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Approximate date of commencement of proposed sale to the public: As soon as practicable after the effective date of this Registration
Statement.

If this form is filed to register additional securities for an offering pursuant to Rule 462(b) under the Securities Act, check the following box and
list the Securities Act registration statement number of the earlier effective registration statement for the same offering. O

If this form is a post-effective amendment filed pursuant to Rule 462(c) under the Securities Act, check the following box and list the
Securities Act registration number of the earlier effective registration statement for the same offering. O

If this form is a post—effective amendment filed pursuant to Rule 462(d) under the Securities Act, check the following box and list the
Securities Act registration statement number of the earlier effective registration statement for the same offering. O

If delivery of the prospectus is expected to be made pursuant to Rule 434, please check the following box. [

The registrant hereby amends this registration statement on such date or dates as may be necessary to delay its effective date until
the registrant shall file a further amendment which specifically states that this registration statement shall thereafter become effective in
accordance with Section 8(a) of the Securities Act of 1933 or until the registration statement shall become effective on such dates as the
Commission, acting pursuant to said Section 8(a), may determine.
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The information in this prospectus is not complete and may be changed. We may not sell these securities until the registration statement filed with
the Securities and Exchange Commission is effective. This prospectus is not an offer to sell these securities, nor it is a solicitation of an offer to
buy these securities, in any state in which the offer or sale is not permitted.

SUBJECT TO COMPLETION, DATED SEPTEMBER 12, 2006

CBRE Realty Finance

10,000,000 Shares
Common Stock

PROSPECTUS

CBRE Realty Finance, Inc. is a commercial real estate specialty finance company that primarily focuses on originating, acquiring, investing
in, financing and managing a diversified portfolio of commercial real estate-related loans and securities. We are externally managed and advised
by CBRE Realty Finance Management, LLC, an indirect subsidiary of CB Richard Ellis, Inc. and a direct subsidiary of CBRE Melody & Company.

This is our initial public offering. We are offering 8,508,591 shares of common stock and 1,491,409 shares of common stock are being
offered by the selling stockholders described in this prospectus. We will not receive any of the proceeds from the sale of shares of common stock
by the selling stockholders.

We currently expect the initial public offering price of our common stock to be between $15.00 and $17.00 per share. Prior to this offering,
there has been no public market for our common stock. Our common stock has been approved for listing, subject to official notice of issuance, on
the New York Stock Exchange under the symbol “CBF.”

We intend to elect and qualify to be treated as a real estate investment trust, or REIT, for U.S. federal income tax commencing with our
taxable year ended December 31, 2005. To assist us in qualifying as a REIT, generally no person may own more than 9.8% by number or value,
whichever is more restrictive, of our outstanding shares of common stock or more than 9.8% by number or value, whichever is more restrictive, of
the outstanding shares of any class or series of our capital stock, subject to important exceptions. In addition, our charter contains various other
restrictions on the ownership and transfer of our capital stock. See “Description of Capital Stock—Restrictions on Ownership and Transfer”
beginning on page 127 of this prospectus for further information as to the nature of such restrictions.

Investing in our common stock involves risks. See “ Risk_Factors” beginning on page 19 of this prospectus for some risks
regarding an investment in our common stock.

. Underwriting Proceeds to Selling
Public . Proceeds to
Offering Discounts and Us, Before Stockholders,
Price Commissions Expenses Before Expenses
Per Share $ $ $ $
Total $ $ $ $

We have granted the underwriters an option to purchase up to an additional 1,500,000 shares of our common stock at the initial public
offering price, less underwriting discounts and commissions, within 30 days after the date of this prospectus solely to cover over-allotments, if any.
Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of these
securities or determined if this prospectus is truthful or complete. Any representation to the contrary is a criminal offense.

Delivery of the shares of our common stock is expected to be made in book—entry form through The Depository Trust Company on or about
, 2006.

Credit Suisse Deutsche Bank Securities Citigroup Wachovia Securities

JMP Securities

The date of this prospectus is , 2006



Table of Contents

SIMMARY
Our Company
Our Investment Portfolio
CB Richard Ellis
CBRE Melody & Company
Our Business Strengths
Summary Risk Factors
Our Business Strategy
Our Financing Strategy

Sourcing Potential Investment Opportunities.
Conflicts of Interests

Conflicts of Interests Resolution Policies
Management Agreement

Our Distribution Policy

Exclusion From Regulation Under the 1940 Act

Selling Stockholders
Our Formation and Structure

Place of Business
The Offering

Summary Consolidated Financial Information
RISK FACTORS

Risks Related To Our Business
Risks Related To Our Investments
Risks Related To This Offering
Risks Related To Our Organization and Structure
Tax Risks
SEECIAL NOTE REGARDING FQRWAR _LOOKING STATEMENTS
USE OF p?OCEEDS

|NSTITUTIONAL TRADING OF O @MMO STO K
DISTRIBUTION FOLICY

CAPITALIZATION
DILUTION

SELECTED CpNSOLIDATED FINANCIAL |NFORMATION
MANAGEMENT S DISCUSSIONAND ANALYSIS OF FINANCIAL CQNDITIO
AND RESULTSOF OPERATIONS

OQverview
Outlook

Results of Operations

Liquidity and Capital Resources
Contractual Obligations
Off-Balance Sheet Arrangements
Dividends

Related Party Transactions
Funds from Operations

TABLE OF CONTENTS
Page Critical Accounting Policies
1 Quantitative and Qualitative Disclosures About Market Risk
1 BUYSINESS
2 Our Company
3 Our Investment Portfolio
3 CB Richard Ellis
4 CBRE Melody & Company
5 Our Business Strenaths
7 Our Business Strategy
7 Our Financing Strategy
8 Our Targeted Investments
8 Sourcing Potential Investment Opportunities
9 Our Investment Process
10 Asset Management and Servicing
11 Our Operating Policies
12 Competition
13 Our Formation and Structure
13 Operating and Requlatory Structure
15 Exclusion From Requlation Under the 1940 Act
16 Staffing
17 Legal Proceedings
19 Place of Business
28 Directors and Executive Officers
38 Biographical Information
42 Investment Committee
44 Board Committees
49 Code of Business Conduct and Ethics
50 Director Compensation
51 Executive Compensation
52 2005 Equity Incentive Plan
53 Equity Compensation Plan Information
54 Indemnification and Limitation on Liability; Insurance
56 Management Agreement
Management Fees and Incentive Compensation
57 Restricted Stock and Option Grant
57 Conflicts of Interests
58 Conflicts of Interests Resolution Policies
59 License Agreement
61 pRINCIPAL STOCKHOLDERS
66 CERTAIN RELATIONSHIPSAND RELATED TRANSACTIONS
66 SELLING STOCKHOLDERS
66 QESCRIPTIONOF_CAPITAL_STOCK
66 General
68 Common Stock



Table of Contents

Page
Page Requirements for Qualification—General 141
Power to Reclassify Shares of Our Stock 126 Effect of Subsidiary Entities 143
Power to Issue Additional Shares of Common Stock and Taxable Mortgage Pools 144
Preferred Stock 126 Gross Income Tests 145
Restrictions on Ownership and Transfer 127 AssetTests ) 148
Transfer Agent and Registrar 129 Annual Distribution Requirements 149
Redistration Rights 129 Excess Inclusion Income 150
| IMITATION ON | IABILITY OF [HIRECTORSAND QFFICERS |NDEMNIFICATION Prohibited Transactions 151
" AND A\DVANCE OF EXPENSES . 131 Foreclosure Property 151
CERTAIN pROVISIONSOF THE \JARYLAND (GENERAL CORPORATION| AW Eailure to Qualify 152
"~ AND QUR CHARTER AND BYLAWS - - 132 Taxation of Taxable U.S.
Number of Directors; Vacancies; Removal 132 Stockholders 152
Action by Stockholders 132 Dispositions of Our Common Stock 154
Advance Notice Provisions for Stockholder Nominations and Passive Activity Losses and Investment Interest Limitations 154
Stockholder Proposals 132 Taxation of Tax—Exempt U.S. Stockholders 155
Calling of Special Meetings of Stockholders 133 Taxation of Non-U.S. Stockholders _ 155
Approval of Extraordinary Corporate Action; Amendment of Backup Withholding and Information Reporting 157
Charter and Bylaws 133 State, Local and Foreign Taxes 158
No Appraisal Rights 133 UNDERWRITING 159
Control Share Acquisitions 133 INEQTICE IO GANADIAN, RESIDENTS 165
Business Combinations 134 Resale Restrictions 165
Subtitle 8 135 Representations of Purchasers 165
SHARES FLIGIBLE, FOR FUTURE SALE 136 Rights of Action—Ontario Purchasers Only 165
Rule 144 136 Enforcement of Legal Rights 165
Rule 144(k) 136 Taxation and Eligibility for
Lock=Up Agreements 136 lnvestment 166
Registration Rights 137 LEGAL \MATTERS 166
FEDERAL |NCOME TAX CONSEQUENCESDF QUR (QUALIFICATION, AS A REIT 138 EXPERTS 166
" Taxation of the ( Company T T 139 WHERE yOU CAN FIND |\|ORE |NFORMATION 166
Taxation of REITS in General 139 CBRE FEALLY FINANGCE |NC |NDEX TO CONSOLIDATEDR FINANCIAL
- GTATEMENTS E-1

No dealer, salesperson or other individual has been authorized to give any information or make any representations not contained in this prospectus in
connection with the offering made by this prospectus. If given or made, such information or representations must not be relied upon as having been authorize
by us or any of the underwriters. This prospectus does not constitute an offer to sell, or a solicitation of an offer to buy, any of our securities in any jurisdiction
which such an offer or solicitation is not authorized or in which the person making such offer or solicitation is not qualified to do so, or to any person to whom
is unlawful to make such offer or solicitation. Neither the delivery of this prospectus nor any sale made hereunder shall, under any circumstances, create an
implication that there has not been any change in the facts set forth in this prospectus or in the affairs of our company since the date hereof.

Dealer Prospectus Delivery Requirement

Until , 2006 (25 days after the date of this prospectus), all dealers effecting transactions in these securities, whether or not
participating in this offering, may be required to deliver a prospectus. This is in addition to a dealer’s obligation to deliver a prospectus when acting as
an underwriter and with respect to unsold allotments or subscriptions.
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SUMMARY

This summary highlights the key aspects of this offering. You should read the information set forth under “Risk Factors” and the other information
included in this prospectus for a more complete understanding of the offering. Except where the context suggests otherwise, the terms “we,” “us” and “our”
refer to CBRE Realty Finance, Inc. and its subsidiaries; “Manager” refers to CBRE Realty Finance Management, LLC our external manager; “CBRE” refers to
CB Richard Ellis Group, Inc. or CB Richard Ellis, Inc., “CBRE/Melody” refers to CBRE Melody & Company and “our management team” refers to our five
executive officers (other than our chairman) listed under “Management.” The term “common stock outstanding on a fully—diluted basis” means all outstanding
shares of our common stock at such time plus all outstanding shares of restricted stock and shares of common stock issuable upon the exercise of outstandir
options, which is not the same as the meaning of “fully—diluted” under generally accepted accounting principles, or GAAP. Unless indicated otherwise, the
information in this prospectus assumes (i) the common stock to be sold in this offering is to be sold at $16.00 per share, which is the mid—point of the price ra
set forth on the cover of this prospectus and (ii) no exercise by the underwriters, for whom Credit Suisse Securities (USA) LLC, Deutsche Bank Securities Inc
Citigroup Global Markets Inc. and Wachovia Capital Markets, LLC are acting as representatives, of their option to purchase or place up to an additional
1,500,000 shares of our common stock solely to cover over—allotments, if any.

Our Company

We are a commercial real estate specialty finance company that intends to elect and qualify to be taxed as a real estate investment trust, or REIT, for U
federal income tax purposes commencing with our taxable year ended December 31, 2005. Our objective is to grow our portfolio and provide attractive total
returns to our investors over time through a combination of dividends and capital appreciation. Our business primarily focuses on originating, acquiring,
investing in, financing and managing a diversified portfolio of commercial real estate-related loans and securities. Our initial investment focus is on
opportunities in North America. Future distributions and capital appreciation are not guaranteed and we have only limited operating history and experience
operating as a REIT upon which you can base an assessment of our ability to achieve our objectives.

We are externally managed and advised by CBRE Realty Finance Management, LLC, or our Manager, an indirect subsidiary of CB Richard Ellis, Inc., c
CBRE, and a direct subsidiary of CBRE Melody & Company, or CBRE/Melody. CBRE indirectly owns approximately 54.5% of the economic interest in our
Manager and the remainder is owned in the aggregate by our executive officers and certain executives of CBRE/Melody. We capitalize on both the market
knowledge and insight provided by CBRE’s domestic and global reach, origination capabilities, broad range of commercial real estate services, servicing
platform and access to existing business relationships, as well as the broad commercial real estate experience of our management team. We source our
investments through two primary channels: our unique relationship with the CBRE/Melody origination system, which we refer to as the affiliated CBRE systen
and the origination capabilities of our management team, including their relationships with borrowers, sellers of whole loans, various financial institutions and
other financial intermediaries, which we refer to as our internal origination system. Of our approximately $1,057.3 million of investments held as of August 31,
2006, approximately 45.1% was sourced through the affiliated CBRE system. We expect that the percentage of our investments sourced by the affiliated CBF
system will grow. In addition, with respect to most of our investments, we utilize CBRE's market insight and other services to assist our underwriting.

In pursuing our objectives, our Manager leverages the experience and infrastructure of CBRE and the investment experience of our management team,
including:

« access to product and information resulting from CBRE's broad relationships with real estate owners and developers, financial institutions and
tenants;
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< CBRE’s market knowledge and insights gained by the scope and expertise of its mortgage origination, investment sales, leasing, property
management and valuation, industry specialists and research divisions, as well as its mature infrastructure;

« amarket leading origination platform through CBRE/Melody, the mortgage origination and servicing subsidiary of CBRE and one of the largest real
estate intermediaries in the U.S., with 114 originators in 33 offices throughout the U.S. as of December 31, 2005; and

¢ aseasoned management team with significant experience in buying, manufacturing and financing commercial real estate investments, with an avel
of over 20 years of experience in all aspects of real estate lending, investment, management, finance, underwriting, origination, risk management,
capital markets and structured finance.

Our relationship with CBRE and our ability to capitalize on its relationships, market knowledge, reputation, infrastructure and expertise provides us with
the ability to identify, underwrite and evaluate investment opportunities, and to execute on such investments quickly and effectively and manage our assets. i
addition, we believe that the market insight gained by CBRE through the scope and expertise of its investment sales, mortgage banking, leasing, property
management and research divisions throughout its broad geographic network should allow us to anticipate market trends while giving us direct access to targ
investment opportunities.

We are a comprehensive provider of real estate financing solutions capable of financing the most senior capital positions as well as subordinate interes
and equity participations. We capitalize on the opportunity to offer innovative and customized financing solutions to borrowers. Our management team has
substantial experience in responding to unique borrowing needs by customizing financial products that are tailored to meet the borrowers’ business objectives
The combination of flexibility, service and a principal investor relationship should produce long-term and advantageous relationships for us.

Through at least the initial term of the management agreement, our Manager will be solely dedicated to the operations of our company. All of the
employees of our Manager are fully dedicated to the operations of our Manager. Through at least the initial term of our management agreement, we will serve
the exclusive investment vehicle, subject to certain exceptions, sponsored by CBRE that focuses primarily on the acquisition and financing of commercial rea
estate-related loans, structured finance debt investments and CMBS.

CBRE, our officers and directors, our Manager and certain other employees of CBRE and CBRE/Melody will own approximately 14.0% of our common
stock outstanding upon completion of this offering on a fully—diluted basis. As a result, CBRE, our management team and respective affiliates have a substan
stake in our success.

Our Investment Portfolio

Our investments target the following asset classes:

¢ Whole loans;

¢ Subordinated interests in first mortgage real estate loans, or B Notes;

¢ Mezzanine loans related to commercial real estate that is senior to the borrower’s equity position but subordinated to other third—party financing;

«  Commercial mortgage—backed securities, or CMBS; and

« Joint venture investments, including joint venture interests in entities that own real estate, preferred equity and other higher-yielding structured deb
and equity products.
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As of August 31, 2006, our investment portfolio of approximately $1,057.3 million in assets consisted of the following:

Weighted Average

Carrying Number of Percent of Total Yield to Loan to Value,

Security Description Value Investments Investments Coupon Maturity or LTV
@ (In thousands)
Whole loans $ 478,012 21 45.2% 6.70% 6.32% 68%
B Notes 155,287 7 14. ™% 9.05% 9.06% 69%
Mezzanine loans 185,624 9 17.6% 9.46% 9.03% 68%
CMBS @ 179,880 38 17.0% 6.7 8.45% —
Joint venture investments 58,482 7 5.5% — — —
Total $1,057,285 82 100.0%

(1) Includes originated whole loans, acquired whole loans and bridge loans.
(2)  Includes our equity investment in two limited liability companies which are deemed to be variable interest entities, or VIEs, which we consolidate in our audited financial statements
because we are deemed to be the primary beneficiary of these VIEs under Financial Accounting Standard Board Interpretation No. 46R, or FIN 46R.

Our investment guidelines require us to maintain a geographically diverse portfolio of assets. Our initial investment focus is on opportunities in North
America. Our board of directors may change these guidelines or initial investment focus at any time without the approval of our stockholders. As of August 31
2006, our investment portfolio consisted of assets primarily located in four regions of the U.S., with approximately 27.1% of our investments located in the Ea
approximately 27.4% in the South, approximately 31.3% in the West and approximately 9.2% in the Midwest. The remaining 5.0% of our investments are
located throughout the U.S.

Because we intend to elect and qualify to be taxed as a REIT and to operate our business so as to be excluded from regulation under the Investment
Company Act of 1940, as amended, or the 1940 Act, we are required to invest a substantial majority of our assets in qualifying real estate assets, such as wh
loans secured by mortgages and Qualifying B Notes, as defined herein. Therefore, the percentage of our assets we may invest in other types of investments
be limited, unless they are structured to comply with various U.S. federal income tax requirements for REIT qualification and the requirements for exclusion
from 1940 Act registration.

CB Richard Ellis

CBRE (NYSE: CBQ) is the largest global commercial real estate services firm, based on 2005 revenue, offering a full range of services to owners, lend
tenants and investors in office, retail, industrial, multi—-family and other commercial real estate. As of December 31, 2005, excluding affiliate and partner office
CBRE operated in over 220 offices worldwide with approximately 14,500 employees. CBRE's business is focused on several core competencies, including
strategic advice and execution assistance for property leasing and sales, forecasting, valuations, origination and servicing of commercial mortgage loans, faci
and project management and real estate investment management. We believe CBRE is one of only three commercial real estate services companies with a ¢
brand. As a result of this global brand recognition and geographic reach, large corporations, institutional owners and other owners and occupiers of real estat
recognize CBRE as a leading provider of world—class, comprehensive real estate services. CBRE is a leader in many of the local markets in which it operates
including New York, Los Angeles, Chicago, London and Paris. CBRE has a well-balanced, highly diversified client base that includes more than 70 of the
Fortune 100 companies.

CBRE Melody & Company

CBRE/Melody, a wholly—owned subsidiary of CBRE, is one of the largest originators of commercial real estate loans in the U.S. based on origination
volume. CBRE/Melody originates and services commercial
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mortgage loans primarily through relationships established with investment banks, commercial banks, specialty lenders, insurance companies, pension funds
governmental agencies. As of December 31, 2005, including affiliate and partner offices, CBRE/Melody operated in 33 offices nationwide with approximately
294 employees, including 114 originators. CBRE’s mortgage loan origination and servicing operations are conducted exclusively through CBRE/Melody.

Our Business Strengths

Originating Investments. We source our investments through two primary channels: the affiliated CBRE system and our internal origination system. The
combination of these systems allows us to evaluate a large number of investment opportunities. Our ability to have greater control over and access to the
originating activities is directly tied to the principal investor relationship we share with a borrower. Our origination capabilities flow from our direct relationships
with our borrowers in addition to acquiring investments from third party financial institutions and other intermediaries, where investments are underwritten,
structured, priced and sold in the secondary market. As a result of our origination capabilities, we believe that we can create more efficient investment pricing
and a more customized investment risk position for those investments we originate.

Access to CBRE. We have a significant business strength through our access to the resources and experience of CBRE, which includes the following:

¢« CBRE Sponsorship. Our relationship with CBRE, which has 14,500 employees, provides us with access to borrowers, investors, origination and
acquisition opportunities and the market knowledge gained through CBRE’s network of dedicated professionals. We believe that to replicate the
scope of this platform and the services it provides to us would be cost prohibitive. Further, we believe this platform is highly scalable and will allow
us to grow our operations and take advantage of and/or structure new financial products without additional significant infrastructure costs.

« Extensive Origination Base. CBRE's extensive and recognized origination platform consisting of approximately 114 originators in 33 offices,
including affiliate and partner offices, as of December 31, 2005, with experience in originating, underwriting and structuring a myriad of real estate
finance products in all geographic areas across the U.S. enables us to be a provider of real estate financial services that can offer financing solutiol
ranging from the most senior capital positions through subordinate interest to equity participations.

«  Strategic Relationships and Market Insight. CBRE's strong relationships with real estate owners and developers, tenants, lenders, property
managers and other financial institutions and financial services companies across the U.S. provide us with access to investment opportunities
throughout the U.S. and complements the national relationship network of our senior management. Additionally, we have an Advisory Council that |
made up of 23 CBRE executives and key CBRE/Melody originators from around the U.S. Their breadth and diversity of experience provide us with
the perspective and influence of industry leaders across the U.S. in all aspects of commercial real estate.

Dedicated Manager. Through at least the initial term of the management agreement, our Manager will be solely dedicated to the operations of our
company. Our Manager has 25 employees, all of whom are fully dedicated to the operations of our Manager. We believe that these exclusive arrangements &
the size and depth of our Manager's team distinguish our arrangement with our Manager from many other externally-managed mortgage REITs.

Experienced Management Team. Our management team has significant experience in commercial real estate and has an average of over 20 years of
experience in real estate investing and lending, including significant experience in originating and structuring real estate financial products, real estate capital
markets, private equity investments, whole loan sales, match funding, finance, risk management, private equity fund formation and securitizations.

4
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Product Diversity and Structuring Flexibility. Our ability to provide a wide range of financing products and our ability to customize financing structures
to meet borrowers’ needs is one of our key business strengths. We are a full-service provider of real estate financing solutions capable of financing the most
senior capital positions as well as subordinate interests and equity participations.

Disciplined Underwriting and Efficient Execution. Our underwriting involves comprehensive financial, structural, operational and legal due diligence to
assess the risks of investments so that we can optimize pricing and structuring. With the knowledge, experience and relationships of our management team &
CBRE, CBRE/Melody’s position as one of the U.S.’s leading commercial mortgage originators and servicers and the support of CBRE's leasing, sales, apprai
research and property management operations, we believe that we have the capability to underwrite quickly and efficiently any issue on any real estate asset

Summary Risk Factors

An investment in shares of our common stock involves various risks. You should consider carefully the risks discussed below and under “Risk Factors”
before purchasing our common stock.

*« We have a limited operating history and our manager has limited experience operating a REIT and no prior experience operating a public company
therefore, our manager may not operate us successfully.

«  Our ability to achieve returns for our stockholders is dependent on our ability both to generate sufficient cash flow to pay distributions and to achiev
capital appreciation, and we cannot assure you we will do either.

*« We are dependent upon our Manager and certain key personnel of our Manager and may not find a suitable replacement if our Manager terminate:
management agreement or such key personnel are no longer available to us.

«  Our Manager is entitled to receive a base management fee which is tied to the amount of our equity and not to the performance of our investment
portfolio, which could reduce its incentive to seek profitable opportunities for our portfolio.

«  Our Manager is entitled to incentive compensation based on our financial performance, which may lead it to place emphasis on the short-term
maximization of funds from operations. This could result in increased risk to the value of our investment portfolio.

*«  We may not terminate the management agreement between us and our Manager without cause until after December 31, 2008. Upon termination
without cause after this initial term or upon a failure to renew the management agreement, we would be required to pay our Manager a substantial
termination fee. These and other provisions in our management agreement make termination without cause or non-renewal difficult and costly.

*  We may change our investment strategy without stockholder consent, which could result in investments that are different, and possibly more risky,
than the proposed investments we describe in this prospectus.

« There are potential conflicts of interest in our relationship with our Manager, which could result in decisions that are not in the best interests of our
stockholders. Our management agreement with our Manager was negotiated between related parties and its terms, including fees payable, may nc
as favorable to us as if it had been negotiated with an unaffiliated third party. In addition, affiliates of our Manager may sponsor or manage other
investment vehicles in the future with an investment focus similar to our focus, which could result in us competing for access to the benefits that we
expect our relationship with our Manager to provide to us.

*«  We expect to leverage our investments and we are not limited in the amount of leverage we may use. Our use of leverage may have the effect of
increasing losses when economic conditions are unfavorable.
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* The assets in which we invest are subject to the credit risk of the underlying real estate collateral and in the event of default of such real estate
collateral and the exhaustion of any underlying or additional credit support, we may not recover our full investment.

«  The yields on our investments may be sensitive to changes in prevailing interest rates and changes in prepayment rates, which may result in a
mismatch between our asset yields and borrowing rates and consequently reduce or eliminate income derived from our investments or result in los

¢ We have not established a minimum distribution payment level and we cannot assure you of our ability to make distributions in the future. If we mal
distributions from uninvested offering proceeds, or borrow to make distributions, which would generally be considered to be a return of capital for ta
purposes, our future earnings and cash available for distribution may be reduced from what they otherwise would have been.

« If we fail to qualify as a REIT, we will be subject to income tax at regular corporate rates, which would reduce the amount of cash available for
distribution to our stockholders and adversely affect the value of our stock.

*  The REIT qualification rules impose limitations on the types of investments and activities which we may undertake, including limitation on our use o
hedging transactions and derivatives, and these limitations may, in some cases, preclude us from pursuing the most economically beneficial
investment alternatives.

« Investors in this offering will suffer immediate and substantial dilution of $1.89 per share.

« If our CDO issuers we hold equity in and that are taxable REIT subsidiaries are subject to federal income tax at the entity level, it would greatly
reduce the amounts those entities would have available to distribute to us and to pay their creditors.

« Because we intend to operate in such a manner to be excluded from regulation as an investment company under the 1940 Act, the assets that we |
acquire are limited by the provisions of the 1940 Act and the rules and regulations promulgated thereunder.

« If we fail to acquire and maintain assets meeting the requirements to be excluded from regulation as an investment company under the 1940 Act, w
would have to register as an investment company, which would adversely affect our business.

¢ We have purchased and will in the future likely purchase investments, including CMBS, B Notes and mezzanine loans, from or issued by affiliates c
underwriters in this offering or underwritten by underwriters in this offering. As of August 31, 2006, an aggregate of approximately $233.0 million in
carrying value, or approximately 22.0%, of our portfolio had been issued by affiliates of the underwriters in this offering or underwritten by
underwriters in this offering, including Credit Suisse Securities (USA) LLC and Deutsche Bank Securities Inc. In addition, Deutsche Bank AG,
Cayman Islands Branch, an affiliate of Deutsche Bank Securities Inc., entered into two master repurchase agreements with us, which we refer to a:
the DB Warehouse Facilities, under which an aggregate amount of $39.7 million was outstanding as of August 31, 2006. Deutsche Bank Securities
Inc., one of our underwriters, acted as the exclusive structurer and placement agent for us in connection with a CDO transaction, which closed on
March 28, 2006, and received a fee of approximately $5.3 million in connection with the transaction. Deutsche Bank AG, New York Branch, an
affiliate of Deutsche Bank Securities, Inc., and Credit Suisse International, an affiliate of Credit Suisse Securities (USA) LLC, have entered into a
number of interest rate swaps with us. Wachovia Bank, N.A., an affiliate of Wachovia Capital Markets, LLC, entered into a $175.0 million mortgage
loan purchase agreement with us on July 20, 2006 under which $169.7 million was outstanding as of August 31, 2006. On August 24, 2006,
Wachovia Bank, N.A. entered into a $300.0 million master repurchase agreement with us under which $38.0 million was outstanding as of August :
2006. We refer to these Wachovia facilities as the
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Wachovia Warehouse Facilities. These circumstances create a potential conflict of interest because these underwriters have interests in the succe:
completion of this offering beyond the underwriting discounts and commissions they will receive.

Our Business Strategy

Our business strategy is to, over time, generate a diversified portfolio of commercial real estate investments and leverage these investments to produce
attractive total returns to our stockholders. We believe that we have access to many investment and finance opportunities that emerge from our affiliation with
CBRE. We source our investments through two primary channels: the affiliated CBRE system and our internal origination system. We believe that the
relationships and the market insight provided by our affiliation with CBRE combined with the broad experience of our management team allow us to anticipate
market trends and provide a wide variety of products to a diverse borrower base in multiple asset classes. This enables us to adjust our investment strategy t
advantage of market opportunities and structure our financing products in order to meet the needs of our borrower clients.

In each financing transaction we undertake, we seek to control as much of the capital structure as possible. We generally seek to accomplish this throu
the direct origination of whole loans and other investments, the ownership of which permits a wide variety of syndication and securitization executions. By
providing a single source of financing to a borrower, we intend to streamline the lending process, give greater certainty to the borrower and retain the portion
the capital structure that will generate what we believe to be the most attractive and appropriate total returns based on our risk assessment of the investment.

We intend to diligently grow and manage our portfolio with the objective of providing attractive total returns to our investors through a combination of
dividends and capital appreciation. We generate income principally from the spread between the yields on our assets and the cost of our borrowing and hedg
activities. Future distributions and capital appreciation are not guaranteed, however, and we have only limited operating history and REIT experience upon wi
you can base an assessment of our ability to achieve our objectives.

Our ability to manage our real estate risk is a critical component of our success. We actively manage and maintain the credit quality of our portfolio by
using our management team’s expertise in structuring and repositioning investments to improve the quality and yield on managed investments.

Our Financing Strategy

General Policies. We intend to finance the acquisition of our investments through the proceeds of this offering and, thereafter, primarily by borrowing
against or “leveraging” our existing portfolio and using the proceeds to acquire additional investments. Our leverage policy permits us to leverage up to 80% c
the total value of our assets. We anticipate our overall leverage will be between 70% and 80% of the total value of our assets; but our actual leverage will def
on our mix of assets. Our charter and bylaws do not limit the amount of indebtedness we can incur, and our board of directors has discretion to deviate from c
change our indebtedness policy at any time. We use leverage for the sole purpose of financing our portfolio and not for the purpose of speculating on change
interest rates. Our financing strategy focuses on the use of match-funded financing structures. This means that we seek to match the maturities and/or repric
schedules of our financial obligations with those of our investments to minimize the risk that we have to refinance our liabilities prior to the maturities of our
assets and to reduce the impact of changing interest rates on earnings.

Warehouse Facilities. We use short-term financing, in the form of warehouse facilities. Warehouse lines are typically collateralized loans made to
investors who invest in securities and loans that in turn pledge the resulting securities and loans to the warehouse lender. As of August 31, 2006, we had
outstanding obligations under five master repurchase agreements totaling $157.5 million with a weighted average borrowing rate of 6.24%. As of August 31,
2006, we had outstanding obligations under one mortgage loan purchase agreement totaling $169.7 million with a weighted average borrowing rate of 6.14%
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Collateralized Debt Obligations. For longer—-term funding, we intend to utilize securitization structures, particularly CDOs, as well as other match—fundec
financing structures. We believe CDO financing structures are an appropriate financing vehicle for our targeted real estate asset classes, because they will er
us to obtain long—term match—funded cost of funds and minimize the risk that we have to refinance our liabilities prior to the maturities of our investments whi
giving us the flexibility to manage credit risk and, subject to certain limitations, to take advantage of profit opportunities. As of August 31, 2006, we had
capitalized our CDO subsidiary with $47.25 million of common and preferred equity and held $44.25 million of debt in our CDO subsidiary.

Sourcing Potential Investment Opportunities

We recognize that investing in our targeted asset classes is highly competitive, and that we compete with many other mortgage REITs, specialty financ
companies and other lenders for profitable investment opportunities. Given this competitive environment, it is important for us to have access to the broadest
supply of new investment and finance opportunities, which we refer to as our gross origination flow, so that we can be highly selective in those opportunities t
we decide to pursue. We source our investment opportunities through two primary channels: the affiliated CBRE system and our internal origination system.

Affiliated CBRE System. We believe that CBRE/Melody has one of the strongest and most active origination systems in the U.S. CBRE/Melody’s 114
originators are located throughout the major markets and their primary goal is to find the best capital source for their borrowers and clients. CBRE/Melody
generated more than $17.8 billion of mortgage loans, joint venture equity, bridge loans, construction loans, net leased finance, whole loan dispositions and ot
combined real estate transactions in approximately 1,300 transactions in 2005. We believe our affiliation with CBRE and CBRE/Melody is a distinct advantage
for us in sourcing, analyzing and managing investments across all of our product types. All of our Manager’s investment professionals have direct and substa
interaction with sales, leasing and financing brokers within CBRE and CBRE/Melody. As a result, we are introduced to numerous investment opportunities. T}
volume of potential investments originated through this affiliation allows us to be highly selective about those opportunities we seek to pursue in order to mee
our financial and operating objectives. Of our approximately $1,057.3 million of investments held as of August 31, 2006, approximately 45.1% was sourced
through the affiliated CBRE system.

Our Internal Origination System. Our management team’s deep experience in all aspects of real estate lending, investment, capital markets and
management also provides us with a valuable origination system. Over the years, our management team has developed extensive relationships with borrowe
sellers of whole loans, various financial institutions and other financial intermediaries throughout the U.S. These relationships provide us with a broad range o
investment and finance opportunities, including seasoned loans, purchased securities and private equity. The depth and diversity of these relationships will
provide us with investment and finance opportunities across all major product types and markets.

Conflicts of Interests

We are entirely dependent upon our Manager for our day—-to—day management and do not have any independent officers. Ray Wirta, our chairman, is t
vice chairman of CBRE and Michael Melody, one of our directors, is the vice chairman of CBRE/Melody. Our chairman, chief executive officer, chief financial
officer and executive vice presidents also serve as officers of our Manager. As a result, we, our Manager, our executive officers and directors and CBRE may
face conflicts of interests because of our relationships with each other. These conflicts include the following:

< The management agreement between us and our Manager was negotiated between related parties, and the terms, including fees payable, may no
favorable to us as if it had been negotiated with an
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unaffiliated third party. The interests of these officers and directors in the affairs of CBRE and CBRE/Melody, respectively, may conflict from time to
time with our interests.

« CBRE or its affiliates provide various services to our company, including but not limited to, the provision of certain research, appraisal and servicing
activities for which CBRE and its affiliates are provided market rate fees. Although such arrangements are approved by a majority of our independe
directors, they are negotiated among related parties.

¢ We have not adopted a policy that expressly prohibits our directors, officers, security holders or affiliates from having a direct or indirect pecuniary
interest in any investment to be acquired or disposed of by us or any of our subsidiaries or in any transaction to which we or any of our subsidiaries
a party or has an interest. Nor do we have a policy that expressly prohibits any such persons from engaging for their own account in business activ
of the types conducted by us. However, our code of business conduct and ethics contain a conflict of interest policy that prohibits our directors,
officers and employees from engaging in any transaction that involves an actual or apparent conflict of interest with us.

«  The compensation we pay to our Manager consists of both a base management fee that is not tied to our performance and an incentive manageme
fee that is based entirely on our performance. The risk of the base management fee component is that it may not provide sufficient incentive to our
Manager to seek to achieve attractive returns to us. The risk of incentive management fee component is that it may cause our Manager to place un
emphasis on the maximization of short—-term funds from operations at the expense of other criteria, such as preservation of capital, in order to achit
a higher incentive fee. Investments with higher yield potential are generally riskier or more speculative. This could result in increased risk to the valt
of our investment portfolio.

«  Our Manager does not assume any responsibility beyond the duties specified in the management agreement and will not be responsible for any ac
of our board of directors in following or declining to follow its advice or recommendations. Our Manager and its officers, managers, employees and
affiliates will not be liable to us, our directors or our stockholders for, and we have agreed to indemnify them for all claims and damages arising fron
acts or omissions performed in good faith in accordance with and pursuant to the management agreement, except by reason of acts constituting bz
faith, willful misconduct, gross negligence, or reckless disregard of their duties under the management agreement. As a result, we could experience
poor performance or losses for which our Manager would not be liable.

Conflicts of Interests Resolution Policies

We have implemented several policies, through board action and through the terms of our constituent documents and of our agreements with CBRE, to
help address potential conflicts of interest:

«  Our board of directors has adopted a policy that a majority of our board of directors will be independent directors, and that a majority of our
independent directors must make any determinations on our behalf with respect to the relationships or transactions that present a conflict of interes
for our directors or officers.

« Our board of directors has adopted a policy that decisions concerning our management agreement with our Manager, including termination, renews:
and enforcement thereof, or concerning any acquisition of assets from CBRE or its affiliates or other participation in any transactions with CBRE or
its affiliates outside of the management agreement must be reviewed and approved by a majority of our independent directors.

«  Our management agreement provides that our determinations to terminate the management agreement for cause or because the management fee
unfair to us or because of a change in control of our Manager will be made by a majority vote of our independent directors.
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«  Our independent directors will periodically review the general investment standards established for our Manager under the management agreemen

«  Our management agreement with our Manager provides that our Manager may not assign certain duties under the management agreement, excep
certain of its affiliates, without the approval of a majority of our independent directors.

Management Agreement

We have entered into a management agreement with our Manager that provides for the day-to—day management of our operations. The management
agreement requires our Manager to manage our business affairs in conformity with the policies and the investment guidelines that are approved and monitore
our board of directors. Our Manager's role as manager is under the supervision and direction of our board of directors.

The initial term of the management agreement expires on December 31, 2008 and will be automatically renewed for a one-year term each anniversary
thereafter. After the initial term, our independent directors will review our Manager's performance annually and the management agreement may be terminate
annually based upon (i) unsatisfactory performance that is materially detrimental to us (as determined by (1) the affirmative vote of at least two—thirds of our
independent directors, or (2) a vote of the holders of at least a majority of the outstanding shares of our common stock), or (ii) a determination by our
independent directors that the compensation payable to our Manager are not fair, subject to our Manager’s right to prevent such a compensation termination
accepting a mutually acceptable reduction of management fees. A termination fee will be paid to our Manager upon such termination. We may also terminate
management agreement with 60 days’ prior written notice from our board of directors, without payment of a termination fee, for cause, as defined in the
management agreement.

Pursuant to the management agreement, our Manager is entitled to receive a base management fee, incentive compensation and, in certain circumstar
termination fee and reimbursement of certain expenses as described in the management agreement. The following table summarizes the fees payable to our
Manager pursuant to the management agreement.

Fee Summary Description

Base Management Fee Payable monthly in arrears in an amount equal to'14f2he sum of (i) 2.0% of the first $400 million
of our gross stockholders’ equity (as defined in the management agreement), or equity, and the trust
preferred securities issued by our subsidiaries, (ii) 1.75% of our equity in an amount in excess of
$400 million and up to $800 million and (jii) 1.50% of our equity in excess of $800 million. Our
Manager uses the proceeds from its management fee in part to pay compensation to its officers and
employees who, notwithstanding that certain of them also are our officers, receive no cash compensation
directly from us.

Incentive Fee Payable quarterly in an amount equal to the product of:
e 25% of the dollar amount by which

« our Funds From Operations (as defined in the management agreement) (after the base
management fee and before incentive compensation) per share of our common stock for
such quarter (based on the weighted average number of shares outstanding for such
quarter)
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Fee Summary Description
e exceeds an amount equal to

« the weighted average of the price per share of our common stock in our June 2005
private offering and the prices per share of our common stock in any subsequent
offering by us (including this offering), in each case at the time of issuance thereof,
multiplied by the greater of

. 2.25% or

e 0.75% plus one—fourth of the Ten Year Treasury Rate (as defined in the
management agreement) for such quarter,;

«  multiplied by the weighted average number of shares of our common stock outstanding during
such quarter.

Termination Fee Payable upon termination without cause or non—renewal of the management agreement in an amount
equal to three times the sum of the annual base management fee and the annual incentive compensation
earned by our Manager during the previous 12-month period immediately preceding the date of
termination, calculated as of the end of the most recently completed fiscal quarter prior to the date of
termination.

For the three months and six months ended June 30, 2006 and the period from June 9, 2005, the date we commenced operations, through December
2005, our Manager had earned base management fees of approximately $1.4 million, $2.8 million and $3.2 million, respectively. We did not accrue or pay an
incentive fees through June 30, 2006.

Our Distribution Policy

U.S. federal income tax law requires that a REIT distribute annually at least 90% of its REIT taxable income, determined without regard to the deductior
for dividends paid and excluding net capital gain.

In order to maintain our REIT qualification and to generally not be subject to U.S. federal income and excise tax, we intend to make regular quarterly
distributions of all or substantially all of our net taxable income to holders of our common stock. Any future distributions we make will be at the discretion of ot
board of directors and will depend upon, among other things, our actual results of operations. These results and our ability to pay distributions will be affected
various factors, including the net interest and other income from our portfolio, our operating expenses and any other expenditures.

On October 19, 2005, we declared a quarterly distribution of $0.06 per share of our common stock which was paid on November 15, 2005 to stockholde
of record as of October 28, 2005 solely from earnings and profits. On December 27, 2005, we declared a quarterly distribution of $0.13 per share of our comn
stock which was paid on January 13, 2006 to stockholders of record as of December 28, 2005 solely from earnings and profits. On April 7, 2006, we declared
quarterly distribution of $0.17 per share of our common stock which was paid on April 25, 2006 to stockholders of record as of April 14, 2006 solely from
earnings and profits. On June 20, 2006, we declared a quarterly distribution of $0.18 per share of our common stock which was paid on July 17, 2006 to
stockholders of record as of June 30, 2006 solely from earnings and profits. On September 5, 2006, we declared a quarterly distribution of $0.28 per share of
common stock which will be paid on
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October 11, 2006 to stockholders of record as of September 18, 2006 expected to be solely from earnings and profits. All distributions out of earnings and prc
were funded through cash flows from operating activities from the quarter in which such distribution was paid or accumulated from prior periods; provided,
however, that approximately $0.09 per share of the distribution paid on July 17, 2006 was funded from cash flows from operating activities and $0.09 per shal
from financing activities primarily from realized gains on derivatives. We cannot assure you that we will have sufficient cash available for future quarterly
distributions at this level, or at all.

To the extent that our cash available for distribution is less than 90% of our REIT taxable income, we may consider various funding sources to cover an
such shortfall, including borrowing under our warehouse facilities, selling certain of our assets or using a portion of the net proceeds we receive in this offering
or future offerings. Our distribution policy enables us to review the alternative funding sources available to us from time to time.

Exclusion From Regulation Under the 1940 Act

We conduct our operations so that we are not required to register as an investment company. Under Section 3(a)(1) of the 1940 Act, a company is not
deemed to be an “investment company” if:

« it neither is, nor holds itself out as being, engaged primarily, nor proposes to engage primarily, in the business of investing, reinvesting or trading in
securities; or

« it neither is engaged nor proposes to engage in the business of investing, reinvesting, owning, holding or trading in securities and does not own or
propose to acquire “investment securities” having a value exceeding 40% of the value of its total assets on an unconsolidated basis, or the 40% Te
“Investment securities” excludes U.S. government securities and securities of majority—owned subsidiaries that are not themselves investment
companies and are not relying on the exception from the definition of investment company under Section 3(c)(1) or Section 3(c)(7) of the 1940 Act.

Because we are a holding company that will conduct our businesses through wholly—owned or majority—owned subsidiaries, the securities issued by ou
subsidiaries that are excepted from the definition of “investment company” under Section 3(c)(1) or Section 3(c)(7) of the 1940 Act, together with any other
investment securities we may own, may not have a combined value in excess of 40% of the value of our total assets on an unconsolidated basis. This require
limits the types of businesses in which we may engage through our subsidiaries.

CBRE Realty Finance Holdings, LLC, our subsidiary that holds, through wholly-owned subsidiaries, substantially all of our real-estate-related securitie
also intends to conduct its operations so that it is not required to register as an investment company because less than 40% of the value of its total assets on
unconsolidated basis will consist of “investment securities.” CBRE Realty Finance Holdings, LLC in the future may seek to be exempt from 1940 Act regulatio
under Section 3(c)(5)(C). Certain of the wholly—owned subsidiaries of CBRE Realty Finance Holdings, LLC intend to be exempt from 1940 Act regulation und
Section 3(c)(5)(C). Any entity relying on Section 3(c)(5)(C) for its 1940 Act exemption must have at least 55% of its portfolio invested in qualifying real estate
assets (which, in general, must consist of whole mortgage loans and other liens on and interests in real estate) and another 25% of its portfolio invested in otf
real estate—related assets.

Based on no-action letters issued by the Staff of the Securities and Exchange Commission, or the SEC, we classify our investments in whole loans as
qualifying real estate assets, as long as the loans are “fully secured” by an interest in real estate. That is, if the loan—to—-value ratio of the loan is equal to or le
than 100%, then we consider the loan a qualifying real estate asset. We do not consider loans with loan-to-value ratios in excess of 100% to be qualifying re
estate assets that come within the 55% basket, but only real estate-related assets that come within the 25% basket. With respect to our investments in B Not
we take the position that B Notes are qualifying real estate assets that come within the 55% basket, or Qualifying B Notes, where we have the unilateral right
(i) instruct the servicer to foreclose on a defaulted mortgage loan, (ii) replace the servicer in the event the servicer, in its discretion, elects not to foreclose on
a loan, and (iii) purchase the A Note in the event of a default on the mortgage loan and foreclose on the loan. We note that the SEC Staff has not provided an
guidance on the treatment of B Notes for Section 3(c)(5)(C) purposes and any such guidance may require us
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to adjust our B Note investment strategy. We will treat our mezzanine loans and our CMBS investments as real estate—related assets that come within the 25
basket. Our joint venture investments may constitute qualifying real estate assets if we have the right to approve certain major decisions affecting the joint
venture. The treatment of other investments as qualifying real estate assets and real estate-related assets is based on the characteristics of the underlying
collateral and the particular type of loan including whether we have foreclosure rights with respect to those securities or loans that have underlying real estate
collateral.

