property held for investment) within the meaning of Section 1221 of the Code. This summary is based upon current provisions of the
Internal Revenue Code of 1986, as amended (the "Code"), applicable Treasury regulations, judicial authority and administrative rulings and
practice, any of which may be altered with retroactive effect thereby changing the Federal tax consequences discussed below. There can be no
assurance that the Internal Revenue Service (the "IRS") will not take a contrary view, and no ruling from the IRS has been or is expected to be
sought.

        The United States federal income tax treatment of a holder of Notes may vary depending upon such holders particular situation. Certain
holders (including, but not limited to, certain financial institutions, partnerships or other passthrough entities, insurance companies,
broker-dealers, expatriates and persons holding the Notes as part of a "straddle," "hedge" or "conversion transaction") may be subject to special
rules not discussed below.

PROSPECTIVE INVESTORS SHOULD CONSULT THEIR TAX ADVISORS AS TO THE PARTICULAR TAX
CONSEQUENCES OF THE PURCHASE, OWNERSHIP AND DISPOSITION OF THE NOTES, INCLUDING THE
APPLICABILITY AND EFFECT OF ANY FEDERAL, STATE, LOCAL, FOREIGN OR OTHER TAX LAWS OR TAX TREATIES.

        As used herein, the term "U.S. Holder" means a beneficial owner of Notes that is for United States federal income tax purposes:

�
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a citizen or resident of the United States;

�
a corporation created or organized in or under the laws of the United States or of any political subdivision thereof;

�
an estate whose income is subject to United States federal income tax regardless of its source;

�
a trust, if both: (1) a court within the United States is able to exercise primary supervision over the administration of the
trust; and (2) one or more United States persons have the authority to control all substantial decisions of the trust; or

�
certain trusts in existence on August 20, 1996, and treated as United States persons prior to such date, that elect to
continue to be treated as United States persons.

        As used herein, the term "Non-U.S. Holder" means a beneficial owner of Notes that is, for United States federal tax purposes, either a
nonresident alien or a corporation, estate or trust that is not a U.S. Holder.

U.S. Holders

        Payments of Interest.    In general, interest on a Note will be taxable to a U.S. Holder as ordinary income at the time it accrues or is
received, in accordance with the U.S. Holder's regular method of accounting for United States federal income tax purposes.

        Amortizable Bond Premium.    Because the Notes will be issued at a premium, i.e., for an amount in excess of the principal amount of the
Notes, a U.S. Holder of a Note may elect to treat such excess as "amortizable bond premium." If such an election is made, the amount required
to be included in the U.S. Holder's income each year with respect to interest on the Note will be reduced by the amount of amortizable bond
premium allocated (based on the
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Note's yield to maturity) to such year. Any election to amortize bond premium will apply to all bonds or notes (other than bonds or notes the
interest on which is excludable from gross income) held by the U.S. Holder at the beginning of the first taxable year to which the election
applies or thereafter acquired by the U.S. Holder, and is irrevocable without the consent of the IRS.

        Sale, Retirement or Other Taxable Disposition.    In general, a U.S. Holder of a Note will recognize gain or loss upon the sale, retirement or
other taxable disposition of such Note in an amount equal to the difference between:

�
the amount of cash and the fair market value of property received in exchange therefor (except to the extent attributable
to the payment of accrued interest not previously taken into income, which generally will be taxable to a U.S. Holder as
ordinary income); and

�
the U.S. Holder's adjusted tax basis in such Note.

        A U.S. Holder's tax basis in a Note generally will be equal to the price paid for such Note reduced by the amount of any amortizable bond
premium applied to reduce interest on the Note. Capital gain recognized by a non-corporate U.S. Holder from the sale of a capital asset that has
been held for more than 12 months generally will be subject to tax at a rate not to exceed 20%, whereas capital gain recognized by a
non-corporate U.S. Holder from the sale of a capital asset held for 12 months or less generally will be subject to tax at ordinary income tax rates.
Capital gain recognized by a corporate U.S. Holder will be subject to tax at the ordinary income tax rates applicable to corporations regardless of
the corporation's holding period.

Non-U.S. Holders

        A Non-U.S. Holder will not be subject to United States federal income or withholding tax on payments of any premium or interest
(including original issue discount, if any) on a Note if such payments are not effectively connected with the conduct of a U.S. trade or business,
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unless such Non-U.S. Holder owns directly, or by attribution, 10% or more of the total combined voting power of all classes of our stock entitled
to vote or is a controlled foreign corporation related to us, in which case such interest will be subject to a 30% withholding tax (unless reduced
or eliminated by an applicable treaty). To qualify for the exemption from taxation (or the elimination or reduction of the applicable withholding
tax under a treaty), the last United States payor in the chain of payment prior to payment to a Non-U.S. Holder (the "Withholding Agent") must
have received, before payment, a statement that:

�
is signed by the Non-U.S. Holder under penalties of perjury;

�
certifies that the Non-U.S. Holder is not a U.S. Holder; and

�
provides the name and address of the Non-U.S. Holder.

        The statement may be made on an IRS Form W-8BEN or a substantially similar form, and the Non-U.S. Holder must inform the
Withholding Agent of any change in the information on the statement within 30 days of such change. If a Note is held through a securities
clearing organization or certain other financial institutions, the beneficial owner of the Note must provide the above statement to such
organization or institution and the organization or institution must provide to the Withholding Agent a certificate stating that such organization
or institution has been provided with a valid IRS Form W-8BEN (or substantially similar form).

        In addition, a Non-U.S. Holder generally will not be subject to Federal income or withholding tax on any amount which constitutes gain
upon retirement or disposition of a Note, unless the gain is effectively connected with the conduct of a trade or business in the United States by
the Non-U.S. Holder or, in the case of a Non-U.S. Holder who is an individual, the Non-U.S. Holder is
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present in the United States for 183 days or more in the taxable year of the sale and certain other conditions are met. Certain other exceptions
may be applicable, and a Non-U.S. Holder should consult its tax advisor in this regard.

        If interest and other payments received by a Non-U.S. Holder with respect to the Notes (including proceeds from a sale, retirement or other
disposition of the Notes) are effectively connected with the conduct by the Non-U.S. Holder of a trade or business within the United States (or
the Non-U.S. Holder is otherwise subject to United States federal income taxation on a net basis with respect to such holder's ownership of the
Notes), such Non-U.S. Holder will generally be subject to the rules described above for a U.S. Holder (subject to any modification provided
under an applicable income tax treaty). Such Non-U.S. Holder may also be subject to the "branch profits tax" if such holder is a corporation.

        A Note will not be includable in the estate of a Non-U.S. Holder who is an individual unless the individual owns directly, or by attribution,
10% or more of the total combined voting power of all classes of our stock entitled to vote or, at the time of such individual's death, payments in
respect of the Note would have been effectively connected with the conduct by such individual of a trade or business in the United States.

Backup Withholding

        Certain non-corporate U.S. Holders may be subject to backup withholding on payments of principal and interest on, and the proceeds of the
disposition of, the Notes, if the U.S. Holder:

�
fails to furnish on a properly completed IRS Form W-9 (or substantially similar form) its taxpayer identification number
("TIN"), which, for an individual, would be his or her Social Security number;

�
furnishes an incorrect TIN;

�
is notified by the IRS that it has failed to report payments of interest or dividends; or

�
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under certain circumstances, fails to certify, under penalty of perjury, that it has furnished a correct TIN and has not
been notified by the IRS that it is subject to backup withholding tax for failure to report interest or dividend payments.

        In addition, such payments of principal, interest and disposition proceeds to U.S. Holders will generally be subject to information reporting.
U.S. Holders should consult their tax advisors regarding their qualification for exemption from backup withholding and the procedure for
obtaining such an exemption, if applicable.

        We must report annually to the IRS and to each Non-U.S. Holder any interest on the Notes that is subject to withholding or that is exempt
from U.S. withholding tax pursuant to a tax treaty or the "portfolio interest" exemption. Copies of these information returns may also be made
available under the provisions of a specific treaty or agreement to the tax authorities of the country in which the Non-U.S. Holder resides.

        Backup withholding and other information reporting generally will not apply to payments of interest made to a Non-U.S. Holder of a Note
who provides a properly completed IRS Form W-8BEN (or a substantially similar form) or otherwise establishes an exemption from backup
withholding. Payments of principal or the proceeds of a disposition of the Notes by or through a United States office of a broker generally will
be subject to backup withholding and information reporting unless the Non-U.S. Holder certifies its status as a Non-U.S. Holder under penalties
of perjury (and certain other conditions are met) or otherwise establishes an exemption. Payments of principal or the proceeds of a disposition of
the Notes by or through a foreign office of a United States broker or foreign broker with certain relationships to the United
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States generally will be subject to information reporting (but not backup withholding) unless the broker has documentary evidence in its records
that the holder is not a U.S. person and certain other conditions are met or the holder otherwise establishes an exemption.

        Any amounts withheld under the backup withholding rules from a payment to a beneficial owner would be allowed as a refund or a credit
against such beneficial owner's Federal income tax liability provided the required information is furnished to the IRS.
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UNDERWRITING

        Subject to the terms and conditions set forth in the underwriting agreement between us and Deutsche Bank Securities Inc., the underwriter
will purchase from us the entire principal amount of Notes offered by us by this prospectus supplement at the public offering price less the
underwriting discounts and commissions set forth on the cover page of this prospectus supplement.

        We estimate that our expenses for this offering will be approximately $150,000.

        The underwriting agreement provides that the obligations of the underwriter are subject to certain conditions precedent.

        We have been advised by the underwriter that the underwriter proposes to offer the Notes to the public at the public offering price set forth
on the cover page of this prospectus supplement. After commencement of the offering, the offering price and other selling terms may be changed
by the underwriter.

        The Notes are not listed on any securities exchange. The underwriter has advised us that it will act as a market-maker for the Notes.
However, the underwriter is not obligated to do so and may discontinue any market-making at any time without notice. No assurance can be
given as to the liquidity of the trading market for the Notes.

        We have agreed to indemnify the underwriter and certain controlling persons against certain liabilities, including liabilities under the
Securities Act.

        The underwriter has advised us that, pursuant to Regulation M under the Securities Exchange Act of 1934, as amended, certain persons
participating in the offering may engage in transactions, including overallotment, stabilizing bids, syndicate covering transactions or the
imposition of penalty bids, which may have the effect of stabilizing or maintaining the market price of the Notes at a level above that which
might otherwise prevail in the open market. Overallotment involves syndicate sales in excess of the offering size, which creates a syndicate short
position. A stabilizing bid is a bid for the purchase of Notes on behalf of the underwriter for the purpose of fixing or maintaining the price of the
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Notes. A syndicate covering transaction is the bid for or the purchase of Notes on behalf of the underwriter to reduce a short position incurred by
the underwriter in connection with the offering. A penalty bid is an arrangement permitting the underwriter to reclaim the selling concession
otherwise accruing to a syndicate member in connection with the offering if the Notes originally sold by such syndicate member are purchased
in a syndicate covering transaction and therefore have not been effectively placed by such syndicate member. The underwriter is not obligated to
engage in these activities and, if commenced, any of the activities may be discontinued at any time.

        The underwriter has advised us that it does not intend to confirm sales to any account over which it exercises discretionary authority.

        The underwriter and its predecessors and affiliates have from time to time provided, and expect to continue to provide, financial and
advisory services to us for customary fees.