Because CBRE Realty Finance Holdings, LLC will not be relying on Section 3(c)(1) or 3(c)(7) for its 1940 Act exemption, our investment therein will not
constitute an “investment security” for purposes of the 40% Test. We believe that CBRE Realty Finance TRS, Inc., our TRS, is exempted from 1940 Act
regulation under Section 3(c)(7) of the 1940 Act. Therefore, our investment in our TRS will constitute an “investment security” for purposes of the 40% Test.
Our CDO subsidiary is a QRS, that is expected to be exempted under the 1940 Act under Section 3(c)(5)(C). Additionally, we expect to form separate
subsidiaries for each additional CDO or other securitizations we sponsor. We expect that each such subsidiary will rely on the exception provided by
Section 3(c)(5)(C) or 3(c)(7) under the 1940 Act.

The determination of whether an entity is a majority—owned subsidiary of our company is made by us. The 1940 Act defines a majority—owned subsidial
of a person as a company 50% or more of the outstanding voting securities of which are owned by such person, or by another company which is a
majority—owned subsidiary of such person. The 1940 Act further defines voting securities as any security presently entitling the owner or holder thereof to vot
for the election of directors of a company. We treat companies, including CDO subsidiaries, in which we own at least a majority of the outstanding voting
securities as majority—owned subsidiaries for purposes of the 40% Test. We have not requested the SEC to approve our treatment of any company as a
majority—owned subsidiary and the SEC has not done so. If the SEC were to disagree with our treatment of one or more companies, including CDO subsidiar
as majority—owned subsidiaries, we would need to adjust our investment strategy and invest our assets in order to continue to pass the 40% Test. Any such
adjustment in our investment strategy could have a material adverse effect on us.

We may seek a no—action letter from the SEC Staff regarding how certain of our investment strategies fit within the exclusions from regulation under the
1940 Act that we and our subsidiaries are using. To the extent that the SEC Staff provides more specific guidance regarding the treatment of assets as qualif
real estate assets or real estate—related assets, we may be required to adjust our investment strategy accordingly. Any additional guidance from the SEC Sta
could provide additional flexibility to us, or it could further inhibit our ability to pursue the investment strategy we have chosen.

If we or our subsidiaries fail to maintain our exclusions or exemptions from the 1940 Act, we would become subject to substantial regulation with respec
to our capital structure (including our ability to use leverage), management, operations, transactions with affiliated persons (as defined in the 1940 Act), and
portfolio composition, including restrictions with respect to diversification and industry concentration and other matters. Compliance with the 1940 Act will,
accordingly, limit our ability to make certain investments.

Selling Stockholders

Pursuant to, and subject to the terms and conditions of, the registration rights agreement described below, persons who purchased shares of our comm
stock in connection with our June 2005 private offering and their transferees have the right to sell their common stock in this offering. We are including
1,491,409 shares of our common stock in this offering to be sold by selling stockholders.

Our Formation and Structure

We were organized as a Maryland corporation in May 2005 and completed a private offering of our common stock in June 2005 in which we raised net
proceeds of approximately $282.5 million. Credit Suisse
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Securities (USA) LLC, Deutsche Bank Securities Inc., Banc of America Securities LLC and Citigroup Global Markets Inc. served as the initial
purchasers/placement agents in the private offering. CBRE, through one of its affiliates, purchased from us 1,100,000 shares of our common stock in the priv
offering, representing 5.1% of our common stock on a fully—diluted basis as of December 31, 2005. Certain of our executive officers and directors and certain
executive officers and directors of CBRE and CBRE/Melody purchased 964,101 shares of our common stock in that offering, representing 4.5% of our comm
stock on a fully-diluted basis as of December 31, 2005. Additionally, certain other employees of CBRE and CBRE/Melody purchased 732,114 shares of our
common stock in that offering, representing 3.4% of our common stock on a fully—diluted basis as of December 31, 2005. Upon completion of our June 2005
private offering, we granted to our Manager, its employees and certain of its related persons 565,087 shares of restricted stock and options to purchase 813,¢
shares of our common stock with an exercise price of $15.00 per share, representing 6.5% of our common stock on a fully—diluted basis as of December 31,
2005. Additionally, 34,913 shares of restricted stock and options to purchase 186,400 shares of our common stock were made available for issuance to our
Manager or to employees or other related parties of our Manager as directed by our Manager. Upon completion of our June 2005 private offering, we granted
our directors 2,668 shares of restricted stock in the aggregate. In January 2006, we granted to certain employees of our Manager 119,500 shares of restrictec
stock, net of forfeitures (34,913 shares of which were issued at the direction of our Manager in accordance with the previous sentence) and options to purcha
66,550 shares of our common stock, net of forfeitures (all of which were issued at the direction of our Manager in accordance with the previous sentence), wit
an exercise price of $15.00 per share. In August 2006, two former employees of our Manager forfeited 20,300 shares of restricted stock and options to purch:
18,100 shares of our common stock. Additionally, in August 2006, we granted to an employee of CBRE/Melody options to purchase 17,600 shares of our
common stock, with an exercise price of $15.00 per share.

Our investment activities are managed by our Manager and, through it, by CBRE and CBRE/Melody, which we consider to be our promoters, and are
supervised by our investment committee and board of directors. Ray Wirta, vice chairman and director of CBRE and chairman of our Manager, is our chairma
Michael Melody, the executive managing director of our Manager and vice chairman of CBRE/Melody, is one of our directors.
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The following chart illustrates the structure and ownership of our company after this offering on a fully—diluted basis, and the management relationship
between our Manager and us.
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(1) Excludes shares of common stock beneficially owned by Mr. Ray Wirta, our chairman, and Mr. Michael Melody, one of our directors, and includes 1,764,045 shares of common stock
owned by certain other officers, directors and other employees of CBRE and CBRE/Melody and our Manager.

(2)  The remainder is owned in the aggregate by our executive officers and certain executives or other employees of CBRE/Melody.

(3) Includes stockholders who purchased shares of common stock in our June 2005 private offering, excluding shares held by CBRE, our directors and officers, certain officers, directors ar
other employees of CBRE and CBRE/Melody, our Manager and excludes 1,491,409 shares of common stock being sold by selling stockholders in this offering.

Place of Business

Our principal office is located at City Place 1, 185 Asylum Street, 37th Floor, Hartford, CT 06103 and our telephone number is (860) 275-6200. We
believe that our office facilities are suitable and adequate for our business as it is conducted. Our website is located at http://www.cbrerealtyfinance.com. The
information found on, or otherwise accessible through, our website is not incorporated into, and does not form a part of, this prospectus or any other report or
document we file with or furnish to the SEC.
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The Offering

Common stock offered by us

Common stock offered by selling stockholders

Common stock to be outstanding after this offering 29,175,546 sharfelé

Use of proceeds

New York Stock Exchange Symbol

Ownership and transfer restrictions

Risk factors

8,508,591 shares

1,491,409 shares

(2)

We intend to use the net proceeds that we receive in this offering to repay outstanding indebtedness
under our warehouse facilities.

Our common stock has been approved for listing, subject to official notice of issuance, on the New
York Stock Exchange under the symbol “CBF.”

Our charter generally prohibits any stockholder from beneficially or constructively owning more than
9.8% by number or value, whichever is more restrictive, of our outstanding shares of common stock or
more than 9.8% by number or value, whichever is more restrictive, of the outstanding shares of any
class or series of our capital stock, subject to important exceptions. Our board may, in its sole
discretion, waive the 9.8% ownership limits with respect to a particular stockholder if it is presented
with evidence satisfactory to it that such ownership will not then or in the future jeopardize our
qualification as a REIT. In addition, our charter contains various other restrictions on the ownership
and transfer of our capital stock. See “Description of Capital Stock—Restrictions on Ownership and
Transfer.”

Investing in our common stock involves a high degree of risk. See “Risk Factors” beginning on page
19.

(1)  Assumes the underwriters’ option to purchase or place up to an additional 1,500,000 shares of our common stock solely to cover over—allotments, if any, is not exercised.

(2)  Includes (i) 20,000,000 shares of our common stock issued in our June 2005 private offering, (i) 664,287 shares of restricted stock granted to our Manager, its employees or other relat
parties of our Manager, which vest in three equal annual installments beginning on the first anniversary of the date of grant and (iii) stock awards representing 2,668 shares of our comr
stock in the aggregate granted to our independent directors in connection with our June 2005 private offering, which vest one year after the date of grant. Does not include options to
purchase 879,650 shares of our common stock granted to our Manager, its employees or other related parties of our Manager, which vest or become exercisable in three equal annual
installments beginning on the first anniversary of the date of grant. Also does not include options to purchase 102,250 shares of our common stock available for issuance to our Manage
to employees or other related parties of our Manager as directed by our Manager. These shares and options will vest or become exercisable in three equal installments beginning on thi
anniversary of the date of grant. Further, does not include 351,145 shares of our common stock available for future grant under our stock incentive plan.

16



Table of Contents
Summary Consolidated Financial Information

The following table presents summary historical consolidated financial information as of June 30, 2006, for the three months and six months ended Junt
30, 2006 and for the period May 10 (inception) to December 31, 2005. The summary historical consolidated financial information as of December 31, 2005 ar
for the period May 10, 2005 (inception) to December 31, 2005 presented below under the captions “Consolidated Income Statement Data” and “Consolidated
Balance Sheet Data” have been derived from our consolidated financial statements audited by Ernst & Young LLP, an independent registered public account
firm, whose report with respect thereto is included elsewhere in this prospectus. The summary historical condensed consolidated financial information as of J
30, 2006 and for the three month period and for the six month period then ended have been derived from our unaudited condensed consolidated financial
statements included elsewhere in the prospectus. Since the information presented below is only a summary and does not provide all of the information contai
in our historical consolidated financial statements, including the related notes, you should read it in conjunction with “Management’s Discussion and Analysis
Financial Condition and Results of Operations” and our historical consolidated financial statements, including the related notes, included elsewhere in this

prospectus.

Consolidated Income Statement Data:
Revenues:
Investment income
Real estate operating income
Other income
Total revenue
Expenses:
Interest expense
Management fees
Property operating expenses
Other general and administrative expenses (including $957, $1,828 and
$1,770, respectively, of stock-based compensation)
Depreciation and amortization
Total expenses
Loss on sale of investment
Gain on derivatives
Income (loss) from continuing operations before equity in net income of
unconsolidated joint ventures
Equity in earnings of unconsolidated joint ventures
Net income (loss) before minority interest
Minority interest
Net income (loss)
Weighted—average number of common stock outstanding:
Basic
Diluted
Earnings per share of common stock:
Basic
Diluted
Dividends declared per share of common stock
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For the Three
Months
Ended

June 30, 2006

(unaudited)

For the Six
Months
Ended

June 30, 2006

(unaudited)

For the Period

May 10, 2005

(inception) to
December 31, 2005

(in thousands, except per share and share data)

$ 12,820
1,424

1,125

2,003
236

2,239

(12
2,251

$ .

20,046,183
20,216,751

0.11
0.11
0.35
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o | ea

20,023,219
20,216,431

Kallen
|

©

9,342

3,057

12,399

$ 1,052

20,000,000
20,108,317

$ 0.05
3 0.05
$ 0.19
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As of As of
June 30, 2006 December 31, 2005
(in thousands)

Consolidated Balance Sheet Dat?

Total investments, net $ 844,090 $ 538,068
Total assets $ 979,237 $ 623,718
Debt-repurchase obligations $ 120,751 $ 304,825
Mortgages payable $ 49,197 $ 25,001
Bonds payable $ 508,500 $ —
Total liabilities $ 688,099 $ 343,651
Minority interest $ 878 $ 436
$ 290,260 $ 279,631

Stockholders’ equity

(1)  Aggregates our loans and other lending investments, net; CMBS, at fair value; and real estate, net line items from our balance sheet. The real estate, net represents two joint venture
investments as of June 30, 2006 (one as of December 31, 2005) that are considered VIEs that we consolidate under Financial Accounting Standard Board Interpretation No. 46R, or Fll
46R, because we are deemed to be the primary beneficiary of the VIEs. These interests are reflected on our balance sheet separately as real estate, net of $64,340 as of June 30, 200¢
$31,923 as of December 31, 2005, mortgage indebtedness of $49,197 as of June 30, 2006 and $25,001 as of December 31, 2005 and minority interest of $878 as of June 30, 2006 anc
as of December 31, 2005, with other amounts of $2,482 as of June 30, 2006 and $1,803 as of December 31, 2005, net, in relevant other balance sheet line items which in the aggregat
out to $16,747 as of June 30, 2006 and $8,289 as of December 31, 2005. We disclose the net amount above in the consolidated balance sheet data under total investments, net.
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RISK FACTORS

An investment in our common stock involves a high degree of risk. Before making an investment decision, you should carefully consider the following ri:
factors, together with the other information contained in this prospectus. If any of the risks discussed in this prospectus occurs, our business, financial conditic
liquidity and results of operations could be materially and adversely affected. If this were to happen, the price of our common stock could decline significantly
and you could lose all or a part of your investment.

Risks Related To Our Business

We have a limited operating history and limited experience operating as a REIT and we may not be able to successfully operate our business or generate
sufficient revenue to make or sustain dividends to stockholders.

We have a limited operating history and limited experience operating as a REIT. We are subject to all of the business risks and uncertainties associatec
with any new business, including the risk that we will not achieve our investment objectives as described in this prospectus and that the value of your investm
could decline substantially. Our ability to achieve attractive total returns to our stockholders is dependent on our ability both to generate sufficient cash flow to
pay an attractive dividend and to achieve capital appreciation, and we cannot assure you we will do either. There can be no assurance that we will be able to
generate sufficient revenue from operations to pay our operating expenses and make distributions to stockholders.

The U.S. federal income tax laws impose numerous constraints on the operations of REITs. Our Manager’s limited experience in managing a portfolio ¢
assets under such constraints may hinder its ability to achieve our investment objective. In addition, maintaining our REIT qualification limits the types of
investments we are able to make. Our investors are not acquiring an interest in CBRE, CBRE/Melody or their subsidiaries through this offering. We can offer |
assurance that our Manager will replicate CBRE’s or CBRE/Melody’s historical success or our management team'’s success in its previous endeavors, and wi
caution you that our investment returns could be substantially lower than the returns achieved by those funds or previous endeavors.

We are dependent upon our Manager and certain key personnel of CBRE and CBRE/Melody provided to us through our Manager and may not find a
suitable replacement if our Manager terminates the management agreement or such key personnel are no longer available to us.

We have no employees. Our officers are employees of our Manager. We have no separate facilities and are completely reliant on our Manager, which f
significant discretion as to the implementation of our operating policies and strategies. We depend on the diligence, skill and network of business contacts of 1
management of our Manager, and, through our Manager, of CBRE and CBRE/Melody. The management team of our Manager evaluates, negotiates, structut
closes and monitors our investments. We believe that our success depends on the continued service of the management team of our Manager, including Kei
Gollenberg, Michael Angerthal, James Evans, Paul Martin and Thomas Podgorski. The departure of any of the members of the management of our Manager,
significant number of the investment professionals of our Manager could have a material adverse effect on our performance. We are also subject to the risk tt
our Manager will terminate the management agreement and that no suitable replacement will be found to manage us. We can offer no assurance that our Ma
will remain our external manager or that we will continue to have access to our Manager's, CBRE's or CBRE/Melody’s principals and professionals or their
information or deal flow. If our Manager terminates the management agreement, key officers leave our Manager or we do not have access to CBRE’s or
CBRE/Melody’s principals and professionals or their information or deal flow, we may be unable to execute our business plan.

Termination of our management agreement would be costly.

Termination of the management agreement with our Manager without cause is difficult and costly. The management agreement provides that it may onl
be terminated without cause following the initial period
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annually based upon (i) unsatisfactory performance by our Manager that is materially detrimental to us (as determined by (1) the affirmative vote of at least
two-thirds of our independent directors or (2) by a vote of the holders of at least a majority of the outstanding shares of our common stock), or (ii) a
determination that the compensation payable to our Manager is not fair, subject to our Manager’s right to prevent such a termination by accepting a mutually
acceptable reduction of management fees. Our Manager will be provided 180 days’ prior notice of any such termination and will be paid a termination fee equ
to the amount of three times the sum of the annual base management fee and the annual incentive compensation earned by our Manager during the 12—-morn
period immediately preceding the date of termination, calculated as of the end of the most recently completed fiscal quarter prior to the date of termination. Tt
provisions may increase the effective cost to us of terminating the management agreement, thereby adversely affecting our ability to terminate our Manager
without cause.

In addition, our Manager may terminate the management agreement (i) upon 60 days’ prior written notice to us in the event we default in the performan
or observation of any material term, condition or covenant in the management agreement for a period of 60 days after such written notice or (ii) in the event w
become regulated as an “investment company” under the 1940 Act. In the event that the management agreement is terminated by our Manager as a result of
default by us, we are required to pay our Manager a termination fee equal to the amount of three times the sum of the annual base management fee and the
incentive compensation earned by our Manager during the 12-month period immediately preceding the date of the termination, calculated as of the end of the
most recently completed fiscal quarter prior to the date of termination. No termination fee is payable by us if the management agreement is terminated becau:
we have become regulated as an investment company under the 1940 Act.

The base management fee payable to our Manager is payable regardless of our performance.

Our Manager is entitled to receive a base management fee that is based on the amount of our equity (defined in the management agreement as the
month-end value, computed in accordance with GAAP, of our stockholders’ equity, adjusted to exclude the effect of any unrealized gains, losses or other iter
that do not affect realized net income) and the trust preferred securities issued by our subsidiaries, regardless of the performance of our portfolio. For exampl
we will pay our Manager a base management fee for a specific period despite the fact that we experienced a net loss during the same period. Our Manager's
entitlement to substantial non—performance based compensation might reduce its incentive to devote its time and effort to seeking profitable opportunities for
portfolio. This in turn could adversely affect our ability to make distributions to our stockholders.

Our incentive fee may induce our Manager to make certain investments, including speculative investments.

Our Manager’s entitlement to an incentive fee may cause it to invest in high risk investments. In addition to the base management fee, our Manager is
entitled to receive incentive compensation based in part upon our achievement of targeted levels of funds from operations (defined in the management agree
as the net income, computed in accordance with GAAP, excluding gains (losses) from debt restructuring and gains (or losses) from sales of property, plus
depreciation and amortization on real estate assets and non—cash equity compensation expense, and after adjustments for unconsolidated partnerships and
ventures; provided, that the foregoing calculation of funds from operations shall be adjusted to exclude one-time events pursuant to changes in GAAP, and n
be adjusted to exclude other non—cash charges after discussion between our Manager and the independent directors and approval by a majority of the
independent directors in the case of non—cash charges). In evaluating investments and other management strategies, the opportunity to earn incentive
compensation based on funds from operations may lead our Manager to place undue emphasis on the maximization of funds from operations at the expense
other criteria, such as preservation of capital, in order to achieve higher incentive compensation. Investments with higher yield potential are generally riskier o
more speculative. This could result in increased risk to the value of our invested portfolio. Additionally, because certain non—cash expenses are added to func
from operations, this measurement may result in higher compensation payable to our Manager for incentive fees than would otherwise be payable if we were
using a GAAP measurement for compensation purposes.
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Our Manager manages our portfolio pursuant to very broad investment guidelines and our board of directors does not approve each investment decision
made by our Manager, which may result in our making riskier investments.

Our Manager is authorized to follow very broad investment guidelines. While our directors periodically review our investment guidelines and our
investment portfolio, they do not review all of our proposed investments and are only required to approve investments or dispositions that exceed $50 million
$75 million for investments and dispositions having credit ratings of “A” or better by a major rating agency), subject to certain limited exceptions. In addition, ir
conducting periodic reviews, our directors may rely primarily on information provided to them by our Manager. Furthermore, our Manager may use complex
strategies and transactions entered into by our Manager that may be difficult or impossible to unwind by the time they are reviewed by our directors. Our
Manager has great latitude within the broad investment guidelines in determining the types of assets it may decide are proper investments for us. Decisions n
and investments entered into by our Manager may not fully reflect your best interests. In addition, our board of directors may change the investment guideline
any time without the approval of our stockholders. For more information regarding our investment guidelines, please see “Business—Our Operating Policies.”

We may change our operational policies without stockholder consent, which may adversely affect the market price of our common stock and our ability to
make distributions to our stockholders.

Our board of directors determines our operational policies and may amend or revise our policies, including our policies with respect to our REIT
qualification, acquisitions, growth, operations, indebtedness, capitalization, distributions and conflicts of interest or approve transactions that deviate from the:
policies, without a vote of, or notice to, our stockholders. Operational policy changes could adversely affect the market price of our common stock and our abi
to make distributions to our stockholders.

We may change our investment strategy and asset allocation without stockholder consent, which may result in riskier investments.

We may change our investment strategy or asset allocation, including the percentage of assets that may be invested in each class, or in the case of
securities, in a single issuer, at any time without the consent of our stockholders, which could result in our making investments that are different from, and
possibly riskier than, the investments described in this prospectus. A change in our investment strategy may increase our exposure to interest rate risk, defau
risk and real estate market fluctuations, all of which could adversely affect the market price of our common stock and our ability to make distributions to you.
Furthermore, a change in our asset allocation could result in our making investments in instrument categories different from those described in this prospectu

There are conflicts of interest in our relationship with our Manager, which could result in decisions that are not in the best interests of our stockholders.

We are entirely dependent upon our Manager for our day-to—day management and do not have any independent officers. Our chairman, chief executiv
officer, chief financial officer and executive vice presidents also serve as officers and/or directors of our Manager, CBRE and/or CBRE/Melody. In addition, or
of our other directors is affiliated with our Manager, CBRE and/or CBRE/Melody. As a result, our management agreement with our Manager was negotiated
between related parties and its terms, including fees payable, may not be as favorable to us as if it had been negotiated with an unaffiliated third party. In
addition, we may enter into transactions in the future with CBRE, CBRE/Melody or their affiliates that may result in a conflict of interest.

We may compete with future investment entities for access to CBRE and its affiliates.

Through at least the initial term of our management agreement, our company is the exclusive investment vehicle, subject to certain exceptions, sponsor
by CBRE or its affiliates that focuses primarily on the
acquisition and finance of real estate—related loans, structured finance debt investments and CMBS. However,
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there can be no assurance that CBRE or its affiliates will not sponsor other investment vehicles in the future. If any such investment vehicles have an investm
focus similar to our focus, we may be competing for access to the benefits that we expect our relationship with CBRE and its affiliates to provide to us.

We leverage our investments, which may adversely affect our return on our investments and may reduce cash available for distribution to our stockholders.

We leverage our investments through borrowings, generally through the use of warehouse facilities, bank credit facilities, repurchase agreements, secu
loans, securitizations, including the issuance of CDOs, loans to entities in which we hold, directly or indirectly, interests in pools of assets, trust preferred
securities and other borrowings. Our charter contains no limitations on our use of leverage. As of August 31, 2006, our outstanding indebtedness was $934.9
million, secured by 34 loans, 38 CMBS investments and two joint venture investments with an aggregate carrying value of approximately $956.8 million,
representing 90.5% of our assets by carrying value. As of August 31, 2006, our leverage ratio was approximately 3.2 times. The percentage of leverage varie
depending on our ability to obtain credit facilities and the lender’s and rating agencies’ estimate of the stability of the investments’ cash flow. We intend to
continue to use leverage to acquire all of our investments other than joint venture investments consistent with the policy described above, although our board
directors may alter this policy at any time. Our return on our investments and cash available for distribution to our stockholders may be reduced to the extent 1
changes in market conditions increase the cost of our financing relative to the income that can be derived from the assets acquired. Our debt service paymen
will reduce cash flow available for distributions to stockholders. We may not 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 to foreclosure or sale to satisfy the obligations. In addition, if a property or properties are mortgaged to secure payme
indebtedness and we are unable to meet required mortgage payments, the mortgage securing the property could be foreclosed upon by, or the property couls
otherwise transferred to the mortgagee with a consequent loss of asset value and income to us and our stockholders. We leverage certain of our assets throu
warehouse agreements. A decrease in the value of these assets may lead to margin calls which we will have to satisfy. We may not have the funds available
satisfy any such margin calls and may have to sell assets at a time when we might not otherwise choose to do so.

Further, lenders may require us to maintain a certain amount of cash uninvested or set aside unlevered assets sufficient to maintain a specified liquidity
position which would allow us to satisfy our collateral obligations. As a result, we may not be able to leverage our assets as fully as we would choose, which
could reduce our return on assets. In the event that we are unable to meet these collateral obligations, our financial condition could deteriorate rapidly.

We may not be able to access financing sources on favorable terms, or at all, which could adversely affect our ability to execute our business plan.

We intend to finance our assets over the long-term through a variety of means, including warehouse lines, repurchase agreements, credit facilities,
issuance of CMBS, CDOs and other structured financings. Our ability to execute this strategy will depend on various conditions in the markets for financing in
this manner which are beyond our control, including lack of liquidity and greater credit spreads. We cannot assure you that these markets will remain an effici
source of long—term financing for our assets. If our strategy is not viable, we will have to find alternative forms of long—term financing for our assets, as secure
revolving credit facilities and repurchase facilities may not accommodate long—term financing. This could subject us to more recourse indebtedness and the ri
that debt service on less efficient forms of financing would require a larger portion of our cash flows, thereby reducing cash available for distribution to you,
funds available for operations as well as for future business opportunities.

Lenders may require us to enter into restrictive covenants relating to our operations.

When we obtain financing, lenders could impose restrictions on us that would affect our ability to incur additional debt, our capability to make
distributions to stockholders and our flexibility to determine our operating policies. Loan documents we execute will contain negative covenants that may limit,
among other things, our
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ability to repurchase stock, distribute more than a certain amount of our funds from operations, and employ leverage beyond certain amounts. For example,
though we have legal title to our assets and have all of the risks and rewards of ownership, under the master repurchase agreements for the DB Warehouse
Facilities, the Bank of America Warehouse Facilities and the Wachovia Warehouse Facilities, the lender has a security interest in certain assets as collateral 1
our obligation under the related borrowings. Accordingly, we are prohibited, among other things, to take any action which would directly or indirectly impair or
adversely affect the lender’s security interest the underlying securities or loans, to transfer any interest in the underlying loans to any person other than the lel
to modify in any material respect or terminate any of our organizational documents or to create or permit any lien or encumbrance on the underlying securities
loans.

The warehouse agreements and credit facilities that we use to finance our investments may require us to provide additional collateral.

We use credit facilities, including warehouse agreements, to finance our investments. If the market value of the loans or securities pledged or sold by u:
a funding source decline in value, we may be required by the lending institution to provide additional collateral or pay down a portion of the funds advanced. F
example, under the master repurchase agreements for the DB Warehouse Facilities, the lender may, by notice to us, require us to transfer to the lender cash
additional collateral acceptable by the lender in its sole and absolute discretion not later than one business day after such notice was given. We may not have
funds available to pay down our debt, which could result in defaults. Posting additional collateral to support our credit facilities will reduce our liquidity and limi
our ability to leverage our assets. In the event we do not have sufficient liquidity to meet such requirements, lending institutions can accelerate our indebtedne
increase interest rates and terminate our ability to borrow. Such a situation would likely result in a rapid deterioration of our financial condition and possibly
necessitate a filing for protection under the U.S. Bankruptcy Code.

Further, lenders may require us to maintain a certain amount of cash uninvested or set aside unlevered assets sufficient to maintain a specified liquidity
position which would allow us to satisfy our collateral obligations. As a result, we may not be able to leverage our assets as fully as we would choose, which
could reduce our return on assets. In the event that we are unable to meet these collateral obligations, our financial condition could deteriorate rapidly.

If our Manager ceases to be our manager pursuant to the management agreement, an event of default could occur under our existing credit facilities,
affecting both our existing credit facilities and our ability to obtain future financing.

The financial institutions that finance our investments pursuant to our credit facilities and our warehouse agreements require that (i) our Manager remail
our manager pursuant to the management agreement or (i) certain of our senior executive officers remain in their management positions. The DB Warehoust
Facilities provide that an event of default could occur if certain of our executive officers cease to hold their management positions and the Bank of America
Warehouse Facilities, as defined herein, and the Wachovia Warehouse Facilities provide that the dissolution of the relationship between us and our Manager
would constitute an event of default under such facilities. If an event of default occurred under a facility, the financial institution would have the right to
terminate the facility and its obligation to advance funds to us to finance our future investments. If we are unable to obtain financing under these or replaceme
facilities, our growth may be limited.

Our financial condition and results of operation will depend on our ability to manage future growth effectively.

Our ability to achieve our investment objective depends on our ability to grow, which depends, in turn, on the management team of our Manager and its
ability to identify and invest in securities that meet our investment criteria as well as on our access to financing on acceptable terms. Our ability to grow is alsc
dependent upon our Manager’s ability to successfully hire, train, supervise and manage new employees. We may not be able to manage growth effectively or
achieve growth at all. Any failure to manage our future growth effectively could have a material adverse effect on our business, financial condition and results
operations.
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We operate in a highly competitive market for investment opportunities.

A number of entities compete with us to make the types of investments that we plan to make. We compete with other REITs, public and private funds,
commercial and investment banks and commercial finance companies. Many of our competitors are substantially larger and have considerably greater financ
technical and marketing resources than we do. Several other REITs have recently raised, or are expected to raise, significant amounts of capital, and may ha
investment objectives that overlap with ours, which may create competition for investment opportunities. Some competitors may have a lower cost of funds ar
access to funding sources that are not available to us. In addition, some of our competitors may have higher risk tolerances or different risk assessments, whi
could allow them to consider a wider variety of investments and establish more relationships than us. We cannot assure you that the competitive pressures w
face will not have a material adverse effect on our business, financial condition and results of operations. Also, as a result of this competition, we may not be
to take advantage of attractive investment opportunities from time to time, and we can offer no assurance that we will be able to identify and make investmen
that are consistent with our investment objective.

Failure to procure adequate capital and funding would adversely affect our results and may, in turn, negatively affect the market price of shares of our
common stock and our ability to distribute dividends.

We depend upon the availability of adequate funding and capital for our operations. As a REIT, we are required to distribute annually at least 90% of ou
REIT taxable income, determined without regard to the deduction for dividends paid and excluding net capital gain, to our stockholders and are therefore not.
to retain significant amounts of our earnings for new investments. However, CBRE Realty Finance TRS, Inc., our TRS, is able to retain (and likely will retain)
earnings for investment in new capital, subject to the REIT requirements which place a limitation on the relative value of TRS stock and securities owned by &
REIT. The failure to secure acceptable financing could reduce our taxable income, as our investments would no longer generate the same level of net interes
income due to the lack of funding or increase in funding costs. A reduction in our net income would have an adverse effect on our liquidity and our ability to
make distributions to our stockholders. We cannot assure you that any, or sufficient, funding or capital will be available to us in the future on terms that are
acceptable to us. Therefore, in the event that we cannot obtain sufficient funding on acceptable terms, there may be a negative impact on the market price of
common stock and our ability to distribute dividends.

If we issue senior securities we will be exposed to additional restrictive covenants and limitations on our operative flexibility, which could adversely affect our
ability to pay dividends.

If we decide to issue senior securities in the future, it is likely that they will be governed by an indenture or other instrument containing covenants
restricting our operating flexibility. Holders of senior securities may be granted specific rights, including but not limited to: the right to hold a perfected security
interest in certain of our assets, the right to accelerate payments due under the indenture, rights to restrict dividend payments, and rights to require approval t
assets. Additionally, any convertible or exchangeable securities that we issue in the future may have rights, preferences and privileges more favorable than tt
of our common stock. We, and indirectly our stockholders, will bear the cost of issuing and servicing such securities.

We may not be able to successfully complete securitization transactions.

In addition to issuing senior securities to raise capital as described above, we may in the future, and to the extent consistent with the REIT requirements
seek to securitize certain of our portfolio investments to generate cash for funding new investments. This would involve creating a special—-purpose vehicle,
contributing a pool of our assets to the entity, and selling interests in the entity on a non-recourse basis to purchasers (who we would expect to be willing to
accept a lower interest rate to invest in investment grade loan pools). We would retain all or a portion of the equity in the securitized pool of portfolio
investments. We will initially finance our investments with relatively short-term credit facilities. We will use these short-term facilities to finance the
acquisition of securities until a sufficient quantity of securities is accumulated, at which time we intend to
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refinance these facilities through a securitization, such as a CDO issuance, or other long-term financing. As a result, we are subject to the risk that we may n
able to acquire, during the period that our short-term facilities are available, a sufficient amount of eligible securities to maximize the efficiency of a CDO
issuance. We also bear the risk that we may not be able to obtain short-term credit facilities or may not be able to renew any short-term credit facilities after
expire should we find it necessary to extend our short-term credit facilities to allow more time to seek and acquire the necessary eligible securities for a
long—term financing. The inability to renew our short—term credit facilities may require us to seek more costly financing for our investments or to liquidate
assets. In addition, conditions in the capital markets may make the issuance of a CDO impractical when we do have a sufficient pool of collateral. The inabilit
securitize our portfolio could hurt our performance and ability to grow our business. At the same time, the securitization of our portfolio investments might
expose us to losses, as the residual portfolio investments in which we do not sell interests will tend to be riskier and more likely to generate losses.

The use of CDO financings with over—collateralization requirements may have a negative impact on our cash flow.

We expect that the terms of CDOs we may issue will generally provide that the principal amount of assets must exceed the principal balance of the rela
bonds by a certain amount, commonly referred to as “over—collateralization.” We anticipate that the CDO terms will provide that, if certain delinquencies and!/c
losses exceed the specified levels based on the analysis by the rating agencies (or any financial guaranty insurer) of the characteristics of the assets collater:
the bonds, the required level of over—collateralization may be increased or may be prevented from decreasing as would otherwise be permitted if losses or
delinquencies did not exceed those levels. Other tests (based on delinquency levels or other criteria) may restrict our ability to receive net income from assets
collateralizing the obligations. We cannot assure you that the performance tests will be satisfied. In advance of completing negotiations with the rating agenci
or other key transaction parties on our future CDO financings, we cannot assure you of the actual terms of the CDO delinquency tests, over—collateralization
terms, cash flow release mechanisms or other significant factors regarding the calculation of net income to us. Failure to obtain favorable terms with regard tc
these matters may materially and adversely affect the availability of net income to us. If our assets fail to perform as anticipated, our over—collateralization or
other credit enhancement expense associated with our CDO financings will increase.

We may be required to repurchase loans that we have sold or to indemnify holders of our CDOs.

If any of the loans we originate or acquire and sell or securitize do not comply with representations and warranties that we make about certain
characteristics of the loans, the borrowers and the underlying properties, we may be required to repurchase those loans (including from a trust vehicle used t
facilitate a structured financing of the assets through CDOs) or replace them with substitute loans. In addition, in the case of loans that we have sold instead
retained, we may be required to indemnify persons for losses or expenses incurred as a result of a breach of a representation or warranty. Repurchased loan
typically require a significant allocation of working capital to carry on our books, and our ability to borrow against such assets is limited. Any significant
repurchases or indemnification payments could materially and adversely affect our financial condition and operating results.

In a period of rising interest rates, our interest expense could increase while the interest we earn on our fixed-rate assets would not change, which would
adversely affect our profitability.

Our operating results depend in large part on differences between the income from our assets, net of credit losses, and financing costs. We anticipate t
in most cases, for any period during which our assets are not match—-funded, the income from such assets will respond more slowly to interest rate fluctuatior
than the cost of our borrowings. Consequently, changes in interest rates, particularly short-term interest rates, may significantly influence our net income.
Increases in these rates will tend to decrease our net income and market value of our assets. Interest rate fluctuations resulting in our interest expense excee
our interest income would result in operating losses for us and may limit or eliminate our ability to make distributions to our stockholders.
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We may not be able to renew the total return swaps that we may enter into, which could adversely impact our leveraging strategy.

We may leverage certain of our investments through the use of total return swaps. We may wish to renew many of the swaps, which are for specified
terms, as they mature. However, there is a limited number of providers of such swaps, and there is no assurance the initial swap providers will choose to rene
the swaps, and—if they do not renew—that we would be able to obtain suitable replacement providers. Providers may choose not to renew our total return sv
for a number of reasons, including:

¢ increases in the provider’s cost of funding;

« insufficient volume of business with a particular provider;

« adesire by our company to invest in a type of swap that the provider does not view as economically attractive due to changes in interest rates or ot
market factors; or

« the inability of our company and a provider to agree on terms.

Furthermore, our ability to invest in total return swaps, other than through a TRS, may be severely limited by the REIT qualification requirements becau:
total return swaps are not qualifying assets and do not produce qualifying income for the purposes of the REIT asset and income tests.

Hedging against interest rate exposure may adversely affect our earnings, which could reduce our cash available for distribution to our stockholders.

We may pursue various hedging strategies to seek to reduce our exposure to losses from adverse changes in interest rates. Our hedging activity will va
scope based on the level and volatility of interest rates, the type of assets held, and other changing market conditions. Interest rate hedging may fail to protec
could adversely affect us because, among other things:

* interest rate hedging can be expensive, particularly during periods of rising and volatile interest rates;

« available interest rate hedges may not correspond directly with the interest rate risk for which protection is sought;

« the duration of the hedge may not match the duration of the related liability;

« the amount of income that a REIT may earn from hedging transactions (other than through TRSs) to offset interest rate losses is limited by U.S.
federal tax provisions governing REITSs;

« the credit quality of the party owing money on the hedge may be downgraded to such an extent that it impairs our ability to sell or assign our side o
the hedging transaction; and

« the party owing money in the hedging transaction may default on its obligation to pay.

Our hedging activity may adversely affect our earnings, which could reduce our cash available for distribution to our stockholders.

Declines in the market values of our investments may adversely affect periodic reported results and credit availability, which may reduce earnings and, in
turn, cash available for distribution to our stockholders.

A portion of our assets are classified for accounting purposes as “available—for-sale.” Changes in the market values of those assets will be directly chal
or credited to stockholders” equity. As a result, a decline in values may reduce the book value of our assets. Moreover, if the decline in value of an
available—for—sale security is other than temporary, such decline will reduce earnings.

A decline in the market value of our assets may adversely affect us particularly in instances where we have borrowed money based on the market value



those assets. If the market value of those assets declines, the lender may require us to post additional collateral to support the loan. If we were unable to pos
additional collateral, we would have to sell the assets at a time when we might not otherwise choose to do so. A reduction in credit available may reduce our
earnings and, in turn, cash available for distribution to stockholders.
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If we fail to achieve adequate operating cash flow, our ability to make distributions will be adversely affected.

As a REIT, we must distribute annually at least 90% of our REIT taxable income to our stockholders, determined without regard to the deduction for
dividends paid and excluding net capital gain. Our ability to make and sustain cash distributions is based on many factors, including the return on our
investments, operating expense levels and certain restrictions imposed by Maryland law. Some of the factors are beyond our control and a change in any suc
factor could affect our ability to pay future dividends. No assurance can be given as to our ability to pay distributions.

Maintenance of our 1940 Act exemption imposes limits on our operations.

We intend to conduct our operations so as not to become regulated as an investment company under the 1940 Act. Because we are a holding compan
will conduct our businesses through subsidiaries, the securities issued by our subsidiaries that are excepted from the definition of “investment company” unde
Section 3(c)(1) or Section 3(c)(7) of the 1940 Act, together with any other investment securities we may own, may not have a combined value in excess of 40
of the value of our total assets on an unconsolidated basis. This requirement limits the types of businesses in which we may engage through our subsidiaries.
we or our subsidiaries fail to maintain our exceptions or exemptions from the 1940 Act, we could, among other things, be required either (a) to change the
manner in which we conduct our operations to avoid being required to register as an investment company or (b) to register as an investment company, either
which could have an adverse effect on our business and the market price for our common stock.

In addition, certain of our wholly—owned subsidiaries intend to qualify for an exemption from registration under Section 3(c)(5)(C) of the 1940 Act, which
generally means that at least 55% of each of their portfolios must be comprised of qualifying assets and 80% of each of their portfolios must be comprised of
qualifying assets and real estate-related assets under the 1940 Act. To comply with these regulations, we may from time to time buy or originate whole loans
Qualifying B Notes and other qualifying assets. Although we intend to monitor our portfolio periodically and prior to each acquisition, there can be no assurant
that we will be able to maintain this exemption from registration. Further, we may not be able to invest in sufficient qualifying and/or real estate—related assets
and future revisions of the 1940 Act may cause us to lose our exemption or force us to re—evaluate our portfolio and our business strategy. Such changes ma
prevent us from operating our business successfully.

As part of its duties under the management agreement, our Manager periodically evaluates our assets, and also evaluates prior to an acquisition or
origination the structure of each prospective investment, to determine whether the investment will be a qualifying asset for purposes of maintaining our
exemption or exclusion from registration under the 1940 Act, and will consult with counsel when necessary. Failure to maintain this exemption or exclusion
would require us to significantly restructure our business plan. For example, because affiliate transactions are prohibited under the 1940 Act, failure to mainta
our exemption or exclusion would force us to terminate our management agreement and all other agreements with affiliates, which could have a material advi
effect on our ability to operate our business. If the management agreement is terminated, it could constitute an event of default under our credit facilities and
financial institutions would have the right to terminate their facilities and their obligation to advance funds to us to finance our future investments. In addition, v
may not be able to identify a replacement manager on favorable terms or at all.

Rapid changes in the values of our other real estate related investments may make it more difficult for us to maintain our qualification as a REIT or
exemption from the 1940 Act.

If the market value or income potential of real estate related investments declines as a result of increased interest rates, prepayment rates or other factc
we may need to increase our real estate investments and income and/or liquidate our non—qualifying assets in order to maintain our REIT qualification or
exemption from the 1940 Act. If the decline in real estate asset values and/or income occurs quickly, this may be especially difficult to accomplish. This
difficulty may be exacerbated by the illiquid nature of many of our non-real estate assets. We may have to make investment decisions that we otherwise wou
not make absent the REIT and 1940 Act considerations.
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We are highly dependent on information systems and third parties, and systems failures could significantly disrupt our business, which may, in turn,
negatively affect the market price of our common stock and our ability to pay dividends.

Our business is highly dependent on communications and information systems. Any failure or interruption of our systems could cause delays or other
problems in our securities trading activities, which could have a material adverse effect on our operating results and negatively affect the market price of our
common stock and our ability to pay dividends.

Terrorist attacks and other acts of violence or war may affect the market for our common stock, the industry in which we conduct our operations and our
profitability.

Terrorist attacks may harm our results of operations and your investment. We cannot assure you that there will not be further terrorist attacks against th
U.S. or U.S. businesses. These attacks or armed conflicts may directly impact the property underlying our asset-based securities or the securities markets in
general. Losses resulting from these types of events are uninsurable.

More generally, any of these events could cause consumer confidence and spending to decrease or result in increased volatility in the U.S. and worldw
financial markets and economy. Adverse economic conditions could harm the value of the property underlying our asset-backed securities or the securities
markets in general which could harm our operating results and revenues and may result in the volatility of the value of our securities.

Risks Related To Our Investments

We may not realize gains or income from our investments.

We seek to generate both current income and capital appreciation. However, the securities we invest in may not appreciate in value and, in fact, may
decline in value, and the debt securities we invest in may default on interest and/or principal payments. Accordingly, we may not be able to realize gains or
income from our investments. Any gains that we do realize may not be sufficient to offset any other losses we experience. Any income that we realize may nc
sufficient to offset our expenses.

Our real estate investments are subject to risks particular to real property.

We own assets secured by real estate, interests in joint ventures that own real estate and may own real estate directly. Real estate investments will be
subject to various risks, including:

¢ acts of God, including earthquakes, floods and other natural disasters, which may result in uninsured losses;

e acts of war or terrorism, including the consequences of terrorist attacks, such as those that occurred on September 11, 2001,

« adverse changes in national and local economic and market conditions;

« changes in governmental laws and regulations, fiscal policies and zoning ordinances and the related costs of compliance with laws and regulations
fiscal policies and ordinances;

«  costs of remediation and liabilities associated with environmental conditions such as indoor mold; and

« the potential for uninsured or under-insured property losses.

If any of these or similar events occurs, it may reduce our return from an affected property or investment and reduce or eliminate our ability to make
distributions to stockholders.

28



Table of Contents
Our assets may include high yield and subordinated corporate securities that have greater risks of loss than secured senior loans and if those losses are
realized, it could adversely affect our earnings, which could adversely affect our cash available for distribution to our stockholders.

We invest in high yield and subordinated securities. However, we do not have any specific policy with respect to allocations in high yield and subordinat
securities and our charter contains no limitations on the percentage we may invest in these assets. These investments involve a higher degree of risk than
long-term senior secured loans. First, the high yield securities may not be secured by mortgages or liens on assets. Even if secured, these high yield securiti
may have higher loan—to-value ratios than a senior secured loan. Furthermore, our right to payment and the security interest may be subordinated to the pay
rights and security interests of the senior lender. Therefore, we may be limited in our ability to enforce our rights to collect these loans and to recover any of t
loan balance through a foreclosure of collateral.

Certain of these high yield and subordinated securities may have an interest only payment schedule, with the principal amount remaining outstanding a
at risk until the maturity of the obligation. We do not have any policy regarding the maximum term (maturity) on these assets. In this case, a borrower’s ability
repay its obligation may be dependent upon a liquidity event that will enable the repayment of the obligation.

In addition to the above, numerous other factors may affect a company’s ability to repay its obligation, including the failure to meet its business plan, a
downturn in its industry or negative economic conditions. A deterioration in a company’s financial condition and prospects may be accompanied by deteriorati
in the collateral for the obligation. Losses in our high yield and subordinated securities could adversely affect our earnings, which could adversely affect cash
available for distribution to our stockholders.

High yield and subordinated securities from highly leveraged companies may have a greater risk of loss which, in turn, could adversely affect cash
available for distribution to our stockholders.