        It is expected that delivery of the Notes will be made against payment therefor on or about April 14, 2003, which is the fifth business day
following the date of this prospectus supplement. We refer to this settlement cycle as "T+5." Purchasers of Notes should be aware that the ability
to settle secondary market trades of the Notes effected on the date of pricing and the succeeding business days may be affected by the T+5
settlement.
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LEGAL MATTERS

        The legality of the Notes offered by this prospectus supplement and the accompanying prospectus will be passed upon for us by Clifford
Chance US LLP, New York, New York. Certain legal matters relating to this offering will be passed upon for the underwriter by Cahill
Gordon & Reindel, New York, New York. Clifford Chance US LLP will rely upon the opinion of Ballard Spahr Andrews & Ingersoll, LLP with
respect to matters of Maryland law.

EXPERTS

        The financial statements incorporated in this prospectus by reference to the Annual Report on Form 10-K for the year ended December 31,
2002 have been so incorporated in reliance on the report of PricewaterhouseCoopers LLP, independent accountants, given on the authority of
said firm as experts in auditing and accounting.
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PROSPECTUS

iSTAR FINANCIAL INC.

Common Stock
Preferred Stock

Depositary Shares
Debt Securities

and
Warrants

        We may from time to time offer our common stock, preferred stock (which we may issue in one or more series), depositary shares
representing shares of preferred stock, debt securities (which we may issue in one or more series) or warrants entitling the holders to purchase
common stock, preferred stock, depositary shares or debt securities, at an aggregate initial offering price which will not exceed $500,000,000.
We will determine when we sell securities, the amounts of securities we will sell and the prices and other terms on which we will sell them. We
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may sell securities to or through underwriters, through agents or directly to purchasers.

        We will describe in a prospectus supplement, which we will deliver with this prospectus, the terms of particular securities which we offer in
the future. We may describe the terms of those securities in a term sheet which will precede the prospectus supplement.

        In each prospectus supplement we will include the following information:

�
The names of the underwriters or agents, if any, through which we will sell the securities.

�
The proposed amount of securities, if any, which the underwriters will purchase.

�
The compensation, if any, of those underwriters or agents.

�
The initial public offering price of the securities.

�
Information about securities exchanges, electronic communications networks or automated quotation systems on which
the securities will be listed or traded.

�
Any other material information about the offering and sale of the securities.

        NEITHER THE SECURITIES AND EXCHANGE COMMISSION NOR ANY STATE SECURITIES COMMISSION HAS APPROVED
OR DISAPPROVED OF THESE SECURITIES OR DETERMINED THAT THIS PROSPECTUS IS ACCURATE OR COMPLETE. ANY
REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE.

March 3, 2003

FORWARD-LOOKING INFORMATION

        We make statements in this prospectus and the documents we incorporate by reference that are considered "forward-looking statements"
within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934, which are usually
identified by the use of words such as "will," "anticipates," "believes," "estimates," "expects," "projects," "plans," "intends," "should" or similar
expressions. We intend those forward-looking statements to be covered by the safe harbor provisions for forward-looking statements contained
in the Private Securities Reform Act of 1995 and are including this statement for purposes of complying with these safe harbor provisions. These
forward-looking statements reflect our current views about our plans, strategies and prospects, which are based on the information currently
available to us and on assumptions we have made. Although we believe that our plans, intentions and expectations as reflected in or suggested
by those forward-looking statements are reasonable, we can give no assurance that the plans, intentions or expectations will be achieved. We
have listed below and have discussed elsewhere in this prospectus some important risks, uncertainties and contingencies which could cause our
actual results, performances or achievements to be materially different from the forward- looking statements we make in this prospectus. These
risks, uncertainties and contingencies include, but are not limited to, the following:

1.
The success or failure of our efforts to implement our current business strategy.

2.
Economic conditions generally and in the commercial finance and real estate markets specifically.

3.
The performance and financial condition of borrowers and corporate customers.

4.
The actions of our competitors and our ability to respond to those actions.
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5.
The cost of our capital, which depends in part on our asset quality, the nature of our relationships with our lenders and
other capital providers, our business prospects and outlook, and general market conditions.

6.
Changes in governmental regulations, tax rates and similar matters.

7.
Legislative and regulatory changes (including changes to laws governing the taxation of REITs).

8.
Other factors discussed under the heading "Risk Factors" and which may be discussed in a prospectus supplement.

        We assume no obligation to update publicly any forward-looking statements, whether as a result of new information, future events or
otherwise. In evaluating forward-looking statements, you should consider these risks and uncertainties, together with the other risks described
from time to time in our reports and documents filed with the SEC, and you should not place undue reliance on those statements.

THE COMPANY

        We are the largest publicly traded finance company focused exclusively on the commercial real estate industry. We provide structured
financing to private and corporate owners of real estate nationwide, including senior and junior mortgage debt, corporate mezzanine and
subordinated capital, and corporate net lease financing. We seek to deliver superior risk-adjusted returns on equity to our stockholders by
providing innovative and value-added financing solutions to our customers. We are taxed as a real estate investment trust.

        Our principal executive offices are located at 1114 Avenue of the Americas, New York, New York 10036, and our telephone number is
(212) 930-9400. Our website is istarfinancial.com. Our six primary regional offices are located in Atlanta, Boston, Dallas, Denver, Hartford and
San Francisco. iStar Asset Services, our loan servicing subsidiary, is located in Hartford, and iStar Real Estate Services, our corporate facilities
management division, is headquartered in Atlanta.

2

RISK FACTORS

This section describes the most material risks of purchasing our common stock. You should carefully consider these risks, in addition to the
other information contained in this prospectus or incorporated by reference, before purchasing any of the securities offered hereby. In
connection with the forward-looking statements that appear in this prospectus, you should carefully review the factors discussed below and the
cautionary statements referred to in "Forward-Looking Statements."

We Are Subject To Risks Relating To Our Lending Business.

We may suffer a loss if a borrower defaults on a non-recourse loan or on a loan that is not secured by underlying real estate.

        In the event of a default by a borrower on a non-recourse loan, we will only have recourse to the real estate asset securing the loan. For this
purpose, we consider loans made to special purpose entities formed solely for the purpose of holding and financing particular assets to be
non-recourse loans. If the underlying asset value is below the loan amount, we will suffer a loss. Conversely, we sometimes make loan
investments that are unsecured or are secured by equity interests in the borrowing entities. These loans are subject to the risk that other lenders
may be directly secured by the real estate assets of the borrower. In the event of a default, those secured lenders would have priority over us with
respect to the proceeds of a sale of the underlying real estate.

        In the cases described above, we may lack control over the underlying asset securing our loan or the underlying assets of the borrower prior
to a default, and, as a result, their value may be reduced by acts or omissions by owners or managers of the assets. As of December 31, 2002,
80.1% of our loans are non-recourse, based upon the gross carrying value of our loan assets, and 8.9% of our total investments, based on gross
carrying value, consist of loans that are unsecured or secured by equity interests in the borrowing entity.

We may suffer a loss in the event of a default or bankruptcy of a borrower, particularly in cases where the borrower has incurred debt that is
senior to our loan.
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        If a borrower defaults on our loan but does not have sufficient assets to satisfy our loan, we may suffer a loss of principal or interest. In the
event of a borrower bankruptcy, we may not have full recourse to the assets of the borrower, or the assets of the borrower may not be sufficient
to satisfy our loan. In addition, certain of our loans are subordinate to other debt of the borrower. If a borrower defaults on our loan or on debt
senior to our loan, or in the event of a borrower bankruptcy, our loan will be satisfied only after the senior debt. Where debt senior to our loans
exists, the presence of intercreditor arrangements may limit our ability to amend our loan documents, assign our loans, accept prepayments,
exercise our remedies (through "standstill" periods) and control decisions made in bankruptcy proceedings relating to borrowers. Bankruptcy
and borrower litigation can significantly increase the time needed for us to acquire underlying collateral in the event of a default, during which
time the collateral may decline in value. In addition, there are significant costs and delays associated with the foreclosure process.

We are subject to the risk that provisions of our loan agreements may be unenforceable.

        Our rights and obligations with respect to our loans are governed by written loan agreements and related documentation. It is possible that a
court could determine that one or more provisions of a loan agreement are unenforceable, such as a loan prepayment provision or the provisions
governing our security interest in the underlying collateral. If this were to happen with respect to a material asset or group of assets, we could be
adversely affected.

3

We are subject to the risks associated with loan participations, such as less than full control rights.

        Some of our assets are participating interests in loans in which we share the rights, obligations and benefits of the loan with other
participating lenders. We may need the consent of these parties to exercise our rights under such loans, including rights with respect to
amendment of loan documentation, enforcement proceedings in the event of a default and the institution of, and control over, foreclosure
proceedings. Similarly, a majority of the participants may be able to take actions to which we object but to which we will be bound if our
participation interest represents a minority interest. We may be adversely affected by this lack of full control.

We Are Subject To Risks Relating To Our Corporate Tenant Lease Business.

Lease expirations, lease defaults and lease terminations may adversely affect our revenue.

        Lease expirations, lease defaults and lease terminations may result in reduced revenues if the lease payments received from replacement
corporate tenants are less than the lease payments received from the expiring, defaulting or terminating corporate tenants. In addition, lease
defaults by one or more significant corporate tenants, lease terminations by corporate tenants following events of casualty or takings by eminent
domain, or the failure of corporate tenants under expiring leases to elect to renew their leases, could cause us to experience long periods with no
revenue from a facility and to incur substantial capital expenditures in order to obtain replacement corporate tenants.

        As of December 31, 2002, 12.5% of our annualized total revenues for the quarter ended December 31, 2002 were derived from our five
largest corporate tenant customers. As of December 31, 2002, the percentage of our revenues (based on total revenues for the quarter ended
December 31, 2002, annualized) that are subject to expiring leases during each year from 2003 through 2006 is as follows:

2003 2.1%
2004 3.7%
2005 3.0%
2006 5.4%

We may need to make significant capital improvements to our corporate facilities in order to remain competitive.

        Our corporate facilities may face competition from newer, more updated facilities. In order to remain competitive, we may need to make
significant capital improvements to our existing corporate facilities. In addition, in the event we need to re-lease a corporate facility, we may
need to make significant tenant improvements, including conversions of single tenant buildings to multi-tenant buildings. The costs of these
improvements could adversely affect our financial performance.

Our ownership interests in corporate facilities are illiquid, hindering our ability to mitigate a loss.

        Since our ownership interests in corporate facilities are illiquid, we may lack the necessary flexibility to vary our investment strategy
promptly to respond to changes in market conditions. In addition, if we have to foreclose on an asset or if we desire to sell it in an effort to
recover or mitigate a loss, we may be unable to do so at all, or only at a discount.
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We Are Subject To Risks Relating To Our Asset Concentration.

        As of December 31, 2002, the average size of our lending and leasing investments was $27.9 million. No single investment represented
more than 3.6% of our total revenues for the fiscal quarter ended December 31, 2002. While our asset base is diversified by product line, asset
type,
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obligor, property type and geographic location, it is possible that if we suffer losses on a portion of our larger assets, our financial performance
could be adversely impacted.

Because We Must Distribute A Portion Of Our Income, We Will Continue To Need Additional Debt and/or Equity Capital To Grow.

        We must distribute at least 90% of our taxable net income to our stockholders to maintain our REIT status. As a result, those earnings will
not be available to fund investment activities. We have historically funded our investments by borrowing from financial institutions and raising
capital in the public and private capital markets. We expect to continue to fund our investments this way. If we fail to obtain funds from these
sources, it could limit our ability to grow, which could have a material adverse effect on the value of our common stock. Our taxable net income
has historically been lower than the cash flow generated by our business activities, primarily because our taxable net income is reduced by
non-cash expenses, such as depreciation and amortization. As a result, our dividend payout ratio as a percentage of free cash flow has generally
been lower than our payout ratio as a percentage of taxable net income. Our common stock dividends for the quarter ended December 31, 2002
represented approximately 83.7% of our adjusted earnings for that quarter.

Our Growth Is Dependent On Leverage, Which May Create Other Risks.

        Our success is dependent, in part, upon our ability to grow our assets through the use of leverage. We currently intend to leverage iStar
Financial primarily through secured and unsecured borrowings. Our ability to obtain the leverage necessary for execution of our business plan
will ultimately depend upon our ability to maintain interest coverage ratios meeting market underwriting standards that will vary according to
lenders' assessments of our creditworthiness and the terms of the borrowings. As of December 31, 2002, our debt-to-book equity ratio was 1.7x
and our total debt obligations outstanding were approximately $3.46 billion. Our charter does not limit the amount of indebtedness which we
may incur. While our publicly-announced policy is not to exceed a debt-to-book equity ratio of 2.0x, our Board of Directors has overall
responsibility for our financing strategy, and they may change our strategy without stockholder approval. If our Board of Directors decided to
increase our leverage, it could lead to reduced or negative cash flow and reduced liquidity.

        The percentage of leverage used will vary depending on our estimate of the stability of iStar Financial's cash flow. To the extent that
changes in market conditions cause the cost of such financing to increase relative to the income that can be derived from the assets originated,
we may reduce the amount of our leverage.

        Leverage creates an opportunity for increased net income, but at the same time creates risks. For example, leveraging magnifies changes in
our net worth. We will incur leverage only when there is an expectation that it will enhance returns, although there can be no assurance that our
use of leverage will prove to be beneficial. Moreover, there can be no assurance that we will be able to meet our debt service obligations and, to
the extent that we cannot, we risk the loss of some or all of our assets or a financial loss if we are required to liquidate assets at a commercially
inopportune time.

        We and our subsidiaries are parties to agreements and debt instruments that restrict future indebtedness and the payment of dividends,
including indirect restrictions (through, for example, covenants requiring the maintenance of specified levels of net worth and earnings to debt
service ratios) and direct restrictions. As a result, in the event of a deterioration in our financial condition, these agreements or debt instruments
could restrict our ability to pay dividends. Moreover, if we fail to pay dividends as required by the Internal Revenue Code, whether as a result of
restrictive covenants in our debt instruments or otherwise, we may lose our status as a REIT. For more information regarding the consequences
of loss of REIT status, please read the risk factor entitled "We May Be Subject to Adverse Consequences if We Fail to Qualify as a Real Estate
Investment Trust."

5

We Utilize Interest Rate Hedging Arrangements Which May Adversely Affect Our Borrowing Cost And Expose Us To Other Risks.
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        We have variable rate lending assets and variable rate debt obligations. These assets and liabilities create a natural hedge against changes in
variable interest rates. This means that as interest rates increase, we earn more on our variable rate lending assets and pay more on our variable
rate debt obligations and, conversely, as interest rates decrease, we earn less on our variable rate lending assets and pay less on our variable rate
debt obligations. When our variable rate debt obligations exceed our variable rate lending assets, we utilize derivative instruments to limit the
impact of changing interest rates on our net income. We do not use derivative instruments to hedge assets or for speculative purposes. The
derivatives instruments we use are typically in the form of interest rate swaps and interest rate caps. Interest rate swaps effectively change
variable rate debt obligations to fixed rate debt obligations. Interest rate caps effectively limit the maximum interest rate on variable rate debt
obligations.

        The primary risks from our use of derivative instruments is the risk that a counterparty to a hedging arrangement could default on its
obligation and the risk that we may have to pay certain costs, such as transaction fees or breakage costs, if a hedging arrangement is terminated
by us. As a matter of policy, we enter into hedging arrangements with counterparties that are large, creditworthy financial institutions typically
rated at least "A/A2" by Standard & Poor's and Moody's Investors Service, respectively. Our hedging strategy is monitored by our Audit
Committee on behalf of our Board of Directors and may be changed by the Board of Directors without stockholder approval.

        Developing an effective strategy for dealing with movements in interest rates is complex and no strategy can completely insulate us from
risks associated with such fluctuations. There can be no assurance that our hedging activities will have the desired beneficial impact on our
results of operations or financial condition.

We Face A Risk Of Liability Under Environmental Laws.

        Under various federal, state and local environmental laws, ordinances and regulations, a current or previous owner of real estate (including,
in certain circumstances, a secured lender that succeeds to ownership or control of a property) may become liable for the costs of removal or
remediation of certain hazardous or toxic substances at, on, under or in its property. Those laws typically impose cleanup responsibility and
liability without regard to whether the owner or control party knew of or was responsible for the release or presence of such hazardous or toxic
substances. The costs of investigation, remediation or removal of those substances may be substantial. The owner or control party of a site may
be subject to common law claims by third parties based on damages and costs resulting from environmental contamination emanating from a
site. Certain environmental laws also impose liability in connection with the handling of or exposure to asbestos-containing materials, pursuant
to which third parties may seek recovery from owners of real properties for personal injuries associated with asbestos-containing materials.
Absent succeeding to ownership or control of real property, a secured lender is not likely to be subject to any of these forms of environmental
liability.

Certain Provisions In Our Charter May Inhibit A Change In Control.

        Generally, to maintain our qualification as a REIT under the Internal Revenue Code, not more than 50% in value of our outstanding shares
of stock may be owned, directly or indirectly, by five or fewer individuals at any time during the last half of our taxable year. The Internal
Revenue Code defines "individuals" for purposes of the requirement described in the preceding sentence to include some types of entities. Under
our charter, no person may own more than 9.8% of the outstanding shares of stock, with some exceptions. The restrictions on transferability and
ownership may delay, deter or prevent a change in control or other transaction that might involve a premium price or otherwise be in the best
interest of the securityholders.
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        Our Board of Directors is divided into two classes. Directors of each class are chosen for two-year staggered terms. Staggered terms of
directors may reduce the possibility of a tender offer or an attempt to change control, even though a tender offer or change in control might be in
the best interest of our securityholders Our charter authorizes our Board of Directors:

1.
To cause us to issue additional authorized but unissued shares of common or preferred stock.

2.
To classify or reclassify, in one or more series, any of our unissued preferred shares.

3.
To set the preferences, rights and other terms of any classified or reclassified securities that we issue.

Adverse Changes In General Economic Conditions Can Adversely Affect Our Business.
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        Our success is dependent upon the general economic conditions in the geographic areas in which a substantial number of our investments
are located. Adverse changes in national economic conditions or in the economic conditions of the regions in which we conduct substantial
business likely would have an adverse effect on real estate values and, accordingly, our business.

We May Be Subject To Adverse Consequences If We Fail To Qualify As A Real Estate Investment Trust.

        We intend to operate so as to qualify as a real estate investment trust for federal income tax purposes. We have received an unqualified
opinion of our legal counsel, Clifford Chance US LLP, that, based on the assumptions and representations described in "Material Federal Income
Tax Consequences," our existing legal organization and our actual and proposed method of operation, enable us to satisfy the requirements for
qualification as a real estate investment trust under the Internal Revenue Code in the ordinary course of our actual and proposed operations.
Investors should be aware, however, that opinions of counsel are not binding on the Internal Revenue Service or any court. The real estate
investment trust qualification opinion only represents the view of our counsel based on their review and analysis of existing law which includes
no controlling precedents. Furthermore, both the validity of the opinion and our qualification as a real estate investment trust will depend on our
continuing ability to meet various requirements concerning, among other things, the ownership of our outstanding stock, the nature of our assets,
the sources of our income and the amount of our distributions to our stockholders. See "Material Federal Income Tax Consequences�Taxation of
iStar Financial�General."

        If we were to fail to qualify as a real estate investment trust for any taxable year, we would not be allowed a deduction for distributions to
our stockholders in computing our taxable income and would be subject to federal income tax, including any applicable minimum tax, on our
taxable income at regular corporate rates. Unless entitled to relief under certain Internal Revenue Code provisions, we also would be disqualified
from treatment as a real estate investment trust for the four subsequent taxable years following the year during which qualification was lost. As a
result, cash available for distribution would be reduced for each of the years involved. Furthermore, it is possible that future economic, market,
legal, tax or other considerations may cause the Board of Directors to revoke the real estate investment trust election. See "Material Federal
Income Tax Consequences."

        Even if we qualify as a real estate investment trust for federal income tax purposes, we may be subject to certain state and local taxes on our
income and property, and may be subject to certain federal taxes. See "Material Federal Income Tax Consequences�Taxation of iStar
Financial�General."

Tax-Exempt Stockholders May Be Subject To Taxation.

        The Internal Revenue Service has issued a revenue ruling in which it held that amounts distributed by a REIT to a tax-exempt employees'
pension trust do not constitute unrelated business taxable

7

income ("UBTI"). In general, subject to the discussion below regarding a "pension-held REIT" and subject to the following sentence, based upon
such ruling and the statutory framework of the Internal Revenue Code, distributions to a stockholder of a real estate investment trust that is a
tax-exempt entity should not constitute UBTI, provided that:

1.
The tax-exempt entity has not financed the acquisition of its shares of common stock with "acquisition indebtedness"
within the meaning of the Internal Revenue Code.

2.
The shares of common stock are not otherwise used in an unrelated trade or business of the tax-exempt entity.

3.
The real estate investment trust does not hold a residual interest in a real estate mortgage investment conduit ("REMIC")
within the meaning of Section 860D of the Internal Revenue Code.

        Although we do not intend to invest a material amount of assets in REMICS, certain taxable income produced by REMIC residual interests
may cause our stockholders to suffer certain adverse tax consequences. See "Material Federal Income Tax Consequences."

        If any pension or other retirement trust that qualifies under Section 401(a) of the Internal Revenue Code holds more than 10% by value of
the interests in a pension-held REIT at any time during a taxable year, a portion of the dividends paid to the qualified pension trust by such REIT
may constitute UBTI. For these purposes, a "pension-held REIT" is defined as a REIT: (1) that would not have qualified as a REIT but for the

Edgar Filing: NEUROCRINE BIOSCIENCES INC - Form 10-Q

Table of Contents 81



provisions of the Internal Revenue Code which look through such a qualified pension trust in determining ownership of securities of the REIT;
and (2) as to which at least one qualified pension trust holds more than 25% by value of the interests of such REIT or one or more qualified
pension trusts (each owning more than a 10% interest by value in the REIT) hold in the aggregate more than 50% by value of the interests in
such REIT.

        We do not expect that we will be a pension-held REIT. However, notwithstanding our current belief that we will not be a "pension-held
REIT," no assurance can be given that we will not become a pension-held REIT in the future.

        If we were to become a pension-held REIT in the future and were to originate investments using debt, or otherwise were to engage in a
transaction resulting in UBTI, determined as though we were a qualified pension plan, any qualified pension plan owning 10% or more of our
shares, by value, would have a portion of its dividend income from us taxed as UBTI. Even if we were not a pension-held REIT, certain amounts
received by a stockholder that is a tax-exempt entity may be treated as UBTI. See "Material Federal Income Tax Consequences."

SOFI-IV SMT Holdings, L.L.C. Is A Significant Stockholder.

        SOFI-IV SMT Holdings, L.L.C. beneficially owns 20.5% of our outstanding common stock. Four of the 16 members of our Board of
Directors are employed by an affiliate of SOFI-IV SMT Holdings, L.L.C. and own interests in SOFI-IV SMT Holdings, L.L.C., as does our
chairman and chief executive officer. As a result of its ownership interest, SOFI-IV SMT Holdings, L.L.C. will have significant influence over
our affairs with respect to matters that require stockholder approval, and its interest may conflict with our interests and the interests of our other
stockholders. For example, a decision by SOFI-IV SMT Holdings, L.L.C. to sell all or a significant portion of its common stock may adversely
affect the market price of our common stock. In addition, SOFI-IV SMT Holdings, L.L.C. might elect to vote its shares against a proposed
business combination transaction, thereby making it significantly more difficult to obtain the requisite stockholder approval for such a
transaction. In addition, members of our Board of Directors, including Jay Sugarman, Barry S. Sternlicht, Jeffrey G. Dishner, Madison F. Grose
and Merrick R. Kleeman, have relationships with SOFI-IV SMT Holdings, L.L.C. and may be faced with decisions which could create, or
appear to create, potential conflicts of interest.
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Future Sales Of Our Common Stock By SOFI-IV SMT Holdings, L.L.C. Could Adversely Affect Our Stock Price.