Leverage may have material adverse consequences to the companies in which we will hold investments. These companies may be subject to restrictive
financial and operating covenants. The leverage may impair these companies’ ability to finance their future operations and capital needs. As a result, these
companies’ flexibility to respond to changing business and economic conditions and to business opportunities may be limited. A leveraged company’s income
and net assets will tend to increase or decrease at a greater rate than if borrowed money were not used. As a result, leveraged companies have a greater risl
loss. Losses on our investments could adversely affect our earnings, which could adversely affect cash available for distribution to our stockholders.

We invest in the equity securities of CDOs and such investments involve various significant risks, including that CDO equity receives distributions from the
CDO only if the CDO generates enough income to first pay the holders of its debt securities and its expenses.

We invest in the equity securities of CDOs. However, we do not have any specific policy with respect to allocations in CDOs and our charter contains nc
limitations on the percentage we may invest in this asset class. A CDO is a special purpose vehicle that purchases collateral (such as real estate-related
investments, bank loans or asset-backed securities) that is expected to generate a stream of interest or other income. The CDO issues various classes of se
that participate in that income stream, typically one or more classes of debt instruments and a class of equity securities. The equity is usually entitled to all of
income generated by the CDO after the CDO pays all of the interest due on the debt securities and its expenses. However, there will be little or no income
available to the CDO equity if there are defaults by the issuers of the underlying collateral and those defaults exceed a certain amount. In that event, the value
our investment in the CDOs equity could decrease substantially. In addition, the equity securities of CDOs are generally illiquid, and because they represent &
leveraged investment in the CDO'’s assets, the value of the equity securities will generally have greater fluctuations than the values of the underlying collatera
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We may enter into warehouse agreements in connection with CDOs and if the investment in the CDO is not consummated, the warehoused collateral will be
sold and we must bear any loss resulting from the purchase price of the collateral exceeding the sale price.

In connection with CDOs that our Manager structures for us, we expect to enter into warehouse agreements with investment banks or other financial
institutions, pursuant to which the institution will initially finance the purchase of the collateral that will be transferred to the CDO. Our Manager will select the
collateral. If the CDO transaction is not consummated, the institution would liquidate the warehoused collateral and we would have to pay any amount by whi
the original purchase price of the collateral exceeds its sale price, subject to negotiated caps, if any, on our exposure. In addition, regardless of whether the C
transaction is consummated, if any of the warehoused collateral is sold before the consummation, we will have to bear any resulting loss on the sale. The am
at risk in connection with the warehouse agreements supporting our investments in CDOs, generally is the amount that we have agreed to invest in the equity
securities of the CDO. Although we would expect to complete the CDO transaction within about three to nine months after the warehouse agreement is signe
we cannot assure you that we would in fact be able to complete any such transaction, or complete it within the expected time period.

Technical interpretations of GAAP may result in certain loans and securities acquired by us and repurchase transactions entered into by us being reported
on our financial statements net instead of the current gross presentation.

We have certain CMBS and loan investments, or the collateral assets, purchased from a counterparty that are financed via a repurchase agreement wit
same counterparty. We believe that in accordance with FASB Concept Statement No. 6, or CON 6, “Elements of Financial Statements,” we are entitled to obt
the future economic benefits of the collateral assets and are obligated under the repurchase agreement. Therefore, currently, we record the collateral assets
the related financing gross on our balance sheet, and the corresponding interest income and interest expense gross on our income statement. In addition, an
change in fair value of the CMBS included in the collateral assets, is reported through other comprehensive income since these are classified as available for
securities in accordance with FASB Statement No. 115, “Accounting for Certain Investments in Debt and Equity Securities,” or SFAS 115.

However, an alternate view could be taken that in a transaction where assets are acquired from and financed under a repurchase agreement with the s:
counterparty, the acquisition may not qualify as a sale from the seller’s perspective. In such a case, the seller may be required to continue to consolidate the «
sold to us. Under this view, we would be precluded from presenting the assets gross on our balance sheet and would instead treat our net investment in such
assets as a derivative. Under this view, the interest rate swaps entered into by us to hedge our interest rate exposure with respect to these transactions woulc
longer qualify for hedge accounting, but would be marked to market through the income statement.

This potential change would not affect the economics of the transactions but would affect how the transactions are reported in our financial statements.
we were to apply this view to our transactions, for the six months ended June 30, 2006 and for the period May 10, 2005 (inception) to December 31, 2005, the
change in net income per common diluted share would be immaterial and our total assets and total liabilities would each be reduced by $19.3 million and $51
million, respectively.

Increases in interest rates could negatively affect the value of our investments, which could result in reduced earnings or losses and negatively affect the
cash available for distribution to our stockholders.

We invest indirectly in mortgage loans by purchasing MBS. Under a normal yield curve, an investment in MBS will decline in value if long—term interest
rates increase. Declines in market value may ultimately reduce earnings or result in losses to us, which may negatively affect cash available for distribution to
stockholders.

A significant risk associated with our investment in MBS is that both long-term and short-term interest rates will increase significantly. If long—term rate
increased significantly, the market value of these MBS would decline and the duration and weighted average life of the investments would increase. We coulc
realize a loss if
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the securities were sold. At the same time, an increase in short-term interest rates would increase the amount of interest owed on the warehouse agreement
may enter into in order to finance the purchase of MBS.

Market values of our investments may decline without any general increase in interest rates for a number of reasons, such as increases in defaults,
increases in voluntary prepayments for those investments that are subject to prepayment risk, and widening of credit spreads.

Some of our portfolio investments are recorded at fair value as determined in good faith by our management and, as a result, there is uncertainty as to the
value of these investments.

Some of our portfolio investments are in the form of securities that are not publicly traded. The fair value of securities and other investments that are no
publicly traded is not readily determinable. We value these investments quarterly at fair value as determined in good faith by our management using internal
pricing models and input from counterparties and reported to our board of directors. Because such valuations are inherently uncertain, may fluctuate over shc
periods of time and may be based on estimates, our determinations of fair value may differ materially from the values that would have been used if a ready
market for these securities existed. The value of our common stock could be adversely affected if our determinations regarding the fair value of these investm
were materially higher than the values that we ultimately realize upon their disposal.

Negative covenants contained in our repurchase agreements increase the possibility that we will be unable to maintain adequate capital and funding and
may reduce cash available for distribution.

We obtain a significant portion of our funding through the use of repurchase facilities. Certain of our repurchase agreements include negative covenant:
that if breached, may cause transactions to be terminated early. The repurchase agreements for our repurchase facilities do not include substantive provision
other than those contained in the standard master repurchase agreement as published by the Bond Market Association. The occurrence of an event of defaul
termination event would give our counterparty the option to terminate all repurchase transactions existing with us and make any amount due by us to the
counterparty payable immediately. If we are required to terminate outstanding repurchase transactions and are unable to negotiate more favorable funding te
cash will be negatively impacted. This may reduce the amount of capital available for investing and/or may negatively impact our ability to distribute dividends
In addition, we may have to sell assets at a time when we might not otherwise choose to do so.

A prolonged economic slowdown, a recession or declining real estate values could impair our investments and harm our operating results.

We believe the risks associated with our business will be more severe during periods of economic slowdown or recession if these periods are accompa
by declining real estate values. Declining real estate values will likely reduce our level of new mortgage loan originations, since borrowers often use increases
the value of their existing properties to support the purchase or investment in additional properties. Borrowers may also be less able to pay principal and inter
on our loans if the real estate economy weakens. Further, declining real estate values significantly increase the likelihood that we will incur losses on our loan
the event of default because the value of our collateral may be insufficient to cover our cost on the loan. Any sustained period of increased payment
delinquencies, foreclosures or losses could adversely affect both our net interest income from loans in our portfolio as well as our ability to originate, sell and
securitize loans, which would significantly harm our revenues, results of operations, financial condition, business prospects and our ability to make distributior
to you.

We may be adversely affected by unfavorable economic changes in geographic areas where properties that we may acquire are concentrated.

Adverse conditions in the areas where the properties underlying our investments are located (including business layoffs or downsizing, industry
slowdowns, changing demographics and other factors) and local real estate conditions (such as oversupply of, or reduced demand for, office and industrial
properties) may have an
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adverse effect on the value of the properties underlying our investments. A material decline in the demand or the ability of tenants to pay rent for office and
industrial space in these geographic areas may result in a material decline in our cash available for distribution.

Liability relating to environmental matters may impact the value of properties that we may acquire or the properties underlying our investments.

Under various U.S. federal, state and local laws, an owner or operator of real property may become liable for the costs of removal of certain hazardous
substances released on its property. These laws often impose liability without regard to whether the owner or operator knew of, or was responsible for, the rel
of such hazardous substances.

If we acquire properties directly, there may be environmental problems associated with the property of which we were unaware. The presence of hazarc
substances may adversely affect an owner’s ability to sell real estate or borrow using real estate as collateral. To the extent that an owner of a property under
one of our debt investments becomes liable for removal costs, the ability of the owner to make debt payments to us may be reduced, which in turn may adver
affect the value of the relevant mortgage asset held by us and our ability to make distributions to stockholders.

If we acquire any properties, the presence of hazardous substances on a property may adversely affect our ability to sell the property and we may incur
substantial remediation costs, thus harming our financial condition. In addition, although our leases, if any, will generally require our tenants to operate in
compliance with all applicable laws and to indemnify us against any environmental liabilities arising from a tenant’s activities on the property, we nonetheless
would be subject to strict liability by virtue of our ownership interest for environmental liabilities created by such tenants, and we cannot ensure you that any
tenants we might have would satisfy their indemnification obligations under the applicable sales agreement or lease. The discovery of material environmental
liabilities attached to such properties could have a material adverse effect on our results of operations and financial condition and our ability to make distributi
to our stockholders.

Our hedging transactions may not completely insulate us from interest rate risk.

Subject to maintaining our qualification as a REIT, we engage in certain hedging transactions to limit our exposure to changes in interest rates and we r
also hedge against the decline in the values of our portfolio position, and therefore may expose ourselves to risks associated with such transactions. We may
conduct certain of our hedging activity in our TRS for REIT qualification purposes. We utilize instruments such as forward contracts and interest rate swaps,
caps, collars and floors to seek to hedge against mismatches between the cash flows on our assets and the interest payments on our liabilities or fluctuations
relative values of our portfolio positions, in each case resulting from changes in market interest rates. Hedging against a decline in the values of our portfolio
positions does not eliminate the possibility of fluctuations in the values of such positions or prevent losses if the values of such positions decline. However, su
hedging can establish other positions designed to gain from those same developments, thereby offsetting the decline in the value of such portfolio positions.
hedging transactions may also limit the opportunity for gain if the values of the portfolio positions should increase. Moreover, it may not be possible to hedge
against an interest rate fluctuation that is so generally anticipated that we are not able to enter into a hedging transaction at an acceptable price.

Our board of directors will be responsible for approving the types of hedging instruments we may use, absolute limits on the notional amount and term c
hedging instrument and parameters for the credit-worthiness of hedge counterparties. The portfolio managers responsible for each of our targeted asset clas
will be responsible for executing transactions and with our finance and capital market professionals, document the transactions, monitor the valuation and
effectiveness of the hedges, and provide reports concerning our hedging activities and the valuation and effectiveness of our hedges, to the audit committee
our board of directors no less often than quarterly. We expect to engage experienced third party advisors to provide us with assistance in
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the identification of interest rate risks, the analysis, selection and timing of risk protection strategies, the administration and negotiation of hedge documentatic
settlement or disposition of hedges, compliance with hedge accounting requirements and measurement of hedge effectiveness and valuation.

The success of our hedging transactions will depend on our Manager's ability to correctly predict movements of interest rates. Therefore, while we may
enter into such transactions to seek to reduce interest rate risks, unanticipated changes in interest rates may result in poorer overall investment performance
if we had not engaged in any such hedging transactions. In addition, the degree of correlation between price movements of the instruments used in a hedging
strategy and price movements in the portfolio positions being hedged may vary. Moreover, for a variety of reasons, we may not seek to establish a perfect
correlation between such hedging instruments and the portfolio holdings being hedged. Any such imperfect correlation may prevent us from achieving the
intended hedge and expose us to risk of loss.

Hedging instruments often are not traded on regulated exchanges, guaranteed by an exchange or its clearing house, or regulated by any U.S. or foreign
governmental authorities and involve risks and costs.

The cost of using hedging instruments increase as the period covered by the instrument increases and during periods of rising and volatile interest rate:
We may increase our hedging activity and thus increase our hedging costs during periods when interest rates are volatile or rising and hedging costs have
increased.

In addition, hedging instruments involve risk since they often are not traded on regulated exchanges, guaranteed by an exchange or its clearing house,
regulated by any U.S. or foreign governmental authorities. Consequently, there are no requirements with respect to record keeping, financial responsibility or
segregation of customer funds and positions. Furthermore, the enforceability of agreements underlying derivative transactions may depend on compliance wi
applicable statutory and commodity and other regulatory requirements and, depending on the identity of the counterparty, applicable international requiremen
The business failure of a hedging counterparty with whom we enter into a hedging transaction will most likely result in a default. Default by a party with whom
we enter into a hedging transaction may result in the loss of unrealized profits and force us to cover our resale commitments, if any, at the then current marke
price. Although generally we will seek to reserve the right to terminate our hedging positions, it may not always be possible to dispose of or close out a hedgir
position without the consent of the hedging counterparty, and we may not be able to enter into an offsetting contract in order to cover our risk. We cannot ass
you that a liquid secondary market will exist for hedging instruments purchased or sold, and we may be required to maintain a position until exercise or
expiration, which could result in losses.

Prepayments can adversely affect the yields on our investments.

The yield of our assets may be affected by the rate of prepayments differing from our projections. Prepayments on debt instruments, where permitted u
the debt documents, are influenced by changes in current interest rates and a variety of economic, geographic and other factors beyond our control, and
consequently, such prepayment rates cannot be predicted with certainty. In periods of declining interest rates, prepayments on mortgages and loans generall
increase. If we are unable to invest the proceeds of such prepayments received at similar yields, the yield on our portfolio will decline. In addition, we may
acquire assets at a discount or premium and if the asset does not repay when expected, our anticipated yield may be impacted. Under certain interest rate ar
prepayment scenarios we may fail to recoup fully our cost of acquisition of certain investments.

The mortgage loans we invest in and the mortgage loans underlying the mortgage and asset-backed securities we invest in are subject to delinquency,
foreclosure and loss, which could result in losses to us.

We invest in commercial mortgage loans. However, we do not have any specific policy with respect to allocations in commercial mortgage loans and ou
charter contains no limitations on the percentage we may invest in this asset class. Commercial mortgage loans are secured by multifamily or commercial
property and are
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subject to risks of delinquency and foreclosure, and risks of loss that are greater than similar risks associated with loans made on the security of single—family
residential property. The ability of a borrower to pay principal of and interest on a loan secured by an income—producing property typically is dependent
primarily upon the successful operation of such property rather than upon the existence of independent income or assets of the borrower. If the net operating
income of the property is reduced, the borrower’s ability to repay the loan may be impaired. Net operating income of an income—producing property can be
affected by, among other things: tenant mix, success of tenant businesses, property management decisions, property location and condition, competition fron
comparable types of properties, changes in laws that increase operating expense or limit rents that may be charged, any need to address environmental
contamination at the property, the occurrence of any uninsured casualty at the property, changes in national, regional or local economic conditions and/or spe
industry segments, declines in regional or local real estate values, declines in regional or local rental or occupancy rates, increases in interest rates, real esta
rates and other operating expenses, changes in governmental rules, regulations and fiscal policies, including environmental legislation, acts of God, terrorism
social unrest and civil disturbances.

In the event of any default under a mortgage loan held directly by us, we will bear a risk of loss of principal to the extent of any deficiency between the
value of the collateral and the principal and accrued interest of the mortgage loan, which could have a material adverse effect on our cash flow from operatior
In the event of the bankruptcy of a mortgage loan borrower, the mortgage loan to such borrower will be deemed to be secured only to the extent of the value
the underlying collateral at the time of bankruptcy (as determined by the bankruptcy court), and the lien securing the mortgage loan will be subject to the
avoidance powers of the bankruptcy trustee or debtor-in—possession to the extent the lien is unenforceable under state law.

Foreclosure of a mortgage loan can be an expensive and lengthy process which could have a substantial negative effect on our anticipated return on th
foreclosed mortgage loan. Accordingly, the CMBS we invest in are subject to all of the risks of the underlying mortgage loans.

The B Notes in which we invest may be subject to additional risks relating to the privately negotiated structure and terms of the transaction, which may result
in losses to us.

We invest in B Notes. However, we do not have any specific policy with respect to allocations in B Notes and our charter contains no limitations on the
percentage we may invest in this asset class. B Notes are mortgage loans that are typically (i) secured by a first mortgage on a single large commercial prope
or group of related properties and (ii) subordinated to an A Note secured by the same first mortgage on the same collateral. As a result, if a borrower defaults
there may not be sufficient funds remaining for B Note owners after payment to the A Note owners. B Notes reflect similar credit risks to comparably rated
CMBS. However, since each transaction is privately negotiated, B Notes can vary in their structural characteristics and risks. For example, the rights of holde
of B Notes to control the process following a borrower default may be limited in certain investments. We cannot predict the terms of each B Note investment.
Further, B Notes typically are secured by a single property, and so reflect the increased risks associated with a single property compared to a pool of properti
Notes also are less liquid than CMBS, thus we may be unable to dispose of underperforming or non—performing investments. The higher risks associated witl
our subordinate position in our B Note investments could subject us to increased risk of losses.

Investment in non—conforming and non-investment grade loans may involve increased risk of loss.

Except in rare instances, loans we may acquire or originate will not conform to conventional loan criteria applied by traditional lenders and will not be
rated or will be rated as non-investment grade (for example, for investments rated by Moody's Investors Service, ratings lower than Baa3, and for Standard &
Poor's, BBB—or below). The non-investment grade ratings for these loans typically result from the overall leverage of the loans, the lack of a strong operatin
history for the properties underlying the loans, the borrowers’ credit history, the properties’ underlying cash flow or other factors. As a result, loans we originat
or acquire may have a higher
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risk of default and loss than conventional loans. Any loss we incur may reduce distributions to stockholders and adversely affect the value of our common sto
We currently anticipate investing primarily in unrated or non—investment grade assets. There are no limits on the percentage of unrated or non-investment gr
assets we may hold in our portfolio.

Investments in mezzanine loans involve greater risks of loss than senior loans secured by income producing properties.

We also invest in mezzanine loans. However, we do not have any policy with respect to allocations in mezzanine loans and our charter contains no
limitations on the percentage we may invest in this asset class. Investments in mezzanine loans take the form of subordinated loans secured by second mort
on the underlying property or loans secured by a pledge of the ownership interests in the entity that directly or indirectly owns the property. These types of
investments involve a higher degree of risk than a senior mortgage loan because the investment may become unsecured as a result of foreclosure by the ser
lender. In the event of a bankruptcy of the entity providing the pledge of its ownership interests as security, we may not have full recourse to the assets of the
property owning entity, or the assets of the entity may not be sufficient to satisfy our mezzanine loan. If a borrower defaults on our mezzanine loan or debt se
to our loan, or in the event of a borrower bankruptcy, our mezzanine loan will be satisfied only after the senior debt is paid in full. As a result, we may not
recover some or all of our investment, which could result in losses. In addition, mezzanine loans may have higher loan to value ratios than conventional mort
loans, resulting in less equity in the property and increasing the risk of loss of principal.

Bridge loans involve a greater risk of loss than traditional mortgage loans.

We provide bridge loans secured by first lien mortgages on a property to borrowers who are typically seeking short—term capital to be used in an
acquisition or renovation of real estate. The borrower has usually identified an undervalued asset that has been under—-managed or is located in a recovering
market. If the market in which the asset is located fails to recover according to the borrower’s projections, or if the borrower fails to improve the quality of the
asset’s management or the value of the asset, the borrower may not receive a sufficient return on the asset to satisfy the bridge loan, and we may not recove
some or all of our investment.

In addition, owners usually borrow funds under a conventional mortgage loan to repay a bridge loan. We may therefore be dependent on a borrower’s
ability to obtain permanent financing to repay our bridge loan, which could depend on market conditions and other factors. Bridge loans are also subject to ris
of borrower defaults, bankruptcies, fraud, losses and special hazard losses that are not covered by standard hazard insurance. In the event of any default unc
bridge loans held by us, we bear the risk of loss of principal and non—payment of interest and fees to the extent of any deficiency between the value of the
mortgage collateral and the principal amount of the bridge loan. To the extent we suffer such losses with respect to our investments in bridge loans, the value
our company and the price of our common stock may be adversely affected.

Preferred equity investments involve a greater risk of loss than traditional debt financing.

We make preferred equity investments. However, we do not have any specific policy with respect to allocations in preferred equity investments and our
charter contains no limitations on the percentage we may invest in this asset class. Preferred equity investments are subordinate to debt financing and are no
secured. Should the issuer default on our investment, we would only be able to proceed against the entity that issued the preferred equity in accordance with
terms of the preferred security, and not any property owned by the entity. Furthermore, in the event of bankruptcy or foreclosure, we would only be able to
recoup our investment after any lenders to the entity are paid. As a result, we may not recover some or all of our investment, which could result in losses.

Loans to owners of net lease properties may generate losses.

We may make loans to owners of net leased real estate assets. The value of our investments and the income from our investments in loans to owners ¢
lease properties, if any, will depend upon the ability of the
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applicable tenant to meet its obligations to maintain the property under the terms of the net lease. If a tenant fails or becomes unable to so maintain a propert
borrower would have difficulty making its required loan payments to us. In addition, under many net leases the owner of the property retains certain obligation
with respect to the property, including among other things, the responsibility for maintenance and repair of the property, to provide adequate parking,
maintenance of common areas and compliance with other affirmative covenants in the lease. If the borrower were to fail to meet these obligations, the applice
tenant could abate rent or terminate the applicable lease, which may result in a loss of our capital invested in, and anticipated profits from, the property to the
borrower and the borrower would have difficulty making its required loan payments to us. In addition, the borrower may find it difficult to lease property to new
tenants that may have been suited to the particular needs of a former tenant.

Our investments in subordinated loans and subordinated CMBS are generally in the “second loss” position and therefore subject to losses.

We intend to acquire subordinated loans and invest in subordinated MBS. In the event a borrower defaults on a loan and lacks sufficient assets to satis!
our loan, we may suffer a loss of principal or interest. In the event a borrower declares bankruptcy, we may not have full recourse to the assets of the borrowe
the assets of the borrower may not be sufficient to satisfy the loan. In addition, certain of our loans may be 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 is paic
full. Where debt senior to our loan exists, the presence of intercreditor arrangements may limit our ability to amend our loan documents, assign our loans, acc
prepayments, exercise our remedies (through “standstill periods”) and control decisions made in bankruptcy proceedings relating to borrowers.

In general, losses on an asset securing a mortgage loan included in a securitization will be borne first by the equity holder of the property, then by a cas
reserve fund or letter of credit, if any, and then by the “first loss” subordinated security holder and then by the “second loss” subordinated security holder. In tt
event of default and the exhaustion of any equity support, reserve fund, letter of credit and any classes of securities junior to those in which we invest, we will
be able to recover all of our investment in the securities we purchase. In addition, if the underlying mortgage portfolio has been overvalued by the originator,
the values subsequently decline and, as a result, less collateral is available to satisfy interest and principal payments due on the related MBS, the securities il
which we invest may effectively become the “first loss” position behind the more senior securities, which may result in significant losses to us. The prices of
lower credit quality securities are generally less sensitive to interest rate changes than more highly rated investments, but more sensitive to adverse economi
downturns or individual issuer developments. A projection of an economic downturn, for example, could cause a decline in the price of lower credit quality
securities because the ability of obligors of mortgages underlying MBS to make principal and interest payments may be impaired. In such event, existing cred
support in the securitization structure may be insufficient to protect us against loss of our principal on these securities.

An economic downturn could increase the risk of loss on our investments in subordinated mortgage—backed securities. The prices of lower credit—quali
securities, such as the subordinated mortgage—backed securities in which we plan to invest, are generally less sensitive to interest rate changes than more hi
rated investments, but are more sensitive to adverse economic downturns or individual property developments. An economic downturn or a projection of an
economic downturn could cause a decline in the price of lower credit quality securities because the ability of obligors of mortgages underlying mortgage—back
securities to make principal and interest payments may be impaired. In such event, existing credit support to a securitized structure may be insufficient to prot
us against loss of our principal on these securities.

We may enter into derivative contracts that could expose us to contingent liabilities in the future.

Subject to maintaining our qualification as a REIT, part of our investment strategy involves entering into derivative contracts that could require us to fun
cash payments in the future under certain circumstances, e.g., the early termination of the derivative agreement caused by an event of default or other early
termination event,
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or the decision by a counterparty to request margin securities it is contractually owed under the terms of the derivative contract. The amount due would be eq
to the unrealized loss of the open swap positions with the respective counterparty and could also include other fees and charges. These economic losses will
reflected in our financial results of operations, and our ability to fund these obligations will depend on the liquidity of our assets and access to capital at the tin
and the need to fund these obligations could adversely impact our financial condition.

Our investments in debt securities are subject to specific risks relating to the particular issuer of the securities and to the general risks of investing in
subordinated real estate securities.

Our investments in debt securities involve special risks. REITs generally are required to invest substantially in real estate or real estate—related assets ¢
are subject to the inherent risks associated with real estate-related investments discussed in this prospectus. Our investments in debt are subject to the risks
described above with respect to mortgage loans and MBS and similar risks, including:

« risks of delinquency and foreclosure, and risks of loss in the event thereof;

« the dependence upon the successful operation of and net income from real property;

« risks generally incident to interests in real property; and

« risks that may be presented by the type and use of a particular commercial property.

Debt securities are generally unsecured and may also be subordinated to other obligations of the issuer. We may also invest in debt securities that are
below investment grade. As a result, investments in debt securities are also subject to risks of:

« limited liquidity in the secondary trading market;

« substantial market price volatility resulting from changes in prevailing interest rates;

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

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

« the possibility that earnings of the debt security issuer may be insufficient to meet its debt service; and

« the declining creditworthiness and potential for insolvency of the issuer of such debt securities during periods of rising interest rates and economic
downturn.

These risks may adversely affect the value of outstanding debt securities and the ability of the issuers thereof to repay principal and interest.

We may make investments in non-U.S. dollar denominated securities, which subject us to currency rate exposure and the uncertainty of foreign laws and
markets.

We may purchase CMBS denominated in foreign currencies. We expect that our exposure, if any, would be principally to the British pound and the Eurc
A change in foreign currency exchange rates may have an adverse impact on returns on our non—dollar denominated investments. Although we may hedge c
foreign currency risk subject to the REIT income qualification tests, we may not be able to do so successfully and may incur losses on these investments as ¢
result of exchange rate fluctuations. Investments in foreign countries also subject us to risks of multiple and conflicting tax laws and regulations and political a
economic instability abroad, which could adversely affect our receipt of interest income on these investments.
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The lack of liquidity in our investments may adversely affect our business.

We have made investments, and expect to make additional investments in securities that are not publicly traded. A portion of these securities may be
subject to legal and other restrictions on resale or will otherwise be less liquid than publicly traded securities. The illiquidity of our investments may make it
difficult for us to sell such investments if the need arises. In addition, if we are required to liquidate all or a portion of our portfolio quickly, we may realize
significantly less than the value at which we have previously recorded our investments. In addition, we may face other restrictions on our ability to liquidate ar
investment in a business entity to the extent that we or our Manager has or could be attributed with material non—public information regarding such business
entity.

Our due diligence may not reveal all of a borrower’s liabilities and may not reveal other weaknesses in its business.

Before investing in a company or making a loan to a borrower, we assess the strength and skills of such entity’s management and other factors that we
believe are material to the performance of the investment. In making the assessment and otherwise conducting customary due diligence, we rely on the resot
available to us and, in some cases, an investigation by third parties. This process is particularly important and subjective with respect to newly organized entit
because there may be little or no information publicly available about the entities. There can be no assurance that our due diligence processes will uncover al
relevant facts or that any investment will be successful.

Risks Related To This Offering

There may not be an active market for our common stock, which may cause our common stock to trade at a discount and make it difficult to sell the common
stock you purchase.

Prior to the this offering, there has been no public market for our common stock. The initial public offering price for our common stock will be determinec
by negotiations between the underwriters and us. We cannot assure you that the initial public offering price will correspond to the price at which our common
stock will trade in the public market subsequent to this offering or that the price of our shares available in the public market will reflect our actual financial
performance.

Our common stock has been approved for listing, subject to official notice of issuance, on the New York Stock Exchange, or the NYSE, under the symb
“CBF.” Listing on the NYSE would not ensure that an actual market will develop for our common stock. Accordingly, no assurance can be given as to:

« the likelihood that an actual market for our common stock will develop;

¢ the liquidity of any such market;

« the ability of our stockholders to sell their common stock; or

« the price that our stockholders may obtain for their common stock.

The market price and trading volume of our common stock may be volatile following this offering.

Even if an active trading market develops for our common stock after this offering, the market price of our common stock may be highly volatile and cou
be subject to wide fluctuations. In addition, the trading volume in our common stock may fluctuate and cause significant price variations to occur. If the marke
price of our common stock declines significantly, you may be unable to resell your shares at or above the initial public offering price. We cannot assure you th
the market price of our common stock will not fluctuate or decline significantly in the future. Some of the factors that could negatively affect our share price or
result in fluctuations in the price or trading volume of our common stock include:

¢ actual or anticipated variations in our quarterly operating results or distributions;

« changes in our funds from operations or earnings estimates or publication of research reports about us or the real estate or specialty finance indust
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« increases in market interest rates that lead purchasers of our shares of common stock to demand a higher yield;

» changes in market valuations of similar companies;

¢ adverse market reaction to any increased indebtedness we incur in the future;

« additions or departures of our Manager’s key personnel;

« actions by institutional stockholders;

¢ speculation in the press or investment community; and

¢ general market and economic conditions.

Broad market fluctuations could negatively impact the market price of our common stock.

The stock market has experienced extreme price and volume fluctuations that have affected the market price of many companies in industries similar ol
related to ours and that have been unrelated to these companies’ operating performances. These broad market fluctuations could reduce the market price of
common stock. Furthermore, our operating results and prospects may be below the expectations of public market analysts and investors or may be lower tha
those of companies with comparable market capitalizations, which could lead to a material decline in the market price of our common stock.

Future offerings of debt securities, which would rank senior to our common stock upon our liquidation, and future offerings of equity securities, which
would dilute our existing stockholders and may be senior to our common stock for the purposes of dividend and liquidating distributions, may adversely
affect the market price of our common stock.

In the future, we may attempt to increase our capital resources by making offerings of debt or additional offerings of equity securities. Upon liquidation,
holders of our debt securities and shares of preferred stock, if any, and lenders with respect to other borrowings will receive a distribution of our available ass
prior to the holders of our common stock. Additional equity offerings may dilute the holdings of our existing stockholders or reduce the market price of our
common stock, or both. Our preferred stock, if issued, could have a preference on liquidating distributions or a preference on dividend payments that could lin
our ability to make a dividend distribution to the holders of our common stock. Sales of substantial amounts of our common stock (including shares of our
common stock issued pursuant to our incentive plan), or the perception that these sales could occur, could have a material adverse effect on the price of our
common stock. Because our decision to issue securities in any future offering will depend on market conditions and other factors beyond our control, we canr
predict or estimate the amount, timing or nature of our future offerings. Thus, holders of our common stock bear the risk of our future offerings reducing the
market price of our common stock and diluting their stock holdings in us.

Your interest in us may be diluted if we issue additional shares.

Existing stockholders and potential investors in this offering do not have preemptive rights to any common stock issued by us in the future. Therefore,
investors purchasing shares in this offering may experience dilution of their equity investment if we sell additional common stock in the future, sell securities tl
are convertible into common stock or issue shares of common stock, including shares issued as incentive compensation under our management agreement,
options exercisable for shares of common stock.

Future sales of shares of our common stock may depress the price of our shares.

We cannot predict the effect, if any, of future sales of our common stock or the availability of shares for future sales on the market price of our common
stock. We have agreed to file a shelf registration statement for the benefit of the holders of 18,508,591 shares of our common stock issued in the June 2005
private offering and not being sold in this offering within 90 days after the completion of this offering. We have also agreed to register 600,000 shares of
restricted stock and 1,000,000 shares of common stock underlying options granted and/or reserved for issuance to our Manager, or to the employees or othe
related parties of our Manager as
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directed by our Manager, and any shares of common stock issued to our Manager as incentive compensation under our management agreement. Our manag
agreement provides that 10% of our Manager incentive compensation is to be paid in shares of our common stock (provided that under our management
agreement, our Manager may not receive payment of its incentive fee in shares of our common stock if such payment would result in our Manager owning
directly or indirectly through one or more subsidiaries more than 9.8% of our common stock) and the balance in cash. Our Manager may, in its sole discretion
elect to receive a greater percentage or all of its incentive compensation in the form of our common stock. We also granted an aggregate of 2,668 shares of
restricted stock to our independent directors in June 2005 under our equity incentive plan and may also issue up to an additional 351,145 shares of common
pursuant to our incentive plan. Any sales of a substantial number of our shares in the public market, or the perception that sales might occur, may cause the
market price of our shares to decline.

You should not rely on lock—-up agreements in connection with our June 2005 private offering or this offering to limit the amount of common stock sold into
the market.

We will agree with the underwriters not to offer to sell, contract to sell, or otherwise dispose of, loan, pledge or grant any rights with respect to any share
of our common stock, any options or warrants to purchase any shares of our common stock or any securities convertible into or exercisable for any of our
common stock for a period of 180 days following the date of this prospectus, subject to certain exceptions. Our directors and officers, our Manager and CBRE
will agree, with limited exceptions, for a period of 180 days after the date of this prospectus, and the selling stockholders will agree, with limited exceptions, fo
a period of 60 days after the date of this prospectus, that they will not, without the prior written consent of Credit Suisse Securities (USA) LLC, Deutsche Banl
Securities Inc., Citigroup Global Markets Inc. and Wachovia Capital Markets, LLC, directly or indirectly, offer to sell, sell or otherwise dispose of any shares of
our common stock or any securities convertible into, or exercisable or exchangeable for, shares of our common or our other capital stock other than the share
common stock sold by the selling stockholders in this offering.

In addition, holders of common stock issued in our June 2005 private offering of 18,508,591 shares of common stock have agreed not to sell their share
for a period of 60 days following the effective date of the registration statement of which this prospectus forms a part.

Credit Suisse Securities (USA) LLC, Deutsche Bank Securities Inc., Citigroup Global Markets Inc. and Wachovia Capital Markets, LLC may, at any time
release all or a portion of the securities subject to the foregoing lock—up provisions. There are no present agreements between the underwriters and us or any
our executive officers, directors or stockholders releasing them or us from these lock—up agreements. However, we cannot predict the circumstances or timin
under which Credit Suisse Securities (USA) LLC, Deutsche Bank Securities Inc., Citigroup Global Markets Inc. and Wachovia Capital Markets, LLC may waiv
these restrictions. If the restrictions under the lock—up agreements with our officers and directors, our Manager and CBRE are waived or terminated, or upon
expiration of a lock—up period, approximately 2,444,475 shares (including 672,900 shares issuable upon exercise of outstanding options and increased by an
shares bought by these entities or individuals in the offering or during the “lock—up” period) will be available for sale into the market at that time, subject only t
applicable securities rules and regulations. These sales or a perception that these sales may occur could reduce the market price for our common stock.

We have not established a minimum distribution and payment level and we cannot assure you of our ability to make distributions in the future.

We expect to make quarterly distributions to our stockholders in amounts such that we distribute all or substantially all of our taxable income in each ye:
subject to certain adjustments. We have not established a minimum distribution payment level, and our ability to make distributions may be adversely affectec
the risk factors described in this prospectus. All distributions will be made at the discretion of our board of directors and will depend on our earnings, our
financial condition, maintenance of our REIT status and other factors as our board of directors may deem relevant from time to time. We may not be able to
make distributions in the future. In addition, some of our distributions may include a return of capital. To the extent that we decide to make
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distributions in excess of our current and accumulated tax earnings and profits, such distributions would generally be considered a return of capital for federal
income tax purposes. A return of capital is not taxable, but it has the effect of reducing the holder’s basis in its investment.

An increase in market interest rates may have an adverse effect on the market price of our common stock.

One of the factors that investors may consider in deciding whether to buy or sell shares of our common stock is our distribution rate as a percentage of
share price relative to market interest rates. If the market price of our common stock is based primarily on the earnings and return that we derive from our
investments and income with respect to our investments and our related distributions to stockholders, and not from the market value of the investments
themselves, then interest rate fluctuations and capital market conditions will likely affect the market price of our common stock. For instance, if market rates ri
without an increase in our distribution rate, the market price of our common stock could decrease as potential investors may require a higher distribution yield
our common stock or seek other securities paying higher distributions or interest. In addition, rising interest rates would result in increased interest expense o
our variable rate debt, thereby adversely affecting cash flow and our ability to service our indebtedness and pay distributions.

Investors in this offering will suffer immediate and substantial dilution.

The initial public offering price of our common stock is substantially higher than what our net tangible book value per share will be immediately after this
offering. Purchasers of our common stock in this offering will incur immediate dilution of approximately $1.89 in net tangible book value per share of our
common stock, based on the mid—point of the price range for the shares to be sold in this offering.

We have relationships with certain of our underwriters, or their respective affiliates, and those underwriters or their affiliates may receive benefits in
connection with this offering.

We have purchased and will in the future likely purchase investments, including CMBS, B Notes and mezzanine loans, from or issued by affiliates of
underwriters in this offering or underwritten by underwriters in this offering. As of August 31, 2006, an aggregate of approximately $233.0 million in carrying
value, or approximately 22.0%, of our portfolio had been issued by affiliates of the underwriters in this offering or underwritten by underwriters in this offering,
including Credit Suisse Securities (USA) LLC and Deutsche Bank Securities Inc. In addition, Deutsche Bank AG, Cayman Islands Branch, an affiliate of
Deutsche Bank Securities Inc., entered into two master repurchase agreements with us under which an aggregate amount of $39.7 million was outstanding a
August 31, 2006. Deutsche Bank Securities Inc., one of our underwriters, acted as the exclusive structurer and placement agent for us in connection with a C
transaction, which closed on March 28, 2006, and received a fee of approximately $5.3 million in connection with the transaction. Deutsche Bank AG, New Y
Branch, an affiliate of Deutsche Bank Securities, Inc., and Credit Suisse International, an affiliate of Credit Suisse Securities (USA) LLC, have entered into a
number of interest rate swaps with us. Wachovia Bank, N.A., an affiliate of Wachovia Capital Markets, LLC, entered into a $175.0 million mortgage loan
purchase agreement with us on July 20, 2006 under which $169.7 million was outstanding as of August 31, 2006. On August 24, 2006, Wachovia Bank, N.A.
entered into a $300.0 million master repurchase agreement with us under which $38.0 million was outstanding as of August 31, 2006. These circumstances c
a potential conflict of interest because these underwriters have interests in the successful completion of this offering beyond the underwriting discounts and
commissions they will receive.
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Risks Related To Our Organization and Structure

Our charter and bylaws contain provisions that may inhibit potential acquisition bids that you and other stockholders may consider favorable, and the
market price of our common stock may be lower as a result.

Our charter and bylaws contain provisions that may have an anti-takeover effect and inhibit a change in our board of directors. These provisions includ
the following:

«  There are ownership limits and restrictions on transferability and ownership in our charter. In order to qualify as a REIT for each taxable year
beginning after December 31, 2005, not more than 50% of the value of our outstanding stock may be owned, directly or constructively, by five or
fewer individuals during the second half of any calendar year and our shares must be beneficially owned by 100 or more persons during at least 33
days of a taxable year of 12 months or during a proportionate part of a shorter taxable year. Our charter generally prohibits any person from
beneficially or constructively owning more than 9.8% by number or value, whichever is more restrictive, of our outstanding shares of common stock
or more than 9.8% by number or value, whichever is more restrictive, of the outstanding shares of any class or series of our capital stock, subject t
important exceptions. This restriction may:

. discourage a tender offer or other transactions or a change in the composition of our board of directors or control that might involve a premiur
price for our shares or otherwise be in the best interests of our stockholders; or

. result in shares issued or transferred in violation of such restrictions being automatically transferred to a trust for a charitable beneficiary and
thereby resulting in a forfeiture of ownership of the additional shares.

e Our charter permits our board of directors to issue stock with terms that may discourage a third party from acquiring us. Our charter permits our
board of directors to amend the charter without stockholder approval to increase the total number of authorized shares of stock or the number of
shares of any class or series and to issue common or preferred stock, having preferences, conversion or other rights, voting powers, restrictions,
limitations as to distributions, qualifications, or terms or conditions of redemption as determined by our board. Thus, our board could authorize the
issuance of stock with terms and conditions that could have the effect of discouraging a takeover or other transaction in which holders of some or a
majority of our shares might receive a premium for their shares over the then—prevailing market price of our shares.

¢ Maryland Control Share Acquisition Act. Maryland law provides that “control shares” of a corporation acquired in a “control share acquisition” will
have no voting rights except to the extent approved by a vote of two-thirds of the votes eligible to be cast on the matter under the Maryland Contro
Share Acquisition Act. “Control shares” means voting shares of stock that, if aggregated with all other shares of stock owned by the acquiror or in
respect of which the acquiror is able to exercise or direct the exercise of voting power (except solely by virtue of a revocable proxy), would entitle tF
acquiror to exercise voting power in electing directors within one of the following ranges of voting power: one—tenth or more but less than one-third
one-third or more but less than a majority, or a majority or more of all voting power. A “control share acquisition” means the acquisition of control
shares, subject to certain exceptions.

If voting rights or control shares acquired in a control share acquisition are not approved at a stockholders’ meeting or if the acquiring person does |
deliver an acquiring person statement as required by the Maryland Control Share Acquisition Act, then subject to certain conditions and limitations,
the issuer may redeem any or all of the control shares for fair value. If voting rights of such control shares are approved at a stockholders’ meeting

and the acquiror becomes entitled to vote a majority of the shares of stock entitled to vote, all other stockholders may exercise appraisal rights. Oul
bylaws contain a provision exempting acquisitions of our shares from the Maryland Control Share Acquisition Act. However, our board of directors

may amend our bylaws in the future to repeal or modify this exemption, in which case any control shares of our company acquired in a control shar
acquisition will be subject to the Maryland Control Share Acquisition Act.
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¢ Business Combinations. Under Maryland law, “business combinations” between a Maryland corporation and an interested stockholder or an affiliat
of an interested stockholder are prohibited for five years after the most recent date on which the interested stockholder becomes an interested
stockholder. These business combinations include a merger, consolidation, share exchange, or, in circumstances specified in the statute, an asset
transfer or issuance or reclassification of equity securities. An interested stockholder is defined as:

. any person who beneficially owns ten percent or more of the voting power of the corporation’s shares; or

. an affiliate or associate of the corporation who, at any time within the two-year period prior to the date in question, was the beneficial owner
ten percent or more of the voting power of the then outstanding voting stock of the corporation.

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

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

. eighty percent of the votes entitled to be cast by holders of outstanding shares of voting stock of the corporation; and

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

These super—majority vote requirements do not apply if the corporation’s common stockholders receive a minimum price, as defined under Maryland la
for their shares in the form of cash or other consideration in the same form as previously paid by the interested stockholder for its shares.

The statute permits various exemptions from its provisions, including business combinations that are exempted by the board of directors prior to the tim
that the interested stockholder becomes an interested stockholder. Our board of directors has adopted a resolution which provides that any business
combination between us and any other person is exempted from the provisions of the Act, provided, that the business combination is first approved by t
board of directors. This resolution, however, may be altered or repealed in whole or in part at any time. If this resolution is repealed, or the board of
directors does not otherwise approve a business combination, this statute may discourage others from trying to acquire control of us and increase the
difficulty of consummating any offer.

¢ Our charter and bylaws contain other possible anti-takeover provisions. Our charter and bylaws contain other provisions that may have the effect o
delaying, deferring or preventing a change in control of us or the removal of existing directors and, as a result, could prevent our stockholders from
being paid a premium for their common stock over the then—prevailing market price. See “Description of Capital Stock” and “Certain Provisions of
Maryland General Corporation Law and Our Charter and Bylaws.”

Our rights and the rights of our stockholders to take action against our directors and officers are limited, which could limit your recourse in the event of
actions not in your best interests.

Our charter limits the liability of our directors and officers to us and our stockholders for money damages, except for liability resulting from:

* actual receipt of an improper benefit or profit in money, property or services; or

« afinal judgment based upon a finding of active and deliberate dishonesty by the director or officer that was material to the cause of action
adjudicated.

43



Table of Contents

In addition, our charter authorizes us to obligate our company to indemnify our present and former directors and officers for actions taken by them in thc
capacities to the maximum extent permitted by Maryland law. Our bylaws require us to indemnify each present or former director or officer, to the maximum
extent permitted by Maryland law, in the defense of any proceeding to which he or she is made, or threatened to be made, a party by reason of his or her sen
to us. In addition, we may be obligated to fund the defense costs incurred by our directors and officers.

Our access to confidential information may restrict our ability to take action with respect to some investments, which, in turn, may negatively affect the
potential return to stockholders.

We, directly or through our Manager, may obtain confidential information about the companies in which we have invested or may invest. If we do posse
confidential information about such companies, there may be restrictions on the ability to dispose of, increase the amount of, or otherwise take action with
respect to an investment in those companies. Our management of investment funds could create a conflict of interest to the extent our Manager is aware of ir
information concerning potential investment targets. We will implement compliance procedures and practices designed to ensure that inside information is no
used for making investment decisions on behalf of the funds and to monitor funds invested. We cannot assure you, however, that these procedures and prac
will be effective. In addition, this conflict and these procedures and practices may limit the freedom of our Manager to make potentially profitable investments,
which could have an adverse effect on our operations. These limitations imposed by access to confidential information could therefore negatively affect the
potential market price of our common stock and the ability to distribute dividends.

Tax Risks

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

To qualify as a REIT for U.S. federal income tax purposes, we must continually satisfy various tests regarding the sources of our income, the nature ant
diversification of our assets, the amounts we distribute to our stockholders and the ownership of our stock. In order to meet these tests, we may be required t
forego investments we might otherwise make. Thus, compliance with the REIT requirements may hinder our investment performance.

Our qualification as a REIT and exemption from U.S. federal income tax with respect to certain assets may be dependent on the accuracy of legal opinions
rendered to or statements by the issuers of securities in which we invest.

When purchasing securities, we may rely on opinions of counsel for the issuer of such securities, or statements made in related offering documents, for
purposes of determining whether such securities represent debt or equity securities for U.S. federal income tax purposes, and therefore to what extent those
securities constitute REIT real estate assets for purposes of the REIT asset tests and produce income which qualifies under the 75% REIT gross income test
addition, when purchasing CDO equity, we may rely on opinions of counsel regarding the qualification of the CDO for exemption from U.S. corporate income
tax and the qualification of interests in such CDO as debt for U.S. federal income tax purposes. The inaccuracy of any such opinions or statements may adve
affect our REIT qualification and result in significant corporate-level tax.

Certain financing activities may subject us to U.S. federal income tax and increase the tax liability of our stockholders and limit the manner in which we
effect securitizations.

We have and will likely continue to enter into transactions that will result in us or a portion of our assets being treated as a “taxable mortgage pool” for
U.S. federal income tax purposes. Specifically, we have and may in the future continue to securitize whole loans, B Notes, mezzanine loans or CMBS assets
we acquire and such securitizations will likely result in us owning interests in a taxable mortgage pool. We have and expect to enter into such transactions at
REIT level. Although the law on the matter is unclear, we might be taxable at
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the highest corporate income tax rate on a portion of the income arising from a taxable mortgage pool that is allocable to the percentage of our stock held by
“disqualified organizations,” which are generally certain cooperatives, governmental entities and tax—exempt organizations that are exempt from tax on unrele
business taxable income. We expect that disqualified organizations will own our stock. Because this tax would be imposed on us, all of our investors, includin
investors that are not disqualified organizations, would bear a portion of the tax cost associated with the classification of us or a portion of our assets as a tax
mortgage pool. See “Federal Income Tax Consequences of Our Qualification as a REIT—Taxable Mortgage Pools.”

In addition, if we realize excess inclusion income and allocate it to stockholders, this income cannot be offset by net operating losses of our stockholder
If the stockholder is a tax—exempt entity and not a disqualified organization, then this income would be fully taxable as unrelated business taxable income unc
Section 512 of the Internal Revenue Code. If the stockholder is a foreign person, it would be subject to U.S. federal income tax withholding on this income
without reduction or exemption pursuant to any otherwise applicable income tax treaty. If the stockholder is a REIT, a regulated investment company, or RIC,
common trust fund, its allocable share of our excess inclusion income could be considered excess inclusion income of such entity. Accordingly, such investor
should be aware that a significant portion of our income may be considered excess inclusion income. Finally, if we fail to qualify as a REIT, our taxable
mortgage pool securitizations will be treated as separate taxable corporations for U.S. federal income tax purposes.

Failure to qualify as a REIT would subject us to U.S. federal income tax, which would reduce the cash available for distribution to our stockholders.

We operate in a manner that is intended to cause us to qualify as a REIT for U.S. federal income tax purposes. However, the U.S. federal income tax la
governing REITs are extremely complex, and interpretations of the U.S. federal income tax laws governing qualification as a REIT are limited. Qualification as
REIT requires us to meet various tests regarding the nature of our assets and our income, the ownership of our outstanding stock, and the amount of our
distributions on an ongoing basis. While we operate in such a way as to qualify as a REIT, given the highly complex nature of the rules governing REITs, the
ongoing importance of factual determinations, and the possibility of future changes in our circumstances, no assurance can be given that we will so qualify fol
any particular year.

If we fail to qualify as a REIT in any calendar year and we do not qualify for certain statutory relief provisions, we would be required to pay U.S. federal
income tax on our taxable income. We might need to borrow money or sell assets in order to pay that tax. Our payment of income tax would decrease the am
of our income available for distribution to our stockholders. Furthermore, if we fail to maintain our qualification as a REIT and we do not qualify for certain
statutory relief provisions, we no longer would be required to distribute substantially all of our net income to our stockholders. Unless our failure to qualify as &
REIT were eligible for relief under U.S. federal tax laws, we could not re—elect to qualify as a REIT until the fifth calendar year following the year in which we
failed to qualify.

Even if we qualify as a REIT for federal income tax purposes, we may be required to pay some federal, state and local taxes on our income or property
and, in certain cases, a 100% penalty tax in the event we sell property, including mortgage loans, as a dealer or if a TRS of ours, including CBRE Realty Fina
TRS, Inc., enters into agreements with us on a basis that is determined to be other than an arm’s—length basis. In addition, any TRS we own, including CBRE
Realty Finance TRS, Inc., will be required to pay federal, state and local income taxes on its taxable income, including income from the sale of any loans that
do not hold in our portfolio, as well as an other applicable taxes.
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Failure to make required distributions would subject us to tax, which would reduce the cash available for distribution to our stockholders.

In order to qualify as a REIT, we must distribute to our stockholders, each calendar year, at least 90% of our REIT taxable income, determined without
regard to the deduction for dividends paid and excluding net capital gain. To the extent that we satisfy the 90% distribution requirement, but distribute less the
100% of our taxable income, we will be subject to U.S. federal corporate income tax on our undistributed income. In addition, we will incur a 4% nondeductibl
excise tax on the amount, if any, by which our distributions in any calendar year are less than the sum of:

¢ 85% of our ordinary income for that year;

e 95% of our capital gain net income for that year; and

¢ 100% our undistributed taxable income from prior years.

We intend to distribute our net taxable income to our stockholders in a manner intended to satisfy the 90% distribution requirement and to avoid both
corporate income tax and the 4% nondeductible excise tax. However, there is no requirement that taxable REIT subsidiaries distribute their after-tax net inco
to their parent REIT or their stockholders and CBRE Realty Finance TRS, Inc., our TRS, may determine not to make any distributions to us.

Our taxable income may substantially exceed our net income as determined based on generally accepted accounting principles, or GAAP, because, for
example, realized capital losses will be deducted in determining our GAAP net income, but may not be deductible in computing our taxable income. In additio
we may invest in assets that generate taxable income in excess of economic income or in advance of the corresponding cash flow from the assets, referred t
phantom income. For example, we may invest in debt instruments or notes whose face value may exceed its issue price as determined for U.S. federal incon
purposes (“original issue discount” or OID), such that we will be required to include in our income a portion of the OID each year that the instrument is held
before we receive any corresponding cash. Although some types of phantom income are excluded to the extent they exceed 5% of our REIT taxable income |
determining the 90% distribution requirement, we will incur corporate income tax and the 4% nondeductible excise tax with respect to any phantom income
items if we do not distribute those items on an annual basis. As a result of the foregoing, we may generate less cash flow than taxable income in a particular
In that event, we may be required to use cash reserves, incur debt, or liquidate non—cash assets at rates or times that we regard as unfavorable in order to se
the distribution requirement and to avoid corporate income tax and the 4% nondeductible excise tax in that year.

Dividends payable by REITs do not qualify for the reduced tax rates.

Tax legislation enacted in 2003 reduced the maximum U.S. federal tax rate on certain corporate dividends paid to individuals and other non—corporate
taxpayers to 15% (through 2010). Dividends paid by REITs to these stockholders are generally not eligible for these reduced rates. Although this legislation d
not adversely affect the taxation of REITs or dividends paid by REITs, the more favorable rates applicable to non—REIT corporate dividends could cause
investors who are individuals, trusts and estates to perceive investments in REITs to be relatively less attractive than investments in the stocks of non—-REIT
corporations that pay dividends, which could adversely affect the value of the stock of REITSs, including our common stock.

Liquidation of assets may jeopardize our REIT qualification.

To continue to qualify as a REIT, we must comply with requirements regarding our assets and our sources of income. If we are compelled to liquidate o
mortgage loan and preferred equity investments to repay obligations to our lenders, we may be unable to comply with these requirements, ultimately jeopardi
our qualification as a REIT, or we may be subject to a 100% tax on any resultant gain if we sell assets that are treated as dealer property or inventory.
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The stock ownership diversification rules applicable to REITs under the Internal Revenue Code and the stock ownership limitation imposed by our charter
may inhibit market activity in our common stock and may restrict our business combination opportunities in which our stockholders might receive a
premium for their shares.

In order for us to qualify as a REIT for each taxable year beginning after December 31, 2005, no more than 50% in value of our outstanding capital stoc
may be owned, directly or indirectly, by five or fewer individuals at any time during the last half of any calendar year. “Individuals” for this purpose include
natural persons, private foundations, some employee benefit plans and trusts, and some charitable trusts. Our charter generally prohibits any person from dir
or indirectly owning more than 9.8% by number or value, whichever is more restrictive, of our outstanding shares of common stock or more than 9.8% by
number or value, whichever is more restrictive, of the outstanding shares of any class or series of our capital stock, subject to important exceptions.

This ownership limitation could have the effect of discouraging a takeover or other transaction in which holders of our common stock might receive a
premium for their shares over the then prevailing market price or which holders might believe to be otherwise in their best interests.

Our ownership of and relationship with our TRS is limited and a failure to comply with the limits may jeopardize our REIT qualification and may result in
the application of a 100% excise tax.

A REIT may own up to 100% of the stock of one or more TRSs. A TRS may earn income that would not be qualifying income if earned directly by the
parent REIT. Both the subsidiary and the REIT must jointly elect to treat the subsidiary as a TRS. A corporation of which a TRS directly or indirectly owns mo
than 35% of the voting power or value of the stock will automatically be treated as a TRS. Overall, no more than 20% of the value of a REIT’s assets may cor
of stock or securities of one or more TRSs. A TRS will pay federal, state and local income tax at regular corporate rates on any net taxable income that it earr
In addition, the TRS rules limit the deductibility of interest paid or accrued by a TRS to its parent REIT to assure that the TRS is subject to an appropriate leve
of corporate taxation. The rules also impose a 100% excise tax on certain transactions between a TRS and its parent REIT that are not conducted on an
arm’s—length basis.

Our TRS, CBRE Realty Finance TRS, Inc., will pay federal, state and local income tax on its taxable income, and its after—tax net income is available fo
distribution to us but is not required to be distributed to us. The aggregate value of the TRS stock and securities owned by us will be less than 20% of the valt
our attractive total assets (including the TRS stock and securities). Furthermore, we will monitor the value of our investments in TRSs for the purpose of ensu
compliance with the rule that no more than 20% of the value of our assets may consist of TRS stock and securities (which is applied at the close of each cale
quarter). In addition, we scrutinize all of our transactions with TRSs for the purpose of ensuring that they are entered into on arm’s—length terms in order to av
incurring the 100% excise tax described above. The value of the securities of that we hold in our TRSs may not be subject to precise valuation. Accordingly,
there can be no complete assurance that we will be able to comply with the 20% limitation discussed above or to avoid application of the 100% excise tax
discussed above.

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

The REIT provisions of the Internal Revenue Code substantially limit our ability to hedge our investments. Except to the extent provided by Treasury
regulations, any income from a hedging transaction we enter into in the normal course of our business primarily to manage risk of interest rate or price chang:
or currency fluctuations with respect to borrowings made or to be made, or ordinary obligations incurred or to be incurred, to acquire or carry real estate asset
which is clearly identified as specified in Treasury regulations before the close of the day on which it was acquired, originated, or entered into, including gain
from the sale or disposition of such a transaction, will not constitute gross income for purposes of the 95% gross income test (and will generally constitute
non—qualifying income for purposes of the 75% gross income test). To the extent that we enter into other types of hedging transactions, the income from thos
transactions is likely to be treated as non—qualifying
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income for purposes of both of the gross income tests. As a result, we might have to limit our use of advantageous hedging techniques or implement those he
through CBRE Realty Finance TRS, Inc. This could increase the cost of our hedging activities or expose us to greater risks associated with changes in intere:
rates than we would otherwise want to bear.

The tax on prohibited transactions will limit our ability to engage in transactions, including certain methods of securitizing mortgage loans, that would be
treated as sales for U.S. federal income tax purposes.

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

It may be possible to reduce the impact of the prohibited transaction tax and the holding of assets not qualifying as real estate assets for purposes of th
REIT asset tests by conducting certain activities, holding non—-qualifying REIT assets or engaging in CDO transactions through our TRSs, subject to certain
limitations as described below. To the extent that we engage in such activities through TRSs, the income associated with such activities may be subject to ful
corporate income tax.

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

At any time, the U.S. federal income tax laws or regulations governing REITs or the administrative interpretations of those laws or regulations may be
amended. We cannot predict when or if any new U.S. federal income tax law, regulation or administrative interpretation, or any amendment to any existing U.
federal income tax law, regulation or administrative interpretation, will be adopted, promulgated or become effective and any such law, regulation or
interpretation may take effect retroactively. We and our stockholders could be adversely affected by any such change in, or any new, U.S. federal income tax
regulation or administrative interpretation.

If we make distributions in excess of our current and accumulated earnings and profits, those distributions will be treated as a return of capital, which will
reduce the adjusted basis of your stock, and to the extent such distributions exceed your adjusted basis, you may recognize a capital gain.

Unless you are a tax—exempt entity, distributions that we make to you generally will be subject to tax as ordinary income to the extent of our current anc
accumulated earnings and profits as determined for federal income tax purposes. If the amount we distribute to you exceeds your allocable share of our curre
and accumulated earnings and profits, the excess will be treated as a return of capital to the extent of your adjusted basis in your stock, which will reduce you
basis in your stock but will not be subject to tax. To the extent the amount we distribute to you exceeds both your allocable share of our current and accumule
earnings and profits and your adjusted basis, this excess amount will be treated as a gain from the sale or exchange of a capital asset.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

Some of the statements under “Summary,” “Risk Factors,” “Distribution Policy,” “Business” and elsewhere in this prospectus constitute forward-looking
statements. Forward-looking statements relate to expectations, beliefs, projections, future plans and strategies, anticipated events or trends and similar
expressions concerning matters that are not historical facts. In some cases, you can identify forward looking statements by terms such as “anticipate,” “believ
“could,” “estimate,” “expect,” “intend,” “may,” “plan,” “potential,” “project,” “should,” “will” and “would” or the negative of these terms or other comparable
terminology.

The forward—looking statements are based on our beliefs, assumptions and expectations of our future performance, taking into account all information
currently available to us. These beliefs, assumptions and expectations can change as a result of many possible events or factors, not all of which are known t
or are within our control. If a change occurs, our business, financial condition, liquidity and results of operations may vary materially from those expressed in
forward-looking statements. You should carefully consider these risks before you invest in our common stock, along with the following factors that could caus
actual results to vary from our forward—looking statements:

« the factors referenced in this prospectus, including those set forth under the sections captioned “Risk Factors” and “Business;”

« our future operating results;

¢ our business operations and prospects;

« general volatility of the securities markets in which we invest and the market price of our common stock;

« changes in our business strategy;

« availability, terms and deployment of capital;

« availability of qualified personnel;

« changes in our industry, interest rates, the debt securities markets, the general economy or the commercial finance and real estate markets specifit

« the performance and financial condition of borrowers and corporate customers;

* increased rates of default and/or decreased recovery rates on our investments;

¢ increased prepayments of the mortgage and other loans underlying our mortgage—backed or other asset-backed securities;

« changes in governmental regulations, tax rates and similar matters;

« legislative and regulatory changes (including changes to laws governing the taxation of REITSs);

« availability of investment opportunities in real estate-related and other securities;

« the degree and nature of our competition;



the adequacy of our cash reserves and working capital; and

the timing of cash flows, if any, from our investments.
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USE OF PROCEEDS

We estimate that the net proceeds we will receive from the sale of 8,508,591 shares of our common stock in this offering will be approximately
$125.7 million (or approximately $148.2 million if the underwriters fully exercise their over—allotment option), in each case assuming an initial public offering
price of $16.00 per share, which is the mid—point of the range set forth on the cover of this prospectus, and after deducting underwriting discounts and
commissions of approximately $8.2 million (or approximately $9.6 million if the underwriters fully exercise their over—allotment option) and estimated offering
expenses of approximately $2.3 million payable by us. A $1.00 increase (decrease) in the assumed initial public offering price of $16.00 per share would incre
(decrease) net proceeds to us from this offering by approximately $8.0 million, assuming the number of shares offered by us as set forth on the cover page of
prospectus remains the same, after deducting underwriting discounts and commissions and estimated offering expenses payable by us. We will not receive a
proceeds from the sale of the shares of our common stock by the selling stockholders.

We intend to use all of the net proceeds we receive in this offering to repay the outstanding indebtedness under the following warehouse lines (dollars i
millions):

Aggregate
) Amount
Counterparties Outstanding(1) Borrowing Rate Maturity
Wachovia Bank, N.A. $ 207.7 LIBOR +50-225bps September 30, 2006

LIBOR +20-200bps August 24, 2009

(1) As of August 31, 2006.

Amounts repaid may be reborrowed from time to time, subject to compliance with borrowing conditions. The counterparty set forth above is an affiliate c
an underwriter in this offering and will therefore receive a portion of the net proceeds received by us from this offering through the repayment of indebtedness
under these warehouse agreements. The proceeds of the warehouse lines set forth above were used to finance the acquisition of our current portfolio that is
subject to debt under such warehouse lines.
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INSTITUTIONAL TRADING OF OUR COMMON STOCK

There is no public trading market for our common stock. Shares of our common stock issued to qualified institutional buyers in connection with our June
2005 private offering are eligible for trading in the PORTAL (SM) Market, or PORTAL, a subsidiary of the NASDAQ Stock Market, Inc., which permits
secondary sales of eligible unregistered securities to qualified institutional buyers in accordance with Rule 144A under the Securities Act. The following table
shows the high and low sales prices for our common stock for each quarterly period since our common stock became eligible for trading on PORTAL:

High Sales Low Sales
Price Price
June 9, 2005 to December 31, 2005 $15.00 $15.00
January 1, 2006 to March 31, 2006 $15.00 $15.00
April 1, 2006 to June 30, 2006 $15.00 $15.00
July 1, 2006 to August 31, 2006 * *

* To our knowledge, no trades of our common stock occurred on PORTAL during this period.

The information above regarding PORTAL prices may not be complete since we have access only to information regarding trades reported by our
underwriters and not trades reported by other broker—dealers. Moreover, broker—dealers are not required to report all trades to PORTAL.

As of August 31, 2006, we had 20,666,955 shares of our common stock issued and outstanding which were held by approximately 515 beneficial owne
As of June 30, 2006, there were 31 holders of record.
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DISTRIBUTION POLICY

We intend to elect and qualify to be taxed as a REIT for U.S. federal income tax purposes commencing with our taxable year ended on December 31,
2005. U.S. federal income tax law requires that a REIT distribute with respect to each year at least 90% of its REIT taxable income, determined without regar
the deduction for dividends paid and excluding any net capital gain. We will not be required to make distributions with respect to income derived from the
activities conducted through CBRE Realty Finance TRS, Inc., our TRS, that are not distributed to us. To the extent our TRS’s income is not distributed and is
instead reinvested in the operations of our TRS, the value of our equity interest in our TRS will increase. The aggregate value of the securities that we hold in
TRS may not exceed 20% of the total value of our gross assets. Distributions from our TRS to us will qualify for the 95% gross income test, but will not qualify
for the 75% gross income test. Therefore, distributions from our TRS to us in no event will exceed 25% of our gross income with respect to any given taxable
year. For more information, please see “ Federal Income Tax Consequences of Our Qualification as a REIT” beginning on page 138.

To satisfy the requirements to qualify as a REIT and generally not be subject to U.S. federal income and excise tax, we intend to make regular quarterly
distributions of all or substantially all of our net income to holders of our common stock out of assets legally available therefor. Any future distributions we mal
will be at the discretion of our board of directors and will depend upon our earnings and financial condition, maintenance of REIT qualification, applicable
provisions of the Maryland General Corporation Law, or MGCL, and such other factors as our board of directors deems relevant. For more information regard
risk factors that could materially adversely affect our earnings and financial condition, please see “Risk Factors” beginning on page 19.

We anticipate that our distributions generally will be taxable as ordinary income to our stockholders, although a portion of the distributions may be
designated by us as qualified dividend income or capital gain or may constitute a return of capital. We will furnish annually to each of our stockholders a
statement setting forth distributions paid during the preceding year and their characterization as ordinary income, return of capital, qualified dividend income c
capital gain.

On October 19, 2005, we declared a quarterly distribution of $0.06 per share of our common stock which was paid on November 15, 2005 to stockholde
of record as of October 28, 2005 solely from earnings and profits. On December 27, 2005, we declared a quarterly distribution of $0.13 per share of our comn
stock which was paid on January 13, 2006 to stockholders of record as of December 28, 2005 solely from earnings and profits. On April 7, 2006, we declared
quarterly distribution of $0.17 per share of our common stock which was paid on April 25, 2006 to stockholders of record as of April 14, 2006 solely from
earnings and profits. On June 20, 2006, we declared a quarterly distribution of $0.18 per share of our common stock which was paid on July 17, 2006 to
stockholders of record as of June 30, 2006 solely from earnings and profits. On September 5, 2006, we declared a quarterly distribution of $0.28 per share of
common stock which will be paid on October 11, 2006 to stockholders of record as of September 18, 2006 expected to be solely from earnings and profits. Al
distributions out of earnings and profits were funded through cash flows from operating activities from the quarter in which such distribution was paid or
accumulated from prior periods; provided, however, that approximately $0.09 per share of the distribution paid on July 17, 2006 was funded from cash flows
from operating activities and $0.09 per share from financing activities primarily from realized gains on derivatives. We cannot assure you that we will have
sufficient cash available for future quarterly distributions at this level, or at all. See “Risk Factors.”

To the extent that our cash available for distribution is less than 90% of our REIT taxable income, we may consider various funding sources to cover an
such shortfall, including borrowing under our warehouse facilities, selling certain of our assets or using a portion of the net proceeds we receive in this offering
or future offerings. Our distribution policy enables us to review the alternative funding sources available to us from time to time.
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CAPITALIZATION

The following table sets forth (1) our actual capitalization at June 30, 2006, (2) our capitalization as adjusted to reflect $206.5 million of additional
borrowings under our warehouse lines since June 30, 2006 and our issuance of $50.0 million junior subordinated debentures in July 2006 and (3) our
capitalization as further adjusted to reflect the effects of the sale of our common stock in this offering at an assumed public offering price of $16.00 per share,
which is the mid—point of the range set forth on the cover page of this prospectus, after deducting underwriting discounts and commissions and estimated
offering expenses payable by us and the use of proceeds thereof. You should read this table together with “Use of Proceeds,” “Management’s Discussion anc
Analysis of Financial Conditions and Results of Operations” and our consolidated financial statements and notes thereto included elsewhere in this prospectu

As of June 30, 2006

As Further
Actual(1) As Adjusted(l) Adjusted(2)
(dollars in thousands)
Debt:
Bonds payable $508,500 $ 508,500 $ 508,500
Repurchase obligations 120,751 327,224 201,534
Mortgages payable 49,197 49,197 49,197
Junior subordinated debentures — 50,000 50,000
Total debt 678,448 934,921 809,231
Stockholders’ equity:
Preferred stock, par value $0.01 per share; 50,000,000 shares authorized, no shares issued and outstanding,
actual and adjusted — — —
Common stock, par value $0.01 per share; 100,000,000 shares authorized, 20,687,255 shares outstanding,
actual and 29,175,546,shares outstanding, as adjusted 207 207 292
Additional paid—in capital 285,857 285,857 411,462
Accumulated other comprehensive income 6,376 6,376 6,376
Retained earnings (acctg‘pulated deficit) (2,180 (2,180 (2,180
Total stockholdersg’ equity 290.260 290,260 415,950
Total capitalization $968,708 $ 1225181 $1,225,181

(1) Includes (i) 20,000,000 shares of our common stock issued in our June 2005 private offering, (ii) 664,287 shares of restricted stock (reflecting certain forfeitures in August 2006) grantec
our Manager, its employees or other related parties of our Manager, which vest in three equal annual installments beginning on the first anniversary of the date of grant and (iii) stock
awards representing 2,668 shares of our common stock in the aggregate granted to our independent directors in connection with our June 2005 private offering, which vest one year aft
the date of grant. Does not include (i) options to purchase 879,650 shares of our common stock (reflecting certain forfeitures and issuances in August 2006) granted to our Manager, its
employees or other related parties of our Manager, which vest or become exercisable in three equal annual installments beginning on the first anniversary of the date of grant and
(ii) options to purchase 102,250 shares of our common stock available for issuance to our Manager or to employees or other related parties of our Manager as directed by our Manager
Further, does not include 351,145 shares of our common stock available for future grant under our stock incentive plan as of June 30, 2006.

(2)  Assumes we will sell 8,508,591 shares in this offering at an initial public offering price of $16.00 per share, which is the mid-point of the range set forth on the cover of this prospectus, 1
net proceeds of approximately $125.7 million after deducting the estimated underwriting discounts and commissions of approximately $8.2 million and offering expenses of approximate
$2.3 million.

(3) A $1.00 increase (decrease) in the assumed initial public offering price of $16.00 per share would increase (decrease) each of additional paid-in capital, total stockholders’ equity and tc
capitalization by $8.0 million.
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DILUTION

Purchasers of our common stock offered in this prospectus will experience immediate and substantial dilution of the net tangible book value of their
common stock from the assumed initial public offering price. Our net tangible book value as of June 30, 2006 was approximately $291.1 million, or $14.07 pel
share of our common stock. Net tangible book value per share represents the amount of our total tangible assets minus our total liabilities, divided by the sha
of our common stock that were outstanding on June 30, 2006. After giving effect to $206.5 million of additional borrowings under warehouse lines since June
2006 and the issuance of $50.0 million junior subordinated debentures in July 2006, $251.2 million of additional asset acquisitions since June 30, 2006 by bo
value and the sale of 8,508,591 shares of our common stock in this offering at an assumed initial public offering price of $16.00 per share, which is the
mid—point of the range set forth on the cover page of this prospectus, and after deducting underwriting discounts and commissions and estimated offering
expenses payable by us, our as further adjusted net tangible book value on June 30, 2006 would have been approximately $411.6 million, or $14.11 per shar
This amount represents an immediate increase in net tangible book value of $0.04 per share to our existing stockholders and an immediate dilution in as adju
net tangible book value of $1.89 per share to new investors who purchase our common stock in this offering at an assumed initial public offering price per she
of $16.00. The following table shows this immediate per share dilution:

Assumed initial public offering price per share $16.00
Net tangible book value per share on June 30, 2006, before giving effect to this offering $14.07
Increase in net tangible book value per share attributable to this offering $ 0.04
As adjusted net tangible book value per share on June 30, 2006, after giving effect to this offering $14.11
Dilution in as adjusted net tangible book value per share to new investors $ 1.89

The discussion and table above include 664,287 shares of our common stock subject to restricted stock awards, which are not vested, and an aggregat
2,668 shares of our common stock granted to our independent directors in connection with of our June 2005 private offering, which vest one year after the da
grant.

The following table summarizes, as of June 30, 2006, the differences between the average price per share paid by our existing stockholders and by nev
investors purchasing shares of common stock in this offering at an assumed initial public offering price of $16.00 per share, which is the mid-point of the rang
set forth on the cover page of this prospectus, before deducting underwriting discounts and commissions and estimated offering expenses payable by us in tf
offering:

Shares Purchasetl) Total Consideration Average Price
—Number Percent — Amount Percent _Per Share

— (2)
Existing stockholders 20,666,955 70.8% $ 300,000,000 68.8% $ 14.52
New investors in this offering 8,508,591 31.2% $ 16.00

29.2% $ 136,137,456
Total 29,175,546 100.0% $436,137,456 100.0% $ 14.95

(1)  Assumes no exercise of the underwriters’ option to cover over—allotments.

(2) Includes (i) 664,287 shares of restricted stock (reflecting certain forfeitures in August 2006) granted to our Manager, its employees or other related parties of our Manager, which vest in
three equal annual installments beginning on the first anniversary of the date of grant and (ii) stock awards representing 2,668 shares of our common stock in the aggregate granted to «
independent directors in connection with our June 2005 private offering, which vest one year after the date of grant. Does not include (i) options to purchase 879,650 shares of our com
stock (reflecting certain forfeitures and issuances in August 2006) granted to our Manager, its employees or other related parties of our Manager, which vest or become exercisable in tl
equal annual installments beginning on the first anniversary of the date of grant and (ii) options to purchase 102,250 shares of our common stock available for issuance to our Manager
to employees or other related parties of our Manager as directed by our Manager.

A $1.00 increase (decrease) in the assumed initial public offering price of $16.00 per share would increase (decrease) total consideration paid by new
investors in this offering, total consideration paid by all stockholders
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and average price per share paid by all stockholders by $8.5 million, $8.5 million and $0.29 per share, assuming the number of share offered by us, as set for

the cover page of this prospectus, remains the same and before deducting underwriting discounts and commissions and estimated offering expenses payable
us.

If the underwriters fully exercise their over—allotment option, the number of shares of common stock held by existing holders will be reduced to 67.4% o
the aggregate number of shares of common stock outstanding after this offering, and the number of shares of common stock held by new investors will be
increased to 10,008,591, or 32.6%, of the aggregate number of shares of common stock outstanding after this offering.
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SELECTED CONSOLIDATED FINANCIAL INFORMATION

The following table presents summary historical consolidated financial information as of June 30, 2006, for the three months and six months ended Jun:
30, 2006 and for the period May 10, 2005 (inception) to December 31, 2005. The summary historical consolidated financial information as of December 31, 2
and for the period May 10, 2005 (inception) to December 31, 2005 presented below under the captions “Consolidated Income Statement Data” and
“Consolidated Balance Sheet Data” have been derived from our consolidated financial statements audited by Ernst & Young LLP, an independent registered
public accounting firm, whose report with respect thereto is included elsewhere in this prospectus. The summary historical condensed consolidated financial
information as of June 30, 2006 and for the three month period and for the six month period then ended have been derived from our unaudited condensed
consolidated financial statements included elsewhere in the prospectus. Since the information presented below is only a summary and does not provide all of
information contained in our historical consolidated financial statements, including the related notes, you should read it in conjunction with “Management’s
Discussion and Analysis of Financial Condition and Results of Operations” and our historical consolidated financial statements, including the related notes,

included elsewhere in this prospectus.

For the Three
Months Ended
June 30, 2006

For the Six
Months Ended
June 30, 2006

For the Period

May 10, 2005

(inception) to
December 31, 2005

(unaudited) (unaudited)
(in thousands, except per share and share data)
Consolidated Income Statement Data:
Revenues:
Investment income $ 12,820 $ 23,908 $ 9,342
Real estate operating income 1,424 2,096 —
Other income 1,125 1,725 3,057

Total revenue

27,729

Expenses:
Interest expense 9,178 14,667 2,664
Management fees 1,421 2,848 3,158
Property operating expenses 659 876 —
Other general and administrative expenses (including $957, $1,828 and $1,770,
respectively, of stock—based compensation) 2,007 4,484 5,549
Depreciation and amortization 425 678 —
Total expenses 13,690 23,553 11,371
Loss on sale of investment — (152) —

Gain on derivatives 324 3,635 24
Income (loss) from continuing operations before equity in net income of
unconsolidated joint ventures 2,003 7,659 —
Equity earnings of unconsolidated joint ventures 236 236 —
Net income (loss) before minority interest 2,239 7,895 —
Minority interest 12) (21) —

Net income (loss)

Weighted—average number of common stock outstanding:

2

7,916

1

052

&7

Basic 20,046,183 20,023,219 20,000,000
Diluted 20,216,751 20,216,431 20,108,317
Earnings per share of common stock:
Basic $ 0.11 g 0.39 g 0.05
Diluted T 0.1T 3 0.39 3 0.05
Dividends declared per share of common stock $ 0.35 0.35 0.19
As of As of
June 30, 2006 December 31, 2005
(in thousands)
Consolidated Balance Sheet Dat4Y)
Total investments, net $ 844,090 $ 538,068
Total assets $ 979,237 $ 623,718
Debt-repurchase obligations $ 120,751 $ 304,825
Mortgages payable $ 49,197 $ 25,001
Bonds payable $ 508,500 $ —
Total liabilities $ 688,099 $ 343,651
Minority interest $ 878 $ 436
Stockholders’ equity $ 290,260 $ 279,631

(1) Aggregates our loans and other lending investments, net; CMBS, at fair value; and real estate, net line items from our balance sheet. The real estate, net represents two joint venture
investments as of June 30, 2006 (one as of December 31,2005) that are considered VIEs that we consolidate under FIN 46R because we are deemed to be the primary beneficiary of tl
VIEs. These interests are reflected on our balance sheet separately as real estate, net of $64,340 as of June 30, 2006 and $31,923 as of December 31, 2005, mortgage indebtedness ¢
$49,197 as of June 30, 2006 and $25,001 as of December 31, 2005 and minority interest of $878 as of June 30, 2006 and $436 as of December 31, 2005, with other amounts of $2,48:
June 30, 2006 and $1,803 as of December 31, 2005, net, in relevant other balance sheet line items, which in the aggregate net out to $16,747 as of June 30, 2006 and $8,289 as of
December 31, 2005. We disclose the net amount above in the consolidated balance sheet data under total investments, net.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

Overview

We are a commercial real estate specialty finance company organized in May 2005 that is primarily focused on originating, acquiring, investing in,
financing and managing, for our own account, a diversified portfolio of commercial real estate-related loans and securities, including whole loans, subordinats
interests in whole loans, which we refer to as B Notes, commercial mortgage—back securities, which we refer to as CMBS, mezzanine loans, joint venture
investments, and other real estate or real estate-related investments. We are externally managed and advised by CBRE Realty Finance Management, LLC,
we refer to as our Manager, an indirect subsidiary of CB Richard Ellis, Inc., which we refer to as CBRE, and a direct subsidiary of CBRE Melody & Company,
which we refer to as CBRE/Melody. We intend to elect and qualify to be taxed as a REIT for U.S. federal income tax purposes commencing with our taxable
year ended December 31, 2005 and generally will not be subject to federal income taxes if we meet certain organizational and operational requirements,
including a requirement to distribute at least 90% of our ordinary taxable income to our stockholders. However, we have a taxable REIT subsidiary, which we
refer to as our TRS, that will incur federal, state and local taxes on the taxable income from their activities.

We have invested, on a relative value basis, in transactions in a variety of markets and secured by many different property types. We have also focusec
investments in markets and transactions where we believe we have an advantage due to knowledge and insight provided by our affiliation with CBRE.

We believe that we have access to many investment and finance opportunities that emerge from our affiliation with CBRE. We source our investments
through two primary channels: our unique relationship with the CBRE/Melody origination system, which we refer to as the affiliated CBRE system; and the
origination capabilities of our management team, including their relationships with borrowers, sellers of whole loans and various financial institutions and othe
financial intermediaries, which we refer to as our internal origination system. The combination of these systems allows us to consider a high volume of
investment opportunities which allow us to be highly selective about which opportunities we pursue.

In each financing transaction we undertake, we seek to control as much of the capital structure as possible. We generally seek to accomplish this throu
the direct origination of whole loans and other investments, the ownership of which permits a wide variety of syndication and securitization executions. By
providing a single source of financing to a borrower, we intend to streamline the lending process, give greater certainty to the borrower and retain the portion
the capital structure that will generate what we believe to be the most attractive and appropriate total returns based on our risk assessment of the investment.
Providing a broad array of financing solutions combined with our access to a national network of relationships and information allows us to target and adjust c
investment focus depending upon how we view markets and property types in various geographic regions.

Because of the high relative valuation of debt instruments in the current market and a generally increasing interest rate environment, we have managed
exposure to interest rate changes that could affect our liquidity. We generally match our assets and liabilities in terms of base interest rates (generally 30—-day
LIBOR) and expected duration. We recently closed our first collateralized debt obligation, or CDO, issuance which will enable us to secure term financing and
match fund our assets and liabilities to achieve our financing and return objectives.
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As of June 30, 2006, we held investments of approximately $844.1 million, including origination costs and fees, and net of repayments and sales of part
interests in loans. As of June 30, 2006, our investment portfolio consisted of the following (dollars in thousands):

Weighted Average

Carrying Number of Percent of Total Yield to

Security Description Value Investments Investments Coupon Maturity LTV

@ (In thousands)
Whole loans $ 277,775 16 32.9% 6.50% 5.83% 64%
B Notes 193,257 10 22.% 8.73% 8.74% 69%
Mezzanine loans 174,128 8 20.6% 9.38% 8.59% 63%
CMBS @ 144,248 35 17.1% 6.31% 7.44% —
Joint venture investments 54,682 6 6.5% — _ _
Total $ 844,090 75 100.0%

(1) Includes originated whole loans, acquired whole loans and bridge loans.
(2)  Includes our equity investment in two limited liability companies which are deemed to be VIEs and which we consolidate in our audited financial statements because we are deemed to
the primary beneficiary of these VIEs under FIN 46R.

The following table depicts our investment activity for the third and fourth quarters of 2005 and the first and second quarters of 2006 (our first four full
quarters of operations) and the percentage of such investment activity sourced through the affiliated CBRE System and our internal origination system (dollar
millions):

Percentage Sourced Percentage Sourced
Total Investment by Affiliated by Internal
Activity CBRE System Origination System
Third Quarter 2005’ $ 266.9 26.2% 35.7%
Fourth Quarter 2005 304.3 26.™ 13.8%
First Quarter 2006 187.2 71.1% 16.8%
Second Quarter 2006 185.0 29.2% —
Total Activity $ 943.4 35.%% 17.9%

(1) Includes investment activity from June 9, 2005 (our first partial month of operations). Of the $943.4 million total investment activity, approximately $127.0 million of our investments were
generated through borrowers that we had previously done business with.

Outlook

Our business strategy of originating and acquiring investments is affected by general U.S. real estate fundamentals and the overall U.S. economic
environment. Further, our strategy is influenced by the specific characteristics of the underlying real estate assets that serve as collateral for our investments.
have designed our strategy to be flexible so that we can adjust our investment activities and portfolio weightings given changes in the U.S. real estate capital
property markets and the U.S. economy.

We believe that the real estate business is influenced by a number of general economic and specific real estate factors. Those factors include, among c
things, the level and direction of interest rates, capital flows, job creation, household formations, income levels and new supply of real estate properties. We
believe most of these are moving in a positive direction. The U.S. economy has been producing new jobs at a positive pace, income levels are increasing anc
supply of space is being constrained by a variety of costs, including increased costs of new construction. Our general view is that most real estate product cla
should continue to perform well given the current economic environment and real estate fundamentals.

While interest rates rose in 2005 and throughout 2006, they are still at historically low levels. Although rising interest rates can have a negative effect or
the broad economy and the real estate markets, we do not
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believe that we will experience a sizeable and swift increase in interest rates over the next few years. Due to our focus on making floating rate investments ar
swapping fixed interest rates for floating interest rates on borrowings, our portfolio should continue to perform well in an increasing interest rate environment.
We note that even though interest rates have increased recently, our view is that the commercial real estate debt market has experienced historically low defz
rates and we expect this trend to continue.

Capital flows to real estate increased in 2005 and are likely to continue to grow in 2006. As an asset class, real estate continues to appeal to a broad m
investors having a diverse set of investment objectives including current yield, capital appreciation and currency valuations. We believe that real estate contin
to look attractive to investors on both an absolute basis and relative to alternative investments. The increased capital flows have resulted in increased compe
and lower spreads on debt instruments but also have reduced our cost of funds. The capital flows have driven values higher as capitalization rates have decli
These capital flows will likely continue even as interest rates moderate. Over time, we expect that capitalization rates will likely follow but lag the increase in
long-term interest rates. However, the capital flows may dampen the increase in capitalization rates.

The following discussion related to our consolidated financial statements should be read in conjunction with our audited financial statements appearing
elsewhere in this prospectus.

Results of Operations

Three Months Ended June 30, 2006 Compared to the Period May 10, 2005 (inception) Through June 30, 2005

Revenues

Investment income increased by $12.8 million to $12.8 million for the three months ended June 30, 2006, which was generated by our whole loans ($4.
million), B Notes ($2.8 million), mezzanine loans ($3.7 million) and CMBS ($2.1 million).

Real estate operating income increased by $1.4 million to $1.4 million for the three months ended June 30, 2006, which primarily represents rental inco
from our two consolidated joint ventures.

Other income increased by $0.6 million to $1.1 million from $0.5 million for the three months ended June 30, 2006, which represents interest earned on
cash balances primarily from overnight repurchase investments.

Expenses

Interest expense increased by $9.2 million to $9.2 million for the three months ended June 30, 2006, of which $7.2 million represents interest on our CC
financing, which had a weighted average spread to 30—day LIBOR of 50 basis points (or 5.82%), $1.1 million represents interest on borrowings on our
warehouse facilities, which had a weighted average spread to 30—day LIBOR of 91 basis points (or 6.10%), and $0.5 million represents interest on our
consolidated real estate joint venture mortgages. The remaining balance in interest expense is comprised of $50,000 of net swap interest income related to o
derivative contracts, $0.3 million of amortization of deferred financing costs related, primarily, to the closing of our warehouse facilities and our CDO financing
and $0.1 million of servicing fees.

Management fees increased by $1.1 million to $1.4 million from $0.3 million for the three months ended June 30, 2006, which represent fees paid or
payable to our Manager under our management agreement.

General and administrative expenses increased by $0.8 million to $2.0 million from $1.2 million for the three months ended June 30, 2006, of which the
increase was attributable to $0.3 million from professional fees, insurance, and general overhead costs, $0.3 million from expense reimbursements to our
Manager under our management agreement and $0.3 million from purchase and acquisition investment activity, offset by a decrease in formation cost of $0.¢
million which represent direct organizational, administrative and consulting expenses incurred prior to May 10, 2005 related to establishing our structure and
operations. Of these costs, $0.4 million
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were reimbursed to an affiliate of our Manager, CBRE/Melody, from the proceeds of our June 2005 private offering. Stock—based compensation expenses
increased $0.7 million to $0.9 million from $0.2 million for the three months ended June 30, 2006. This represents the cost of restricted stock and options grat
to our Manager, our executive officers and directors and certain persons related to our Manager. The restricted stock and options for our directors will vest on
year from the date of grant and for all other grantees will vest equally over a three—year period. The shares of restricted stock receive dividends as declared ¢
paid. The compensation expense recorded for the three months ended June 30, 2006 represents a ratable portion of the expense based on the fair value of t
shares and options over their vesting period.

The management fees, expense reimbursements, formation costs and the relationship between our Manager, our affiliates and us are discussed furthel
“—Related Party Transactions.”

Gains on derivatives

Gains on derivatives increased by $0.3 million to $0.3 million for the three months ended June 30, 2006, of which $0.8 million was a realized gain and
$0.5 million was the reversal of an unrealized gain from the termination of one interest rate swaps.

Six Months Ended June 30, 2006 Compared to the Period May 10, 2005 (inception) Through June 30, 2005

Revenue

Investment income increased by $23.9 million to $23.9 million for the six months ended June 30, 2006, which was generated by our whole loans ($8.4
million), B Notes ($4.8 million), mezzanine loans ($6.7 million) and CMBS ($3.6 million) as well as placement fees of $0.4 million in connection with joint
venture investments originated during the period.

Real estate operating income increased by $2.1 million to $2.1 million for the six months ended June 30, 2006, which primarily represents rental income
from our two consolidated joint ventures.

Other income increased by $1.2 million to $1.7 million from $0.5 million for the six months ended June 30, 2006, which represents interest earned on ce
balances primarily from overnight repurchase investments.

Expenses

Interest expense increased by $14.7 million to $14.7 million for the six months ended June 30, 2006, of which $7.4 million represents interest on our CC
financing, which had a weighted average spread to 30—day LIBOR of 50 basis points (or 5.82%), $5.8 million represents interest on borrowings on our
warehouse facilities, which had a weighted average spread to 30—day LIBOR of 91 basis points (or 6.10%), and $1.0 million represents interest on our
consolidated real estate joint venture mortgages. The remaining balance in interest expense is comprised of $35,000 of net swap interest income related to o
derivative contracts, $0.4 million of amortization of deferred financing costs related, primarily, to the closing of our warehouse facilities and our CDO financing
and $0.1 million of servicing fees.

Management fees increased by $2.5 million to $2.8 million from $0.3 million for the six months ended June 30, 2006, which represent fees paid or paya
to our Manager under our management agreement.

Formation costs decreased by $0.9 million to zero and represent direct organizational, administrative and consulting expenses incurred prior to May 10,
2005 related to establishing our structure and operations. Of these costs, $0.4 million were reimbursed to an affiliate of our Manager, CBRE/Melody, from the
proceeds of our June 2005 private offering.

General and administrative expenses increased by $3.3 million to $4.5 million from $1.2 million for the six months ended June 30, 2006, of which the
increase was attributable to $1.5 million from professional fees, insurance, and general overhead costs, $0.5 million from expense reimbursements to our
Manager under our
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management agreement and $0.7 million from purchase and acquisition investment activity, offset by a decrease in formation cost of $0.9 million which
represent direct organizational, administrative and consulting expenses incurred prior to May 10, 2005 related to establishing our structure and operations. Of
these costs, $0.4 million were reimbursed to an affiliate of our Manager, CBRE/Melody, from the proceeds of our June 2005 private offering. Stock—-based
compensation expenses increased $1.6 million to $1.8 million from $0.2 million for the six months ended June 30, 2006. This represents the cost of restricted
stock and options granted to our Manager, our executive officers and directors and certain persons related to our Manager. The restricted stock and options f
our directors will vest one year from the date of grant and for all other grantees will vest equally over a three—year period. The shares of restricted stock recei
dividends as declared and paid. The compensation expense recorded for the six months ended June 30, 2006 represents a ratable portion of the expense ba
the fair value of these shares and options over their vesting period.