        If SOFI-IV SMT Holdings, L.L.C. were to sell a substantial number of the shares of our common stock, the prevailing market prices for our
common stock could be adversely affected. SOFI-IV SMT Holdings, L.L.C. has pledged 20,000,000 shares of common stock owned by it under
a $133.3 million margin loan that is fully recourse to SOFI-IV SMT Holdings, L.L.C. A portion of the shares pledged under the margin loan will
be released by the lender at or prior to the sale of such shares. In the event that SOFI-IV SMT Holdings, L.L.C. were to default in the
performance of its obligations under that loan, the lender could foreclose upon those pledged shares and sell them in the open market at any
time. The initial term of Starwood Opportunity Fund IV, L.P. (the entity which owns SOFI-IV SMT Holdings, L.L.C.) expires on February 27,
2005, but may be extended by the general partner with the consent of its advisory committee for up to two additional one-year periods. Unless
Starwood Opportunity Fund IV, L.P. is able to extend its terms, it will have to begin, on February 27, 2005, distributing its investments to its
investors, selling its investments to third parties, or a combination of the two. Any such sales or distributions could adversely affect the
prevailing market prices for our common stock.

Our Board Of Directors May Change Certain Of Our Policies Without Stockholder Approval.

        Our charter provides that our primary purpose is to invest in a diversified portfolio of debt and debt-like interests in real estate and real
estate related assets, although it does not set forth specific percentages of the types of investments we may make. Our Board of Directors
determines our investment policies, as well as our financing and conflicts of interest policies. Although the Board of Directors has no present
intention to do so, it can amend, revise or eliminate these policies at any time and from time to time at its discretion without a vote of the
stockholders. A change in these policies could adversely affect our financial condition or results of operations or the market price of our
common stock.

A Portion Of The Dividends We Distribute May Be Deemed A Return Of Capital For Federal Income Tax Purposes.

        The amount of dividends we distribute to our common stockholders in a given quarter may not correspond to our taxable income for such
quarter. Consequently, a portion of the dividends we distribute may be deemed a return of capital for federal income tax purposes, and will not
be taxable but will reduce stockholders' basis in the underlying common stock. For the year ended December 31, 2001, the percentage of our
dividend payments made to common stockholders that was treated as a return of capital was 9.45%.
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Quarterly Results May Fluctuate And May Not Be Indicative Of Future Quarterly Performance.

        Our quarterly operating results could fluctuate; therefore, you should not rely on past quarterly results to be indicative of our performance
in future quarters. Factors that could cause quarterly operating results to fluctuate include, among others, variations in our investment origination
volume, variations in the timing of prepayments, the degree to which we encounter competition in our markets and general economic conditions.
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RATIO OF EARNINGS TO FIXED CHARGES

Nine Months Ended
September 30, Years Ended December 31,

2002 2001 2000 1999 1998 1997

Ratio of earnings to fixed charges and preferred
stock dividends(1) 1.9x 1.9x 1.9x 1.1x(2) 2.3x NA(3)

Ratio of earnings to fixed charges(1) 2.2x 2.3x 2.2x 1.4x(2) 2.3x NA(3)

(1)
For the purpose of calculating the ratio of earnings to fixed charges, "earnings" consist of income from continuing operations before income taxes
and cumulative effect of changes in accounting principles plus "fixed charges" and certain other adjustments. "Fixed charges" consist of interest
incurred on all indebtedness related to continuing operations (including amortization of original issue discount) and the implied interest
component of our rent obligations in the years presented.

(2)
Includes the effect of a non-recurring, non-cash charge in the amount of approximately $94.5 million relating to our November 1999 acquisition of
the former external advisor to our company. Excluding the effect of this non-recurring, non-cash charge, our ratio of earnings to fixed charges and
preferred stock dividends for the year ended December 31, 1999 would have been 2.0x and our ratio of earnings to fixed charges for that period
would have been 2.5x.

(3)
Prior to March 1998, we conducted our structured finance operations through two private investment partnerships. The partnerships contributed
substantially all of their $1.1 billion of structured finance assets to our company's predecessor in a series of transactions in March 1998. Before
that contribution, our company's predecessor had no significant resources or operations. We have not shown information for our predecessor for
1997 because we do not believe that information is indicative of our current business.

USE OF PROCEEDS

        Except as may be set forth in a particular prospectus supplement, we will add the net proceeds from sales of securities to our general
corporate funds, which we may use to repay indebtedness, for new investments, or for other general corporate purposes.

DESCRIPTION OF DEBT SECURITIES

        We will issue the debt securities under an indenture dated as of February 5, 2001 with US Bank Trust National Association Bank and Trust
Company, N.A., as trustee, which we may supplement from time to time. The following paragraphs describe the provisions of the indenture. We
have filed the indenture as an exhibit to the registration statement of which this prospectus is a part and you may inspect it at the office of the
trustee.

General

        The debt securities will be our direct, unsecured obligations and may be either senior debt securities or subordinated debt securities. The
indenture does not limit the principal amount of debt securities that we may issue. We may issue debt securities in one or more series. A
supplemental indenture will set forth specific terms of each series of debt securities. There will be prospectus supplements relating to particular
series of debt securities. Each prospectus supplement will describe:

�
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The title of the debt securities and whether the debt securities are senior or subordinated debt securities.

�
Any limit upon the aggregate principal amount of a series of debt securities which we may issue.

�
The date or dates on which principal of the debt securities will be payable and the amount of principal which will be
payable.

�
The rate or rates (which may be fixed or variable) at which the debt securities will bear interest, if any, as well as the
dates from which interest will accrue, the dates on which interest will be
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payable, the persons to whom interest will be payable, if other than the registered holders on the record date, and the record
date for the interest payable on any payment date.

�
The currency or currencies in which principal, premium, if any, and interest, if any, will be paid.

�
The place or places where principal, premium, if any, and interest, if any, on the debt securities will be payable and
where debt securities which are in registered form can be presented for registration of transfer or exchange.

�
Any provisions regarding our right to prepay debt securities or of holders to require us to prepay debt securities.

�
The right, if any, of holders of the debt securities to convert them into common stock or other securities, including any
provisions intended to prevent dilution of the conversion rights.

�
Any provisions requiring or permitting us to make payments to a sinking fund which will be used to redeem debt
securities or a purchase fund which will be used to purchase debt securities.

�
Any index or formula used to determine the required payments of principal, premium, if any, or interest, if any.

�
The percentage of the principal amount of the debt securities which is payable if maturity of the debt securities is
accelerated because of a default.

�
Any special or modified events of default or covenants with respect to the debt securities.

�
Any other material terms of the debt securities.

        The indenture does not contain any restrictions on the payment of dividends or the repurchase of our securities or any financial covenants.
However, supplemental indentures relating to particular series of debt securities may contain provisions of that type.

        We may issue debt securities at a discount from their stated principal amount. A prospectus supplement may describe federal income tax
considerations and other special considerations applicable to a debt security issued with original issue discount.

        If the principal of, premium, if any, or interest with regard to any series of debt securities is payable in a foreign currency, we will describe
in the prospectus supplement relating to those debt securities any restrictions on currency conversions, tax considerations or other material
restrictions with respect to that issue of debt securities.
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Form of Debt Securities

        We may issue debt securities in certificated or uncertificated form, in registered form with or without coupons or in bearer form with
coupons, if applicable.

        We may issue debt securities of a series in the form of one or more global certificates evidencing all or a portion of the aggregate principal
amount of the debt securities of that series. We may deposit the global certificates with depositaries, and the certificates may be subject to
restrictions upon transfer or upon exchange for debt securities in individually certificated form.

Events of Default and Remedies

        An event of default with respect to each series of debt securities will include:

�
Our default in payment of the principal of or premium, if any, on any debt securities of any series beyond any applicable
grace period.

�
Our default for 30 days or a period specified in a supplemental indenture, which may be no period, in payment of any
installment of interest due with regard to debt securities of any series.
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�
Our default for 60 days after notice in the observance or performance of any other covenants in the indenture.

�
Certain events involving our bankruptcy, insolvency or reorganization.

        Supplemental indentures relating to particular series of debt securities may include other events of default.

        The indenture provides that the trustee may withhold notice to the holders of any series of debt securities of any default (except a default in
payment of principal, premium, if any, or interest, if any) if the trustee considers it in the interest of the holders of the series to do so.

        The indenture provides that if any event of default has occurred and is continuing, the trustee or the holders of not less than 25% in
principal amount of a series of debt securities then outstanding may declare the principal of and accrued interest, if any, on that series of debt
securities to be due and payable immediately. However, if we cure all defaults (except the failure to pay principal, premium or interest which
became due solely because of the acceleration) and certain other conditions are met, that declaration may be annulled and past defaults may be
waived by the holders of a majority in principal amount of the applicable series of debt securities.

        The holders of a majority of the outstanding principal amount of a series of debt securities will have the right to direct the time, method and
place of conducting proceedings for any remedy available to the trustee, subject to certain limitations specified in the indenture.

        A prospectus supplement will describe any additional or different events of default which apply to any series of debt securities.

Modification of the Indenture

        We and the trustee may:

�
Without the consent of holders of debt securities, modify the indenture to cure errors or clarify ambiguities.

�
With the consent of the holders of not less than a majority in principal amount of the debt securities which are
outstanding under the indenture, modify the indenture or the rights of the holders of the debt securities generally.

�
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With the consent of the holders of not less than a majority in outstanding principal amount of any series of debt
securities, modify any supplemental indenture relating solely to that series of debt securities or the rights of the holders of
that series of debt securities.

        However, we may not:

�
Extend the fixed maturity of any debt securities, reduce the rate or extend the time for payment of interest, if any, on any
debt securities, reduce the principal amount of any debt securities or the premium, if any, on any debt securities, impair
or affect the right of a holder to institute suit for the payment of principal, premium, if any, or interest, if any, with regard
to any debt securities, change the currency in which any debt securities are payable or impair the right, if any, to convert
any debt securities into common stock or any of our other securities, without the consent of each holder of debt securities
who will be affected.

�
Reduce the percentage of holders of debt securities required to consent to an amendment, supplement or waiver, without
the consent of the holders of all the then outstanding debt securities or outstanding debt securities of the series which will
be affected.
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Mergers and Other Transactions

        We may not consolidate with or merge into any other entity, or transfer or lease our properties and assets substantially as an entirety to
another person, unless: (1) the entity formed by the consolidation or into which we are merged, or which acquires or leases our properties and
assets substantially as an entirety, assumes by a supplemental indenture all our obligations with regard to outstanding debt securities and our
other covenants under the indenture; and (2) with regard to each series of debt securities, immediately after giving effect to the transaction, no
event of default, with respect to that series of debt securities, and no event which would become an event of default, will have occurred and be
continuing.

Governing Law

        The indenture, each supplemental indenture, and the debt securities issued under them will be governed by, and construed in accordance
with, the laws of New York.

DESCRIPTION OF WARRANTS

        Each issue of warrants will be the subject of a warrant agreement which will contain the terms of the warrants. We will distribute a
prospectus supplement with regard to each issue of warrants. Each prospectus supplement will describe, as to the warrants to which it relates:

�
The securities which may be purchased by exercising the warrants (which may be common stock, preferred stock, debt
securities, depositary shares or units consisting of two or more of those types of securities).