The management fees, expense reimbursements, formation costs and the relationship between our Manager, our affiliates and us are discussed furthel
“—Related Party Transactions.”

Liquidity and Capital Resources

Overview

Liquidity is a measurement of our ability to meet potential cash requirements, including ongoing commitments to repay borrowings, fund loans and othe
investments, pay dividends and for other general business needs. Our primary sources of funds for short—-term liquidity, including working capital, distribution:
and additional investments consist of (i) the remaining funds raised from our June 2005 private offering and this offering; (ii) funds raised from our July 2006
issuance of trust preferred securities (iii) cash flow from operations; (iv) borrowings under our two master repurchase agreements with Deutsche Bank AG,
Cayman Islands Branch, which we refer to as the DB Warehouse Facilities, and two master repurchase agreements with Bank of America, N.A. and Banc of
America Securities LLC, or Bank of America, which we refer to as the Bank of America Warehouse Facilities and one mortgage loan purchase agreement an
one master repurchase agreement with Wachovia Bank, N.A., which we refer to as the Wachovia Warehouse Facilities; (v) proceeds from our recently closec
CDO or other forms of financing or additional securitizations or CDO offerings; (vi) proceeds from additional common or preferred equity offering (including
this offering) or offerings of trust preferred securities; (vii) proceeds from potential joint ventures or funds we sponsor in connection with our joint venture
investments; and, to a lesser extent, from (viii) proceeds from principal payments on our investments. We believe these sources of funds will be sufficient to n
our short-term liquidity requirements.

Our ability to meet our long—term liquidity requirements will be subject to obtaining additional debt financing and equity capital in addition to the sources
designated for our short-term liquidity requirements. If we are unable to renew, replace or expand our sources of financing on substantially similar terms, it m
have an adverse effect on our business, results of operations and ability to make distributions to our stockholders. Depending on market conditions, we expe«
that our borrowings will be in the range of 70% and 80% of the carrying value of our total assets. Our borrowings may require us, among other restrictive
covenants, to keep uninvested cash on hand, maintain a certain portion of our assets free from liens and to secure such borrowings with our assets. These
conditions would limit our ability to do further borrowings. If we are unable to make required payments under such borrowings, breach any representation or
warranty in the loan documents or violate any covenant contained in a loan document, our lender may accelerate the maturity of our debt or require us to plec
more collateral. If we are unable to pay off our borrowings in such a situation, the lender could foreclose on our assets that are pledged as collateral to such
lender or such lender could force us into bankruptcy. Any such event would have a material adverse effect on our liquidity and the value of our common stock

To qualify as a REIT under the Internal Revenue Code, we must distribute annually at least 90% of our REIT taxable income. These distribution
requirements limit our ability to retain earnings and thereby replenish or increase capital for operations. However, we believe that our capital resources and
access to financing will provide us with financial flexibility at levels sufficient to meet current and anticipated liquidity requirements, including funding new
investments, paying distributions to our stockholders and servicing our debt obligations.
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Capitalization

Our authorized capital stock consists of 150,000,000 shares of capital stock, $0.01 par value per share, of which we have authorized the issuance of ur
100,000,000 shares of common stock, par value $0.01 per shares, and 50,000,000 shares of preferred stock, par value $0.01 per share.

In June 2005, we completed our private offering of 20,000,000 shares of common stock resulting in gross proceeds of $300.0 million and net proceeds
approximately $282.5 million, which were used primarily to fund investments. As of June 30, 2006, 687,255 shares of restricted common stock and options to
purchase 880,150 shares of common stock, with an exercise price of $15.00 per share, have been issued under our 2005 equity incentive plan. These restric
shares and options have a vesting period of three years from the date of grant (except with respect to 2,668 restricted shares which vest one year from the de
grant).

Warehouse Lines

DB Warehouse Facilities

On August 30, 2005, we entered into the DB Warehouse Facilities that provide $650.0 million of aggregate borrowing capacity.

We have a $400.0 million master repurchase agreement which has a repurchase date of August 29, 2006. Our TRS is also a party to this agreement ar
and our TRS are jointly and severally liable thereunder. The repurchase date shall automatically be extended for an additional day on a daily basis, without ar
action required to be taken by the lender or us, unless the lender delivers to us in writing a termination notice of such daily automatic extension feature. In suc
event, the repurchase date shall be the day 364 days after the date of the written termination notice. Advances under this facility bear interest only, which is re
monthly, with a pricing spread of 50 basis points over 30—day LIBOR. Based on our investment activities, this facility provides for an advance rate of up to 90
based upon the collateral provided under a borrowing based calculation. This facility finances our whole loan originations and acquisitions. As of June 30, 20(
the outstanding balance under this facility was approximately $43.7 million with a current weighted average interest rate of 5.7%. As of June 30, 2006, we hac
approximately $356.3 million of additional capacity under this facility to fund future investments. The borrowings under this facility are collateralized by the
following investments (dollars in thousands):

Number
Investment Type of Loans Carrying Value Market Value
Whole Loans 3 $ 49,089 $ 47,962

We also have a $250.0 million repurchase agreement which had an initial repurchase date of May 30, 2006. Pursuant to this agreement, this repurchas
date may be extended for up to two additional three-month periods following the initial repurchase date or the first extended repurchase date, as applicable, i
we have given to the lender a written notice not less than 30 days prior to the initial repurchase date, (ii) no default or an event of default (as defined in the
repurchase agreement) has occurred or be continuing and (iii) with respect to the second extension, we have paid the lender an extension fee in the amount
0.25% of the aggregate repurchase price as of the date three months after the initial repurchase date. We elected to extend this facility to November 29, 200¢
which time we may extend this facility for an additional three—month period so long as all of the extension conditions are timely satisfied. Advances under this
facility bear interest only, which is reset monthly, with a pricing spread of 125 basis points over 30—-day LIBOR. Based on our investment activities, this facility
provides for an advance rate of up to 65% based upon the collateral provided under a borrowing base calculation. This facility finances our origination or
acquisition of B Notes, mezzanine investments and CMBS. As of June 30, 2006, the we had no borrowings under this facility. As of June 30, 2006, we had
approximately $250.0 million of additional capacity under this facility to fund future investments.
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The DB Warehouse Facilities contain certain covenants, the most restrictive of which are requirements that we maintain a minimum tangible net worth ¢
no less than $125.0 million, a minimum debt service coverage of not less than 1.5 to 1 in the aggregate, a ratio of indebtedness-to—tangible net worth not to
exceed 3.5 to 1, and minimum cash or marketable securities of not less than (i) $10.0 million for a debt-to—book ratio above 2 to 1; (ii) $5.0 million for a
debt-to—book equity ratio between 1 to 1 and 2 to 1; and (jii) $3.0 million for a debt-to—book equity ratio of below 1 to 1. We were in compliance with all
covenants and restrictions as of June 30, 2006.

We have certain CMBS and loan investments, or the collateral assets, purchased from a counterparty that are financed through a repurchase agreemet
with the same counterparty. We believe that in accordance with FASB Concept Statement No. 6, or CON 6, “Elements of Financial Statements,” we are entitl
to obtain the future economic benefits of the collateral assets and we are obligated under the repurchase agreement. Therefore, we currently record the colla
assets and the related financing gross on our balance sheet, and the corresponding interest income and interest expense gross on our income statement. In
addition, any change in fair value of the CMBS included in the collateral assets, is reported through other comprehensive income since these are classified as
available for sale securities in accordance with FASB Statement No. 115, or SFAS 115, “Accounting for Certain Investments in Debt and Equity Securities.”

However, an alternate view could be taken that in a transaction where assets are acquired from and financed under a repurchase agreement with the s:
counterparty, the acquisition may not qualify as a sale from the seller’s perspective. In such a case, the seller may be required to continue to consolidate the «
sold to us. Under this view, we would be precluded from presenting the assets gross on our balance sheet and would instead treat our net investment in such
assets as a derivative. Under this view, the interest rate swaps entered into by us to hedge our interest rate exposure with respect to these transactions woulc
longer qualify for hedge accounting, but would be marked to market through the income statement.

This potential change would not affect the economics of the transactions but would affect how the transactions are reported in our financial statements.
we were to apply this view to our transactions, for the six months ended June 30, 2006 and for the period May 10, 2005 (inception) to December 31, 2005, the
change in net income per common diluted share would be immaterial and our total assets and total liabilities would each be reduced by $19.3 million and $51
million, respectively.

Bank of America Warehouse Facilities

In January and February, 2006, we entered into the Bank of America Warehouse Facilities that provide $450.0 million of aggregate borrowing capacity.

We have a $200.0 million master repurchase agreement, which has a repurchase date of (1) January 26, 2007 or (2) the date on which a second CDO
transaction sponsored by us closes. The repurchase date shall be extended for up to two additional 364—day periods following the initial repurchase date at tt
buyer’s sole discretion, provided that, if we intend to extend the repurchase date, (i) the buyer agrees to such extension within 30 days of receipt of our writtel
notice to extend the repurchase date, which shall have been delivered to the lender at least 90 days but no more than 120 days prior to the initial repurchase
and (ii) with respect to the second extension, no default or an event of default (as defined in the repurchase agreement) has occurred or be continuing. In suc
event, the maturity date shall be the day 364 days after the date of the written termination notice. Advances under this facility bear interest only, which is rese
monthly, with a range of pricing spreads of 50 to 170 basis points over 30-day LIBOR. Based on our investment activities, this facility provides for an advance
rate of between 55% and 95% based upon the collateral provided under a borrowing based calculation. This facility finances our origination or acquisition of
whole loans, subordinate mortgage interests and CMBS. As of June 30, 2006 the outstanding balance under this facility was approximately $77.0 million with
current weighted average interest rate of 6.3%. As of June 30, 2006, we had approximately $123.0 million of additional
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capacity under this facility to fund future investments. The borrowings under this facility are collateralized by the following investments (dollars in thousands):

Number of Carrying Market
Investment Type Investments Value Value
Subordinated Debt 2 $ 63,655 $ 63,655
Whole Loans 9 $ 42,714 $ 42,714

In addition, we have a $250.0 million master repurchase agreement, which has a repurchase date of February 12, 2007. This repurchase date shall be
extended for up to two additional 364—day periods following the initial repurchase date at the buyer’s sole discretion, provided that, if we intend to extend the
repurchase date, (i) the buyer agrees to such extension within 30 days of receipt of our written notice to extend the repurchase date, which shall have been
delivered to the lender at least 90 days but no more than 120 days prior to the initial repurchase date and (ii) with respect to the second extension, no default
event of default (as defined in the repurchase agreement) has occurred or be continuing. Our TRS is also a party to this agreement and we and our TRS are |
and severally liable thereunder. Advances under this facility bear interest only, which is reset monthly, with a range of pricing spreads of 50 to 120 basis point
over 30—-day LIBOR. Based on our investment activities, this facility provides for an advance rate of between 55% and 92.5% based upon the collateral provic
under a borrowing base calculation. This facility finances whole loan originations and acquisitions. As of June 30, 2006, we had no borrowings under this
facility. As of June 30, 2006, we had approximately $250.0 million of additional capacity under this facility to fund future investments.

The Bank of America Warehouse Facilities contain certain covenants, the most restrictive of which are requirements that we maintain a minimum tangik
net worth of no less than $250.0 million, a minimum debt service coverage of not less than 1.5 to 1 in the aggregate, a ratio of total liability to total assets gres
than 0.80 to 1.0, and minimum cash and marketable securities of not less than $10.0 million. We were in compliance with all covenants and restrictions as of
June 30, 2006.

Wachovia Warehouse Facilities

In July 2006, we entered into a mortgage loan purchase agreement that provides $175.0 million of aggregate borrowing capacity. The $175.0 million
Wachovia Warehouse Facility has an initial fixed repurchase date of September 1, 2006. The seller must repurchase all of the mortgage loans for an amount
equal to the aggregate repurchase price no later than the earlier of (i) the closing of a master repurchase facility by the parties to this agreement or (ii) Septen
1, 2006. The repurchase date of this facility has been extended to September 30, 2006. Advances under this facility bear interest rate only, which reset montt
with a range of pricing spreads of 50 to 225 basis point over 30—day LIBOR. As of August 31, 2006, the outstanding balance under this facility was
approximately $169.7 million with a weighted average borrowing rate of 6.14%.

In August 2006, we entered into a master repurchase agreement that provides $300.0 million of aggregate borrowing capacity. The $300.0 million
Wachovia Warehouse Facility has an initial repurchase date of August 24, 2009, which may be extended for a period not to exceed 364 days upon our writter
request to the buyer at least 30 days, but no more than 60 days, prior to the initial repurchase date, if (i) no default or event of default (as defined in the
repurchase agreement) has occurred or continuing and (ii) upon our payment to the buyer of a certain extension fee. Advances under this facility bear interes
only, which is reset monthly, with a range of pricing spreads from 20 to 200 basis points over 30—day LIBOR. As of August 31, 2006, the outstanding balance
under this facility was approximately $38.0 million with a weighted average borrowing rate of 6.11%.

The Wachovia Warehouse Facilities contain certain covenants, the most restrictive of which are requirements that we maintain a minimum tangible net
worth of no less than the sum of $250.0 million, a ratio of total liability to total assets greater than 0.80 to 1.0 (for the $300.0 million Wachovia Warehouse
Facility) and 75% of the net proceeds of the issuance by us of any capital stock of any class and minimum cash and marketable securities of not less than $1
million. We are in compliance with all covenants and restrictions as of August 31, 2006.
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Collateralized Debt Obligations

For longer-term funding, we intend to utilize securitization structures, particularly CDOs, as well as other match-funded financing structures. CDOs are
multiple class debt securities, or bonds, secured by pools of assets, such as whole loans, B Notes, mezzanine loans, CMBS and REIT debt. We believe CDO
financing structures are an appropriate financing vehicle for our targeted real estate asset classes, because they will enable us to obtain long—term cost of fur
and minimize the risk that we have to refinance our liabilities prior to the maturities of our investments while giving us the flexibility to manage credit risk.

Deutsche Bank Securities Inc., one of our underwriters, acted as the exclusive structurer and placement agent with respect to a CDO transaction totalin
approximately $600.0 million, which closed on March 28, 2006. We retained 100% of the equity interests in our CDO subsidiary that issued the CDO notes
consisting of preference and common shares as well as 100% of the non-rated debt tranches. The notes issued by our CDO subsidiary are secured initially k
portfolio of whole loans, B Notes, mezzanine loans and CMBS. Our Manager acted as the collateral manager for our CDO subsidiary but did not receive any f
in connection therewith. We acted as the advancing agent in connection with the issuance of the CDO notes. As of June 30, 2006, our CDO subsidiary is
leveraged as follows:

Carrying Amount Weighted Average
at 6/30/06 Stated Maturity Interest Rate Expected Life (years)
CDO | Bonds $ 508,500 3/25/2046 5.82% 8.1

Mortgage Indebtedness

On December 14, 2005, our consolidated joint venture, Springhouse Apartments, LLC, obtained a $26.2 million loan in connection with the acquisition c
real estate located in Prince George’s County, Maryland. The loan is collateralized by the aforementioned property, is guaranteed by Bozzutto and Associate:
Inc., our joint venture partner, matures on December 14, 2008, and bears interest at 30—day LIBOR plus 1.75%. As of June 30, 2006 and December 31, 200¢
outstanding balance was $25.0 million and $25.0 million, respectively, at a rate of 6.89% and 6.12%, respectively.

On March 28, 2006, our consolidated joint venture, Loch Raven Village Apartments-II, LLC, obtained a $29.2 million loan in connection with the
acquisition of real estate located in Baltimore, Maryland. The loan is collateralized by the aforementioned property, is guaranteed by Bozzutto and Associates
Inc., our joint venture partner, matures on April 1, 2009, and bears interest at a fixed rate of 5.96%. As of June 30, 2006, the outstanding balance was $24.2
million.

Junior Subordinated Debentures

On July 26, 2006, we completed the issuance of $50.0 million in unsecured trust preferred securities through a newly formed Delaware statutory trust,
CBRE Realty Finance Trust |, or CRFT |, which is one of our wholly—owned subsidiaries. The securities bear interest at a fixed rate of 8.10% for the first ten
years ending July 2016. Thereafter the rate will float based on the 90—day LIBOR plus 249 points. The base management fee that we pay to our Manager
pursuant to the management agreement is based on our gross stockholders’ equity which our board of directors has determined to include the trust preferred
securities.

CRFT | issued $1.55 million aggregate liquidation amount of common securities, representing 100% of the voting common stock of CRFT | to our
company for a total purchase price of $1.55 million. CRFT | used the proceeds from the sale of the trust preferred securities and the common securities to
purchase our company'’s junior subordinated notes. The terms of the junior subordinated notes match the terms of the trust preferred securities. The notes ar
subordinate and junior in right of payment to all present and future senior indebtedness and certain other of our financial obligations. We realized net proceed
from the offering of approximately $48.8 million.
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Contractual Obligations

The table below summarizes our contractual obligations as of June 30, 2006. The table excludes contractual commitments related to our derivatives, wi
we discuss in “—Qualitative and Quantitative Disclosures about Market Risk,” and the incentive fee payable under the management agreement that we have
our Manager, which we discuss in “Management—Management Agreement,” because those contracts do not have fixed and determinable payments.

Contractual commitments
(in thousands)
Payments due by period

Less than 1-3 3-5 More than
Total 1 year years years 5 years
CDOI Bonds payable $508500 $§ — $ — $ — $508,500
BOA warehouse facilities 77,018 77,018 — — —
DB warehouse facilities 43,749 43,749 — — —
Mortgage payable 49,197 — 25,001 24,196 —
Base management fees 5.675 5,675 _ _ _

Total $684,139 $126442 $25001 $24196 $508500

(1) Calculated only for the next 12 months based on our current gross stockholders’ equity, as defined in our management agreement. As adjusted to give effect to the sale of common stoc
this offering, the total amount and the amount due in less than one year would be $9,965.

Off-Balance Sheet Arrangements

As of June 30, 2006, we had approximately $37.9 million equity interest in four joint ventures as described in Note 7 to our financial statements for the <
months ended June 30, 2006. As of December 31, 2005, we had no off-balance sheet arrangements.

Dividends

To qualify as a REIT, we must pay annual dividends to our stockholders of at least 90% of our REIT taxable income, determined before taking into
consideration the dividends paid deduction and net capital gains. We intend to continue to pay regular quarterly dividends to our stockholders. Before we pay
dividend, whether for U.S. federal income tax purposes or otherwise, which would only be paid out of available cash to the extent permitted under our secure
credit facilities, we must first meet both our operating requirements and scheduled debt service on our warehouse lines and other debt payable.

Related Party Transactions
Management Agreement

On June 9, 2005, we entered into a management agreement with our Manager, which provides for an initial term through December 31, 2008 with
automatic one—year extension options for each anniversary date thereafter and is subject to certain termination rights. After the initial term, our independent
directors will review our Manager’s performance annually and the management agreement may be terminated subject to certain termination rights.

We pay our Manager an annual management fee monthly in arrears equaltofitHe sum of (i) 2.0% of our gross stockholders’ equity (as defined in
the management agreement), or equity, of the first $400.0 million of our equity and (ii) 1.75% of our gross stockholders’ equity in an amount in excess of $40(
million and up to $800.0 million and (jii) 1.5% of our gross stockholders’ equity in excess of $800.0 million. Our Manager uses the proceeds from its
management fee in part to pay compensation to its officers and employees who, notwithstanding that certain of them also are our officers, receive no cash
compensation directly from us. For the three and six months ended June 30, 2006 and the period from June 9, 2005 through December 31, 2005, we paid

66



Table of Contents
or had payable $1.4 million, $2.8 million and $0.3 million, respectively, to our Manager for the base management fee under the management agreement. As c
June 30, 2006, $0.5 million of management fees were accrued and constituted the management fee payable on our balance sheet.

In addition to the base management fee, our Manager may receive quarterly incentive compensation. The purpose of the incentive compensation is pro
an additional incentive for our Manager to achieve targeted levels of Funds From Operations (as defined in the management agreement) (after the base
management fee and before incentive compensation) and to increase our stockholder value. Our Manager may receive quarterly incentive compensation in a
amount equal to the product of: (i) twenty—five percent (25%) of the dollar amount by which (A) our Funds From Operations (after the base management fee ¢
before the incentive fee) per share of our common stock for such quarter (based on the weighted average number of shares outstanding for such quarter) exc
(B) an amount equal to (1) the weighted average of the price per share of our common stock in our June 2005 private offering and the prices per share of our
common stock in any subsequent offerings (including our initial public offering), multiplied by (2) the greater of (a) 2.25% or (b) 0.75% plus one—fourth of the
Ten Year Treasury Rate (as defined in the management agreement) for such quarter, multiplied by (ii) the weighted average number of shares of our commol
stock outstanding during the such quarter. We will record any incentive fees as a management fee expense in the period when earned and when payments o
amounts have become probable and reasonably estimable in accordance with the management agreement. No amounts had been paid or were payable for
incentive compensation under the management agreement as of June 30, 2006 and December 31, 2005.

The management agreement also provides that we will reimburse our Manager for various expenses incurred by our Manager or its affiliates for
documented expenses of our Manager or its affiliates incurred on our behalf, including but not limited to costs associated with formation and capital raising
activities and general and administrative expenses. Without regard to the amount of compensation received under the management agreement, our Manager
responsible for the wages and salaries of its officers and employees.

For the three and six months ended June 30, 2006 and the period from June 9, 2005 through December 31, 2005, we paid or had payable $0.2 million,
million and $0.1 million, respectively, to our Manager for expense reimbursements, of which $0.1 million were accrued and are included in other liabilities on
our balance sheet as of June 30, 2006. For the period prior to June 9, 2005, we reimbursed expenses to an affiliate of our Manager, CBRE/Melody, $1.3 milli
including $0.9 million of costs associated with capital raising activities and $0.4 million of expenses relating to our formation.

GEMSA Servicing

GEMSA Loan Services, L.P., which we refer to as GEMSA, is utilized by us as a loan servicer. GEMSA is a joint venture between CBRE/Melody and G
Capital Real Estate. GEMSA is a rated master and primary servicer. Our fees for GEMSA's services are at market rates.

For the three months and six months ended June 30, 2006 and the period June 9, 2005 to December 31, 2005, we paid or had payable an aggregate o
approximately $14,000, $21,000, and $2,000, respectively, to GEMSA in connection with its loan servicing of a part of our portfolio. Such fees were at market
rates.

Affiliates

In connection with our June 2005 private offering, we entered into a license agreement with CBRE and one of its affiliates pursuant to which they grante
us a non—exclusive, royalty—free license to use the name “CBRE.” Under this agreement, we have a right to use the “CBRE” name, as long as our Manager o
one of its affiliates remains our manager and our manager remains an affiliate of CBRE. Other than with respect to this limited license, we have no legal right
the “CBRE” name. CBRE has the right to terminate the license agreement if its affiliate is no longer acting as our manager. In the event the management
agreement is terminated, we would be required to change our name to eliminate the use of the words “CBRE.”
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As of June 30, 2006, an affiliate of the Manager, CBRE Melody of Texas, LP and its principals, owned 1,100,000 shares of our common stock (which
were purchased in our June 2005 private offering), 300,000 shares of restricted common stock, and had options to purchase an additional 500,000 shares of
common stock.

Funds from Operations

Funds from Operations, or FFO, which is a non—GAAP financial measure, is a widely recognized measure of REIT performance. We compute FFO in
accordance with standards established by the National Association of Real Estate Investment Trusts, or NAREIT, which may not be comparable to FFO repol
by other REITs that do not compute FFO in accordance with the NAREIT definition, or that interpret the NAREIT definition differently than we do. The revised
White Paper on FFO approved by the Board of Governors of NAREIT in April 2002 defines FFO as net income (loss) (computed in accordance with GAAP),
excluding gains (or losses) from debt restructuring and sales of properties, plus real estate related depreciation and amortization and after adjustments for
unconsolidated/uncombined partnerships and joint ventures. We present FFO because we consider it an important supplemental measure of our operating
performance and believe that it is frequently used by securities analysts, investors and other interested parties in the evaluation of REITs. We also use FFO &
of several criteria to determine performance-based equity bonuses for members of our senior management team. FFO is intended to exclude GAAP historice
cost depreciation and amortization of real estate and related assets, which assumes that the value of real estate assets diminishes ratably over time. Historic:
however, real estate values have risen or fallen with market conditions. Because FFO excludes depreciation and amortization unique to real estate, gains anc
losses from property dispositions and extraordinary items, it provides a performance measure that, when compared year over year, reflects the impact to
operations from trends in occupancy rates, rental rates, operating costs, interest costs, providing perspective not immediately apparent from net income. FFO
does not represent cash generated from operating activities in accordance with GAAP and should not be considered as an alternative to net income (determi
accordance with GAAP), as a measure of our liquidity, nor is it indicative of funds available to fund our cash needs, including our ability to make cash
distributions.

FFO for the three months ended and the six months ended June 30, 2006, the period May 10, 2005 (inception) through June 30, 2005 and the period
May 10, 2005 (inception) through December 31, 2005 is as follows (dollars in thousands):

For the Period For the Period
For the Three For the Six May 10, 2005 May 10, 2005
Months Ended Months Ended (inception) through (inception) through
June 30, 2006 June 30, 2006 June 30, 2005 December 31, 2005
Funds from operations:
Net income (loss) $ 2,251 $ 7,916 $ (1,064 $ 1,052
Adjustments:
Depreciation 257 380 — —
Gain (losses) from debt restructuring — — — —
Gain (losses) from sale of property — — — —
Funds from discontinued operations — — — —
Real estate depreciation and amortization—unconsolidated
ventures 639 639 — —
Funds from operatioﬁlé $ 3,147 $ 8,935 $ (1,069 $ 1,052

(1) FFO for the period May 10, 2005 (inception) through June 30, 2005 includes one-time inception costs of $931.

Critical Accounting Policies

Our critical accounting policies are those that have the most impact on the reporting of our financial condition and results of operations and those requir
significant judgments and estimates. We believe that our judgments and assessments are consistently applied and produce financial information that fairly
presents our
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results of operations. Our most critical accounting policies concern our accounting and valuation of our investments, revenue recognition and derivative valua
and are as follows.

Use of Estimates

In preparing the consolidated financial statements, management is required to make estimates and assumptions that affect the amounts reported in the
financial statements and accompanying notes. Actual results could differ from those estimates and assumptions. Significant estimates in the consolidated
financial statements include the valuation of our investments, including the related allowance for losses, and the valuation of derivatives.

Loans and Investments

Loans held for investment are intended to be held to maturity and, accordingly, are carried at amortized cost, including unamortized loan origination cos
and fees, and net of repayments and sales of partial interests in loans, unless such loan or investment is deemed to be impaired. At such time as we invest in
venture and other interests that allow us to participate in a percentage of the underlying property’s cash flows from operations and proceeds from a sale or
refinancing, we must determine whether such investment should be accounted for as a loan, real estate investment or equity method joint venture in accorda
with AICPA Practice Bulletin No. 1 on acquisition, development and construction, or ADC, arrangements.

Specific valuation allowances are established for impaired loans based on the fair value of collateral on an individual loan basis. The fair value of the
collateral is determined by an evaluation of operating cash flow from the property during the projected holding period, and estimated sales value computed by
applying an expected capitalization rate to the stabilized net operating income of the specific property, less selling costs, discounted at market discount rates.
upon completion of the valuation, the fair value of the underlying collateral securing the impaired loan is less than the net carrying value of the loan, an
allowance is created with a corresponding charge to the provision for loan losses. The allowance for each loan is maintained at a level we believe is adequate
absorb probable losses. As of June 30, 2006, no impairment has been identified and no valuation allowance has been established.

Our Manager evaluates our assets on a regular basis to determine if they continue to satisfy our investment criteria. Subject to certain restrictions
applicable to REITs and to maintain our exclusion from regulation as an investment company, we sell our investments opportunistically and use the proceeds
any such sales for debt reduction, additional acquisitions or working capital purposes.

Variable Interest Entities

In December 2003, Financial Accounting Standards Board Interpretation, or FIN, No. 46R “Consolidation of Variable Interest Entities,” or FIN 46R, was
issued as a modification of FIN No. 46 “Consolidation of Variable Interest Entities.” FIN 46R, which became effective in the first quarter of 2004, clarified the
methodology for determining whether an entity is a VIE and the methodology for assessing who is the primary beneficiary of a VIE. VIEs are defined as entitie
in which equity investors do not have the characteristics of a controlling financial interest or do not have sufficient equity at risk for the entity to finance its
activities without additional subordinated financial support from other parties. If an entity is determined to be a VIE, it must be consolidated by the primary
beneficiary. The primary beneficiary is the enterprise that absorbs the majority of the entity’s expected losses, receives a majority of the entity’s expected
residual returns, or both. Generally, expected losses and expected residual returns are the expected negative and positive variability, respectively, in the fair \
of the variable interest entities’ net assets.

When we make an investment, we assess whether we have a variable interest in a VIE and, if so, whether we are the primary beneficiary of the VIE. Th
analyses require considerable judgment in determine the primary beneficiary of a VIE since they involve subjective probability weighting of various cash flow
scenarios. Incorrect
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assumptions or estimates of future cash flows may result in an inaccurate determination of the primary beneficiary. The result could be the consolidation of ar
entity acquired or formed in the future that would otherwise not have been consolidated or the non—consolidation of such an entity that would otherwise have
been consolidated.

FIN 46R has certain scope exceptions, one of which provides that an enterprise that holds a variable interest in a qualifying special-purpose entity, or
QSPE, does not consolidate that entity unless that enterprise has unilateral ability to cause the entity to liquidate. SFAS No. 140 “Accounting for Transfers an
Servicing of Financial Assets and Extinguishments of Liabilities,” or SFAS 140, provides the requirements for an entity to be considered a QSPE. To maintain
the QSPE exception, the entity must continue to meet the QSPE criteria both initially and in subsequent periods. An entity’'s QSPE status can be impacted in
future periods by activities by its transferor(s) or other involved parties, including the manner in which certain servicing activities are performed. To the extent
our CMBS investments were issued by an entity that meets the requirements to be considered a QSPE, we record the investments at purchase price paid. Tc
extent the underlying entities are not QSPEs, we follow the guidance set forth in FIN 46R as the entities would be considered VIEs.

We have analyzed the governing pooling and servicing agreements for each of our CMBS investments and believe that the terms are industry standard
are consistent with the QSPE criteria. However, there is uncertainty with respect to QSPE treatment due to ongoing review by accounting standard rulemaker
potential actions by various parties involved with the QSPE, as discussed above, as well as varying and evolving interpretations of the QSPE criteria under S
140. Additionally, accounting standard rulemakers continue to review the FIN 46R provisions related to the computations used to determine the primary
beneficiary of a VIE.

Our maximum exposure to loss as a result of its investments in these VIEs was $144.2 million as of June 30, 2006.

We have determined that two of our joint venture investments are VIEs in which we are deemed to be the primary beneficiary and under FIN 46R have
consolidated these investments as real estate investments. The primary effect of the consolidation is the requirement that we reflect the gross real estate ass
the gross mortgage loan payable of these entities in our financial statements.

Valuation and Impairment of Commercial Mortgage—Backed Securities

CMBS are classified as available—for—sale securities and are carried on our balance sheet at fair value. As a result, changes in fair value are recorded :
balance sheet adjustment to accumulated other comprehensive income, which is a component of stockholders’ equity, rather than through our income statem
Estimated fair values are based on market prices from a third party that actively participates in the CMBS market. We also use a discounted cash flow model
utilizes prepayment and loss assumptions based upon historical experience, economic factors and the characteristics of the underlying cash flow in order to
substantiate the fair value of the securities. The assumed discount rate is based upon the yield of comparable securities. We also may, under certain
circumstances, adjust these valuations based on our knowledge of the securities and the underlying collateral. These valuations are subject to significant
variability based on market conditions, such as interest rates and credit spreads. Changes in market conditions, as well as changes in the assumptions or
methodology used to determine fair value, could result in a significant increase or decrease in the recorded amount of our investment. As fair value estimates
vary to some degree, we must make certain judgments and assumptions about the appropriate price used to calculate the fair values for financial reporting
purposes. Different judgments and assumptions could result in different valuations. If available—for—sale securities were classified as trading securities, there
could be substantially greater volatility in earnings from period-to—period as these investments would be marked to market and any reduction in the value of t
securities versus the previous carrying value would be considered an expense on our income statement.

We assess whether unrealized losses on securities, if any, reflect a decline in value which is other than temporary and, accordingly, write the impaired
security down to its value through earnings. For example, a decline in value is deemed to be other than temporary if it is probable that we will be unable to
collect all
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amounts due according to the contractual terms of a security which was not impaired at acquisition. Temporary declines in value generally result from change
market factors, such as market interest rates, or from certain macroeconomic events, including market disruptions and supply changes, which do not directly
impact our ability to collect amounts contractually due. Significant judgment is required in this analysis. To date, no such write—downs have been made.

Revenue Recognition

Interest income on loan investments is recognized over the life of the investment using the effective interest method. Fees received in connection with |
commitments are deferred until the loan is funded and are then recognized over the term of the loan as an adjustment to yield. Fees on commitments that exy
unused are recognized at expiration.

Income recognition is generally suspended for debt investments at the earlier of the date at which payments become 90 days past due or when, in our
opinion, a full recovery of income and principal becomes doubtful. Income recognition is resumed when the loan becomes contractually current and performal
is demonstrated to be resumed. While income recognition is suspended, interest income is recognized only upon actual receipt.

Interest income on CMBS is recognized using the effective interest method as required by Emerging Issues Task Force, or EITF, 99-20. Under EITF
99-20 management estimates, at the time of purchase, the future expected cash flows and determines the effective interest rate based on these estimated c:
flows and our purchase prices. On a quarterly basis, these estimated cash flows are updated and a revised yield is calculated based on the current amortized
of the investment. In estimating these cash flows, there are a number of assumptions that are subject to uncertainties and contingencies. These include the rz
and timing of principal payments (including prepayments, repurchases, defaults and liquidations), the pass through or coupon rate and interest rate fluctuatior
In addition, interest payment shortfalls due to delinquencies on the underlying mortgage loans, and the timing of and magnitude of credit losses on the mortge
loans underlying the securities have to be estimated. These uncertainties and contingencies are difficult to predict and are subject to future events that may ir
management’s estimates and our interest income.

In accordance with EITF 99-20, if the current period cash flow estimates are lower than the previous period, and fair value is less than the carrying valu
of CMBS, we will write down the CMBS to fair market value and record the impairment charge in the current period earnings. After taking into account the
effect of the impairment charge, income is recognized using the market yield for the security used in establishing the write—down.

Reserve for Possible Credit Losses

The expense for possible credit losses in connection with debt investments represents the increase in the allowance for possible credit losses to the lev
that management estimates to be adequate considering delinquencies, loss experience and collateral quality. Other factors considered relate to geographic tr
and project diversification, the size of the portfolio and current economic conditions.

We must periodically evaluate each of these loans for possible impairment. Loans and other investments are considered impaired, for financial reporting
purposes, when it is deemed probable that we will be unable to collect all amounts due according to the contractual terms of the original agreement, or, for lo:
acquired at a discount for credit quality when it is deemed probable that we will be unable to collect as anticipated. Significant judgment is required both in
determining impairment and in estimating the resulting loss allowance. Changes in market conditions, as well as changes in the assumption or methodology t
to determine fair value, could result in a significant change in the recorded amount in our investment. As of June 30, 2006, all of our loans are current with
respect to the scheduled payments of principal and interest. No impairment has been identified and no valuation allowance has been established.
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Manager Compensation

The management agreement provides for the payment of a base management fee to our Manager and an incentive fee if our financial performance exc
certain benchmarks. The base management fee and the incentive fee are accrued and expensed during the period for which they are calculated and earned.

Derivative Instruments

We recognize all derivatives on the balance sheet at fair value. Derivatives that do not qualify, or are not designated as hedge relationships, must be
adjusted to fair value through income. Derivative instruments designated in a hedge relationship to mitigate exposure to variability in expected future cash floy
or other types of forecasted transactions, arc considered cash flow hedges. Cash flow hedges are accounted for by recording the fair value of the derivative
instrument on the balance sheet as either an asset or liability. To the extent hedges are effective, a corresponding amount, adjusted for swap payments, is re
in accumulated other comprehensive income within stockholders’ equity. Amounts are then reclassified from accumulated other comprehensive income to the
income statement in the period or periods the hedged forecasted transaction affects earnings. Ineffectiveness, if any, is recorded in the income statement. W¢
periodically review the effectiveness of each hedging transaction, which involves estimating future cash flows, at least quarterly as required by SFAS Stateme
No. 133, or SFAS 133, “Accounting for Derivative Instruments and Hedging Activities,” as amended by FASB Statement No. 138 “Accounting for Certain
Derivative Instruments and Hedging Activities of an Amendment of FASB 133" and FASB Statement No. 149 “Amendment of Statement 133 on Derivative
Instrument and Hedging Activities.” Derivative instruments designated in a hedge relationship to mitigate exposure to changes in the fair value of an asset,
liability, or firm commitment attributable to a particular risk, such as interest rate risk, will be considered fair value hedges under SFAS 133. The Company
currently has no fair value hedges outstanding. Fair values of derivatives are subject to significant variability based on changes in interest rates. The results o
such variability could be a significant increase or decrease in our derivative assets, derivative liabilities, book equity, and/or earnings.

Stock-Based Payment

We have issued restricted shares of common stock and options to purchase common stock, or equity awards, to our directors, our Manager, employees
our manager and other related persons. We account for stock—-based compensation related to these equity awards using the fair value based methodology ur
FASB Statement No. 123(R), or SFAS 123(R), “Share Based Payment” and EITF 96-18 “Accounting for Equity Instruments that are Issued to Other Than
Employees for Acquiring, or in Conjunction with Selling Goods or Services.” Compensation cost for restricted stock and stock options issued is initially
measured at fair value at the grant date, remeasured at subsequent dates to the extent the awards are unvested, and amortized into expense over the vestini
on a straight-line basis.

Accounting Treatment for Certain Investments Financed with Repurchase Agreements

We have certain CMBS and loan investments, or the collateral assets, purchased from a counterparty that are financed through a repurchase agreemet
with the same counterparty. We believe that in accordance with CON 6 we are entitled to obtain the future economic benefits of the collateral assets and we ¢
obligated under the repurchase agreement. Therefore, we currently record the collateral assets and the related financing gross on our balance sheet, and the
corresponding interest income and interest expense gross on our income statement. In addition, any change in fair value of the CMBS included in the collater
assets, is reported through other comprehensive income since these are classified as available for sale securities in accordance with SFAS 115.

However, an alternate view could be taken that in a transaction where assets are acquired from and financed under a repurchase agreement with the s:
counterparty, the acquisition may not qualify as a sale from the seller’s perspective. In such a case, the seller may be required to continue to consolidate the «
sold to us.
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Under this view, we would be precluded from presenting the assets gross on our balance sheet and would instead treat our net investment in such assets as
derivative. Under this view, the interest rate swaps entered into by us to hedge our interest rate exposure with respect to these transactions would no longer
qualify for hedge accounting, but would be marked to market through the income statement.

This potential change would not affect the economics of the transactions but would affect how the transactions are reported in our financial statements.
we were to apply this view to our transactions, for the six months ended June 30, 2006 and for the period May 10, 2005 (inception) to December 31, 2005, th
change in net income per common diluted share would be immaterial and our total assets and total liabilities would each be reduced by $19.3 million and $51
million, respectively.

Quantitative and Qualitative Disclosures About Market Risk

Market Risk

Market risk is the exposure to loss resulting from changes in interest rates, foreign currency exchange rates, commodity prices, equity prices and real e
values. The primary market risks that we are exposed to are real estate risk, interest rate risk, market value risk and prepayment risk.

Real Estate Risk

Commercial mortgage assets, commercial property values and net operating income derived from such properties are subject to volatility and may be
affected adversely by a number of factors, including, but not limited to, national, regional and local economic conditions (which may be adversely affected by
industry slowdowns and other factors), local real estate conditions (such as an oversupply of housing, retail, industrial, office or other commercial space);
changes or continued weakness in specific industry segments; construction quality, age and design; demographic factors; retroactive changes to building or
similar codes; and increases in operating expenses (such as energy costs). In the event net operating income from such properties decreases, a borrower m¢
difficulty repaying our loans, which could result in losses to us. In addition, decreases in property values reduce the value of the collateral and the potential
proceeds available to a borrower to repay our loans, which could also cause us to suffer losses. Even when the net operating income is sufficient to cover the
related property’s debt service, there can be no assurance that this will continue to be the case in the future.

Interest Rate Risk

Interest rate risk is highly sensitive to many factors, including governmental monetary and tax policies, domestic and international economic and politica
considerations and other factors beyond our control. A hypothetical 100 basis point increase in interest rates along the entire interest rate curve for the three «
six months ended June 30, 2006 and the period May 10, 2005 to December 31, 2005 would have increased our net interest expense by approximately $0.7
million, $1.0 million and ($0.1) million, respectively, and increased our investment income by approximately $0.7 million, $1.2 million and $0.3 million,
respectively.

Our operating results will depend in large part on differences between the income from our loans and our borrowing costs. We generally match the inter
rates on our loans with like-kind debt, so that fixed rate loans are financed with fixed rate debt and floating rate loans are financed with floating rate debt,
directly or through the use of interest rate swaps or other financial instruments. The objective of this strategy is to minimize the impact of interest rate change:
our net interest income. Currently most of our borrowings, with the exception of the two most junior classes of our CDO bonds (aggregating $44.25 million) ar
one of our consolidated joint venture mortgages payable of $29.2 million, are variable-rate instruments, based on 30-day LIBOR.

In the event of a significant rising interest rate environment and/or economic downturn, defaults could increase and result in credit losses to us, which
could adversely affect our liquidity and operating results. Further, such delinquencies or defaults could have an adverse effect on the spreads between
interest—earning assets and interest—bearing liabilities.
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We invest in CMBS, which are designated as available—for—sale on our balance sheet. The majority of our CMBS investments are fixed rate securities.
order to minimize the exposure to interest rate risk we utilize interest rate swaps to convert the floating rate debt to fixed rate debt, which matches the fixed
interest rate of the CMBS. All CMBS are partially financed (65% advance rate) with a warehouse line that bears interest at a rate of 30—day LIBOR plus 100 t
170 basis points.

As of June 30, 2006, we have 12 interest rate swap agreements outstanding with a total notional value of $310.5 million to hedge our exposure on
forecasted outstanding LIBOR-based debt. The market value of these interest rate swaps is dependent upon existing market interest rates and swap spread:
which change over time. If there were a 100 basis point decrease in forward interest rates, the fair value of these interest rate swaps would have decreased b
approximately $15.0 million at June 30, 2006. If there were a 100 basis point increase in forward interest rates, the fair value of these interest rate swaps wou
have increased by approximately $14.0 million at June 30, 2006.

One of our consolidated joint ventures entered into a interest rate cap with a notional amount of $25.0 million with a strike price of 4.16% and a maturity
date of December 15, 2007.

Our hedging transactions using derivative instruments also involve certain additional risks such as counterparty credit risk, the enforceability of hedging
contracts and the risk that unanticipated and significant changes in interest rates will cause a significant loss of basis in the contract. The counterparty to our
derivative arrangements are Credit Suisse International, an affiliate of one of our underwriters, Bank of America, N.A. and Deutsche Bank AG, an affiliate of o
of our underwriters, major financial institutions and affiliates of two of our underwriters, with a senior unsecured debt credit rating of Aa3 by Moody’s with
which we and our affiliates may also have other financial relationships. As a result, we do not anticipate that the counterparty will fail to meet their obligations.
There can be no assurance that we will be able to adequately protect against the foregoing risks and will ultimately realize an economic benefit that exceeds 1
related amounts incurred in connection with engaging in such hedging strategies.

We utilize interest rate swaps to limit interest rate risk. Derivatives are used for hedging purposes rather than speculation. We do not enter into financial
instruments for trading purposes. The following table sets forth our derivative instruments as of June 30, 2006 (dollars in thousands):

Estimated
Value at
Notional Swap Maturity June 30,
Type of Hedge Amount Rate Trade Date Date 2006
Pay-Fixed Swap $ 9,100 5.1320%  2/15/2006 2/17/2012 $ 231
Pay-Fixed Swap 185,052 5.05501 3/16/2006 10/25/2011 3,282
Pay-Fixed Swap 16,100 5.08500 3/16/2006 3/1/2011 352
Pay-Fixed Swap 26,950 5.193 3/28/2006  4/13/2016 765
Pay-Fixed Swap 2,000 5.3710% 4/12/2006 6/6/2016 30
Pay-Fixed Swap 1,500 5.3910% 5/1/2006 5/5/2012 8
Pay-Fixed Swap 2,350 5.5610% 5/3/2006 5/5/2017 4
Pay-Fixed Swap 44,737 5.663%% 5/12/2006  2/25/2018 (54)
Pay-Fixed Swap 2,970 5.3440% 6/8/2006 7/5/2012 24
Pay-Fixed Swap 5,000 5.4290/0 6/12/2006 7/5/2016 54
Pay-Fixed Swap 7,500 5.6100%0 6/20/2006 7/5/2016 (25)
Pay-Fixed Swap 7,200 5.6900%% 6/23/2006 7/5/2016 (68)
LIBOR Cap 25,000 4.157%0 12/15/2005 12/15/2007 338
Total $ 335459 $ 4941
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Market Value Risk

Our available—for-sale CMBS are reflected at their estimated fair value with unrealized gains and losses excluded from earnings and reported in other
comprehensive income pursuant to SFAS 115. The estimated fair value of these CMBS fluctuates primarily due to changes in interest rates, the creditworthin
of the mortgages securing these CMBS and other factors. Generally, in a rising interest rate environment, the estimated fair value of these CMBS would be
expected to decrease; conversely, in a decreasing interest rate environment, the estimated fair value of these CMBS would be expected to increase.