�
The exercise price of the warrants (which may be wholly or partly payable in cash or wholly or partly payable with other
types of consideration).

�
The period during which the warrants may be exercised.

�
Any provision adjusting the securities which may be purchased on exercise of the warrants and the exercise price of the
warrants in order to prevent dilution or otherwise.

�
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The place or places where warrants can be presented for exercise or for registration of transfer or exchange.

�
Any other material terms of the warrants.

DESCRIPTION OF COMMON STOCK AND PREFERRED STOCK

        Our authorized capital stock consists of 200,000,000 shares of common stock, $0.001 par value, and 30,000,000 shares of preferred stock,
$0.001 par value, of which 4,400,000 shares are designated 9.500% Series A Cumulative Redeemable Preferred Stock, $0.001 par value,
2,300,000 shares are designated 9.375% Series B Cumulative Redeemable Preferred Stock, $0.001 par value, 1,495,000 shares are designated
9.200% Series C Cumulative Redeemable Preferred Stock, $0.001 par value, and 4,600,000 shares are designated 8.000% Series D Cumulative
Redeemable Preferred Stock, $0.001 par value. At December 31, 2001, 87,386,777 shares of common stock, 4,400,000 shares of Series A
preferred stock, 2,000,000 shares of Series B preferred stock, 1,300,000 shares of Series C preferred stock, and 4,000,000 shares of Series D
preferred stock were outstanding.
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Common Stock

        Holders of common stock will be entitled to receive distributions on common stock if, as and when the Board of Directors authorizes and
declares distributions. However, rights to distributions may be subordinated to the rights of holders of preferred stock, when preferred stock is
issued and outstanding. In the event of our liquidation, dissolution or winding up, each outstanding share of common stock will entitle its holder
to a proportionate share of the assets that remain after we pay our liabilities and any preferential distributions owed to preferred stockholders.

        Holders of the common stock are entitled to one vote for each share on all matters submitted to a stockholder vote. Holders of the Series B
preferred stock, Series C preferred stock, and Series D preferred stock are entitled to 0.25 of a vote for each share on all matters submitted to a
stockholder vote. They will vote with the common stock as a single class. There is no cumulative voting in the election of directors.

        Holders of shares of common stock have no preference, conversion, sinking fund, redemption, appraisal or exchange rights or any
preemptive rights to subscribe for any of our securities. All shares of common stock have equal dividend, distribution, liquidation and other
rights.

        We may be dissolved if the Board of Directors, by resolution adopted by a majority of the entire Board of Directors, declares the
dissolution advisable and directs that the proposed dissolution be submitted for consideration at either an annual or special meeting of
stockholders. Dissolution will occur once it is approved by the affirmative vote of a majority of stockholders entitled to cast votes on the matter.

        Our charter grants the Board of Directors the power to authorize the issuance of additional authorized but unissued shares of common stock
and preferred stock. The Board of Directors may also classify or reclassify unissued shares of common stock or preferred stock and authorize
their issuance.

        Our charter also provides that, to the extent permitted by the General Corporate Law of Maryland, the Board of Directors may, without any
action by the stockholders, amend our charter from time to time to increase or decrease the aggregate number of shares of stock or the number of
shares of stock of any class or series that we have authority to issue.

        We believe that these powers of the Board of Directors provide increased flexibility in structuring possible future financings and
acquisitions and in meeting other needs which might arise. Although the Board of Directors does not intend to do so at the present time, it could
authorize the issuance of a class or series that could delay, defer or prevent a change of control or other transaction that might involve a premium
price for the common stock or otherwise be in the best interest of the stockholders.

Restrictions on Ownership and Transfer

        To maintain our REIT qualification under the Internal Revenue Code, no group of five or fewer individuals can own, actually or
constructively, more than 50% in value of our issued and outstanding stock at any time during the last half of a taxable year. Additionally, at
least 100 persons must beneficially own our stock during at least 335 days of a taxable year. To help insure that we meet these tests, our charter
provides that no person other than persons who were our shareholders as of November 3, 1999 or persons exempted by our Board of Directors
may beneficially or constructively own more than 9.8% of the number or value of the outstanding shares of any class or series of our capital
stock.
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        Each person who is a beneficial or constructive owner of shares of stock and each person, including the stockholder of record, who is
holding shares of stock for a beneficial or constructive owner must provide us in writing any information with respect to direct, indirect and
constructive ownership of shares of stock as the Board of Directors deems reasonably necessary to comply with the
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provisions of the Internal Revenue Code applicable to a REIT, to determine our status as a REIT, to comply with the requirements of any taxing
authority or governmental agency or to determine any such compliance.

        These restrictions on ownership and transfer will not apply to our stock if the Board of Directors determines that it is no longer in our best
interests to qualify as a REIT.

        These restrictions on ownership and transfer could delay, defer or prevent a transaction or a change of control of us that might involve a
premium price for shares of our stock or otherwise be in the best interest of our stockholders.

Preferred Stock

        We may issue preferred stock in series with any rights and preferences which may be authorized by our board of directors. We will
distribute a prospectus supplement with regard to each series of preferred stock. Each prospectus supplement will describe, as to the preferred
stock to which it relates:

�
The title of the series.

�
Any limit upon the number of shares of the series which may be issued.

�
The preference, if any, to which holders of the series will be entitled upon our liquidation.

�
The date or dates on which we will be required or permitted to redeem shares of the series.

�
The terms, if any, on which we or holders of the series will have the option to cause shares of the series to be redeemed.

�
The voting rights of the holders of the preferred stock.

�
The dividends, if any, which will be payable with regard to the series (which may be fixed dividends or participating
dividends and may be cumulative or non-cumulative).

�
The right, if any, of holders of the series to convert them into another class of our stock or securities, including
provisions intended to prevent dilution of those conversion rights.

�
Any provisions by which we will be required or permitted to make payments to a sinking fund which will be used to
redeem shares of the series or a purchase fund which will be used to purchase shares of the series.

�
Any other material terms of the series.

        Holders of shares of preferred stock will not have preemptive rights.
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Transfer Agent and Registrar

        The transfer agent and registrar for our common stock and preferred stock is Equiserve Trust Company, N.A.
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DESCRIPTION OF DEPOSITARY SHARES

        We may issue depositary receipts representing interests in shares of particular series of preferred stock which are called depositary shares.
We will deposit the preferred stock of a series which is the subject of depositary shares with a depositary, which will hold that preferred stock
for the benefit of the holders of the depositary shares, in accordance with a deposit agreement between the depositary and us. The holders of
depositary shares will be entitled to all the rights and preferences of the preferred stock to which the depositary shares relate, including dividend,
voting, conversion, redemption and liquidation rights, to the extent of their interests in that preferred stock.

        While the deposit agreement relating to a particular series of preferred stock may have provisions applicable solely to that series of
preferred stock, all deposit agreements relating to preferred stock we issue will include the following provisions:

        Dividends and Other Distributions.    Each time we pay a cash dividend or make any other type of cash distribution with regard to
preferred stock of a series, the depositary will distribute to the holder of record of each depositary share relating to that series of preferred stock
an amount equal to the dividend or other distribution per depositary share the depositary receives. If there is a distribution of property other than
cash, the depositary either will distribute the property to the holders of depositary shares in proportion to the depositary shares held by each of
them, or the depositary will, if we approve, sell the property and distribute the net proceeds to the holders of the depositary shares in proportion
to the depositary shares held by them.

        Withdrawal of Preferred Stock.    A holder of depositary shares will be entitled to receive, upon surrender of depositary receipts
representing depositary shares, the number of whole or fractional shares of the applicable series of preferred stock, and any money or other
property, to which the depositary shares relate.

        Redemption of Depositary Shares.    Whenever we redeem shares of preferred stock held by a depositary, the depositary will be required
to redeem, on the same redemption date, depositary shares constituting, in total, the number of shares of preferred stock held by the depositary
which we redeem, subject to the depositary's receiving the redemption price of those shares of preferred stock. If fewer than all the depositary
shares relating to a series are to be redeemed, the depositary shares to be redeemed will be selected by lot or by another method we determine to
be equitable.

        Voting.    Any time we send a notice of meeting or other materials relating to a meeting to the holders of a series of preferred stock to
which depositary shares relate, we will provide the depositary with sufficient copies of those materials so they can be sent to all holders of
record of the applicable depositary shares, and the depositary will send those materials to the holders of record of the depositary shares on the
record date for the meeting. The depositary will solicit voting instructions from holders of depositary shares and will vote or not vote the
preferred stock to which the depositary shares relate in accordance with those instructions.

        Liquidation Preference.    Upon our liquidation, dissolution or winding up, the holder of each depositary share will be entitled to what the
holder of the depositary share would have received if the holder had owned the number of shares (or fraction of a share) of preferred stock which
is represented by the depositary share.

        Conversion.    If shares of a series of preferred stock are convertible into common stock or other of our securities or property, holders of
depositary shares relating to that series of preferred stock will, if they surrender depositary receipts representing depositary shares and
appropriate instructions to convert them, receive the shares of common stock or other securities or property into which the number of shares (or
fractions of shares) of preferred stock to which the depositary shares relate could at the time be converted.
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        Amendment and Termination of a Deposit Agreement.    We and the depositary may amend a deposit agreement, except that an
amendment which materially and adversely affects the rights of holders of depositary shares, or would be materially and adversely inconsistent
with the rights granted to the holders of the preferred stock to which they relate, must be approved by holders of at least two-thirds of the
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outstanding depositary shares. No amendment will impair the right of a holder of depositary shares to surrender the depositary receipts
evidencing those depositary shares and receive the preferred stock to which they relate, except as required to comply with law. We may
terminate a deposit agreement with the consent of holders of a majority of the depositary shares to which it relates. Upon termination of a
deposit agreement, the depositary will make the whole or fractional shares of preferred stock to which the depositary shares issued under the
deposit agreement relate available to the holders of those depositary shares. A deposit agreement will automatically terminate if:

�
All outstanding depositary shares to which it relates have been redeemed or converted.

�
The depositary has made a final distribution to the holders of the depositary shares issued under the deposit agreement
upon our liquidation, dissolution or winding up.

        Miscellaneous.    There will be provisions: (1) requiring the depositary to forward to holders of record of depositary shares any reports or
communications from us which the depositary receives with respect to the preferred stock to which the depositary shares relate; (2) regarding
compensation of the depositary; (3) regarding resignation of the depositary; (4) limiting our liability and the liability of the depositary under the
deposit agreement (usually to failure to act in good faith, gross negligence or willful misconduct); and (5) indemnifying the depositary against
certain possible liabilities.

MATERIAL FEDERAL INCOME TAX CONSEQUENCES

        THE FOLLOWING IS A SUMMARY OF THE FEDERAL INCOME TAX CONSEQUENCES ANTICIPATED TO BE MATERIAL TO
AN INVESTOR IN iSTAR FINANCIAL. THIS SUMMARY IS BASED ON CURRENT LAW. YOUR TAX CONSEQUENCES RELATED
TO AN INVESTMENT IN iSTAR FINANCIAL MAY VARY DEPENDING ON YOUR PARTICULAR SITUATION AND THIS
DISCUSSION DOES NOT PURPORT TO DISCUSS ALL ASPECTS OF TAXATION THAT MAY BE RELEVANT TO A HOLDER OF
OUR SECURITIES IN LIGHT OF HIS OR HER PERSONAL INVESTMENT OR TAX CIRCUMSTANCES, OR TO HOLDERS OF OUR
SECURITIES SUBJECT TO SPECIAL TREATMENT UNDER THE FEDERAL INCOME TAX LAWS, EXCEPT TO THE EXTENT
DISCUSSED UNDER THE HEADINGS "�TAXATION OF TAX-EXEMPT STOCKHOLDERS" AND "�TAXATION OF NON-U.S.
STOCKHOLDERS." INVESTORS SUBJECT TO SPECIAL TREATMENT INCLUDE, WITHOUT LIMITATION, INSURANCE
COMPANIES, FINANCIAL INSTITUTIONS, BROKER-DEALERS, TAX-EXEMPT ORGANIZATIONS, INVESTORS HOLDING
SECURITIES AS PART OF A CONVERSION TRANSACTION, OR A HEDGE OR HEDGING TRANSACTION OR AS A POSITION IN A
STRADDLE FOR TAX PURPOSES, FOREIGN CORPORATIONS OR PARTNERSHIPS, AND PERSONS WHO ARE NOT CITIZENS OR
RESIDENTS OF THE UNITED STATES. IN ADDITION, THE SUMMARY BELOW DOES NOT CONSIDER THE EFFECT OF ANY
FOREIGN, STATE, LOCAL OR OTHER TAX LAWS THAT MAY BE APPLICABLE TO YOU AS A HOLDER OF OUR SECURITIES.