Prepayment Risk

As we receive repayments of principal on loans and other lending investments or CMBS, premiums paid on such investments are amortized against
interest income using the effective yield method through the expected maturity dates of the investments. In general, an increase in prepayment rates will
accelerate the amortization of purchase premiums, thereby reducing the interest income earned on the investments. Conversely discounts received on such
investments are accreted into interest income using the effective yield method through the expected maturity dates of the investments. In general, an increast
prepayment rates will accelerate the accretion of purchase discounts, thereby increasing the interest income earned on the investments.

Inflation

Virtually all of our assets and liabilities are interest rate sensitive in nature. As a result, interest rates and other factors influence our performance more ¢
than does inflation. Changes in interest rates do not necessarily correlate with inflation rates or changes in inflation rates. Further, our financial statements are
prepared in accordance with GAAP and our distributions are determined by our board of directors based primarily by our net income as calculated for tax
purposes, in each case, our activities and balance sheet are measured with reference to historical cost and or fair market value without considering inflation.
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BUSINESS

Our Company

We are a commercial real estate specialty finance company that intends to elect and qualify to be taxed as a real estate investment trust, or REIT, for U
federal income tax purposes commencing with our taxable year ended December 31, 2005. Our objective is to grow our portfolio and provide attractive total
returns to our investors over time through a combination of dividends and capital appreciation. Our business primarily focuses on originating, acquiring,
investing in, financing and managing a diversified portfolio of commercial real estate-related loans and securities. We acquire our investments both by direct
originations with borrowers and through the secondary market. Our initial investment focus is on opportunities in North America. Future distributions and capit
appreciation are not guaranteed and we have only limited operating history and experience operating as a REIT upon which you can base an assessment of
ability to achieve our objectives.

We are externally managed and advised by CBRE Realty Finance Management, LLC, or our Manager, an indirect subsidiary of CB Richard Ellis, Inc., c
CBRE, and a direct subsidiary of CBRE Melody & Company, or CBRE/Melody. CBRE indirectly owns approximately 54.5% of the economic interest in our
Manager and the remainder is owned in the aggregate by our executive officers and certain executives of CBRE/Melody. We capitalize on both the market
knowledge and insight provided by CBRE'’s domestic and global reach, origination capabilities, broad range of commercial real estate services, servicing
platform and access to existing business relationships, as well as the broad commercial real estate experience of our management team. We source our
investments through two primary channels: our unigue relationship with the CBRE/Melody origination system, which we refer to as the affiliated CBRE systen
and the origination capabilities of our management team, including their relationships with borrowers, sellers of whole loans, various financial institutions and
other financial intermediaries, which we refer to as our internal origination system. Of our approximately $1,057.3 million of investments held as of August 31,
2006, approximately 45.1% was sourced through the affiliated CBRE system. We expect that the percentage of our investments sourced by the affiliated CBF
system will grow. In addition, with respect to most of our investments, we utilize CBRE's market insight and other services to assist our underwriting.

In pursuing our objectives, our Manager leverages the experience and infrastructure of CBRE and the investment experience of our management team
including:

¢ access to product and information resulting from CBRE’s broad relationships with real estate owners and developers, financial institutions and
tenants;

¢ CBRE's market knowledge and insights gained by the scope and expertise of its mortgage origination, investment sales, leasing, property
management and valuation, industry specialists and research divisions, as well as its mature infrastructure;

« amarket leading origination platform through CBRE/Melody, the mortgage origination and servicing subsidiary of CBRE and one of the largest real
estate intermediaries in the U.S., with 114 originators in 33 offices throughout the U.S.; and

* aseasoned management team with significant experience in buying, manufacturing and financing commercial real estate investments, with an avel
of over 20 years of experience in all aspects of real estate lending, investment, management, finance, underwriting, origination, risk management,
capital markets and structured finance.

Our relationship with CBRE and our ability to capitalize on its relationships, market knowledge, reputation, infrastructure and expertise provides us with
the ability to identify, underwrite and evaluate investment opportunities, and to execute on such investments quickly and effectively and manage our assets. i
addition, we believe that the market insight gained by CBRE through the scope and expertise of its investment sales, mortgage banking, leasing, property
management and research divisions throughout its broad geographic network should allow us to anticipate market trends while giving us direct access to targ
investment opportunities.
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We are a comprehensive provider of real estate financing solutions capable of financing the most senior capital positions as well as subordinate interes
and equity participations. We capitalize on the opportunity to offer innovative and customized financing solutions to borrowers. Our management team has
substantial experience in responding to unique borrowing needs by customizing financial products that are tailored to meet the borrowers’ business objective:
The combination of flexibility, service and a principal investor relationship should produce long—term and advantageous relationships for us.

Through at least the initial term of the management agreement, our Manager will be solely dedicated to the operations of our company. All of the
employees of our Manager are fully dedicated to the operations of our Manager. Through at least the initial term of our management agreement, we will serve
the exclusive investment vehicle, subject to certain exceptions, sponsored by CBRE that focuses primarily on the acquisition and financing of commercial rea
estate-related loans, structured finance debt investments and CMBS.

CBRE, our officers and directors, our Manager and certain other employees of CBRE and CBRE/Melody will own approximately 14.0% of our common
stock outstanding upon completion of this offering on a fully—diluted basis. As a result, CBRE, our management team and respective affiliates have a substan
stake in our success.

Our Investment Portfolio
Our investments target the following asset classes:

¢ Whole loans;

«  Subordinated interests in first mortgage real estate loans, or B Notes;

¢« Mezzanine loans related to commercial real estate that is senior to the borrower’s equity position but subordinated to other third—party financing;

¢ Commercial mortgage—backed securities, or CMBS; and

« Joint venture investments, including joint venture interests in entities that own real estate, preferred equity and other higher-yielding structured deb
and equity products.

As of August 31, 2006, our investment portfolio of approximately $1,057.3 million in assets consisted of the following:

Percent of Weighted Average

) o Carrying Number of Total Yield to

Security Description Value Investments  Investments  Coupon ~ Maturity LTV
@ (In thousands)

Whole loans $ 478,012 21 452% 6.70%  6.32% 68%
B Notes 155,287 7 14.7% 9.05% 9.06% 69%
Mezzanine loans 185,624 9 17.6% 9.46% 9.03% 68%
CMBS ® 179,880 38 17.0% 6.77% 8.45% —
Joint venture investments 58,482 7 5.5% _ _ _

Total $ 1,057,285 82 100.0%

(1) Includes originated whole loans, acquired whole loans and bridge loans.

(2)  Includes our equity investment in two limited liability companies which are deemed to be VIEs which we consolidate in our audited financial statements because we are deemed to be tF
primary beneficiary of these VIEs under FIN 46R.

We do not have specific allocations for the various asset classes we invest. We will monitor the market conditions periodically while keeping the
investment allocations flexible. In addition, our charter does not contain any limitations relating to the percentage of investments in the various asset classes.

Our investment guidelines require us to maintain a geographically diverse portfolio of assets. Our initial investment focus is on opportunities in North
America. Our board of directors may change these guidelines or initial investment focus at any time without the approval of our stockholders. As of August 31
2006, our
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investment portfolio consisted of assets primarily located in four regions of the U.S., with approximately 27.1% of our investments located in the East,
approximately 27.4% in the South, approximately 31.3% in the West and approximately 9.2% in the Midwest. The remaining 5.0% of our investments are
located throughout the U.S.

Because we intend to elect and qualify to be taxed as a REIT and to operate our business so as to be excluded from regulation under the 1940 Act, we
required to invest a substantial majority of our assets in qualifying real estate assets, such as whole loans secured by mortgages and Qualifying B Notes.
Therefore, the percentage of our assets we may invest in other types of investments will be limited, unless they are structured to comply with various U.S. fed
income tax requirements for REIT qualification and the requirements for exclusion from 1940 Act registration.

CB Richard Ellis
Overview

CBRE (NYSE: CBGQG) is the largest global commercial real estate services firm, based on 2005 revenue, offering a full range of services to owners, lend
tenants and investors in office, retail, industrial, multi-family and other commercial real estate. As of December 31, 2005, excluding affiliate and partner office
CBRE operated in over 220 offices worldwide with approximately 14,500 employees. CBRE's business is focused on several core competencies, including
strategic advice and execution assistance for property leasing and sales, forecasting, valuations, origination and servicing of commercial mortgage loans, faci
and project management and real estate investment management. We believe CBRE is one of only three commercial real estate services companies with a ¢
brand. As a result of this global brand recognition and geographic reach, large corporations, institutional owners and other owners and occupiers of real estat
recognize CBRE as a leading provider of world—class, comprehensive real estate services. CBRE is a leader in many of the local markets in which it operates
including New York, Los Angeles, Chicago, London and Paris. CBRE has a well-balanced, highly diversified client base that includes more than 70 of the
Fortune 100 companies.

Market Leadership

Highlights of CBRE's core competencies and extensive coverage of the commercial real estate market are demonstrated by (i) its status, as of
December 31, 2005, as the largest global commercial real estate services firm based on 2005 revenue and (i) the following additional 2005 data:

The Americas

The Americas segment is CBRE's largest segment of operations and provides a comprehensive range of services throughout the U.S. and in the larges
metropolitan regions in Canada, Mexico and other selected parts of Latin America.

*  Mortgage Originations: originating, structuring and placing approximately $17.8 billion of mortgage loans, joint venture equity, bridge loans,
construction loans, net leased finance, whole loan dispositions and other combined real estate transactions;

¢ Investment Sales: 6,200 sale transactions valued at approximately $66.8 billion;

« Leasing: 25,000 lease transactions covering approximately $29.9 billion of rent;

«  Property Management: approximately 522.1 million square feet of commercial space for property owners and occupiers;

*  Property Valuations: approximately 19,000 appraisal valuation assignments;

* Loan Servicing: approximately $67.0 billion of commercial mortgage loans being serviced, through its 50% owned partnership (GEMSA), with

approximately $31.0 billion related to CBRE/Melody originated loans; and
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« Information Research: Torto Wheaton Research, a wholly-owned subsidiary of CBRE, is a premier provider of research services to institutional
advisors, plan sponsors, opportunity fund managers, government agencies, banks, insurance companies, rating agencies and finance companies i
U.S. and Canadian commercial real estate markets.

International

CBRE's Europe, Middle East and Africa (EMEA) segment has offices in 35 countries, with its largest operations located in the United Kingdom, France,
Spain, the Netherlands and Germany. Operations within the EMEA countries generally include brokerage, investment properties, corporate services,
valuation/appraisal services, asset management services, facilities management and other services similar to CBRE's Americas segment. CBRE's Asia Pacif
segment has offices in 12 countries. CBRE is one of only a few companies that can provide a full range of real estate services to large corporations throughot
the Asia Pacific region, similar to the broad range of services provided by its Americas and EMEA segments. CBRE's principal operations in Asia are located
China, Hong Kong, Singapore, South Korea and Japan, and its principal operations in the Pacific region include Australia and New Zealand, with principal
offices located in Brisbane, Melbourne, Sydney, Perth and Auckland.

Global Investment Management

CBRE’s wholly owned subsidiary, CBRE Investors, and its investment management affiliates, provides investment management services to
clients/partners that include pension plans, investment funds and other organizations seeking to generate returns and diversification through investment in re:
estate.

History

The history of CBRE dates back to 1906 to a company that was founded in San Francisco, California and grew to become one of the largest commercie
real estate services firms in the western U.S. during the 1940s. In the 1960s and 1970s, the company expanded both its service portfolio and geographic cov
to become a full-service provider with a growing presence throughout the U.S. Since then, as part of its growth strategy, the company has undertaken variou
strategic acquisitions. In 1995, the company purchased Westmark Realty Advisors, which was subsequently renamed CB Richard Ellis Investors. CBRE
Investors is a global real estate investment management firm with approximately $17.3 billion of assets under management. In 1996, the company acquired
CBRE/Melody, a nationally—-known mortgage banking firm. In 1997, the company acquired Koll Real Estate Services, a real estate services company primaril
providing property management services, corporate and facilities management services and asset and portfolio management services. In 1998, the company
acquired leading international property services firms REI Limited and Hillier Parker May & Rowdan, to become the first real estate services firm with a
platform to deliver integrated real estate services across the world’s major business capitals. In 2003, the company acquired Insignia Financial Group, Inc.,
making it a premier, worldwide, full-service real estate company. In 2004, the company completed the initial public offering of its common stock and, in 2005,
was the only commercial real estate services company included on the Fortune 1000 list of the largest publicly—held companies.

CBRE Melody & Company

CBRE/Melody, a wholly-owned subsidiary of CBRE, is one of the largest originators of commercial real estate loans in the U.S. based on origination
volume. CBRE/Melody originates and services commercial mortgage loans primarily through relationships established with investment banks, commercial
banks, specialty lenders, insurance companies, pension funds and governmental agencies. As of December 31, 2005, including affiliate and partner offices,
CBRE/Melody operated in 33 offices nationwide with approximately 294 employees, including 114 originators. CBRE’s mortgage loan origination and servicin
operations are conducted exclusively through CBRE/Melody.

During 2005, CBRE/Melody originated, structured and placed approximately $17.8 billion of mortgage loans, joint venture equity, bridge loans,
construction loans, net leased finance whole loan dispositions and other combined real estate transactions. Individual transactions ranged up to $230.0 millio
size.
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GEMSA, CBRE/Melody’s servicing provider and a joint venture between CBRE/Melody and GE Capital Real Estate, is the fourth largest servicer of
commercial mortgages in the U.S., and as of December 31, 2005, was servicing approximately $67.0 billion of mortgage loans. As of December 31, 2005,
GEMSA was servicing the rights of $90.0 million of the carrying value of our investments. GEMSA (and its predecessors) has been a leading commercial
mortgage loan servicer for over 25 years. GEMSA is a recognized leader in servicing commercial mortgages for both the CMBS market and institutional client
and in 2005 participated as a master servicer in 4 securitizations and has approximately 137 servicing professionals. GEMSA is a rated master and primary
servicer.

Our Business Strengths

Originating Investments. We source our investments through two primary channels: the affiliated CBRE system and our internal origination system. The
combination of these systems allows us to evaluate a large number of investment opportunities. Our ability to have greater control over and access to the
originating activities is directly tied to the principal investor relationship we share with a borrower. Our origination capabilities flow from our direct relationships
with our borrowers in addition to acquiring investments from third party financial institutions and other intermediaries, where it is underwritten, structured,
priced and sold in the secondary market. As a result of our origination capabilities, we believe that we can create more efficient investment pricing and a more
customized investment risk position for those investments we originate. By seeking to control as much of the capital structure as possible, we can identify anc
retain that portion which we believe provides what we believe to be the most attractive and appropriate total returns for our stockholders based on our risk
assessment of the investment.

Access to CBRE. We have a significant business strength through our access to the resources and experience of CBRE, which includes the following:

¢« CBRE Sponsorship. Our relationship with CBRE, which has 14,500 employees, provides us with access to borrowers, investors, origination and
acquisition opportunities and the market knowledge gained through CBRE's network of dedicated professionals. In addition, we greatly benefit fromr
CBRE's extensive property management and leasing capabilities and mature infrastructure as well as GEMSA's servicing expertise. We believe the
to replicate the scope of this platform and the services it provides to us would be cost prohibitive. Further, we believe this platform is highly scalable
and will allow us to grow our operations and take advantage of and/or structure new financial products without additional significant infrastructure
costs. As a result, we believe that we have unique access to a strong pipeline of investment opportunities and market knowledge.

«  Extensive Origination Base. CBRE's extensive and recognized origination platform consisting of approximately 114 originators in 33 offices,
including affiliate and partner offices, as of December 31, 2005, with experience in originating, underwriting and structuring a myriad of real estate
finance products in all geographic areas across the U.S. enables us to be a provider of real estate financial services that can offer financing solutiol
ranging from the most senior capital positions through subordinate interest to equity participations. Of our approximately $1,057.3 million of
investments held as of August 31, 2006, approximately 45.1% was sourced through the affiliated CBRE system.

«  Strategic Relationships and Market Insight. CBRE's strong relationships with real estate owners and developers, tenants, lenders, property
managers and other financial institutions and financial services companies across the U.S. provide us with access to investment opportunities
throughout the U.S. and complements the national relationship network of our senior management. These relationships provide us the ability to
actively monitor real estate trends and fundamentals throughout the U.S. Additionally, we have an Advisory Council that is made up of 23 CBRE
executives and key CBRE/Melody originators from around the U.S. Their breadth and diversity of experience provide us with the perspective and
influence of industry leaders across the U.S. in all aspects of commercial real estate. Our Advisory Council’s input enables us to closely monitor
trends in the market place, the financing products available in the market and current borrowers’ needs and demands.
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Dedicated Manager. Through at least the initial term of the management agreement, our Manager will be solely dedicated to the operations of our
company. Our Manager has 25 employees, all of whom are fully dedicated to the operations of our Manager. We believe that these exclusive arrangements &
the size and depth of our Manager’s team distinguish our arrangement with our Manager from other externally managed mortgage REITs.

Experienced Management Team. Our management team has significant experience in commercial real estate and has an average of over 20 years of
experience in real estate investing and lending, including significant experience in originating and structuring real estate financial products, real estate capital
markets, private equity investments, whole loan sales, match funding, finance, risk management, private equity fund formation and securitizations. We believe
that the extensive experience of these executives provide us with a seasoned team that can generate investment opportunities across all of our targeted asse
classes and effectively manage and finance our portfolio.

Product Diversity and Structuring Flexibility. Our ability to provide a wide range of financing products and our ability to customize financing structures
to meet borrowers’ needs is one of our key business strengths. We are a full-service provider of real estate financing solutions capable of financing the most
senior capital positions as well as subordinate interests and equity participations.

Disciplined Underwriting and Efficient Execution. Our management team’s experience in underwriting our targeted assets, and their ability to draw upon
the resources of CBRE, supports our ability to establish a well-structured, diversified portfolio of real estate investments. Our underwriting involves
comprehensive financial, structural, operational and legal due diligence to assess the risks of investments so that we can optimize pricing and structuring. All
our investments are reviewed and approved by our investment committee consisting of all of the members of our management team. With the knowledge,
experience and relationships of our management team and CBRE, CBRE/Melody’s position as one of the U.S.’s leading commercial mortgage originators an
servicers and the support of CBRE’s leasing, sales, appraisal, research and property management operations, we believe that we have the capability to unde
quickly and efficiently any issue on any real estate asset.

Our Business Strategy

Our business strategy is to, over time, generate a diversified portfolio of commercial real estate investments and leverage these investments to produce
attractive total returns to our stockholders. We believe that we have access to many investment and finance opportunities that emerge from our affiliation with
CBRE. We source our investments through two primary channels: the affiliated CBRE system and our internal origination system. We believe that the
relationships and the market insight provided by our affiliation with CBRE combined with the broad experience of our management team allow us to anticipate
market trends and provide a wide variety of products to a diverse borrower base in multiple asset classes. This enables us to adjust our investment strategy t
advantage of market opportunities and structure our financing products in order to meet the needs of our borrower clients.

As flexibility is a main component of our strategy, we intend to continuously maintain an ability to invest in a wide variety of investments in all, or any
part of, the capital structure, from the most senior capital positions through subordinate interests to equity participations. This flexibility enables us to originate
acquire whole loans, existing B Notes and mezzanine debt and retain equity positions in real estate partnerships in the form of joint ventures and/or mezzanir
equity or debt.

In each financing transaction we undertake, we seek to control as much of the capital structure as possible. We generally seek to accomplish this throu
the direct origination of whole loans and other investments, the ownership of which permits a wide variety of syndication and securitization executions. By
providing a single source of financing to a borrower, we intend to streamline the lending process, give greater certainty to the borrower and retain the portion
the capital structure that will generate what we believe to be the most attractive and appropriate total returns based on our risk assessment of the investment.
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In many instances, we will originate and structure whole loans either through or jointly with our TRS. In instances where we originate whole loans jointly
with our TRS, we will retain the higher yielding subordinate pieces of the structured loan (B Notes and/or mezzanine), and our TRS will sell the lower yielding
senior pieces. If we originate whole loans through our TRS, the TRS will sell the higher yielding subordinate piece of the structured loan to us at fair market
value determined based on arms length dealing, and the TRS will sell the lower yielding senior piece to third parties. We may also pay our TRS a fee for the
origination services provided by it for the loans we acquire for our loan portfolio. This aspect of our business is performed through our TRS in order for us to
avoid being subject to a 100% penalty tax on income recognized by REITs from transactions in dealer property. Our TRS is subject to corporate income tax o
any taxable gain recognized by it on the sale of loans to us or to third parties and on its other taxable income. We and our TRS use warehouse facilities to prc
short-term funding for our mortgage loan originations.

We intend to diligently grow and manage our portfolio with the objective of providing attractive total returns to our investors through a combination of
dividends and capital appreciation. We generate income principally from the spread between the yields on our assets and the cost of our borrowing and hedg
activities. Future distributions and capital appreciation are not guaranteed, however, and we have only limited operating history and REIT experience upon wt
you can base an assessment of our ability to achieve our objectives.

Our ability to manage our real estate risk is a critical component of our success. We actively manage and maintain the credit quality of our portfolio by
using our management team’s expertise in structuring and repositioning investments to improve the quality and yield on managed investments. When investir
higher leverage transactions, we use guidelines and standards developed and employed by our management team, including a review of the creditworthiness
the borrower and its equity investors, additional forms of collateral and strategies to effect repayment. If defaults occur, we will utilize our management team'’s
strong asset management skills to mitigate the severity of any losses and we will seek to optimize the recovery from assets in the event that we foreclose upc
them. Our objective is to work with the borrower to bring any loan current. We work directly with the borrower to understand the reasons for the default and, if
appropriate, negotiate a modified repayment schedule. If a loan in default cannot be brought current, then we will explore either a discounted payoff, third—pal
note sale, or negotiate a deed-in-lieu of foreclosure. In the event of a foreclosure, we evaluate whether the causes of the default can be corrected over a
reasonable period without significant impairment of the value of the asset. Actions may include a physical inspection of the property, determining the amount
capital to correct deferred maintenance and release the asset, touring the market to understand market conditions and how the asset performs against its
competition, hiring an experienced property manager and leasing agent and estimating the fair market value of the asset. The objective is to strengthen the o
operation of a property in an attempt to reposition the collateral in the marketplace for sale. Management will implement whatever initiative it deems reasonab
to ensure that a foreclosed property is stabilized prior to being sold. However, in the event a foreclosed property is deemed an unacceptable risk, managemel
would recommend that the property be sold “as is,” with minimal capital expended prior to sale.

Our Financing Strategy

General Policies. We intend to finance the acquisition of our investments through the proceeds of this offering and, thereafter, primarily by borrowing
against or “leveraging” our existing portfolio and using the proceeds to acquire additional investments. Our leverage policy permits us to leverage up to 80% c
the total value of our assets. We anticipate our overall leverage will be between 70% and 80% of the total value of our assets; but our actual leverage will dep
on our mix of assets. Our charter and bylaws do not limit the amount of indebtedness we can incur, and our board of directors has discretion to deviate from c
change our indebtedness policy at any time. However, we intend to maintain an adequate capital base to protect against various business environments in wi
our financing and hedging costs might exceed interest income (net of credit losses) from our investments. These conditions could occur, for example, due to
credit losses or when, due to interest rate fluctuations, interest income on our investments lags behind interest rate increases in our borrowings, which are
expected to be predominantly variable rate.
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We use leverage for the sole purpose of financing our portfolio and not for the purpose of speculating on changes in interest rates. We use debt financir
in various forms in an effort to increase the size of our portfolio and enhance our returns to our stockholders. Access to low—cost capital is crucial to our busin
since we earn income based on the spread between the yield on our investments and the cost of our borrowings and hedges.

Our financing strategy focuses on the use of match—funded financing structures. This means that we seek to match the maturities and/or repricing
schedules of our financial obligations with those of our investments to minimize the risk that we have to refinance our liabilities prior to the maturities of our
assets and to reduce the impact of changing interest rates on earnings. In addition, we match fund interest rates with like—kind debt through the use of hedge
such as interest rate swaps, caps, or through a combination of these strategies. This allows us to reduce the impact on our cash flow and earnings of changir
interest rates.

Warehouse Facilities. We use short-term financing, in the form of warehouse facilities. Warehouse lines are typically collateralized loans made to
investors who invest in securities and loans that in turn pledge the resulting securities and loans to the warehouse lender. Third party custodians, usually larg
banks, typically hold the securities and loans funded with the warehouse facility borrowings, including the securities, loans, notes, mortgages and other impor
loan documentation, for the benefit of the lender who is deemed to own the securities and loans and, if there is a default under the warehouse line, for the beil
of the warehouse lender. The pool of assets in a warehouse facility typically must meet certain requirements, including term, average life, investment rating,
agency rating and sector diversity requirements. There are also certain requirements relating to portfolio performance, including required minimum portfolio
yield and limitations on delinquencies and charge—-offs. Failure to comply with these requirements could result in either the need to post additional collateral o
cancellation of the warehouse facility.

As of August 31, 2006, we had outstanding obligations under two master repurchase agreements with Deutsche Bank AG, Cayman Islands Branch, an
affiliate of Deutsche Bank Securities Inc., one of our underwriters, totaling $39.7 million with a weighted average borrowing rate of 5.83%. The $400.0 million
master repurchase agreement has a repurchase date of August 29, 2006. The repurchase date shall automatically be extended for an additional day on a dai
basis, without any action required to be taken by the lender or us, unless the lender delivers to us in writing a termination notice of such daily automatic exten
feature. In such event, the repurchase date shall be the day 364 days after the date of the written termination notice. The $250.0 million master repurchase
agreement had an initial repurchase date of May 30, 2006. Pursuant to this agreement, the repurchase date may be extended for up to two additional three-r
periods following the initial repurchase date or the first extended repurchase date, as applicable, if (i) we have given to the lender a written notice not less tha
days prior to the initial repurchase date, (ii) no default or an event of default (as defined in the master repurchase agreement) has occurred or be continuing a
(iii) with respect to the second extension, we have paid the lender an extension fee in the amount of 0.25% of the aggregate repurchase price as of the date t
months after the initial repurchase date. We elected to extend this facility to November 29, 2006, at which time we may extend this facility for an additional
three—month period so long as all of the extension conditions are timely satisfied.

As of August 31, 2006, approximately $79.9 million was outstanding under the $200.0 million master repurchase agreement with Bank of America, N.A.
and Banc of America Securities LLC, with a weighted average borrowing rate of 6.50%, and we had no outstanding borrowings under the $250.0 million mast
repurchase agreement with Bank of America, N.A. and Banc of America Securities LLC. The $200.0 million master repurchase agreement has a repurchase
of January 26, 2007 and the $250.0 million master repurchase agreement has a repurchase date of February 12, 2007. Under both agreements, the repurche
will be extended for up to two 364—day periods following the initial purchase agreement date, if (i) the lender agrees to such extension within 30 days of recei
of our written notice to extend the repurchase date, which will be delivered to the lender at least 90 days but no more than 120 days prior to the initial repurch
date and (ii) with respect to the second extension, no default or an event of default (as defined in the master repurchase agreement) has occurred or be conti
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On July 20, 2006, we closed a $175.0 million warehouse facility with Wachovia Bank, N.A. The facility matures on September 30, 2006, and will be use
to finance our investments in whole loans, bridge loans, B Notes, mezzanine loans and CMBS. As of August 31, 2006, $169.7 million was outstanding under
facility with a weighted average borrowing rate of 6.14%. On August 24, 2006, Wachovia Bank, N.A. entered into a $300.0 million master repurchase agreem
with us under which $38.0 million was outstanding as of August 31, 2006, with a weighted average borrowing rate of 6.11%.

Collateralized Debt Obligations. For longer-term funding, we utilize securitization structures, particularly CDOs, as well as other match—funded financin
structures. CDOs are multiple class debt securities, or bonds, secured by pools of assets, such as whole loans, B Notes, mezzanine loans, CMBS and REIT ¢
Like typical securitization structures, in a CDO the assets are pledged to a trustee for the benefit of the holders of the bonds. The bonds generally are rated b
or more rating agencies. We may, to the extent consistent with our qualification as a REIT, structure a securitization through real estate mortgage investment
conduits, or REMICs, whereby regular and residual interests are secured primarily by real estate mortgages. To the extent that these securitizations are done
through a REMIC structure, we anticipate that the securitization will be done through our TRS, which will sell to us the junior interests we intend to retain for
investment. If the securitizations are not done through a REMIC structure, we intend to structure the securitization so that the loans will be treated as our asst
and the securitization debt treated as our liabilities, by classifying the securitization entity such that it will be treated as a flow-through entity or QRS, for U.S.
federal income tax purposes. In order to ensure that the securitization entity would be treated as a QRS, we must retain all of the non—-investment grade secu
issued by the securitization entity. We believe CDO financing structures are an appropriate financing vehicle for our targeted real estate asset classes, becau
they will enable us to obtain long-term cost of funds and minimize the risk that we have to refinance our liabilities prior to the maturities of our investments
while giving us the flexibility to manage credit risk and, subject to certain limitations, to take advantage of profit opportunities.

Deutsche Bank Securities Inc., one of our underwriters, acted as the exclusive structurer and placement agent with respect to a CDO transaction totalin
approximately $600.0 million, which closed on March 28, 2006. We retained 100% of the equity interests in our CDO subsidiary that issued the CDO notes
consisting of preference and common shares as well as 100% of the non-rated debt tranches. The notes issued by our CDO subsidiary are secured initially k
portfolio of whole loans, B Notes, mezzanine loans and CMBS. Our Manager acted as the collateral manager for our CDO subsidiary but did not receive any f
in connection therewith. We acted as the advancing agent in connection with the issuance of the CDO notes. As of August 31, 2006, we had capitalized our C
subsidiary with $47.25 million of common and preferred equity and held $44.25 million of debt in our CDO subsidiary.

Our Targeted Investments

Through our relationship with CBRE, we will capitalize on its national and international real estate platform and mature infrastructure and will benefit
from the in—house specialists that CBRE maintains in all real estate service lines. Together with the experience of our management team, we have the capac
underwrite any real estate asset and the capability to act on opportunities quickly and efficiently. Because we have the skills and experience required to inves
all portions of the capital structure of the real estate capital markets from the most senior capital positions through subordinate interests to equity participation
we have the opportunity to invest in a wide variety of real estate—related fixed income products that will vary across the risk/return spectrum. Our Manager
continuously monitors the real estate and capital markets to uncover investment opportunities and adjust weightings of our diverse portfolio to maximize retur
to our stockholders.

The following discusses the principal investments we have made and that we expect to make:

Whole Loans. We originate commercial mortgage loans, or whole loans, which are structured to either permit us to retain the entire loan, or sell or
securitize the lower yielding senior portions of the loans and retain the higher yielding subordinate investment or contribute the loan to our CDOs. Typically,
borrowers of these loans are institutions and well-capitalized real estate operating companies and investors. These loans are secured by commercial real esf
assets in a variety of industries with a variety of characteristics. We anticipate that the
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typical investment size for our commercial mortgage loans will range between $5 and $100 million. We expect to originate both fixed and floating rate loans
with maturities generally ranging from three to ten years and we expect to hold these investments to maturity. Our primary focus initially is commercial
properties in the office, retail, hotel, industrial and apartment sectors.

We also acquire seasoned loans in the secondary market secured by single assets and portfolios of performing and sub—performing loans, originated b
third—party lenders such as banks, life insurance companies and other owners. These loans are secured by commercial properties throughout the U.S. and h
maturities ranging between two and ten years. The typical investment size of these loans range up to $100 million, primarily on a fixed rate basis.

If we anticipate selling the senior portion of our commercial mortgage loans, we will fund the purchase of the loan either through or jointly with our TRS.
In instances where we originate or purchase the commercial mortgage loans jointly with our TRS, we will retain the subordinate portion for our own account a
our TRS will sell the senior portion. If we purchase the commercial mortgage loans through our TRS, the TRS will sell the subordinate piece of the loan to us
fair market value determined based on arms length dealing, and the TRS will sell the senior piece to third parties. Our TRS will be subject to corporate incoms
tax on any taxable gain recognized by it on the sale of loans to us or to third parties and on its other taxable income. If we anticipate holding a commercial
mortgage loan for our own account, we will generally fund the purchase of the loan without funding by our TRS. We and our TRS use warehouse facilities to
provide short-term funding for our third—party loan purchases.

Subject to maintaining our qualification as a REIT, we also offer bridge loans to borrowers who are seeking short-term capital (that is, less than five yee
to be used in the acquisition, construction or redevelopment of a property. Typically, the borrower has identified a property in a favorable market that it believe
to be poorly managed or undervalued. Bridge financing enables the borrower to secure short-term financing while improving the property and avoid burdenin
with restrictive long—term debt. The bridge loans we originate will be predominantly secured by first mortgage liens on the property. We anticipate that the
typical investment size for bridge loans will range between $10 million and $50 million, typically on a floating rate basis.

We expect the stated maturity of our bridge loans to range from one year to five years, and we expect to hold these investments to maturity. We believe
our bridge loans will lead to additional financing opportunities in the future, as bridge facilities are often a first—step toward permanent financing or a sale.

As of August 31, 2006, we had invested $478.0 million on a carrying value basis, or 45.2% of our total investments in whole loans, $1.4 million of which
are bridge loans and $134.4 million of which are seasoned loans. None of the whole loans or seasoned loans we made investments in was in default at the ti
purchase or in default as of August 31, 2006. However, we may in the future invest in whole loans or seasoned loans that may be in default.

Subordinate Interests in Whole Loans (B Notes). We purchase from third parties, and may retain from whole loans we originate and securitize or sell,
subordinate interests referred to as B Notes. B Notes are loans secured by a first mortgage and subordinated to a senior interest, referred to as an A Note. T}
subordination of a B Note is generally evidenced by a co—lender or participation agreement between the holders of the related A Note and the B Note. In som
instances, the B Note lender may require a security interest in the stock or partnership interests of the borrower as part of the transaction. B Note lenders hav
same obligations, collateral and borrower as the A Note lender, but typically are subordinated in recovery upon a default. B Notes share certain credit
characteristic with second mortgages, in that both are subject to the greater credit risk with respect to the underlying mortgage collateral than the correspondi
first mortgage or A Note. If we originate first mortgage loans, we may divide them, securitizing or selling the A Note and keeping the B Note for investment. In
instances where we divide a first mortgage loan, we will fund the origination of the loan either through or jointly with our TRS. If we originate the first mortgage
loan jointly with our TRS, we will retain the
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B Note for investment and our TRS will sell the A Note. If we originate the first mortgage loans through our TRS, the TRS will sell the B Note to us for
investment at fair market value determined based on arms length dealing, and the TRS will sell the A Note to third parties. We may also pay our TRS a fee fo
the origination services provided by it for the B Notes we acquire for our loan portfolio. Any fee we pay to our TRS for loan origination will be market-based
and consistent with fees that would be earned with the origination of mortgage loans on behalf of third parties. Our TRS will be subject to corporate income ta
on any taxable gain recognized by it on the sale of B Notes or A Notes to us or to third parties and on its other taxable income. We believe that the B Note mé
will continue to grow with the expansion of the commercial mortgage securitization market.

When we acquire and/or originate B Notes, we may earn income on the investment, in addition to the interest payable on the B Note, in the form of fees
charged to the borrower under that note (currently approximately 0.25% to 1% of the note amount) or by receiving principal payments in excess of the
discounted price (below par value) we paid to acquire the note. When we originate a B Note out of a whole loan and then sell the A Note through our TRS, we
will have to allocate the basis in the whole loan to the two (or more) components to reflect the fair market value of the new instruments. Our TRS may realize
profit on the sale if the allocated value is below the sale price. Our TRS will be subject to corporate income tax on any taxable gain recognized by it on such s
as well as its other taxable income.

Our ownership of a B Note with controlling class rights may, in the event the financing fails to perform according to its terms, cause us to elect to pursue
our remedies as owner of the B Note, which may include foreclosure on, or modification of, the note. In some cases the owner of the A Note may be able to
foreclose or modify the note against our wishes as holder of the B Note. As a result, our economic and business interests may diverge from the interests of th
holders of the A Note. These divergent interests among the holders of each investment may result in conflicts of interest.

We anticipate that the typical investment size for B Notes generally range between $10 million and $50 million. B Notes generally have terms matching
those of the whole loan of which they are a part, typically three to ten years and we invest in both fixed and floating rate loans. We expect to hold B Notes to
their maturity. We generally structure or acquire B Notes with unilateral foreclosure rights on the underlying mortgage.

As of August 31, 2006, we had invested $155.3 million on a carrying value basis, or 14.7% of our total investments in B Notes.

Mezzanine Financing. We invest in mezzanine loans that are senior to the borrower's common and preferred equity in, and subordinate to a first mortge
loan on, a property. These loans are secured by pledges of ownership interests, in whole or in part, in entities that directly or indirectly own the real property.

Mezzanine loans may have elements of both debt and equity instruments, offering the fixed returns in the form of interest payments and principal
payments associated with senior debt, while providing lenders an opportunity to participate in the capital appreciation of a borrower, if any, through an equity
interest. Due to their higher risk profile, and often less restrictive covenants, as compared to senior loans, mezzanine loans generally earn a higher return tha
senior secured loans. Mezzanine loans also may include a “put” feature, which permits the holder to sell its equity interest back to the borrower at a price
determined though an agreed upon formula.

We structure our mezzanine loans so that we receive a stated fixed or variable interest rate on the loan as well as a percentage of gross revenues and-
percentage of the increase in the fair market value of the property securing the loan, payable upon maturity, refinancing or sale of the property. Our mezzanin
loans also have prepayment lockouts, penalties, minimum profit hurdles and other mechanisms to protect and enhance returns in the event of premature
repayment.

These investments will typically range in size from $10 to $50 million and have terms from two to ten years. Mezzanine loans have maturities that matct
the maturity of the related mortgage loan but may have shorter or
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longer terms. We expect to hold these investments to maturity. We expect to hold certain of our mezzanine investments in our TRS.

As of August 31, 2006, we had invested $185.6 million on a carrying value basis, or 17.6% of our total investments in mezzanine financing.

Commercial Mortgage—Backed Securities. We acquire CMBS that are created when commercial loans are pooled and securitized. These securities ma
may not be rated investment grade by rating agencies. We also originate CMBS from pools of commercial loans we assemble, in which event we expect to re
the more junior interests. We expect a majority of our CMBS investments to be rated by at least one nationally-recognized rating agency, and to consist of
securities that are part of a capital structure or securitization where the rights of such class to receive principal and interest are subordinated to senior classes
senior to the rights of lower rated classes of securities. We intend to invest in CMBS that will yield high current interest income and where we consider the ret
of principal to be likely.

CMBS are generally pass—through certificates that represent beneficial ownership interests in common law trusts whose assets consist of defined portfi
of one or more commercial mortgage loans. CMBS are secured by or evidenced by ownership interests in a single commercial mortgage loan or a pool of
mortgage loans secured by commercial properties. They are typically issued in multiple tranches whereby the more senior classes are entitled to priority
distributions from the trust’'s income to make specified interest and principal payments on such tranches. Losses and other shortfalls from expected amounts
received on the mortgage pool are borne by the most subordinate classes, which receive payments only after the more senior classes have received all princ
and/or interest to which they are entitled.

The yields on CMBS depends on the timely payment of interest and principal due on the underlying mortgage loans and defaults by the borrowers on st
loans may ultimately result in deficiencies and defaults on the CMBS. In the event of a default, the trustee for the benefit of the holders of CMBS has recourse
only to the underlying pool of mortgage loans and, if a loan is in default, to the mortgaged property securing such mortgage loan. After the trustee has exercis
all of the rights of a lender under a defaulted mortgage loan and the related mortgaged property has been liquidated, no further remedy will be available.
However, holders of relatively senior classes of CMBS will be protected to a certain degree by the structural features of the securitization transaction within
which such CMBS were issued, such as the subordination of the relatively more junior classes of the CMBS.

We generally invest in non—-investment grade classes of CMBS, including BB-rated, B-rated and non-rated classes which collectively total 3% to 15%
the principal amount of a typical CMBS issuance. We anticipate that the size of a typical investment in CMBS by us will be between $5 million and $50 million
primarily on a fixed rate basis. We expect the stated maturity of our CMBS securities investments range from several months to up to 15 years. We expect to
hold CMBS securities to maturity.

As of August 31, 2006, we had invested $179.9 million on a carrying value basis, or 17.0% of our total investments in CMBS. 11.9% of our CMBS, base
on carrying value, has been upgraded by a nationally recognized statistical rating agency.

Joint Venture Investments. Subject to maintaining our qualification as a REIT, we exploit the capital imbalance in the middle—-market joint venture equity
market by acquiring equity interests in entities that own real estate, providing financing through preferred equity investments on a co—investment basis with re
estate operating companies and acquiring higher—yielding structured debt and equity securities. We anticipate that the typical investment size of our joint ven
investments will range between $5 and $15 million. We expect to hold our private equity investments for a four to five year period.

We make joint venture investments in entities that directly or indirectly own commercial real estate. Joint venture investments are not secured, but holde
have priority relative to common equity holders on cash flow
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distributions and proceeds of capital events. In addition, preferred holders can often enhance their position and protect their equity position with covenants the
limit the entity’s activities and grant us the right to control the property after default. Occasionally, the first mortgage on a property prohibits additional liens an
a joint venture structure provides an attractive financing alternative. With joint venture investments, we may become a special limited partner or member in th
ownership entity and may be entitled to take certain actions, or cause liquidation, upon a default. Joint venture investments typically are more highly leverage
with loan—to-value ratios of 85% to 95%.

Certain of our joint venture investments will involve the development, redevelopment or re-tenanting of all or a portion of the real estate assets owned t
the joint venture. These investments will initially provide a low current dividend or yield, or no current dividend or yield, on our invested equity compared to the
dividend or yield that is projected upon stabilization of the underlying real estate assets. Therefore, these assets may have a dilutive effect on our cash flows
results of operations in the short to intermediate term. If these investments perform according to our expectations, they would be accretive to our cash flow ar
results of operations once the underlying assets of the joint venture investment are stabilized (which can occur over a six month to two year period) or are sol
refinanced (which can occur over a one to four year period). However, there can be no assurance as to the successful performance of these joint venture
investments.

Our joint venture investment product team has been successful in identifying potential investment opportunities and in utilizing the CBRE/Melody syster
in sourcing and analyzing these opportunities. From June 2005 until July 31, 2006, our joint venture investment product team has met with approximately 10C
owners and operators generating more than 250 potential investment opportunities. Management considers many of these potential investments as attractive
investment opportunities and consistent with our investment objectives. However, due to portfolio and product diversification concerns, the potential short-ter
dilutive effect of some of these investments as well as certain technical issues many of these investments create with respect to the requirements for REIT
qualification, we have not pursued all such opportunities. In response to this, we may pursue co-investment opportunities that would lower our equity investm
in an individual project and allow us to invest in more such investments on an aggregate basis. Further, we are considering potentially sponsoring a
co-investment vehicle or fund to capitalize these co—investments. There is no assurance or guarantees that we will continue to identify these potential invest
opportunities or that we will pursue, or be successful in pursuing, these co-investment opportunities, including a potential fund.

As of August 31, 2006, we had invested $58.5 million on a carrying value basis, or 5.5% of our total investments in joint venture investments, which
includes our equity investment in two limited liability companies, which are deemed to be VIEs which we consolidate in our audited financial statements becal
we are deemed to be the primary beneficiary of these VIEs under FIN 46R.

Other Real Estate—Related Investments. We also may make investments in other types of commercial real estate assets. These may include acquisitiol
real property, net leased property, distressed and stressed debt securities, RMBS, CDOs and equity and debt issued by REITs or other real estate companie:
have authority to issue our common stock or other equity or debt securities in exchange for property. Subject to gross income and asset tests necessary for R
qualification, we may also invest in securities of other REITs, or other entities engaged in real estate activities or securities of other issuers, including for the
purpose of exercising control over such entities.

Some of these investments may be equity interests in properties with no stated maturity or redemption date, or long-term leasehold interests with
expiration dates as long as 40 years beyond the date of our investment. We expect that we would hold these investments for between several months and up
years, depending upon the risk profile of the investment and our investment rationale. The timing of our sale of these investments, or of their repayment, is
frequently tied to certain events involving the underlying property, such as new tenants or superior financing.

As of August 31, 2006, we had no investments in other real-estate related investments.
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Sourcing Potential Investment Opportunities

We recognize that investing in our targeted asset classes is highly competitive, and that we compete with many other mortgage REITs, specialty financ
companies and other lenders for profitable investment opportunities. Given this competitive environment, it is important for us to have access to the broadest
supply of new investment and finance opportunities, which we refer to as our gross origination flow, so that we can be highly selective in those opportunities t
we decide to pursue. Currently, our Manager reviews many potential opportunities for every investment we make. Accordingly, we believe the ability to identif
or “source,” such opportunities is very important to our success. We source our investment opportunities through two primary channels: the affiliated CBRE
system and our internal origination system.

Affiliated CBRE System. We believe that CBRE/Melody has one of the strongest and most active origination systems in the U.S. CBRE/Melody’'s 114
originators are located throughout the major markets and their primary goal is to find the best capital source for their borrowers and clients. CBRE/Melody
generated more than $17.8 billion of mortgage loans, joint venture equity, bridge loans, construction loans, net leased finance, whole loan dispositions and ot
combined real estate transactions in approximately 1,300 transactions in 2005. Our Manager spends considerable time educating the CBRE/Melody originatc
to our investment targets and guidelines so that they can inform borrowers and partners of our capabilities. For example, our Manager will direct the
CBRE/Melody originators to focus on certain markets and property types that our Manager believes will provide the most attractive investments for us. At the
same time, the CBRE/Melody originators provide information on investment, financing and sales activities and trends in their local markets. This information i
helpful to us and allows our Manager to adjust its origination efforts. Of our approximately $1,057.3 million of investments held as of August 31, 2006,
approximately 45.1% was sourced through the affiliated CBRE system.