        The information in this summary is based on the Internal Revenue Code of 1986, as amended, current, temporary and proposed Treasury
regulations promulgated under the Internal Revenue Code, the legislative history of the Internal Revenue Code, current administrative
interpretations and practices of the Internal Revenue Service, and court decisions, all as of the date of this prospectus. The administrative
interpretations and practices of the Internal Revenue Service upon which this summary is based include its practices and policies as expressed in
private letter rulings which are not binding on the Internal Revenue Service, except with respect to the taxpayers who requested and received
such
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rulings. Future legislation, Treasury regulations, administrative interpretations and practices, and court decisions may affect the tax
consequences contained in this summary, possibly on a retroactive basis. We have not requested, and do not plan to request, any rulings from the
Internal Revenue Service concerning our tax treatment or the tax consequences contained in this summary, and the statements in this prospectus
are not binding on the Internal Revenue Service or a court. Thus, we can provide no assurance that the tax consequences contained in this
summary will not be challenged by the Internal Revenue Service or sustained by a court if challenged by the Internal Revenue Service.

        YOU ARE URGED TO CONSULT YOUR TAX ADVISOR REGARDING THE SPECIFIC TAX CONSEQUENCES TO YOU OF:
(1) THE ACQUISITION, OWNERSHIP AND SALE OR OTHER DISPOSITION OF OUR SECURITIES, INCLUDING THE FEDERAL,
STATE, LOCAL, FOREIGN AND OTHER TAX CONSEQUENCES; (2) OUR ELECTION TO BE TAXED AS A REAL ESTATE
INVESTMENT TRUST FOR FEDERAL INCOME TAX PURPOSES; AND (3) POTENTIAL CHANGES IN APPLICABLE TAX LAWS.
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Taxation Of iStar Financial�General

        We have elected to be taxed as a REIT under Sections 856 through 860 of the Internal Revenue Code, commencing with our taxable year
ended December 31, 1998. We believe that we have been organized and have operated in a manner which allows us to qualify for taxation as a
REIT under the Internal Revenue Code and we intend to continue to be organized in this manner. Our qualification and taxation as a REIT,
however, depend upon our ability to meet, through actual annual operating results, asset requirements, distribution levels, diversity of stock
ownership, and the various other qualification tests imposed under the Internal Revenue Code. Accordingly, there can be no assurance that we
have operated or will continue to operate in a manner so as to qualify or remain qualified as a REIT. See "�Failure to Qualify."

        In the opinion of Clifford Chance US LLP, commencing with our taxable year ending December 31, 1998, iStar Financial was organized
and had operated in conformity with the requirements for qualification as a REIT, and its present and proposed method of operation, as
represented by iStar Financial, will enable it to meet the requirements for qualification and taxation as a REIT under the Code. It must be
emphasized that this opinion is based and conditioned upon certain assumptions and representations made by us as to factual matters (including
our representations concerning our business and properties as set forth in this prospectus). The opinion is expressed as of its date and Clifford
Chance US LLP has no obligation to advise of any subsequent change in the matters stated, represented or assumed or any subsequent change in
the applicable law. Moreover, such qualification and taxation as a REIT depends upon our ability to meet, through actual annual operating
results, distribution levels and diversity of stock ownership, the various qualification tests imposed under the Code as discussed below, the
results of which will not be reviewed by Clifford Chance US LLP. Accordingly, no assurance can be given that the actual results of our
operation for any one taxable year will satisfy such requirements. See "�Failure to Qualify." An opinion of counsel is not binding on the Internal
Revenue Service, and no assurance can be given that the Internal Revenue Service will not challenge our eligibility for taxation as a REIT.

        The sections of the Internal Revenue Code that relate to the qualification and taxation of REITs are highly technical and complex. The
following describes the material aspects of the sections of the Internal Revenue Code that govern the federal income tax treatment of a REIT and
its stockholders. This summary is qualified in its entirety by the applicable Internal Revenue Code provisions, rules and regulations promulgated
under the Internal Revenue Code, and administrative and judicial interpretations of the Internal Revenue Code.

        Provided we qualify for taxation as a REIT, we generally will not be subject to federal corporate income tax on our net income that is
currently distributed to our stockholders. This treatment

18

substantially eliminates the "double taxation" that generally results from an investment in a corporation. Double taxation means taxation once at
the corporate level when income is earned and once again at the stockholder level when such income is distributed. Even if we qualify for
taxation as a REIT, however, we will be subject to federal income taxation as follows:

�
We will be required to pay tax at regular corporate rates on any undistributed REIT taxable income, including
undistributed net capital gains.

�
We may be subject to the "alternative minimum tax" on items of tax preference, if any.

�
If we have: (1) net income from the sale or other disposition of "foreclosure property" which is held primarily for sale to
customers in the ordinary course of business; or (2) other nonqualifying income from foreclosure property, we will be
required to pay tax at the highest corporate rate on this income. In general, foreclosure property is property acquired
through foreclosure after a default on a loan secured by the property or on a lease of the property.

�
We will be required to pay a 100% tax on any net income from prohibited transactions. In general, prohibited
transactions are sales or other taxable dispositions of property, other than foreclosure property, held for sale to customers
in the ordinary course of business.

�
If we fail to satisfy the 75% or 95% gross income tests, as described below, but have maintained our qualification as a
REIT, we will be required to pay a 100% tax on an amount equal to: (1) the gross income attributable to the greater of
the amount by which we fail the 75% or 95% gross income test; multiplied by (2) a fraction intended to reflect our
profitability.
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�
We will be required to pay a 4% excise tax on the amount by which our annual distributions to our stockholders is less
than the sum of: (1) 85% of our ordinary income for the year; (2) 95% of our real estate investment trust capital gain net
income for the year; and (3) any undistributed taxable income from prior periods.

�
If we acquire an asset from a corporation which is not a REIT in a transaction in which the basis of the asset in our
hands is determined by reference to the basis of the asset in the hands of the transferor corporation, and we subsequently
sell the asset within ten years, then under Treasury regulations not yet issued, we would be required to pay tax at the
highest regular corporate tax rate on this gain to the extent: (1) the fair market value of the asset; exceeds (2) our
adjusted tax basis in the asset, in each case, determined as of the date on which we acquired the asset. The results
described in this paragraph assume that we will elect this treatment in lieu of an immediate tax when the asset is
acquired.

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

Requirements For Qualification As A Real Estate Investment Trust

General

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

�
that is managed by one or more trustees or directors;

�
that issues transferable shares or transferable certificates to its owners;

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

�
that is not a financial institution or an insurance company under the Internal Revenue Code;
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�
that is owned by 100 or more persons;

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

�
that meets other tests, described below, regarding the nature of its income and assets, and the amount of its distributions.

        The Internal Revenue Code provides that conditions (1) to (4) must be met during the entire year and that condition (5) must be met during
at least 335 days of a year of twelve months, or during a proportionate part of a shorter taxable year. Conditions (5) and (6) do not apply to the
first taxable year for which an election is made to be taxed as a REIT. For purposes of condition (6), tax-exempt entities are generally treated as
individuals, subject to a "look-through" exception for pension funds.

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

        In addition, a corporation may not qualify as a REIT unless its taxable year is the calendar year. We have and will continue to have a
calendar taxable year.

Ownership Of A Partnership Interest

        The Treasury regulations provide that if we are a partner in a partnership, we will be deemed to own our proportionate share of the assets of
the partnership, and we will be deemed to be entitled to our proportionate share of the gross income of the partnership. The character of the
assets and gross income of the partnership generally retains the same character in our hands for purposes of satisfying the gross income and asset
tests described below.

Qualified REIT Subsidiaries

        A "qualified REIT subsidiary" is a corporation, all of the stock of which is owned by a REIT. Under the Internal Revenue Code, a qualified
REIT subsidiary is not treated as a separate corporation from the REIT. Rather, all of the assets, liabilities, and items of income, deduction, and
credit of the qualified REIT subsidiary are treated as the assets, liabilities, and items of income, deduction, and credit of the REIT for purposes
of the REIT income and asset tests described below.

Income Tests

        We must meet two annual gross income requirements to qualify as a REIT. First, each year we must derive, directly or indirectly, at least
75% of our gross income, excluding gross income from prohibited transactions, from investments relating to real property or mortgages on real
property, including "rents from real property" and mortgage interest, or from specified temporary investments. Second, each year we must derive
at least 95% of our gross income, excluding gross income from prohibited transactions, from investments meeting the 75% test described above,
or from dividends, interest and gain from the sale or disposition of stock or securities. For these purposes, the term "interest" generally does not
include any interest of which the amount received depends on the income or profits of any person. An amount will generally not be excluded
from the term "interest," however, if such amount is based on a fixed percentage of gross receipts or sales.
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        Any amount includable in gross income by us with respect to a regular or residual interest in a real estate mortgage investment conduit is
generally treated as interest on an obligation secured by a mortgage on real property for purposes of the 75% gross income test. If, however, less
than 95% of the assets of a real estate mortgage investment conduit consist of real estate assets, we will be treated as receiving directly our
proportionate share of the income of the real estate mortgage investment conduit, which would generally include non-qualifying income for
purposes of the 75% gross income test. In addition, if we receive interest income with respect to a mortgage loan that is secured by both real
property and other property and the principal amount of the loan exceeds the fair market value of the real property on the date we made the
mortgage loan, interest income on the loan will be apportioned between the real property and the other property, which apportionment would
cause us to recognize income that is not qualifying income for purposes of the 75% gross income test.

        We may make loans that have shared appreciation provisions. To the extent interest on a loan is based on the cash proceeds from the sale or
value of property, income attributable to such provision would be treated as gain from the sale of the secured property, which generally should
qualify for purposes of the 75% and 95% gross income tests.

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

        Lease income we receive will qualify as "rents from real property" only if the following conditions are met:

�
the amount of lease income may not be based in whole or in part on the income or profits of any person. "Rents from real
property" may, however, include lease income based on a fixed percentage of receipts or sales;
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�
lease income received from a corporate tenant will not qualify as "rents from real property" if iStar Financial, or an
actual or constructive owner of 10% or more of iStar Financial, actually or constructively owns 10% or more of such
corporate tenant;

�
if lease income attributable to personal property leased in connection with a lease of real property is greater than 15% of
the total lease income received under the lease, then the portion of lease income attributable to personal property will not
qualify as "rents from real property"; and

�
to qualify as "rents from real property," we generally may not render services to corporate tenants of the property, other
than through an independent contractor from whom we derive no revenue. We may, however, provide services that are
"usually or customarily rendered" in connection with the rental of space for occupancy only and are not otherwise
considered "rendered to the occupant" of the property. In addition, we may provide a de minimis amount of
non-customary services. Finally, we may provide certain non-customary services to corporate tenants through a "taxable
Company subsidiary," which is a taxable corporation wholly or partly owned by iStar Financial.
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         If we fail to satisfy one or both of the 75% or 95% gross income tests for any year, we may still qualify as a REIT if we are entitled to
relief under the Internal Revenue Code. Generally, we may be entitled to relief if:

�
our failure to meet the gross income tests was due to reasonable cause and not due to willful neglect;

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

�
any incorrect information on the schedule was not due to fraud with the intent to evade tax.