We believe our affiliation with CBRE and CBRE/Melody is a distinct advantage for us in sourcing, analyzing and managing investments across all of out
product types. All of our Manager’s investment professionals have direct and substantial interaction with sales, leasing and financing brokers within CBRE an
CBRE/Melody. As a result, we are introduced to numerous investment opportunities. The volume of potential investments originated through this affiliation
allows us to be highly selective about those opportunities we seek to pursue in order to meet our financial and operating objectives.

Our Internal Origination System. Our management team’s deep experience in all aspects of real estate lending, investment, capital markets and
management also provides us with a valuable origination system. Over the years, our management team has developed extensive relationships with borrowe
sellers of whole loans, various financial institutions and other financial intermediaries throughout the U.S. These relationships provide us with a broad range o
investment and finance opportunities, including seasoned loans, purchased securities and private equity. The depth and diversity of these relationships will
provide us with investment and finance opportunities across all major product types and markets.

Our management team and other members of our product teams call on these sources in all of the principal markets in the U.S. Our efforts are guided !
our ongoing research process that enables us to evaluate markets, property types and real estate securities. Our efforts are coordinated through a dedicated
marketing campaign so that we maximize coverage and market penetration.

The combination of the affiliated CBRE system and our internal origination system allows us to consider a large number of whole loans, seasoned loans
joint venture and private equity investment opportunities. An example of this combined origination system is the activities of our seasoned loan program. This
program purchases and evaluates investments that are secured by assets located throughout all major markets. We have designed our acquisition program t
initially source and acquire investments from financial situations and owners of whole loans where we believe that attractive opportunities exist. Our
management team has long standing existing relationships and experience with many of these institutions and owners. Of our acquired whole loans, 100% w
sourced and acquired from institutions in which CBRE/Melody originated loans for in 2005. These relationships are important and provide us with substantial
benefits in underwriting and identifying specific risks
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and potential returns in our investments. As CBRE/Melody is an active originator for these institutions, we expect that we will continue to benefit from, and the
will continue to provide us with, access to whole loan investment opportunities.

In addition, our joint venture investment product team originates investments with real estate owners throughout the U.S. In 2005, this product team
researched and identified key investment markets and ranked them according to various real estate fundamentals such as job growth, income levels, occupal
levels, projected pipeline of future supply, difficulty of adding new development and capitalization rates. Once key markets were identified, a campaign was
organized to meet with real estate owners and operators in those markets. In most cases, this team was assisted by CBRE/Melody in gaining access to these
companies. Since our inception, this product team has met with approximately 100 owners and operators generating more than 250 potential investment
opportunities across many major markets and include all property types.

Our Investment Process

Our Manager employs an active five—step investment process consisting of:

Information Research. Our Manager continuously monitors the property and capital markets to adjust its investment strategy seeking to optimize the
performance of our portfolio. We believe we have a substantial business strength in our research capabilities due to the resources and activities of CBRE. We
have access to all property market and economic data research produced by CBRE and provided to its clients. In addition, we have direct access to CBRE'’s
leasing, sales, property management, appraisal and industry specialists, which provides us with additional market and property specific information. We have
developed a proprietary database to capture this information and provide our management team with a very effective tool for refining its investment strategies
and goals. Our Advisory Council’s input enables us to monitor trends in the marketplace, the financing products available in the market and current borrowers
needs and demands. We utilize the information provided by CBRE and its affiliates and our Advisory Council as well as a variety of independent sources to
refine our strategy. Some of the key elements we generally focus on are:

¢ fundamental supply and demand characteristics of markets;

« performance characteristics of all property types;

« overall capital flows;

¢ macro—economic trends;

* demographic trends;

e quotes on various structures and products;

* market makers and leaders;

e cap rates; and

¢ sales information.

Once we identify our target markets and borrowers/partners in those markets, we conduct a second level of research including: detailed information on
borrower/partner, leasing and sales comparables by product type in each market, recent financing quotes and market specific capital flows. This approach all
us to focus on investment opportunities that are best for us and fall within our investment guidelines. To limit due diligence costs, all potential investments tha
fall within our investment guidelines are reviewed by our investment committee, prior to the decision to pursue such an investment, for overall compatibility wi
our investment portfolio.

Screening and Pursuit of Potential Transactions. When we have identified a potential transaction, we analyze it to determine if the particular investment
meets our stated objectives. Each product team, which is
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headed by a member of our senior management, reviews the potential investment to determine its risk/return profile and how it would fit within our overall
portfolio. Our goal is to quickly determine if we should pursue a potential investment. To make the determination at this stage requires a comprehensive revie
of the materials provided by the borrower concerning itself and its assets, quick analysis of the market in which the investment is located and our own modelir
of the property’s projected financial performance.

Should a product team determine that the investment opportunity warrants continued review and resources, the investment is placed on our “Pipeline
Report.” Once placed on the report, the product team will prepare a written summary of the transaction for the investment committee. The purpose of the brie
to introduce the opportunity to the investment committee and seek its initial guidance. The brief will include review of the following elements:

« the borrower’s reputation, credit and payment performance;

¢ aninitial review of the asset, including market analysis, property valuation, risk assessment and physical examination;

¢ consideration of environmental, structural and zoning factors;

« the proposed transaction structure;

¢ initial financial modeling; and

¢ initial REIT and 1940 Act compliance.

We believe that this approach allows us to be responsive to the prospective borrowers, clients and partners while enabling us to stay focused on which
potential investments will best help us accomplish our goals. Once the investment committee agrees to place the prospective investment on its “Pipeline Rep
the product team will begin a more detailed and thorough underwriting and due diligence.

Thorough Underwriting and Due Diligence. Following the decision to pursue an investment, each potential transaction, whether a single asset or a
portfolio of assets, is subject to a review of the underlying real estate collateral, the borrower and the associated debt/equity structure. Our Manager has
developed a rigorous and disciplined review approach that allows us to determine whether a prospective investment can achieve our targeted returns. From &
estate perspective, the due diligence includes, but is not limited to:

« conducting a thorough analysis, regardless of the recourse nature of a loan, of the borrower’s investment history, reputation, credit history, investm
focus and expertise;

* making site visits to assess the economic viability of the collateral including tenant and overall property viability;

¢ reviewing submarket supply and demand and existing and planned competitive properties;

* reviewing local submarket rental and sales comparables;

«  reviewing issuer and third party valuations and appraisals of the property, if applicable, and the LTV ratio with respect to the collateral;

« performing in—depth legal, accounting, environmental, zoning, structural analyses of the property and borrower;

« reviewing the level and stability of cash flow from the underlying collateral to service the mortgage debt;

« analyzing the availability of capital for refinancing by the borrower if the loan does not fully amortize;



« reviewing loan documents to determine the lender’s rights, including personal guarantees, additional collateral, default covenants and other remedi
as well as the lender’s rights under any intercreditor agreements; and
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* making appropriate modifications to reflect the underlying collateral and borrower credit risk, including requiring letters of credit or other liquid
instruments to ensure timely payments and loan to value ratios appropriate for the yield.

Additionally, all investments are considered in the context of their risk and yield profile, reviewing such factors as match-funding and hedging efficiency
and overall concentration considerations, such as investment size, product type, tenants, borrower, sector, floating vs. fixed rates and maturity. Our focus is o
risk management and understanding the impact of any investment on our investment portfolio prior to closing.

As a result of this extensive real estate review, a cash flow forecast for each collateral property is prepared, and a valuation is assigned. The performan
of the respective investment is then forecasted to derive the projected return. Sensitivity analysis are performed in consideration of differing levels of the
property’s cash flow, loan losses, variances in the timing of loan payoffs or prepayments, loan extension scenarios and changing interest rates. In all cases, v
consider the potential impact on the risk profile of our investment portfolio and the impact on cash flow after we implement financing at the company level,
whether in the form of a CDO or some other debt instrument.

Upon completion of due diligence, our product team considers the impact of any material findings on the transaction’s risk profile. Once final due
diligence is substantially complete, the investment professionals prepare and submit a final investment committee brief to the investment committee.

Investment Committee Approval. The investment committee will review the final investment committee brief prepared by a product team and decide to
approve or decline the investment. Should the investment be approved, the product team will move to close the investment or financing with the assistance of
legal, accounting, tax and other specialists appropriate for that particular investment.

All transactions are reported to our board of directors. Our investment committee consults regularly with our board of directors, the executive committee
of our board of directors, our Advisory Council and various CBRE and CBRE/Melody professionals to understand and take advantage of the latest available
market information and trends. The majority vote (which must include the affirmative vote of our chief executive officer) of all members of our investment
committee is required to approve all investments and dispositions, including investments and dispositions of up to $25 million (except for (i) investments and
dispositions having credit ratings of “A” or better by a major rating agency, such threshold will be up to $50 million and (ii) with respect to aggregate CMBS
investments of up to $15 million having credit ratings of “B” or better and consistent with our operating guidelines, only two members of the investment
committee must approve the investment; however, the majority vote of all members of our investment committee will be required to approve aggregate CMBS
investments over $15 million). Separate approvals by our executive committee and our board of directors are not required under these circumstances. Our
executive committee, which consists of Messrs. Wirta, Melody, Marks and Gollenberg, has the authority delegated by our board of directors to authorize
transactions consistent with our investment guidelines and must approve, by a majority vote (which must include the affirmative vote of the independent
director), investments and dispositions aggregating greater than $25 million and up to $50 million (except for investments and dispositions having credit rating
of “A” or better by a major rating agency, such threshold will be greater than $50 million and up to $75 million). A majority of the members of our board of
directors must approve all investments and dispositions greater than such amounts identified above.

Closing. The closing process is extensive due to the documentation associated with all of our investment products. Non—-CMBS closings are completed
the extent possible, on our own standard documentation, but CMBS and many direct high yield debt investments are on documents specific to that transactiol
Those documents are negotiated by our Manager with the support of one of our executive vice presidents and outside counsel. Closing of joint venture or
mezzanine investments are similar to the non—-CMBS closings noted above. With respect to those investments, because we are investing with a local real est
partner, or are secured by that partner’s interest in the owning entity, there are some documents that will be specific to that transaction.
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Asset Management and Servicing

With respect to managing the investments made by us, our Manager (with the assistance of GEMSA or a third party as servicer where appropriate) see
address the following issues:

« Investment Monitoring. Our Manager actively monitors and manages our investments. Our Manager's asset managers have been trained to identify
asset level risks early and to take measures to mitigate those concerns. Our investment committee reviews our portfolio quarterly on a formal basis
and more frequently, on an informal basis, to consider any “watch list” assets and determine any appropriate actions and reserve strategies. Assets
managed aggressively through maturity.

¢ Cash Collections. When we originate a new loan, we evaluate whether it is appropriate to require a lock box agreement (or cash management
account), based on certain criteria, such as the debt service coverage ratio, LTV ratio and quality of sponsorship. As determined appropriate, we wi
require the borrower to establish a cash management account at a commercial bank acceptable to us. Tenants will be required to deposit all rents,
revenues and receipts with respect to the property into the cash management account. Generally, the debt service, loan escrows and reserves are
from this account, and any balance remaining is remitted to the borrower.

« Collateral Valuation. Our Manager is responsible for determining the value of the collateral property, including an analysis of the condition of the
property, existing tenant base, current information and comparable market rents, occupancy and sales. When appropriate, our Manager also condt
an investigation of the borrower to identify other potential sources of recovery, including other non-real estate collateral and guarantees. Our
Manager is also responsible for reviewing the collateral operating statements on an ongoing basis and within the market in order to accurately track
asset value and its cash flow performance.

« Recovery Strategies. To the extent a default is realized with respect to an investment, our Manager is responsible for recommending and
implementing the appropriate recovery strategy in order to produce the highest present value recovery. Our management team'’s real estate operat
and distressed debt workout management experience put us in a strong position to manage problems that may arise. We may also utilize a special
servicer, which in some instances, where appropriate, may be an affiliate of us, CBRE or CBRE/Melody (including GEMSA), to manage, modify ant
resolve loans and other investments that fail to perform under the terms of the loan agreement, note, indenture, or other governing documents. Spe
servicers are most frequently employed in connection with whole loans, B Notes and first-loss classes of CMBS. For the three months and six mor
ended June 30, 2006 and for the period June 9, 2005 to December 31, 2005, we paid or had payable approximately $14,000, $21,000 and $2,000,
respectively, in fees to GEMSA in its capacity as a special servicer to our company.

Our Operating Policies

Our Investment and Borrowing Guidelines. We have adopted general guidelines for our investments and borrowings to the effect that:

¢ no investment will be made that would cause us to fail to qualify as a REIT for U.S. federal income tax purposes;

* no investment will be made that would cause us to be regulated as an investment company under the 1940 Act;

* no more than 25% of our equity, determined as of the date of such investment, will be invested in any single asset;

« no more than 25% of our equity, determined as of the date of such investment, will be invested in any single borrower;

« our leverage will generally not exceed 80% of the value of our assets, in the aggregate;

93



Table of Contents

« the majority vote (which must include the affirmative vote of our chief executive officer) of all members of our investment committee will be required
to approve all investments and dispositions, including investments and dispositions of up to $25 million (except for (i) investments and dispositions
having credit ratings of “A” or better by a major rating agency, such threshold will be up to $50 million and (ii) with respect to aggregate CMBS
investments of up to $15 million having credit ratings of “B” or better and consistent with our operating guidelines, only two members of the
investment committee must approve the investment; however, the majority vote of all members of our investment committee will be required to
approve aggregate CMBS investments over $15 million); the majority vote (which must include the affirmative vote of the independent director) of
our executive committee will be required to approve investments and dispositions aggregating greater than $25 million and up to $50 million (excef
for investments and dispositions having credit ratings of “A” or better by a major rating agency, such threshold will be greater than $50 million and
up to $75 million); and a majority of our board of directors must approve all investments and dispositions greater than such amounts identified abov
and

« we will maintain a portfolio of geographically diverse assets.

Our Manager is required to seek the approval of a majority of the independent members of our board of directors before we engage in a material
transaction with our Manager or any of its affiliates. These investment guidelines may be changed by our board of directors without the approval of our
stockholders.

In addition:

« we will monitor all multiple asset types, sector markets, and tranches to identify attractive total return investments.

« our asset allocation will be determined by market conditions and driven by exploitable market inefficiencies on either the asset or structuring side or
both.

¢ we will emphasize the following investment themes:

. high guality investments carefully screened and selected from our numerous origination channels.
. disciplined asset selection and bottom-up underwriting.

. use of asset and liability structuring to lock—in attractive total returns and to minimize risk.

. hands on asset management and exit strategy/realization monitoring.

Credit Risk Management. We are exposed to various levels of credit and special hazard risk depending on the nature of our underlying assets and the
nature and level of credit enhancements supporting our assets. We originate or purchase mortgage loans that meet minimum debt service coverage standarc
established by us. Our Manager and our executive vice presidents review and monitor credit risk and other risks of loss associated with each investment. In
addition, our Manager seeks to diversify our portfolio of assets to avoid undue geographic, issuer, industry and certain other types of concentrations. Our boa
of directors monitors the overall portfolio risk and reviews levels of provision for loss.

Interest Rate Risk Management. To the extent consistent with maintaining our qualification as a REIT, we follow an interest rate risk management polic)
intended to mitigate the negative effects of major interest rate changes. We minimize our interest rate risk from borrowings by attempting to structure the key
terms of our borrowings to generally correspond to the interest rate term of our assets.

Total Return Swaps. Subject to maintaining our REIT qualification, we may finance certain of our bank loan assets using total return swaps. Total return
swaps allow an investor to gain exposure to an underlying loan without actually owning the loan. In these swaps, the total return (interest, fees and capital
gains/losses on an underlying loan) is paid to an investor in exchange for a floating rate payment. The investor pays a fraction of the value of the total amount
the loan that is referenced in the swap as collateral posted with the swap
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counterparty. The total return swap, therefore, is a leveraged investment in the underlying loan. Our ability to invest in total return swaps, other than through c
TRS, may be severely limited by the REIT qualification requirements because total return swaps generally will not be considered qualifying assets and will no
produce qualifying income for purposes of the REIT income and asset tests.

Hedging Activities. We engage in hedging transactions to protect our investment portfolio from interest rate fluctuations and other changes in market
conditions. These transactions may include interest rate swaps, the purchase or sale of interest rate collars, caps or floors, options, mortgage derivatives and
hedging instruments. These instruments may be used to hedge as much of the interest rate risk as our Manager determines is in the best interest of our
stockholders, given the cost of such hedges and the need to maintain our qualification as a REIT. We may from time to time enter into interest rate swap
agreements to offset the potential adverse effects of rising interest rates under certain short—term repurchase agreements. Our Manager may elect to have us
a level of interest rate risk that could otherwise be hedged when it believes, based on all relevant facts, that bearing such risk is advisable.

Disposition Policies. Although there are no current plans to dispose of properties or other assets within our portfolio, other than certain assets held in ou
TRS, our Manager evaluates our asset portfolio on a regular basis to determine if it continues to satisfy our investment criteria. Subject to certain restrictions
applicable to REITs, our Manager may cause us to sell our investments opportunistically and use the proceeds of any such sale for debt reduction, additional
acquisitions or working capital purposes.

Equity Capital Policies. Subject to applicable law, our board of directors has the authority, without further stockholder approval, to issue additional
authorized common stock and preferred stock or otherwise raise capital, including through the issuance of trust preferred securities or senior securities, in an)
manner and on the terms and for the consideration it deems appropriate, including in exchange for property. We may also raise funds through the retention of
cash flow (subject to provisions in the Internal Revenue Code concerning distribution requirements and the taxability of undistributed REIT taxable income). Ir
the event that our board of directors determines to raise additional equity capital, it has the authority, without stockholder approval, to issue additional commo
stock, preferred stock, trust preferred securities or other senior securities in any manner and on such terms and for such consideration as it deems appropriat
any time. Our existing stockholders, including stockholders purchasing in this offering, will have no preemptive right to additional shares issued in any offering
and any offering might cause a dilution of investment. See “Description of Stock.” We may in the future issue common stock in connection with acquisitions.

We may, under certain circumstances, repurchase our common stock in private transactions with our stockholders, if those purchases are approved by
board of directors. Our board of directors has no present intention of causing us to repurchase any shares, and any action would only be taken in conformity \
applicable federal and state laws and the applicable requirements for qualifying as a REIT, for so long as the board of directors concludes that we should rem
a REIT. We also have the authority to offer equity or debt securities in exchange for property.

Other Policies. We intend to operate in a manner that will not subject us to regulation under the 1940 Act. Subject to gross income and asset tests
necessary for REIT qualification, we may invest in securities of other REITS, other entities engaged in real estate activities or securities of other issuers,
including for the purpose of exercising control over such entities. We may engage in the purchase and sale of investments. We also may make loans to third
parties. We will not underwrite the securities of other issuers.

Future Revisions in Policies and Strategies. Our board of directors has approved the investment policies, the operating policies and other strategies set
forth in this prospectus. Our board of directors has the power to modify or waive these policies and strategies, or amend the management agreement with our
Manager, without the consent of our stockholders to the extent that the board of directors (including a majority of our independent directors) determines that s
maodification or waiver is in our best interest or the best interest of our stockholders. Among other factors, developments in the market that either affect the
policies and strategies
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mentioned herein or which change our assessment of the market may cause our board of directors to revise its policies and strategies. However, if such
madification or waiver involves the relationship of, or any transaction between, us and our Manager or any affiliate of our Manager, the approval of a majority
our independent directors is also required.

Competition

Our net income depends, in large part, on our Manager’s ability to originate and acquire structured investments with spreads over our borrowing costs.
originating and acquiring these investments, our Manager competes with other commercial REITS, specialty finance companies, savings and loan association
banks, mortgage brokers, insurance companies, mutual funds, institutional investors, investment banks firms, other lenders, governmental bodies and other
entities. In addition, there are numerous commercial REITs with asset acquisition objectives similar to ours, and others may be organized in the future. The ef
of the existence of additional REITs may be to increase competition for the available supply of commercial real estate finance products suitable for purchase |
us. Some of our anticipated competitors are significantly larger than us, have access to greater capital and other resources and may have other advantages ¢

Our Formation and Structure

We were organized as a Maryland corporation in May 2005 and completed a private offering of our common stock in June 2005 in which we raised net
proceeds of approximately $282.5 million. Credit Suisse Securities (USA) LLC, Deutsche Bank Securities Inc., Banc of America Securities LLC and Citigroup
Global Markets Inc. served as the initial purchasers/placement agents in the private offering. CBRE, through one of its affiliates, purchased from us 1,100,00(
shares of our common stock in the private offering, representing 5.1% of our common stock on a fully—diluted basis as of December 31, 2005. Certain of our
executive officers and directors and certain executive officers and directors of CBRE and CBRE/Melody purchased 964,101 shares of our common stock in tt
offering, representing 4.5% of our common stock on a fully—diluted basis as of December 31, 2005. Additionally, certain other employees of CBRE and
CBRE/Melody purchased 732,114 shares of our common stock in that offering, representing 3.4% of our common stock on a fully—diluted basis as of Decemt
31, 2005. Upon completion of our June 2005 private offering, we granted to our Manager, its employees and certain of its related persons 565,087 shares of
restricted stock and options to purchase 813,600 shares of our common stock with an exercise price of $15.00 per share, representing 6.4% of our common ¢
on a fully—diluted basis as of December 31, 2005. Additionally, 34,913 shares of restricted stock and options to purchase 186,400 shares of our common stoc
were made available for issuance to our Manager or to employees or other related parties of our Manager as directed by our Manager. Upon completion of ot
June 2005 private offering, we granted to our directors 2,668 shares of restricted stock in the aggregate. In January 2006, we granted to certain employees of
Manager 119,500 shares of restricted stock, net of forfeitures (34,913 shares of which were issued at the direction of our Manager in accordance with the
previous sentence) and options to purchase 66,550 shares of our common stock, net of forfeitures (all of which were issued at the direction of our Manager in
accordance with the previous sentence), with an exercise price of $15.00 per share. In August 2006, two former employees of our Manager forfeited 20,300
shares of restricted stock and options to purchase 18,100 shares of our common stock. Additionally, in August 2006, we granted to an employee of
CBRE/Melody options to purchase 17,600 shares of our common stock, with an exercise price of $15.00 per share.

Our investment activities are managed by our Manager and, through it, by CBRE and CBRE/Melody, which we consider to be our promoters, and are
supervised by our investment committee and board of directors. Ray Wirta, vice chairman and director of CBRE and chairman of our Manager, is our chairma
Michael Melody, the executive managing director of our Manager and vice chairman of CBRE/Melody, is one of our directors.

Operating and Regulatory Structure

We intend to elect and qualify to be taxed as a REIT under Section 856 through 859 of the Internal Revenue Code commencing with our taxable year
ended on December 31, 2005. Our qualification as a REIT depends
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upon our ability to meet on a continuing basis, through actual investment and operating results, various complex requirements under the Internal Revenue Cc
relating to, among other things, the sources of our gross income, the composition and values of our assets, our distribution levels and the diversity of ownerst
of our shares. We believe that we were organized and have operated in conformity with the requirements for qualification and taxation as a REIT under the
Internal Revenue Code, and that our intended manner of operation will enable us to continue to meet the requirements for qualification and taxation as a REI

As a REIT, we generally will not be subject to U.S. federal income tax on our net income we distribute currently to our stockholders. If we fail to qualify
as a REIT in any taxable year, we will be subject to U.S. federal income tax at regular corporate rates. Even if we qualify for taxation as a REIT, we may be
subject to some federal, state and local taxes on our income or property. CBRE Realty Finance TRS, Inc., our TRS, will be a regular taxable corporation that
be subject to U.S. federal, state and local income tax on its income.

Our investment activities are managed by our Manager and supervised by our investment committee and our board of directors. Under our managemer
agreement, we pay our Manager an annual base management fee determined by our equity as well as an incentive fee based on our performance. See
“Management—Management Agreement.”

Exclusion From Regulation Under the 1940 Act

We conduct our operations so that we are not required to register as an investment company. Under Section 3(a)(1) of the 1940 Act, a company is not
deemed to be an “investment company” if:

« it neither is, nor holds itself out as being, engaged primarily, nor proposes to engage primarily, in the business of investing, reinvesting or trading in
securities; or

¢ it neither is engaged nor proposes to engage in the business of investing, reinvesting, owning, holding or trading in securities and does not own or
propose to acquire “investment securities” having a value exceeding 40% of the value of its total assets on an unconsolidated basis. “Investment
securities” excludes U.S. government securities and securities of majority—owned subsidiaries that are not themselves investment companies and :
not relying on the exception from the definition of investment company under Section 3(c)(1) or Section 3(c)(7) of the 1940 Act.

Because we are a holding company that will conduct our businesses through wholly-owned or majority—owned subsidiaries, the securities issued by ou
subsidiaries that are excepted from the definition of “investment company” under Section 3(c)(1) or Section 3(c)(7) of the 1940 Act, together with any other
investment securities we may own, may not have a combined value in excess of 40% of the value of our total assets on an unconsolidated basis. This require
limits the types of businesses in which we may engage through our subsidiaries.

CBRE Realty Finance Holdings, LLC, our subsidiary that holds, through wholly—owned subsidiaries, substantially almost all of our real-estate-related
securities, also intends to conduct its operations so that it is not required to register as an investment company because less than 40% of the value of its total
assets on an unconsolidated basis will consist of “investment securities.” CBRE Realty Finance Holdings, LLC in the future may seek to be exempt from 194C
Act regulation under Section 3(c)(5)(C). Certain of the wholly—owned subsidiaries of CBRE Realty Finance Holdings, LLC intend to be exempt from 1940 Act
regulation under Section 3(c)(5)(C). Any entity relying on Section 3(c)(5)(C) for its 1940 Act exemption must have at least 55% of its portfolio invested in
qualifying real estate assets (which, in general, must consist of whole mortgage loans and other liens on and interests in real estate and another 25% of its
portfolio invested in other real estate—related assets.

Based on no—action letters issued by the Staff of the Securities and Exchange Commission, or the SEC, we classify our investments in whole loans as
qualifying real estate assets, as long as the loans are “fully secured” by an interest in real estate. That is, if the loan—to-value ratio of the loan is equal to or le
than 100%, then we
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consider the loan a qualifying real estate asset. We do not consider loans with loan—to-value ratios in excess of 100% to be qualifying real estate assets that
within the 55% basket, but only real estate-related assets that come within the 25% basket. With respect to our investments in B Notes, we take the position
B Notes are qualifying real estate assets that come within the 55% basket, or Qualifying B Notes, where we have the unilateral right to (i) instruct the servicer
foreclose on a defaulted mortgage loan, (ii) replace the servicer in the event the servicer, in its discretion, elects not to foreclose on such a loan, and (iii) purcl
the A Note in the event of a default on the mortgage loan. We note that the SEC Staff has not provided any guidance on the treatment of B Notes for Section
3(c)(5)(C) purposes and any such guidance may require us to adjust our B Note investment strategy. We will treat our mezzanine loans and our CMBS
investments as real estate—related assets that come within the 25% basket. Our joint venture investments may constitute qualifying real estate assets if we h:
the right to approve certain major decisions affecting the joint venture. The treatment of other investments as qualifying real estate assets and real estate—rel:
assets is based on the characteristics of the underlying collateral and the particular type of loan including whether we have foreclosure rights with respect to t
securities or loans that have underlying real estate collateral.

Because CBRE Realty Finance Holdings, LLC will not be relying on Section 3(c)(1) or 3(c)(7) for its 1940 Act exemption, our investment therein will not
constitute an “investment security” for purposes of the 40% Test. We believe that CBRE Realty Finance TRS, Inc., our TRS, is exempted from 1940 Act
regulation under Section 3(c)(7) of the 1940 Act. Therefore, our investment in our TRS will constitute an “investment security” for purposes of the 40% Test.
Our CDO subsidiary is a QRS, that is expected to be exempted under the 1940 Act under Section 3(c)(5)(C). Additionally, we expect to form separate
subsidiaries for each additional CDO or other securitizations we sponsor. We expect that each such subsidiary will rely on the exception provided by
Section 3(c)(5)(C) or 3(c)(7) under the 1940 Act.

The determination of whether an entity is a majority—owned subsidiary of our Company is made by us. The 1940 Act defines a majority—owned subsidia
of a person as a company 50% or more of the outstanding voting securities of which are owned by such person, or by another company which is a
majority—owned subsidiary of such person. The 1940 Act further defines voting securities as any security presently entitling the owner or holder thereof to vot
for the election of directors of a company. We treat companies, including CDO subsidiaries, in which we own at least a majority of the outstanding voting
securities as majority—owned subsidiaries for purposes of the 40% Test. We have not requested the SEC to approve our treatment of any company as a
majority—owned subsidiary and the SEC has not done so. If the SEC were to disagree with our treatment of one or more companies, including CDO subsidiar
as majority—owned subsidiaries, we would need to adjust our investment strategy and invest our assets in order to continue to pass the 40% Test. Any such
adjustment in our investment strategy could have a material adverse effect on us.

We may seek a no—action letter from the SEC Staff, regarding how certain of our investment strategies fit within the exclusions from regulation under th
1940 Act that we and our subsidiaries are using. To the extent that the SEC Staff provides more specific guidance regarding the treatment of assets as qualif
real estate assets or real estate—related assets, we may be required to adjust our investment strategy accordingly. Any additional guidance from the SEC Sta
could provide additional flexibility to us, or it could further inhibit our ability to pursue the investment strategy we have chosen.

If we or our subsidiaries fail to maintain our exceptions or exemptions from the 1940 Act, we would become subject to substantial regulation with respec
to our capital structure (including our ability to use leverage), management, operations, transactions with affiliated persons (as defined in the 1940 Act), and
portfolio composition, including restrictions with respect to diversification and industry concentration and other matters. Compliance with the 1940 Act will,
accordingly, limit our ability to make certain investments.

Staffing

We are managed by our Manager pursuant to the management agreement between our Manager and us. All of our executive officers are employees of
Manager or one or more of its affiliates. All of the employees of
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our Manager are fully dedicated to the operations of our Manager. Through at least the initial term of the management agreement, our Manager is solely
dedicated to the operations of our company. In addition, we have reasonable access to the investment professionals of each of CBRE and CBRE/Melody. Ou
Manager has 25 employees. See “Management—Management Agreement.”

Legal Proceedings

We and our Manager are not currently subject to any material legal proceedings.

Place of Business

Our principal office is located at City Place 1, 185 Asylum Street, 37th Floor, Hartford, CT 06103 and our telephone number is (860) 275-6200. We
believe that our office facilities are suitable and adequate for our business as it is conducted. Our website is located at http://www.cbrerealtyfinance.com. The
information found on, or otherwise accessible through, our website is not incorporated into, and does not form a part of, this prospectus or any other report or
document we file with or furnish to the SEC.
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Directors and Executive Officers

MANAGEMENT

Our board of directors consists of seven directors, four of which have been determined by our board to be independent in accordance with the
independence standards of the NYSE. Each of our directors is elected annually by our stockholders.

All of our executive officers are employees of our Manager or one or more of its affiliates. All of the employees of our Manager are fully dedicated to the
operations of our Manager. Through at least the initial term of the management agreement, our Manager is solely dedicated to the operations of our company
addition, we have reasonable access to the investment and other professionals of each of CBRE and CBRE/Melody.

Our directors and executive officers, their ages and titles, as well as their positions with us, our Manager, CBRE or CBRE/Melody as of August 31, 200¢

are as follows:

Name
Ray Wirta

Michael Melody

Douglas Eby

Vincent Costantini
Ricardo Koenigsberger
David Marks

Keith Gollenberg

Michael Angerthal

James Evans
Paul Martin
Thomas Podgorski

43

a7
50
39
59
a7

39

52
47
46

Title

Positions with Manager,
CBRE or CBRE/Melody

Chairman

Director

Director*
Director*
Director*
Director*

Chief Executive Officer, President and
Director

Executive Vice President, Chief
Financial Officer and Treasurer

Executive Vice President and Secretary
Executive Vice President
Executive Vice President

Chairman of our Manager; Vice Chairman and Director of
CBRE; Chief Executive Officer of CB Richard Ellis
Services, Inc.

Executive Managing Director of our Manager; Vice
Chairman of CBRE/Melody

N/A
N/A
N/A
N/A
Executive Managing Director of our Manager

Managing Director of our Manager

Managing Director of our Manager
Managing Director of our Manager
Managing Director of our Manager

* |Indicates that such director is considered an independent director under the NYSE independence standards as determined by our board of directors.

Biographical Information

Information for each of our independent directors, Messrs. Wirta, Melody and our executive officers is set forth below.

Ray Wirta has been our chairman and chairman of our Manager since May 2005. Mr. Wirta was chief executive officer of CBRE from July 2001 to June
2005 and a director of CBRE since September 2001. Since

100



Table of Contents

June 2, 2005, Mr. Wirta has been its vice chairman. He has been chief executive officer of CB Richard Ellis Services, Inc. since May 1999. He served as its ¢
operating officer from May 1998 to May 1999. Since June 2005, Mr. Wirta has been a director of AlliedBarton Security Services, which provides security
services to buildings and businesses throughout the U.S. He has served as a manager of Allied Security Holdings LLC since September 2005. Mr. Wirta hold
B.A. from California State University, Long Beach and an M.B.A. in International Management from Golden Gate University.

Michael Melody has been one of our directors and an executive managing director of our Manager since May 2005. Mr. Melody is the vice chairman of
CBRE Melody & Company and is responsible for jointly overseeing production operation nationwide, GEMSA loan servicing operations, merger and acquisitic
activities and global corporate initiatives. During 2003 and 2004, CBRE Melody & Company closed approximately 1900 separate commercial real estate
financings and structured equity transactions. Mr. Melody joined CBRE Melody & Company in 1987, during which time he has focused on strategic initiatives
for CBRE Melody & Company, including the acquisition and integration of a number of commercial mortgage banking companies, as well as major accounts ¢
direct origination. As the executive vice president and executive managing director of CBRE Melody & Company during the past ten years, Mr. Melody has
directly originated, structured and placed real estate financings with various life insurance companies, pension funds, commercial banks and other CMBS
lenders. Mr. Melody was previously the chairman of the commercial division for the California Mortgage Bankers Association and has been a frequent speake
various industry events and conferences.

Douglas C. Eby has been one our directors since June 9, 2005. Mr. Eby is the president of Torray LLC, an investment advisory firm founded in 1973. Tl
firm provides investment management services to separately managed institutional accounts, two publicly traded mutual funds and a hedge fund. Mr. Eby ha:
over twenty years of investment management experience. Prior to joining the company in 1992, Mr. Eby was an investment manager and research analyst at
Thomson Advisory Group from 1986 to 1992. He currently serves on the board of directors of Markel Corporation, an NYSE listed company, Suburban Healtf
Care System, a non—profit healthcare provider in Bethesda, MD and the Boys and Girls Club of Greater Washington. Mr. Eby earned his B.A. in Economics
from Catholic University and received an M.B.A from Indiana University.

Vincent J. Costantini has been one of our directors since June 9, 2005. Mr. Costantini was a founder and has served as a managing partner of Rosevie
Capital Partners LLC, a real estate, merchant banking and investment advisory company since January 2001. Mr. Costantini currently serves on the boards o
several business and non-profit organizations. Mr. Costantini is also the chairman of the Board of Kensington Investment Company, the holding company for
Grand Circle Travel Group. From March 2000 to December 2000, Mr. Costantini served as partner and group chief executive officer of The O’Neill Companie
one of the largest privately held commercial real estate development firms in the nation. Prior to joining the O’Neill Companies, he served as a member of the
management committee of Lend Lease Real Estate Investments Inc. From 1995 to the first quarter of 2000, Mr. Costantini was president and chief operating
officer of Boston Financial, a privately—held real estate institutional investment advisor. Prior to that time, Mr. Costantini served as chief financial officer and
head of acquisitions for General Investment & Development Co., a privately—held real estate operating company. Mr. Costantini is a graduate of St. Joseph’s
University.

Ricardo Koenigsberger has been one of our directors since June 9, 2005. Mr. Koenigsberger is a founding managing partner of the ROCA Funds, a gro
of private equity funds focused on the Real Estate Investment Trust Market. In his role as a ROCA partner, Mr. Koenigsberger is a member of the investment
committee of the ROCA Funds. Prior to this position, Mr. Koenigsberger was a partner of Apollo Real Estate Advisors, L.P. (AREA), the general partner of the
Apollo Real Estate Funds, and was responsible for new investments and investment management and was with AREA from 1995 to 2005. Apollo is a real est
private equity company with equity under management of over $4 billion. At AREA, Mr. Koenigsberger oversaw equity investments, including investments in
distressed debt, limited partnership tenders, convertible preferred instruments, operating companies and direct equity investments. Mr. Koenigsberger was al:
responsible for all of Apollo’s direct ownership in hotels in the U.S. and led the hospitality business for Apollo. Mr. Koenigsberger was instrumental
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in the creation and initially headed the Apollo-GMAC Mezzanine Fund. Prior to becoming a partner of AREA, Mr. Koenigsberger had been associated with
Apollo Management, the general partner of the Apollo Corporate Funds, since 1990. Mr. Koenigsberger was also a member of the Corporate Finance Depart
of Drexel Burnham Lambert Incorporated, where he was involved in a variety of financings and M&A assignments. Mr. Koenigsberger is a past director of
Capital Lodging, Meadowbrook Golf, Schuler Homes/Western Pacific Housing, CB Richard Ellis, and Washington Corp., a diversified Washington based real
estate company. Mr. Koenigsberger is a graduate of the University of Pennsylvania’s Wharton School of Business.

David P. Marks has been one of our directors since June 9, 2005. Mr. Marks is the chief investment officer for CUNA Mutual Group and president of
Member Capital Advisers, or MCA, since September 2005. Prior to joining CUNA Mutual Group and MCA, Mr. Marks was the chief investment officer for
Travelers Insurance/Citigroup from April 2004 to June 2005. From November 2002 through March 2004, Mr. Marks served as the chief investment officer for
CIGNA Investments. From September 2001 to October 2002, Mr. Marks was a Partner at Green Mountain Partners, a buy—out partnership focused on acquir
small-to—-medium sized manufacturing companies. During the ten years prior to his position at Green Mountain Partners, Mr. Marks was president and chief
investment officer of Allianz Investments. Mr. Marks received a B.A. in Chemistry & Physics from the University of Connecticut, an M.B.A. in Finance from
the University of Connecticut and an Executive M.B.A. from Dartmouth University. Mr. Marks is a CFA.

Keith Gollenberg has been our chief executive officer, president and a director and an executive managing director of our Manager since May 2005.
Mr. Gollenberg has 25 years of experience in all facets of real estate debt and equity finance and investment, including lending, structured investing and
securitization. Prior to joining us, Mr. Gollenberg led CIGNA Investment Management’s Capital Markets Group from 1998 to 2004, and was responsible for
securitizing and structuring activities that included securitized lending, loan syndications and collateralized loan obligation operations. While at CIGNA’s Capit
Markets Group, Mr. Gollenberg was responsible for investing in a portfolio that consisted of structured and real estate securities, including B Note, mezzanine
and CMBS investments. From 1983-1985, Mr. Gollenberg held various investment positions at CIGNA. Mr. Gollenberg is or has been a Governor on the
Commercial Mortgage Securitization Association Board, a member of the Real Estate Roundtable, Association for Investment Management and Research,
Hartford Society of Financial Analysts and various charitable organizations.

Michael Angerthal has been our executive vice president, chief financial officer and treasurer since May 2005. During the nine years prior to joining us,
Mr. Angerthal was a finance executive at General Electric Company managing senior level finance and investor relations’ positions within several major
business units. Most recently, at GE Real Estate where Mr. Angerthal directed the strategic planning, analysis and management of real estate assets includin
owned and managed real estate, equity investments with real estate partners in industrial, retail, office and multifamily asset classes and debt products for
industrial assets. Prior to joining GE in 1996, Mr. Angerthal was a Business Assurance Manager at PriceWaterhouse Coopers. Mr. Angerthal is a CPA and
received a B.B.A. degree in accounting from Pace University and an M.B.A. in Corporate Finance from Columbia Business School.

Jim Evans has been one of our executive vice presidents and secretary and a managing director of our Manager since May 2005. Mr. Evans has 23 ye:
of experience in real estate investing and capital markets. Prior to joining us, Mr. Evans was chief executive officer of SCP Real Estate Partners, a private eq
investment management firm. From 2002 to 2004, Mr. Evans served as President of Keating Partners, a private, fully—-integrated real estate operating compa
that invested in residential, office, retail and hospitality properties. Prior to joining Keating Partners, Mr. Evans was a director for Capital Trust, Inc., where he
was responsible for the marketing and business development activities of Capital Trust, Inc. and assisted in the capital raising activities for CT Mezzanine
Partners Il, a fund that focused on making large, floating rate mezzanine loans on commercial properties. Mr. Evans received a B.A. in government from Suff
University.

Paul Martin has been one of our executive vice presidents and a managing director of our Manager since May 2005. Mr. Martin has 20 years experienc
in the real estate finance and investment industry. Prior to joining
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us, Mr. Martin was a Managing Director in the Capital Markets Group of CIGNA Investment Management where he was the portfolio manager for a portfolio o
structured and real estate securities including mezzanine, B Note, CDO, REIT and CMBS investments. Prior to joining CIGNA in 1990, Mr. Martin was a real
estate asset manager for Massachusetts Mutual Life Insurance Company. Mr. Martin is a member of the Association for Investment Management & Researct
Commercial Mortgage Securitization Association and is a CFA.

Tom Podgorski has been one of our executive vice presidents and a managing director of our Manager since May 2005. Mr. Podgorski has 23 years of
experience in the real estate finance and investment industry. Prior to joining us, Mr. Podgorski headed a CMBS initiative at David L. Babson Co., the real est
affiliate of Massachusetts Mutual. Prior to his work at David L. Babson Co., Mr. Podgorski spent twenty years within CIGNA'’s Real Estate Investment Division
as a Managing Director with CIGNA’s Capital Markets Group and headed CIGNA's large loan securitization business from 1998 to 2004. While at CIGNA,
Mr. Podgorski was responsible for revenue generation from the program, along with origination, pricing and structuring new investments including fixed and
floating rate mezzanine loans. Mr. Podgorski is an active member of the Commercial Mortgage Securitization Association and is a Chartered Financial Analys
(CFA).

Investment Committee

Our Investment Committee consists of: Keith Gollenberg, James Evans, Paul Martin, Thomas Podgorski and Michael Angerthal, which constitute all of
our senior executive officers. We expect that the Investment Committee will at all times be composed of our senior executive officers. The role of our Investm
Committee is to review and approve our investment policies, and review and approve our investment portfolio holdings and related compliance with our
investment policies.

Our investment committee meets at least on a weekly basis and reviews all potential investments that fall within our investment guidelines for overall
compatibility with our investment portfolio. Following investment screening and the completion of our underwriting and due diligence, our investment
committee reviews the final investment committee brief prepared by a product team and will decide to approve or decline the investment. All transactions are
reported to our board of directors. Our investment committee consults regularly with our board of directors, the executive committee of our board of directors,
our Advisory Council and various CBRE professionals to understand and take advantage of the latest available market information and trends. The majority v
(which must include the affirmative vote of our chief executive officer) of all members of our investment committee is required to approve all investments and
dispositions, including investments and dispositions of up to $25 million (except for (i) investments and dispositions having credit ratings of “A” or better by a
major rating agency, such threshold will be up to $50 million and (ii) with respect to aggregate CMBS investments of up to $15 million having credit ratings of
“B” or better and consistent with our operating guidelines, only two members of the investment committee must approve the investment; however, the majority
vote of all members of our investment committee will be required to approve aggregate CMBS investments over $15 million). Separate approvals by our
executive committee and our board of directors are not required under these circumstances.

Board Co mmittees

Our board has established four committees, three of which consisting solely of independent directors, the principal functions of which are briefly describ
below. Matters put to a vote at any one of our four committees must be approved by a majority of the directors on the committee who are present at a meetin
which there is a quorum or by unanimous written consent of the directors on that committee.

Executive Committee. Our executive committee is chaired by the chairman of our board of directors, and consists of Ray Wirta, our chairman, Michael
Melody, one of our directors, David Marks, one of our directors, and Keith Gollenberg, our chief executive officer. Our executive committee meets as frequent
as necessary in order for us to achieve our investment objectives. Our executive committee has authority delegated by our board
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of directors to authorize transactions consistent with our investment guidelines and must approve, by a majority vote (which must include the affirmative vote |
the independent director), investments and dispositions aggregating greater than $25 million and up to $50 million (except for investments and dispositions
having credit ratings of “A” or better by a major credit rating agency, such threshold are greater than $50 million and up to $75 million). A majority of the
members of our board of directors must approve all investments and dispositions greater than such amounts identified above.

Audit Committee. Our board of directors has established an audit committee, which is composed of three of our independent directors, Messrs. Costant
Koenigsberger and Marks. Mr. Costantini chairs the committee and has been determined by our board of directors to be an “audit committee financial expert”
that term is defined by the SEC. The committee assists the board in overseeing:

« our accounting and financial reporting processes;

« the integrity and audits of our consolidated financial statements;

« our compliance with legal and regulatory requirements;

« the qualifications and independence of our independent auditors; and

« the performance of our independent auditors and any internal auditors.

The committee is also responsible for engaging independent public accountants, approving professional services provided by the independent public
accountants, reviewing the independence of the independent public accountants, considering the range of audit and non-audit fees and reviewing the adequi
our internal accounting controls.

Compensation Committee. Our board of directors has established a compensation committee, which is composed of Messrs. Eby, Costantini and
Koenigsberger. Mr. Eby chairs the committee, whose principal functions are to:

« evaluate the performance and compensation of our chief executive officer;

* review the compensation payable to our officers and members of our board of directors;

¢ administer our 2005 Equity Incentive Plan; and

« produce a report on executive compensation required to be included in the proxy statement for our annual meetings; and

Nominating and Corporate Governance Committee. Our board of directors has established a nominating and corporate governance committee, which i
composed of Messrs. Koenigsberger, Eby and Marks. Mr. Koenigsberger chairs the committee, which is responsible for seeking, considering and recommenc
to the full board of directors qualified candidates for election as directors and recommending a slate of nominees for election as directors at the annual meetir
stockholders. It also periodically prepares and submits to the board for adoption the committee’s selection criteria for director nominees. It reviews and makes
recommendations on matters involving general operation of the board and our corporate governance, and annually recommends to the board nominees for e
committee of the board. In addition, the committee annually facilitates the assessment of each member of the board of directors and management and report:
thereon to the board.