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

Foreclosure Property

        Net income realized by us from foreclosure property would generally be subject to tax at the maximum federal corporate tax rate (currently
35%). Foreclosure property means real property and related personal property that: (1) is acquired by us through foreclosure following a default
on a lease of such property or a default on indebtedness owed to us that is secured by the property; and (2) for which we make an election to
treat the property as foreclosure property.

Prohibited Transaction Income

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

Hedging Transactions

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

Asset Tests

        At the close of each quarter of each year, we also must satisfy four tests relating to our assets. First, at least 75% of the value of our total
assets must be real estate assets, cash, cash items and government securities. For purposes of this test, real estate assets include real estate
mortgages, real property, interests in other REITs and stock or debt instruments held for one year or less that are purchased with the proceeds of
a stock offering or a long-term public debt offering. Second, not more than 25% of our total assets may be represented by securities, other than
those securities includable in the 75% asset class. Third, not more than 20% of the value of our total assets may be represented by securities in
one or more taxable
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REIT subsidiaries. Fourth, of the investments included in the 25% asset class, the value of any one issuer's securities that we hold may not
exceed 5% of the value of our total assets, and we may not own more than 10% of the total vote or value of the outstanding securities of any one
issuer (other than, with respect to the 10% value requirement, certain "straight debt" securities).

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

        After meeting the asset tests at the close of any quarter, we will not lose our status as a REIT if we fail to satisfy the asset tests at the end of
a later quarter solely by reason of changes in asset values. In addition, if we fail to satisfy the asset tests because we acquire assets during a
quarter, we can cure this failure by disposing of sufficient nonqualifying assets within 30 days after the close of that quarter.

        We will monitor the status of the assets that we acquire for purposes of the various asset tests and we will manage our portfolio in order to
comply with such tests.

Annual Distribution Requirements

        To qualify as a REIT, we are required to distribute dividends, other than capital gain dividends, to our stockholders in an amount at least
equal to the sum of: (1) 90% of our "REIT taxable income"; and (2) 90% of our after tax net income, if any, from foreclosure property; minus
(3) the sum of certain items of non-cash income. In general,"REIT taxable income" means taxable ordinary income without regard to the
dividends paid deduction.

        We are required to distribute income in the taxable year in which it is earned, or in the following taxable year before we timely file our tax
return if such dividend distributions are declared and paid on or before our first regular dividend payment. Except as provided in "�Taxation of
Taxable U.S. Stockholders" below, these distributions are taxable to holders of common stock in the year in which paid, even though these
distributions relate to our prior year for purposes of our 90% distribution requirement. To the extent that we do not distribute all of our net
capital gain or distribute at least 90%, but less than 100% of our "REIT taxable income," we will be subject to tax at regular corporate tax rates.

        From time to time we may not have sufficient cash or other liquid assets to meet the above distribution requirements due to timing
differences between the actual receipt of cash and payment of expenses, and the inclusion of income and deduction of expenses in arriving at our
taxable income. If these timing differences occur, in order to meet the REIT distribution requirements, we may need to arrange for short-term, or
possibly long-term, borrowings, or to pay dividends in the form of taxable stock dividends.

        Under certain circumstances, we may be able to rectify a failure to meet a distribution requirement for a year by paying "deficiency
dividends" to our stockholders in a later year, which may be included in our deduction for dividends paid for the earlier year. Thus, we may be
able to avoid being subject to tax on amounts distributed as deficiency dividends. We will be required, however, to pay interest based upon the
amount of any deduction claimed for deficiency dividends. In addition, we will be subject to a 4% excise tax on the excess of the required
distribution over the amounts actually distributed if we should fail to distribute each year at least the sum of 85% of our ordinary income for the
year, 90% of our capital gain income for the year, and any undistributed taxable income from prior periods.
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Recordkeeping Requirements

        We are required to maintain records and request on an annual basis information from specified stockholders. This requirement is designed
to disclose the actual ownership of our outstanding stock.

Failure To Qualify

        If we fail to qualify for taxation as a REIT in any taxable year, and the relief provisions of the Internal Revenue Code described above do
not apply, we will be subject to tax, including any applicable alternative minimum tax, and possibly increased state and local taxes, on our
taxable income at regular corporate rates. Such taxation would reduce the cash available for distribution by us to our stockholders. Distributions
to our stockholders in any year in which we fail to qualify as a REIT will not be deductible by us and we will not be required to distribute any
amounts to our stockholders. If we fail to qualify as a REIT, distributions to our stockholders will be subject to tax as ordinary income to the
extent of our current and accumulated earnings and profits and, subject to certain limitations of the Internal Revenue Code, corporate
stockholders may be eligible for the dividends received deduction. Unless entitled to relief under specific statutory provisions, we would also be
disqualified from taxation as a REIT for the four taxable years following the year during which we lost our qualification. It is not possible to
state whether in all circumstances we would be entitled to statutory relief.

Taxation of Taxable U.S. Stockholders

        When we use the term "U.S. stockholders," we mean a holder of shares of our stock who is, for United States federal income tax purposes:

�
a citizen or resident of the United States;

�
a corporation, partnership, or other entity created or organized in or under the laws of the United States or of any state
thereof or in the District of Columbia, unless Treasury regulations provide otherwise;

�
an estate the income of which is subject to United States federal income taxation regardless of its source; or

�
a trust whose administration is subject to the primary supervision of a United States court and which has one or more
United States persons who have the authority to control all substantial decisions of the trust.

Distributions Generally

        Distributions out of our current or accumulated earnings and profits, other than capital gain dividends will be taxable to our U.S.
stockholders as ordinary income. Provided we qualify as a REIT, our dividends will not be eligible for the dividends received deduction
generally available to U.S. stockholders that are corporations.

        To the extent that we make distributions in excess of our current and accumulated earnings and profits, these distributions will be treated as
a tax-free return of capital to each U.S. stockholder, and will reduce the adjusted tax basis which each U.S. stockholder has in its shares of stock
by the amount of the distribution, but not below zero. Return of capital distributions in excess of a U.S. stockholder's adjusted tax basis in its
shares will be taxable as capital gain, provided that the shares have been held as capital assets, and will be taxable as long-term capital gain if the
shares have been held for more than one year. Dividends we declare in October, November, or December of any year and pay to a stockholder of
record on a specified date in any of those months will be treated as both paid by us and received by the stockholder on December 31 of that year,
provided we pay the dividend in January of the following year. Stockholders may not include in their own income tax returns any of our net
operating losses or capital losses.
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Capital Gain Distributions
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        Distributions designated as net capital gain dividends will be taxable to our U.S. stockholders as capital gain income. Such capital gain
income will be taxable to non-corporate U.S. stockholders at a maximum rate of 20% or 25% based on the characteristics of the asset we sold
that produced the gain. U.S. stockholders that are corporations may be required to treat up to 20% of certain capital gain dividends as ordinary
income.

Retention Of Net Capital Gains

        We may elect to retain, rather than distribute as a capital gain dividend, our net capital gains. If we make this election, we would pay tax on
such retained capital gains. In such a case, our stockholders would generally:

�
include their proportionate share of our undistributed net capital gains in their taxable income;

�
receive a credit for their proportionate share of the tax paid by us; and

�
increase the adjusted basis of their stock by the difference between the amount of their capital gain and their share of the
tax paid by us.

Passive Activity Losses And Investment Interest Limitations

        Distributions we make and gain arising from the sale or exchange by a U.S. stockholder of our shares will not be treated as passive activity
income. As a result, U.S. stockholders will not be able to apply any "passive losses" against income or gain relating to our stock. Distributions
we make, to the extent they do not constitute a return of capital, generally will be treated as investment income for purposes of computing the
investment interest limitation.

Dispositions Of Stock

        If you are a U.S. stockholder and you sell or dispose of your shares of stock, you will recognize gain or loss for federal income tax purposes
in an amount equal to the difference between the amount of cash and the fair market value of any property you receive on the sale or other
disposition and your adjusted tax basis in the shares of stock. This gain or loss will be capital gain or loss if you have held the stock as a capital
asset, and will be long-term capital gain or loss if you have held the stock for more than one year. In general, if you are a U.S. stockholder and
you recognize loss upon the sale or other disposition of stock that you have held for six months or less, the loss you recognize will be treated as a
long-term capital loss to the extent you received distributions from us which were required to be treated as long-term capital gains.

Backup Withholding

        We report to our U.S. stockholders and the Internal Revenue Service the amount of dividends paid during each calendar year, and the
amount of any tax withheld. Under the backup withholding rules, a stockholder may be subject to backup withholding with respect to dividends
paid unless the holder is a corporation or comes within other exempt categories and, when required, demonstrates this fact, or provides a
taxpayer identification number or social security number, certifies as to no loss of exemption from backup withholding, and otherwise complies
with applicable requirements of the backup withholding rules. A U.S. stockholder that does not provide us with his correct taxpayer
identification number or social security number may also be subject to penalties imposed by the Internal Revenue Service. Backup withholding
is not an additional tax. Any amount paid as backup withholding will be creditable against the stockholder's income tax liability. In addition, we
may be required to withhold a portion of capital gain distributions to any stockholders who fail to certify their non-foreign status.
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Taxation Of Tax-Exempt Stockholders

        The Internal Revenue Service has ruled that amounts distributed as dividends by a REIT do not constitute unrelated business taxable
income when received by a tax-exempt entity. Based on that ruling, provided that a tax-exempt stockholder has not held its shares as "debt
financed property" within the meaning of the Internal Revenue Code and the shares are not otherwise used in a unrelated trade or business,
dividend income on our stock and income from the sale of our stock should not be unrelated business taxable income to a tax-exempt
stockholder. Generally, debt financed property is property, the acquisition or holding of which was financed through a borrowing by the
tax-exempt stockholder.

Edgar Filing: NEUROCRINE BIOSCIENCES INC - Form 10-Q

Table of Contents 97



        For tax-exempt stockholders which are social clubs, voluntary employee benefit associations, supplemental unemployment benefit trusts,
and qualified group legal services plans exempt from federal income taxation under Sections 501(c)(7), (c)(9), (c)(17) and (c)(20) of the Internal
Revenue Code, respectively, income from an investment in our shares will constitute unrelated business taxable income unless the organization
is able to claim properly a deduction for amounts set aside or placed in reserve for certain purposes so as to offset the income generated by its
investment in our shares. These prospective investors should consult their tax advisors concerning these "set aside" and reserve requirements.

        Notwithstanding the above, however, a portion of the dividends paid by a "pension-held REIT" may be treated as unrelated business taxable
income as to any pension trust which:

�
is described in Section 401(a) of the Internal Revenue Code;

�
is tax-exempt under Section 501(a) of the Internal Revenue Code; and

�
holds more than 10%, by value, of the interests in the REIT.

        Tax-exempt pension funds that are described in Section 401(a) of the Internal Revenue Code are referred to below as "qualified trusts."

        A REIT is a "pension held REIT" if:

�
it would not have qualified as a REIT but for the fact that Section 856(h)(3) of the Internal Revenue Code provides that
stock owned by a qualified trust is treated, for purposes of the 5/50 rule, as owned by the beneficiaries of the trust, rather
than by the trust itself; and

�
either at least one qualified trust holds more than 25%, by value, of the interests in the REIT, or one or more qualified
trusts, each of which owns more than 10%, by value, of the interests in the REIT, holds in the aggregate more than 50%,
by value, of the interests in the REIT.

        The percentage of any REIT dividend treated as unrelated business taxable income is equal to the ratio of:

�
the unrelated business taxable income earned by the REIT, treating the REIT as if it were a qualified trust and therefore
subject to tax on unrelated business taxable income, to

�
the total gross income of the REIT.

        A de minimis exception applies where the percentage is less than 5% for any year. As a result of the limitations on the transfer and
ownership of stock contained in our Charter, we do not expect to be classified as a "pension-held REIT."

Excess Inclusion Income:

        A portion of our net income attributable to assets financed through our STARs(SM) program (and, therefore, a portion of the dividends
payable by us) may be treated as Excess Inclusion income from a REMIC residual interest, which may constitute unrelated business taxable
income to a tax-exempt stockholder. These amounts have historically been immaterial and we expect that they will be
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immaterial in the future. Prospective stockholders should consult their own tax advisors regarding the federal income tax consequences to them
of incurring Excess Inclusion income.

Taxation of Non-U.S. Stockholders

        The rules governing federal income taxation of nonresident alien individuals, foreign corporations, foreign partnerships, and other foreign
stockholders (collectively, "Non-U.S. stockholders") are complex and no attempt will be made herein to provide more than a summary of such
rules.
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        PROSPECTIVE NON-U.S. STOCKHOLDERS SHOULD CONSULT THEIR TAX ADVISORS TO DETERMINE THE IMPACT OF
FOREIGN, FEDERAL, STATE, AND LOCAL INCOME TAX LAWS WITH REGARD TO AN INVESTMENT IN OUR SECURITIES AND
OF OUR ELECTION TO BE TAXED AS A REAL ESTATE INVESTMENT TRUST INCLUDING ANY REPORTING REQUIREMENTS.

        Distributions to Non-U.S. stockholders that are not attributable to gain from sales or exchanges by us of U.S. real property interests and are
not designated by us as capital gain dividends or retained capital gains will be treated as dividends of ordinary income to the extent that they are
made out of our current or accumulated earnings and profits. Such distributions will generally be subject to a withholding tax equal to 30% of
the distribution unless an applicable tax treaty reduces or eliminates that tax. However, if income from an investment in our stock is treated as
effectively connected with the Non-U.S. stockholder's conduct of a U.S. trade or business, the Non-U.S. stockholder generally will be subject to
federal income tax at graduated rates, in the same manner as U.S. stockholders are taxed with respect to such distributions (and also may be
subject to the 30% branch profits tax in the case of a Non-U.S. stockholder that is a corporation). We expect to withhold U.S. income tax at the
rate of 30% on the gross amount of any distributions made to a Non-U.S. stockholder unless: (1) a lower treaty rate applies and any required
form, such as IRS Form W-8BEN, evidencing eligibility for that reduced rate is filed by the Non-U.S. stockholder with us; or (2) the Non-U.S.
stockholder files an IRS Form W-8ECI with us claiming that the distribution is effectively connected income.

        Any portion of the dividends paid to Non-U.S. stockholders that is treated as excess inclusion income from a real estate mortgage
investment conduit will not be eligible for exemption from the 30% withholding tax or a reduced treaty rate. In addition, if Treasury regulations
are issued allocating our excess inclusion income from non-real estate mortgage investment conduits among our stockholders, some percentage
of the our dividends would not be eligible for exemption from the 30% withholding tax or a reduced treaty withholding tax rate in the hands of
Non-U.S. stockholders.

        Distributions in excess of our current and accumulated earnings and profits will not be taxable to a stockholder to the extent that such
distributions do not exceed the adjusted basis of the stockholder's stock, but rather will reduce the adjusted basis of such shares. To the extent
that distributions in excess of current and accumulated earnings and profits exceed the adjusted basis of a Non-U.S. stockholder's stock, such
distributions will give rise to tax liability if the Non-U.S. stockholder would otherwise be subject to tax on any gain from the sale or disposition
of its stock, as described below. Because it generally cannot be determined at the time a distribution is made whether or not such distribution
will be in excess of current and accumulated earnings and profits, the entire amount of any distribution normally will be subject to withholding
at the same rate as a dividend. However, amounts so withheld are refundable to the extent it is subsequently determined that such distribution
was, in fact, in excess of our current and accumulated earnings and profits. We are also required to withhold 10% of any distribution in excess of
our current and accumulated earnings and profits. Consequently, although we intend to withhold at a rate of 30% on the entire amount of any
distribution, to the extent that we do not do so, any portion of a distribution not subject to withholding at a rate of 30% will be subject to
withholding at a rate of 10%.

        For any year in which we qualify as a REIT, distributions that are attributable to gain from sales or exchanges of a U.S. real property
interest, which includes certain interests in real property, but
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generally does not include mortgage loans, will be taxed to a Non-U.S. stockholder under the provisions of the Foreign Investment in Real
Property Tax Act of 1980 ("FIRPTA"). Under FIRPTA, distributions attributable to gain from sales of U.S. real property interests are taxed to a
Non-U.S. stockholder as if such gain were effectively connected with a U.S. business. Non-U.S. stockholders thus would be taxed at the normal
capital gain rates applicable to U.S. stockholders (subject to applicable alternative minimum tax and a special alternative minimum tax in the
case of nonresident alien individuals). Distributions subject to FIRPTA also may be subject to the 30% branch profits tax in the hands of a
Non-U.S. stockholder that is a corporation. We are required to withhold 35% of any distribution that is designated by us as a U.S. real property
capital gains dividend. The amount withheld is creditable against the Non-U.S. stockholder's FIRPTA tax liability.

        Gain recognized by a Non-U.S. stockholder upon a sale of our stock generally will not be taxed under FIRPTA if we are a "domestically
controlled REIT," which is a REIT in which at all times during a specified testing period less than 50% in value of the stock was held directly or
indirectly by Non-U.S. persons. Although we currently believe that we are a "domestically controlled REIT," because our stock is publicly
traded, no assurance can be given that we are or will remain a "domestically controlled REIT." Even if we do not qualify as a "domestically
controlled REIT," a Non-U.S. stockholder that owns, actually or constructively, 5% or less of our stock throughout a specified testing period will
not recognize taxable gain on the sale of his stock under FIRPTA if the shares are traded on an established securities market. If we did not
qualify as a domestically controlled REIT and a Non-U.S. stockholder does not qualify for the above exception, amounts realized by such
Non-U.S. stockholder upon a sale of our stock generally would be subject to withholding under FIRPTA at a rate of 10%.

        Gain not subject to FIRPTA will be taxable to a Non-U.S. stockholder if: (1) the Non-U.S. stockholder's investment in the stock is
effectively connected with a U.S. trade or business, in which case the Non-U.S. stockholder will be subject to the same treatment as U.S.
stockholders with respect to such gain; or (2) the Non-U.S. stockholder is a nonresident alien individual who was present in the U.S. for
183 days or more during the taxable year and other conditions are met, in which case the nonresident alien individual will be subject to a 30%
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tax on the individual's capital gains. If the gain on the sale of the stock were to be subject to taxation under FIRPTA, the Non-U.S. stockholder
would be subject to the same treatment as U.S. stockholders with respect to such gain (subject to applicable alternative minimum tax, a special
alternative minimum tax in the case of nonresident alien individuals, and the possible application of the 30% branch profits tax in the case of
Non-U.S. corporations).

State, Local And Foreign Taxation

        We may be required to pay state, local and foreign taxes in various state, local and foreign jurisdictions, including those in which we
transact business or make investments, and our stockholders may be required to pay state, local and foreign taxes in various state, local and
foreign jurisdictions, including those in which they reside. Our state, local and foreign tax treatment may not conform to the federal income tax
consequences summarized above. In addition, your state, local and foreign tax treatment may not conform to the federal income tax
consequences summarized above. Consequently, you should consult your tax advisor regarding the effect of state, local and foreign tax laws on
an investment in our securities.

Possible Legislative Or Other Actions Affecting REITs

        The rules dealing with federal income taxation are constantly under review by persons involved in the legislative process and by the
Internal Revenue Service and the U.S. Treasury Department. Changes to the tax law, which may have retroactive application, could adversely
affect us and our investors. It cannot be predicted whether, when, in what forms, or with what effective dates, the tax law applicable to us or our
investors will be changed.
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LEGAL MATTERS

        Clifford Chance US LLP, 200 Park Avenue, New York, New York 10166, will pass upon the validity of the securities we are offering by
this prospectus. If the validity of any securities is also passed upon by counsel for the underwriters of an offering of those securities, that counsel
will be named in the prospectus supplement relating to that offering.

EXPERTS

        The financial statements incorporated in this prospectus by reference to the Annual Report on Form 10-K for the year ended December 31,
2001 have been so incorporated in reliance on the report of PricewaterhouseCoopers LLP, independent accountants, given on the authority of
said firm as experts in auditing and accounting.

INCORPORATION OF CERTAIN DOCUMENTS BY REFERENCE

        We are incorporating by reference in this prospectus the following documents which we have previously filed with the Securities and
Exchange Commission under the File Number 1-10150:

(1)
Annual Report on Form 10-K for fiscal year ended December 31, 2001, as amended by the Form 10-K/A dated July 19,
2002.

(2)
Current Reports on Form 8-K dated May 20, 2002, August 14, 2002, November 12, 2002 and November 14, 2002.

(3)
Quarterly Reports on Form 10-Q for the quarters ended March 31, 2002, June 30, 2002 and September 30, 2002.

(4)
Definitive Proxy Statement dated April 12, 2002.

(5)
The description of the shares of common stock contained in the Registration Statement on Form 8-A on October 5, 1999.

        Whenever after the date of this prospectus we file reports or documents under Section 13(a), 13(c), 14 or 15(d) of the Securities Exchange
Act of 1934, as amended, those reports and documents will be deemed to be part of this prospectus from the time they are filed. If anything in a
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report or document we file after the date of this prospectus changes anything in it, this prospectus will be deemed to be changed by that
subsequently filed report or document beginning on the date the report or document is filed.

        We will provide to each person to whom a copy of this prospectus is delivered a copy of any or all of the information that has been
incorporated by reference in this prospectus, but not delivered with this prospectus. We will provide this information at no cost to the requestor
upon written or oral request addressed to iStar Financial Inc., 1114 Avenue of the Americas, New York, New York 10036, attention: Investor
Relations Department (Telephone: (212) 930-9400).

INFORMATION WE FILE

        We file annual, quarterly and current reports, proxy statements and other materials with the SEC. The public may read and copy any
materials we file with the SEC at the SEC's Public Reference Room at 450 Fifth Street, N.W., Washington, D.C. 20549. The public may obtain
information on the operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330. The SEC maintains an Internet site that
contains reports, proxy and information statements and other information regarding issuers (including us) that file electronically with the SEC.
The address of that site is http://www.sec.gov.

        Reports, proxy statements and other information we file also can be inspected at the offices of the New York Stock Exchange, 20 Broad
Street, New York, New York 10005.
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We have not authorized any dealer, salesperson or other person to give any information or represent anything to you other than the
information contained in this prospectus supplement or the accompanying prospectus. You must not rely on unauthorized information
or representations.

This prospectus supplement does not offer to sell or ask for offers to buy any of the securities in any jurisdiction where it is
unlawful, where the person making the offer is not qualified to do so, or to any person who cannot legally be offered the securities.

The information in this prospectus supplement is current only as of the date on its cover, and may change after that date. For any
time after the cover date of this prospectus supplement, we do not represent that our affairs are the same as described or that the
information in this prospectus supplement is correct, nor do we imply those things by delivering this prospectus supplement or selling
securities to you.
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