Code of Business Conduct and Ethics

Our board of directors has established a code of business conduct and ethics that applies to our officers, directors and employees and to our Manager’
officers, directors and employees when such individuals are acting for or on our behalf. Among other matters, our code of business conduct and ethics is
designed to deter wrongdoing and to promote:

« honest and ethical conduct, including the ethical handling of actual or apparent conflicts of interest between personal and professional relationships
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« full, fair, accurate, timely and understandable disclosure in our SEC reports and other public communications;

« compliance with applicable governmental laws, rules and regulations;

« prompt internal reporting of violations of the code to appropriate persons identified in the code; and

« accountability for adherence to the code.

Any amendment to, or waiver of, this code of business conduct and ethics for our executive officers or directors may be made only by our board of
directors or one of our board committees specifically authorized for this purpose and must be promptly disclosed as required by law or stock exchange
regulations.

Director Compensation

Any member of our board of directors who is also an employee of ours, our Manager, CBRE or CBRE/Melody, or the excluded directors, will not receive
additional compensation for serving on our board of directors. Each non-excluded director receives an annual retainer of $20,000 payable in cash and a fee «
$1,000 payable in cash for each full board meeting attended in person (or $500 payable in cash if participation is telephonically). Each non-excluded director
who serves on a committee of our board of directors receives an annual fee of $5,000 payable in cash, except that the chairperson of our audit committee rec
$10,000. Each non—-excluded director is also paid a fee of $1,000 payable in cash for each committee meeting (if held on a separate day from a board meetin
that he or she attends (or $500 payable in cash if participation is telephonically), except for meetings of our executive committee. Each non—excluded director
also received a restricted stock grant of 667 shares of our common stock upon completion of June 2005 private offering, which vests one year after the date ¢
grant. We also reimburse our directors for their travel expenses, incurred in connection with their attendance at full board and committee meetings.

Our non—-excluded directors are also eligible to receive restricted stock, option and other stock—based awards under our 2005 equity incentive plan.

Executive Compensation

We have not paid, and we do not intend to pay, any annual cash compensation to our executive officers for their services as executive officers. Our
executive officers will be compensated by our Manager from the income our Manager receives under the management agreement between our Manager and

2005 Equity Incentive Plan

In connection with our formation, we established a 2005 equity incentive plan to provide incentive compensation to attract and retain qualified employee
directors, officers, advisors, consultants and other personnel, including our Manager and employees of our Manager and CBRE, CBRE/Melody, and any joint
venture affiliates of ours, CBRE or CBRE/Melody. The compensation committee may provide that our Manager, CBRE, CBRE/Melody, any joint venture
affiliates of us or CBRE, CBRE/Melody and employees of the foregoing may be eligible to participate in the 2005 equity incentive plan.

Administration

The compensation committee has the authority to administer and interpret the equity incentive plan, to authorize the granting of awards (subject to
ratification by our board of directors), to determine the eligibility of an employee, director or consultant to receive an award, to determine the number of share:
common stock to be covered by each award, to determine the terms, provisions and conditions of each award, to prescribe the form of instruments evidencin
awards and to take any other actions and make all other determinations that it deems
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necessary or appropriate, except that our Manager, subject to the terms of the 2005 equity incentive plan, will generally have, with respect to 119,850 options
granted to or reserved for our Manager by us, the authority to grant awards, and determine the terms thereof, to employees or other related parties as directe
our Manager. Our compensation committee may, among other things, establish performance goals that must be met in order for awards to be granted or to v
or for the restrictions on any such awards to lapse. From and after completion of the initial public offering, the 2005 equity incentive plan will be administered |
the compensation committee consisting of two or more nonemployee directors, each member of which is intended to be, to the extent required by Rule 16b-=
under the Securities Exchange Act of 1934, a nonemployee director and will, at such times as our company is subject to Section 162(m) of the Internal Rever
Code, qualify as an outside director for purposes of Section 162(m) of the Internal Revenue Code, or, if no committee exists, the board of directors. Referenc
herein to the compensation committee include a reference to the board of directors for those periods in which the board of directors is acting.

Available Shares; Certain Grants

Subject to adjustment upon certain corporate transactions or events, the total number of shares subject to awards granted under the 2005 equity incent
plan (including securities convertible into or exchangeable for shares), in the aggregate, may not exceed 2,000,000. 600,000 shares of restricted stock and
1,000,000 options to purchase shares of our common stock were granted, or reserved for issuance, to our Manager or to its employees or other related partie
directed by our Manager in its discretion at the time of the completion of our June 2005 private offering. As of August 31, 2006, 664,287 of shares of restrictec
stock were allocated by our Manager to certain of its employees and other related parties and 879,650 options to purchase our common stock were allocated
our Manager to certain of its employees and other related parties, with an exercise price of $15.00 per share. These shares and options vest or become exer«
in three equal annual installments beginning on the first anniversary of the closing date of that offering. We reserved options to purchase 102,250 shares of o
common stock available for issuance at the direction of our Manager to its officers, employees and other individuals who provide services to it. These options
reserved for the issuance at the discretion of our Manager will vest or become exercisable in three equal installments beginning on the first anniversary of the
issuance. Based upon recently enacted federal tax rules governing certain deferred compensation and depending upon anticipated additional guidance, it is
possible that the existing grant may be restructured in whole or in part in order to address such rules and regulations thereunder.

If an option or other award granted under the 2005 equity incentive plan expires or terminates, the common stock subject to any portion of the award th:
expires or terminates without having been exercised or paid, as the case may be, will again become available for the issuance of additional awards; provided.
any such forfeited shares that were reserved for grant to our Manager or to its employees or other related parties as directed by our Manager in its discretion,
continue to be reserved for regrant by our Manager. Any option or other award granted to employees of our Manager will be granted in consideration of servic
performed by those employees to and for the benefit of our company. Unless previously terminated by our board of directors, no new award may be granted
under the 2005 equity incentive plan after the tenth anniversary of the date that such plan was initially approved by our board of directors. No award may be
granted under our 2005 equity incentive plan to any person who, assuming exercise of all options and payment of all awards held by such person, would own
be deemed to own more than 9.8% of the outstanding common stock.

Awards Under the Plan

Stock Options. The terms of specific options, including whether options shall constitute “incentive stock options” for purposes of Section 422(b) of the
Internal Revenue Code, shall be determined by the compensation committee of our board of directors. The exercise price of an option shall be determined by
committee and reflected in the applicable award agreement. The exercise price with respect to incentive stock options may not be lower than 100% (110% in
case of an incentive stock option granted to a 10% stockholder, if permitted under the plan) of the fair market value of our common stock on the date of grant.
Each option will be
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exercisable after the period or periods specified in the award agreement, which will not exceed ten years from the date of grant (or five years in the case of ar
incentive stock option granted to a 10% stockholder, if permitted under the plan). Options will be exercisable at such times and subject to such terms as
determined by the compensation committee.

Restricted Stock. A restricted stock award is an award of shares of common stock that is subject to restrictions on transferability and such other
restrictions, if any, as our compensation committee may impose at the date of grant. Grants of restricted stock will be subject to vesting schedules as determi
by the compensation committee. The restrictions may lapse separately or in combination at such times, under such circumstances, including, without limitatio
specified period of employment or the satisfaction of pre—established criteria, in such installments or otherwise, as the compensation committee of our board
directors may determine. Except to the extent restricted under the award agreement relating to the restricted stock, a participant granted restricted stock has
the rights of a stockholder, including, without limitation, the right to vote and the right to receive distributions on the restricted stock. Although distributions are
paid on all restricted stock, whether or not vested, at the same rate and on the same date as our common stock, holders of restricted stock are prohibited fror
selling such shares until they vest.

Phantom Shares. Phantom shares will vest as provided in the applicable award agreement. A phantom share represents a right to receive the fair mark
value of a share of our common stock, or, if provided by the compensation committee, the right to receive the fair market value of a share of our common stoc
in excess of a base value established by the compensation committee at the time of grant. Phantom shares may generally be settled in cash or by transfer of
of common stock (as may be elected by the participant or the committee, as may be provided by the compensation committee at grant). The compensation
committee may, in its discretion and under certain circumstances, permit a participant to receive as settlement of the phantom shares installments over a peri
not to exceed ten years. In addition, the compensation committee may establish a program under which distributions with respect to phantom shares may be
deferred for additional periods as set forth in the preceding sentence.

Distribution Equivalents. A dividend equivalent is a right to receive (or have credited) the equivalent value (in cash or shares of common stock) of cash
distributions made on shares of common stock otherwise subject to an award. The compensation committee may provide that amounts payable in the ordinar
course with respect to dividend equivalents shall be converted into cash or additional shares of common stock. The compensation committee will establish all
other limitations and conditions of awards of dividend equivalents as it deems appropriate.

Other Equity—Based Awards. The 2005 equity incentive plan will authorize the granting of other awards based upon the common stock (including the
grant of securities convertible into common stock and stock appreciation rights) and subject to terms and conditions established at the time of grant.

Adjustments in General; Certain Change in Control Provisions

In the event of certain corporate reorganizations or other events, the compensation committee generally may make certain adjustments in its discretion
the manner in which the 2005 equity incentive plan operates (including, for example, to the number of shares available under the 2005 equity incentive plan),
may otherwise take actions which, in its judgment, are necessary to preserve the rights of plan participants. Upon a change in control (as defined in the plan),
compensation committee generally may make such adjustments as it, in its discretion, determines are necessary or appropriate in light of the change in contr
the compensation committee determines that the adjustments do not have an adverse economic impact on the participants, and certain other special provisio
may apply.

Amendment and Termination

Our board of directors may generally amend the equity incentive plan as it deems advisable, except in certain respects regarding outstanding awards. |
addition, the 2005 equity incentive plan may not be amended

107



Table of Contents
without stockholder approval if the absence of such approval would cause the 2005 equity incentive plan to fail to comply with any applicable legal requireme

or applicable stock exchange or similar rule.

Equity Compensation Plan Information

The following table presents information as of December 31, 2005 with respect to compensation plans under which shares of our common stock are
authorized for issuance.

Number of
Number of Securities Securities
to Be Weighted Average Remaining
Issued upon Exercise Exercise Price of Available
of Outstanding for Future Issuance
Outstanding Options, Options, under Equity
Warrants and Warrants and Compensation
Plan Category Rights(l) Rights Plang2)(3)
Equity Compensation Plans Approved by Stockholders 813,600 $ 15.00 618,645
Equity Compensation Plans Not Approved by Stockholders — — —
Total 813,600 $ 15.00 618,645

(1) Includes options to purchase 813,600 shares of our common stock granted to our Manager, its employees or related parties of our Manager.

(2)  Includes 34,913 shares of restricted stock and options to purchase 186,400 shares of our common stock available for issuance at the direction of our Manager. These options will vest
become exercisable in three equal installments beginning on the first anniversary of their issuance.

(3)  Excludes 119,500 shares of restricted stock and options to purchase 66,550 shares of our common stock granted to certain employees of our Manager in January 2006, which vest one
after the date of grant, and options to purchase 17,600 shares of our common stock granted to an employee of CBRE/Melody in August 2006. Also excludes 20,300 shares of restrictec
stock and options to purchase 18,100 shares of our common stock that were forfeited by two former employees of our Manager in August 2006.

Indemnification and Limitation on Liability; Insurance

Maryland law permits a Maryland corporation to include in its charter a provision limiting the liability of its directors and officers to the corporation and
its stockholders for money damages, except for liability resulting from:

« actual receipt of an improper benefit or profit in money, property or services; or

« active and deliberate dishonesty established by a final judgment and which is material to the cause of action.

Our charter contains such a provision which eliminates directors’ and officers’ liability to the maximum extent permitted by Maryland law.

Our charter also authorizes our company, to the maximum extent permitted by Maryland law, to obligate our company to indemnify any present or forms
director or officer or any individual who, while a director or officer of our company and at the request of our company, serves or has served another corporatio
real estate investment trust, partnership, joint venture, trust, employee benefit plan or other enterprise as a director, officer, partner or trustee, from and again
any claim or liability to which that individual may become subject or which that individual may incur by reason of his or her service in any such capacity and to
pay or reimburse his or her reasonable expenses in advance of final disposition of a proceeding.

Our bylaws obligate us, to the maximum extent permitted by Maryland law, to indemnify any present or former director or officer or any individual who,
while a director or officer of our company and at the request of our company, serves or has served another corporation, real estate investment trust, partnerst
joint venture, trust, employee benefit plan or other enterprise as a director, officer, partner or trustee and who is made, or
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threatened to be made, a party to the proceeding by reason of his or her service in that capacity from and against any claim or liability to which that individual
may become subject or which that individual may incur by reason of his or her service in any such capacity and to pay or reimburse his or her reasonable
expenses in advance of final disposition of a proceeding. Our charter and bylaws also permit our company to indemnify and advance expenses to any individ
who served a predecessor of our company in any of the capacities described above and any employee or agent of our company or a predecessor of our com

Maryland law requires a corporation (unless its charter provides otherwise, which our charter does not) to indemnify a director or officer who has been
successful, on the merits or otherwise, in the defense of any proceeding to which he or she is made, or threatened to be made, a party by reason of his or hel
service in such capacity. Maryland law permits a corporation to indemnify its present and former directors and officers, among others, against judgments,
penalties, fines, settlements and reasonable expenses actually incurred by them in connection with any proceeding to which they may be made, or threatene
be made, a party by reason of their service in those or other capacities unless it is established that:

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

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

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

A court may order indemnification if it determines that the director or officer is fairly and reasonably entitled to indemnification, even though the director
or officer did not meet the prescribed standard of conduct or was adjudged liable on the basis that personal benefit was improperly received.

However, under Maryland law, a Maryland corporation may not indemnify for an adverse judgment in a suit by or in the right of the corporation or for a
judgment of liability on the basis that personal benefit was improperly received, unless in either case a court orders indemnification and then only for expense
In addition, Maryland law permits a corporation to advance reasonable expenses to a director or officer upon the corporation’s receipt of:

« awritten affirmation by the director or officer of his or her good faith belief that he or she has met the standard of conduct necessary for
indemnification by the corporation and

« awritten undertaking by him or her or on his or her behalf to repay the amount paid or reimbursed by the corporation if it is ultimately determined
that the standard of conduct was not met.

We have obtained a policy of insurance under which our directors and officers will be insured, subject to the limits of the policy, against certain losses
arising from claims made against such directors and officers by reason of any acts or omissions covered under such policy in their respective capacities as
directors or officers, including certain liabilities under the Securities Act. We have also entered into indemnification agreements with each of our executive
officers and directors that obligate us to indemnify them to the maximum extent permitted by Maryland law. Insofar as indemnification for liabilities arising
under the Securities Act may be permitted to our directors, officers and controlling persons pursuant to the foregoing provisions, or otherwise, we have been
advised that, in the opinion of the SEC, such indemnification is against public policy as expressed in the Securities Act and is, therefore, unenforceable.

Management Agreement

Upon completion of our June 2005 private offering, we entered into a management agreement with our Manager, CBRE and CBRE/Melody, pursuant tc
which it provides for the day—-to—day management of our operations.

The management agreement requires our Manager to manage our business affairs in conformity with the policies and the investment guidelines that are
approved and monitored by our board of directors. Our Manager’s
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role as manager is under the supervision and direction of our board of directors. Our Manager is responsible for (i) the selection, purchase and sale of our
portfolio investments, (i) our financing activities, and (iii) providing us with investment advisory services. Our Manager is responsible for our day—to—-day
operations and performs (or causes to be performed) such services and activities relating to our assets and operations as may be appropriate, which may inc
without limitation, the following:

(i) serving as our consultant with respect to the periodic review of the investment criteria and parameters for our investments, borrowings and
operations for the approval of our board of directors;

(ii) investigating, analyzing and selecting possible investment opportunities;

(iii) serving as our consultant with respect to the evaluation, purchase, origination, negotiation, structuring, monitoring, and disposition of
investments by us, including the accumulation of assets for securitization;

(iv) serving as our consultant with respect to decisions regarding any financings, securitizations, hedging activities or borrowings undertaken by o
company or its subsidiaries;

(v) serving as our consultant with respect to arranging for the issuance MBS from pools of mortgage loans or MBS owned by us;

(vi) representing, and making recommendations to us in connection with the purchase and finance and commitment to purchase and finance of
whole loans, mezzanine loans and interests therein, mortgage loans and interests therein (including on a portfolio basis), real estate, real estate securit
and other real estate—related assets, and the sale and commitment to sell such assets;

(vii) with respect to any prospective investment by us and any sale, exchange or other disposition of any investment by us, conducting negotiatior
on behalf of us with real estate brokers, sellers and purchasers and their respective agents, representatives and investment bankers and owners of priv
and publicly held real estate companies;

(viii) engaging and supervising, on behalf of us and at our expense, independent contractors who provide real estate, investment banking, mortga
brokerage, securities brokerage, legal, accounting, due diligence and other financial services and such other services as may be required relating to ou
investments;

(ix) coordinating and managing operations of any joint venture or co—investment interests held by us and conducting all matters with any joint
venture or co-investment partners;

(x) providing executive and administrative personnel, office space and office services required in rendering services to us;

(xi) administering our day—to—day operations and performing and supervising the performance of such other administrative functions necessary tc
our management as may be agreed upon by our Manager and our board of directors, including, without limitation, the collection of revenues and the
payment of our debts and obligations and maintenance of appropriate computer services to perform such administrative functions;

(xii) communicating on behalf of us with the holders of any of our equity or debt securities as required to satisfy the reporting and other
requirements of any governmental bodies or agencies or trading markets and to maintain effective relations with such holders;

(xiii) counseling us in connection with policy decisions to be made by our board of directors;

(xiv) evaluating and recommending to our board of directors hedging strategies and engaging in hedging activities on behalf of us, consistent with
such strategies, as so modified from time to time, with our qualification as a REIT, and with the investment guidelines;

(xv) counseling us regarding the maintenance of our qualification as a REIT and monitoring compliance with the various REIT qualification tests
and other rules set out in the Internal Revenue Code and Treasury Regulations thereunder;
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(xvi) counseling us regarding the maintenance of our exclusion from status as an investment company under the Investment Company Act and
monitoring compliance with the requirements for maintaining such exclusion;

(xvii) assisting us in developing criteria for debt and equity financing that are specifically tailored to our investment objectives and making availabl
to us its knowledge and experience with respect to mortgage loans, real estate, real estate securities, other real estate—related assets and non-real est
related assets;

(xviii) furnishing reports and statistical and economic research to us regarding our activities and services performed for us by our Manager or our
subsidiaries;

(xix) monitoring the operating performance of our investments and providing periodic reports with respect thereto to our board of directors,
including comparative information with respect to such operating performance and budgeted or projected operating results;

(xx) investing and re—investing any moneys and securities of ours (including investing in short-term investments pending investment in other
investments, payment of fees, costs and expenses, or payments of dividends or distributions to our stockholders and partners) and advising us as to ou
capital structure and capital raising;

(xxi) causing us to retain qualified accountants and legal counsel, as applicable, to assist in developing appropriate accounting procedures,
compliance procedures and testing systems with respect to financial reporting obligations and compliance with the provisions of the Internal Revenue
Code applicable to REITs and qualified REIT subsidiaries and to conduct quarterly compliance reviews with respect thereto;

(xxii) causing us to qualify to do business in all applicable jurisdictions and to obtain and maintain all appropriate licenses;

(xxiii) assisting us in complying with all regulatory requirements applicable to us in respect of our business activities, including preparing or causin
to be prepared all financial statements required under applicable regulations and contractual undertakings and all reports and documents, if any, require
under the Exchange Act and the Securities Act;

(xxiv) taking all necessary actions to enable us to make required tax filings and reports, including soliciting stockholders for required information tc
the extent provided by the provisions of the Internal Revenue Code and Treasury Regulations applicable to REITS;

(xxv) handling and resolving all claims, disputes or controversies (including all litigation, arbitration, settlement or other proceedings or
negotiations) in which we may be involved or to which we may be subject arising out of our day—-to—day operations, subject to such limitations or
parameters as may be imposed from time to time by our board of directors;

(xxvi) using commercially reasonable efforts to cause expenses incurred by or on behalf of us to be commercially reasonable or commercially
customary and within any budgeted parameters or expense guidelines set by our board of directors from time to time;

(xxvii) advising us with respect to obtaining appropriate warehouse or other financings for our assets;

(xxviii) advising us with respect to and structuring long-term financing vehicles for our portfolio of assets, and offering and selling securities
publicly or privately in connection with any such structured financing;

(xxix) performing such other services as may be required from time to time for management and other activities relating to our assets as our boart
directors shall reasonably request or our Manager shall deem appropriate under the particular circumstances; and

(xxx) using commercially reasonable efforts to cause us to comply with all applicable laws.

Pursuant to the management agreement, our Manager will not assume any responsibility other than to render the services called for thereunder and wil
be responsible for any action of our board of directors in following
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or declining to follow its advice or recommendations. Our Manager, its directors, officers, managers and employees will not be liable to us, any subsidiary of
ours, our directors, our stockholders or any subsidiary’s stockholders or partners for acts or omissions performed in accordance with and pursuant to the
management agreement, except by reason of acts constituting bad faith, willful misconduct, gross negligence, or reckless disregard of their duties under the
management agreement. We have agreed to indemnify our Manager, its directors and its officers with respect to all expenses, losses, damages, liabilities,
demands, charges and claims arising from acts of our Manager not constituting bad faith, willful misconduct, gross negligence, or reckless disregard of duties
performed in good faith in accordance with and pursuant to the management agreement. Our Manager has agreed to indemnify us, our directors and officers
respect to all expenses, losses, damages, liabilities, demands, charges and claims arising from acts our Manager constituting bad faith, willful misconduct, gr
negligence or reckless disregard of its duties under the management agreement or any claims by our Manager's employees relating to the terms and conditio
their employment by our Manager. Our Manager will carry errors and omissions and other customary insurance upon the completion of the offering.

Pursuant to the terms of the management agreement, our Manager is required to provide us with our management team, including a chief executive off
and chief financial officer, along with appropriate support personnel, each member of which is fully dedicated to provide the management services to be provi
by our Manager to us. Through at least the initial term of the management agreement, our Manager is solely dedicated to the operations of our company. In
addition, we have reasonable access to the investment and other professionals of each of CBRE and CBRE/Melody.

The initial term of the management agreement expires on December 31, 2008 and will be automatically renewed for a one-year term each anniversary
thereafter. After the initial term, our independent directors will review our Manager’s performance annually and the management agreement may be terminate
annually based upon (i) unsatisfactory performance that is materially detrimental to us (as determined by (1) the affirmative vote of at least two-thirds of our
independent directors, or (2) a vote of the holders of at least a majority of the outstanding shares of our common stock), or (ii) a determination by our
independent directors that the compensation payable to our Manager are not fair, subject to our Manager's right to prevent such a compensation termination
accepting a mutually acceptable reduction of management fees. Our board of directors will provide 180 days’ prior notice of any such termination and our
Manager will be paid a termination fee equal to the amount of three times the sum of the annual base management fee and the average annual incentive
compensation earned by our Manager during the 12-month period immediately preceding the date of termination, calculated as of the end of the most recent
completed fiscal quarter prior to the date of termination.

We may also terminate the management agreement with 60 days’ prior written notice from our board of directors for cause, which is defined as:

«  Our Manager's continued material breach of any provision of the management agreement following a period of 60 days after written notice thereof;

¢ Our Manager’s fraud, misappropriation of funds, or embezzlement against us (as distinguished from the acts of any employees of our Manager whi
are taken without the complicity of the board of directors or executive officers of our Manager);

¢ Our Manager's gross negligence of duties under the management agreement;

« the occurrence of certain events with respect to the bankruptcy or insolvency of our Manager, including an order for relief in an involuntary
bankruptcy case or our Manager authorizing or filing a voluntary bankruptcy petition;

« the dissolution of our Manager; and

« change of control of our Manager if a majority of our independent directors determines, at any time during the six months following the change of

control, that the change of control was materially
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detrimental to the ability of our Manager to perform its duties in substantially the same manner conducted before the change of control.

The management agreement shall terminate at the option of our Manager, without payment of the termination fee, in the event we become regulated as
investment company under the 1940 Act, with such termination deemed to occur immediately prior to such event.

Management Fees and Incentive Compensation

We do not maintain an office or employ personnel. Instead we rely on the facilities and resources of our Manager to conduct our operations. Expense
reimbursements to our Manager are made on the first business day of each calendar month.

Base Management Fee. We pay our Manager a base management fee monthly in arrears in an amount e(ffhai tbel£ln of (i) 2.0% of the first
$400 million of our equity and the trust preferred securities issued by our subsidiaries and (ii) 1.75% of our equity in an amount in excess of $400 million and |
to $800 million and (iii) 1.50% of our equity in excess of $800 million. Our Manager uses the proceeds from its management fee in part to pay compensation t
its officers and employees who, notwithstanding that certain of them also are our officers, receive no cash compensation directly from us.

For purposes of calculating the base management fee, our equity means, for purposes of calculating the base management fee, the month-end value,
computed in accordance with GAAP, of our stockholders’ equity, adjusted to exclude the effect of any unrealized gains, losses or other items that do not affec
realized net income.

Our Manager’s base management fee is to be calculated by our Manager within fifteen business days after the end of each month and such calculation
be promptly delivered to us. We are obligated to pay the base management fee in cash within twenty business days after the end of each month.

Reimbursement of Expenses. Because our Manager's employees perform certain legal, accounting, due diligence tasks and other services that outside
professionals or outside consultants otherwise would perform, our Manager is paid or reimbursed for the documented cost of performing such tasks, providec
that such costs and reimbursements are no greater than those which would be paid to outside professionals or consultants on an arm’s—length basis.

We also pay all operating expenses, except those specifically required to be borne by our Manager under the management agreement. Our Manager is
responsible for all costs incident to the performance of its duties under the management agreement, including compensation of our Manager's employees anc
other related expenses. The expenses required to be paid by us include, but are not limited to:

¢ issuance and transaction costs incident to the acquisition, disposition and financing of our investments;

« legal, tax, accounting, consulting, auditing and administrative fees and expenses;

« the compensation and expenses of our directors (excluding those directors who are officers of our Manager) and the cost of liability insurance to
indemnify our directors and officers;

« the costs associated with the establishment and maintenance of any credit facilities and other indebtedness of ours (including commitment fees,
accounting fees, legal fees, closing costs, etc.);

e expenses associated with other securities offerings of ours;

« expenses relating to the payment of dividends;

« expenses connected with communications to holders of our securities and in complying with the continuous reporting and other requirements of the
SEC and other governmental bodies;

« transfer agent and exchange listing fees;



« the costs of printing and mailing proxies and reports to our stockholders;
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e costs associated with any computer software or hardware, electronic equipment, or purchased information technology services from third party
vendors that is used solely for us;

¢ costs incurred by employees of our Manager for travel solely on behalf of us;

« the costs and expenses incurred with respect to market information systems and publications, research publications and materials relating solely to

« settlement, clearing, and custodial fees and expenses relating to us;

« the costs of maintaining compliance with all federal, state and local rules and regulations or any other regulatory agency (as such costs relate to us
all taxes and license fees and all insurance costs incurred on behalf of us; and

« expenses relating to any office or office facilities, including disaster backup recovery sites and facilities maintained for us or separate from offices o
our Manager.

In addition, we are required to pay our pro rata portion of rent, telephone, utilities, office furniture, equipment, machinery and other office, internal and
overhead expenses of our Manager and its affiliates required for our operations.

Incentive Compensation. In addition to the base management fee, our Manager will receive quarterly incentive compensation pursuant to the terms of tf
management agreement with us. The purpose of the incentive compensation is to provide an additional incentive for our Manager to achieve targeted levels
Funds From Operations (as defined below) and to increase our stockholder value. Our Manager will receive quarterly incentive compensation in an amount e
to the product of:

¢ 25% of the dollar amount by which

. our Funds From Operations (as defined in the management agreement) (after the base management fee and before incentive compensation]
share of our common stock for such quarter (based on the weighted average number of shares outstanding for such quarter)

. exceeds an amount equal to

« the weighted average of the price per share of our common stock in our June 2005 private offering and the prices per share of our comm
stock in any subsequent offering by us (including this offering), in each case at the time of issuance thereof, multiplied by the greater of

. 2.25% or

. 0.75% plus one-fourth of the Ten Year Treasury Rate (as defined in the management agreement) for such quarter;

« multiplied by the weighted average number of shares of our common stock outstanding during such quarter.

“Funds From Operations” is as defined by the National Association of Real Estate Investment Trusts, or NAREIT, on the date hereof and means net
income (computed in accordance with GAAP), excluding gains (losses) from debt restructuring and gains (or losses) from sales of property, plus depreciation
and amortization on real estate assets and non—-cash equity compensation expense, and after adjustments for unconsolidated partnerships and joint ventures
provided that the foregoing calculation of Funds From Operations shall be adjusted to exclude one-time events pursuant to changes in GAAP, as well as oth
non-cash charges after discussion between our Manager and our independent directors and approval by our majority of our independent directors in the cast
non-cash charges.

Our ability to achieve returns in excess of the thresholds noted above in order for our Manager to earn the incentive compensation described in the
proceeding paragraph is dependent upon the level and volatility of
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interest rates, our ability to react to changes in interest rates and to utilize successfully the operating strategies described herein, and other factors, many of v
are not within our control.

Our Manager will compute the quarterly incentive compensation within 45 days after the end of each fiscal quarter, and we will pay the quarterly incenti
compensation with respect to each fiscal quarter within five business days following the delivery to us of our Manager’s written statement setting forth the
computation of the incentive fee for such quarter. The management agreement provides that 10% of our Manager’s incentive compensation is to be paid in st
of our common stock (provided that under our management agreement, our Manager may not receive payment of its incentive fee in shares of our common s
if such payment would result in our Manager owning directly or indirectly through one or more subsidiaries more than 9.8% of our common stock) and the
balance in cash. Our Manager may, in its sole discretion, elect to receive a greater percentage of its incentive compensation in the form of our common stock
Under our management agreement, our Manager agrees that it may not elect to receive shares of our common stock as payment of its incentive compensatic
except in accordance with all applicable securities exchange rules and securities laws (including prohibitions on insider trading).

The number of shares to be received by our Manager will be based on the fair market value of these shares. Shares of our common stock delivered as
payment of the incentive fee to our Manager will be immediately vested or exercisable, provided that our Manager has agreed not to sell such shares prior to
year after the date they are paid. Shares of our common stock delivered as payment of the incentive fee will be immediately vested or exercisable. Our Mana
has the right in its discretion to allocate these shares to its officers, employees and other individuals who provide services to it. All shares allocated by our
Manager to such officers, employees and other individuals is not governed by the one-year restriction on sale.

We have agreed to register the resale of these shares of our common stock. We have also granted our Manager the right to include these shares in any
registration statements we might file in connection with any future public offerings, subject only to the right of the underwriters of those offerings to reduce the
total number of secondary shares included in those offerings (with such reductions to be proportionately allocated among selling stockholders participating in
those offerings).

Restricted Stock and Option Grant

We granted, or reserved for issuance, to our Manager, 600,000 shares of restricted stock and options to purchase 1,000,000 shares of our common sto
with the option grants having had an exercise price equal to $15.00 per share, in connection with our June 2005 private offering. As of August 31, 2006, 664
of shares of restricted stock were granted to our Manager, its employees and other related parties of our Manager and 879,650 options to purchase our comn
stock were granted to our Manager, its employees and other related parties of our Manager, with an exercise price of $15.00 per share. These shares and op
vest or become exercisable in three equal annual installments beginning on the first anniversary of their issuance. We reserved options to purchase 102,250
shares of our common stock available for issuance at the direction of our Manager to its officers, employees and other individuals who provide services to it. \
also granted 2,668 stock awards to our non—excluded directors, Messrs. Eby, Costantini, Koenigsberger and Marks, in our June 2005 private offering, which 1
one year after the date of grant. Before vesting of the awards, the recipients have all the rights of a stockholder, including the right to receive dividends and v
the shares, but we will retain custody of the certificates evidencing the shares granted under the awards and the recipients will not be able to sell, transfer or
pledge the shares.
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The following table sets forth the options granted with respect to the fiscal year ended December 31, 2005 to our named executive officers:

Potential Realizable Value

Percent of Total At Assumed Annual
Number of Options/SARs Rates of Stock Price
Securities Granted to Exercise of Appreciation For Option
Underlying Employees In Fiscal Base Price Term (2
Name Options Granted (1) Year ($/Sh) Expiration Date 5% ($) 10% ($)
Keith Gollenberg 33,000 4.1% $ 15.00 June 9, 2010 29,253 68,652
James Evans 26,400 3.2% $ 15.00 June 9, 2010 23,402 54,921
Paul Martin 26,400 3.2% $ 15.00 June 9, 2010 23,402 54,921
Thomas Podgorski 26,400 3.2% $ 15.00 June 9, 2010 23,402 54,921
David Dorros* 26,400 3.2% $ 15.00 June 9, 2010 23,402 54,921
Michael Angerthal 5,000 0.6% $ 15.00 June 9, 2010 4,432 10,402

(1) The options will vest in three equal installments beginning on June 9, 2006.

(2)  The options are valued at their fair market value, which we determined to be $15.00 based on the offering price of our common stock in our June 2005 private offering and the price of
shares of our common stock that were traded on PORTAL as of July 31, 2006.

* Former executive officer.

There were no options exercised in 2005.

Conflicts of Interests

We, our Manager, our executive officers and directors and CBRE may face conflicts of interests because of our relationships with each other. Ray Wirte
our chairman, is the vice chairman of CBRE and Michael Melody, one of our directors, is the vice chairman of CBRE/Melody. Our chairman, chief executive
officer, chief financial officer and executive vice presidents also serve as officers of our Manager. As a result, the management agreement between us and ot
Manager was negotiated between related parties, and the terms, including fees payable, may not be as favorable to us as if it had been negotiated with an
unaffiliated third party. The interests of these officers and directors in the affairs of CBRE and CBRE/Melody, respectively, may conflict from time to time with
our interests. For example, CBRE/Melody is paid fees by borrowers of loans that CBRE/Melody originates for other parties, including our company. Therefore
any time we enter into a loan transaction with a borrower sourced by CBRE/Melody, CBRE/Melody is receiving a direct economic benefit. Our management
team are employees of our Manager and are directly compensated by our Manager. Therefore, our ability to directly incentivize them is more limited that if the
were our direct employees.

CBRE or its affiliates provide various services to our company, including but not limited to, the provision of certain research, appraisal and servicing
activities for which CBRE and its affiliates are provided market rate fees. Although such arrangements are approved by a majority of our independent director
they are negotiated among related parties.

We have not adopted a policy that expressly prohibits our directors, officers, security holders or affiliates from having a direct or indirect pecuniary
interest in any investment to be acquired or disposed of by us or any of our subsidiaries or in any transaction to which we or any of our subsidiaries is a party
has an interest. Nor do we have a policy that expressly prohibits any such persons from engaging for their own account in business activities of the types
conducted by us. However, our code of business conduct and ethics contain a conflict of interest policy that prohibits our directors, officers and employees frc
engaging in any transaction that involves an actual or apparent conflict of interest with us.

The compensation we pay to our Manager consists of both a base management fee that is not tied to our performance and an incentive management fe
that is based entirely on our performance. The risk of the base management fee component is that it may not provide sufficient incentive to our Manager to se
to achieve attractive returns to us. The risk of incentive management fee component is that it may cause our Manager to

116



Table of Contents

place undue emphasis on the maximization of short—term net income at the expense of other criteria, such as preservation of capital, in order to achieve a hic
incentive fee. Investments with higher yield potential are generally riskier or more speculative. This could result in increased risk to the value of our investmen
portfolio.

Our Manager will receive at least 10% of its incentive fee in the form of shares of our common stock, and, at our Manager’s option, it may receive up to
100% of its incentive fee in the form of shares of our common stock. Our Manager has the right to its discretion to allocate these shares to its officers, employ
and other individuals who provide services to it. Any such shares received would have the benefit of registration rights.

Our Manager does not assume any responsibility beyond the duties specified in the management agreement and will not be responsible for any action
our board of directors in following or declining to follow its advice or recommendations. Our Manager and its officers, managers, employees and affiliates will
not be liable to us, our directors or our stockholders for, and we have agreed to indemnify them for all claims and damages arising from, acts or omissions
performed in good faith in accordance with and pursuant to the management agreement, except by reason of acts constituting bad faith, willful misconduct, gt
negligence, or reckless disregard of their duties under the management agreement. As a result, we could experience poor performance or losses for which o
Manager would not be liable. Our Manager and its affiliates have agreed to indemnify us, our directors and officers with respect to all claims and damages
arising from acts of our Manager and its affiliates constituting bad faith, willful misconduct, gross negligence or reckless disregard of their duties under the
management agreement or any claims by employees of our Manager and its affiliates relating to the terms and conditions of their employment. Our Manager
carries directors’ and officers’ insurance.

Conflicts of Interests Resolution Policies

We have implemented several policies, through board action and through the terms of our constituent documents and of our agreements with CBRE, to
help address potential conflicts of interest:

¢ Our board of directors has adopted a policy that a majority of our board of directors will be independent directors, and that a majority of our
independent directors must make any determinations on our behalf with respect to the relationships or transactions that present a conflict of interes
for our directors or officers.

«  Our board of directors has adopted a policy that decisions concerning our management agreement with our Manager, including termination, renew:s
and enforcement thereof, or concerning any acquisition of assets from CBRE or its affiliates or other participation in any transactions with CBRE or
its affiliates outside of the management agreement must be reviewed and approved by a majority of our independent directors.

«  Our management agreement provides that our determinations to terminate the management agreement for cause or because the management fee
unfair to us or because of a change in control of our Manager will be made by a majority vote of our independent directors.

¢ Our independent directors will periodically review the general investment standards established for our Manager under the management agreemen

«  Our management agreement with our Manager provides that our Manager may not assign certain duties under the management agreement, excep
certain of its affiliates, without the approval of a majority of our independent directors.

We have the ability to submit bids and proposals for investment opportunities generated by CBRE or CBRE/Melody that, in the opinion of our Manager,
meet our investment objectives, policies and strategies. However, neither CBRE nor CBRE/Melody is obligated to offer us the opportunity to participate in any
of these investment opportunities, and we have no obligation to participate if offered. Nevertheless, we expect to be offered the opportunity to submit bids anc
proposals for a substantial majority of these investment opportunities
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identified by CBRE (other than by CBRE Investors) and CBRE/Melody. Various programs and/or funds sponsored by CBRE Investors may also bid for certair
of these investment opportunities, including situations where they would be bidding against us. We expect that, in such situations, the borrower will select the
highest bid. However, there can be no assurance of this.

Through at least the initial term of our management agreement, we are the exclusive investment vehicle sponsored by CBRE or its affiliates that focuse
primarily on the acquisition and finance of real estate-related loans, structured finance debt investments and CMBS; provided, however, (i) CBRE/Melody ant
its affiliates will continue to act as a seller servicer plus correspondent to Freddie Mac, (i) CBRE/Melody and its affiliates will retain the ability to act as a
designated underwriter/servicer provider to Fannie Mae, and (iii) CBRE Investors, a wholly—owned subsidiary of CBRE, directly or indirectly, (x) is the sponso
of, and expects in the future to sponsor additional investment programs and/or funds or other entities which have acquired, and have the ability (although not
their primary focus) to acquire or originate, real estate-related loans, structured finance debt investments and CMBS and (y) will retain the ability to pursue
acquisitions of non—performing loans. Through at least the initial term of the management agreement, our Manager will be solely dedicated to our operations.
of the employees of our Manager are fully dedicated to the operations of our Manager.

In addition, to the extent any investment opportunity is presented to us but we choose not to pursue such opportunity, CBRE and its affiliates will be abl
to pursue such opportunity outside of our company; provided that, if such investment opportunity involves a new business product or line or an expansion intc
new geographic area, our management team will consult with our board of directors. After the initial term of the management agreement, to the extent CBRE
its affiliates engage in any activity in the future which competes with us or otherwise presents a conflict of interest, in each case beyond the scope of the activ
set forth in clauses (i), (ii) or (iii) of the preceding paragraph above, CBRE and our independent directors will agree to develop appropriate conflict resolution
procedures.

License Agreement

In connection with our June 2005 private offering, we entered into a license agreement with CBRE and one of its affiliates pursuant to which they grante
us a non—exclusive, royalty—free license to use the name “CBRE.” Under this agreement, we have a right to use the “CBRE" name, as long as our Manager ¢
one of its affiliates remains our manager and our manager remains an affiliate of CBRE. Other than with respect to this limited license, we have no legal right
the “CBRE” name. CBRE has the right to terminate the license agreement if its affiliate is no longer acting as our manager. In the event, the management
agreement is terminated, we would be required to change our name to eliminate the use of the words “CBRE.”
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PRINCIPAL STOCKHOLDERS

The following table sets forth, as of August 31, 2006, certain ownership information with respect to our common stock for those persons known to us wt

directly or indirectly own, control or hold with the power to vote, 5% or more of our outstanding common stock and all executive officers and directors,
individually and as a group. In accordance with SEC rules, each listed person’s beneficial ownership includes:

« all shares the investor actually owns beneficially or of record,;

« all shares over which the investor has or shares voting or dispositive control (such as in the capacity as a general partner of an investment fund); ai

« all shares the investor has the right to acquire within 60 days (such as upon exercise of options that are currently vested or which are scheduled to
within 60 days).

Percentage of common stock outstanding

Immediately prior Immediately after
to this offering this offering (1)
Name and Addres$?) Shares Owned Percentage Shares Owned Percentage
Ray Wirta 3 33,333 * 33,333 *
Michael Mel(g)q‘g 74,986 * 74,986 *
Douglas Eby 6) 66,667 * 66,667 *
Vincent CosA:-)mtir%l 3,667 * 3,667 *
David Mark ’ 667 * 667 *
Ricardo Koenig gerg%? 667 * 667 *
Keith Golle %erz 60,320 * 60,320 *
James Evi& 46,850 * 46,850 *
Paul Marti 48,500 * 48,500 *
Thomas Podgors}g 46,850 * 46,850 *
Michael Angertha 40,034 * 40,034 *
All executive ofﬁcersl%)nd directors as a group (11 persons) 422,541 2.0% 422,541 1.4%
CB Richard Ellis, Inc: 11) 1,566,667 7.6% 1,566,667 5.4%
Hunter Global Investors L.Fg.12 2,000,000 9.7% 2,000,000 6.9%
Wallace R. Weitz & Comparfy 1,800,000 8.7% 1,800,000 6.2%
JD Capital Management, R ) 1,200,000 5.8% 1,200,000 4.1%
Boston Partners Asset Management, (e 1,144,095 5.5% 1,144,095 3.9%

*

@

@

©®)

Less than 1%.

Assumes issuance of 8,508,591 shares offered hereby. Does not reflect (i) 1,500,000 shares of common stock reserved for issuance upon exercise of the underwriters’ over—allotment
option, (i) options to purchase 879,650 shares of common stock that were granted to our Manager, its employees and certain related persons of our Manager, (iii) options to purchase
102,250 shares of common stock available for issuance to our Manager, or to the employees or other related parties of our Manager as directed by our Manager and (iv) 351,145 share
common stock available for future grant under our stock incentive plan.

The address for all executive officers and directors is c/o City Place 1, 185 Asylum Street, 37th Floor, Hartford, CT 06103.

Includes 21,420 shares of restricted stock and options to purchase 11,900 shares of our common stock, which options are exercisable within 60 days of the date hereof, granted to sucl
individual, at the direction of our Manager, in connection with our June 2005 private offering. Does not include options to purchase 23,800 shares of our common stock granted to such
individual, at the direction of our Manager, in connection with our June 2005 private offering, which options are not exercisable within 60 days of the date hereof.

Represents stock awards of 667 shares of our common stock granted upon completion of our June 2005 private offering to each of our non—excluded directors, which vest one year aft
date of grant. Before vesting of the awards, the recipients have all rights of a stockholder, including the right to receive dividends and vote the shares, but we will retain custody of the
certificates evidencing the shares granted under the awards and the recipients will not be able to sell, transfer or pledge the shares.

Includes 66,000 shares of our common stock purchased by Mr. Eby in our June 2005 private offering at the offering price of $15.00 per share. Does not include 134,000 shares of our
common stock owned by Torray Partners Fund, L.P. (the “Fund”), which has voting and investment power with respect to these shares. Mr. Eby is the portfolio manager of, and equity
holder in, the Fund, but, in accordance with written procedures adopted by his employer, Mr. Eby exercises no voting or investment power over these shares and accordingly he disclait
beneficial ownership as to these shares.
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(6)
@)

®)

(9)

(10)

(1)
(12)
(13)
(14)

Includes 3,000 shares of our common stock purchased by Mr. Costantini in our June 2005 private offering at the offering price of $15.00 per share.

Includes 37,620 shares of restricted stock and options to purchase 11,000 shares of our common stock, which options are exercisable within 60 days of the date hereof, granted to sucl
individual, at the direction of our Manager, in connection with our June 2005 private offering. Does not include options to purchase 22,000 shares of our common stock to be granted to
such individual, at the direction of our Manager, in connection with our June 2005 private offering, which options are not exercisable within 60 days of the date hereof.

Includes 29,700 shares of restricted stock and options to purchase 8,800 shares of our common stock, which options are exercisable within 60 days of the date hereof, granted to such
individual, at the direction of our Manager, in connection with our June 2005 private offering. Does not include options to purchase 17,600 shares of our common stock to be granted to
such individual, at the direction of our Manager, in connection with our June 2005 private offering, which options are not exercisable within 60 days of the date hereof.

Includes 6,667 shares of restricted stock and options to purchase 1,667 shares of our common stock, which options are exercisable within 60 days of the date hereof, granted to such
individual, at the direction of our Manager, in connection with our June 2005 private offering, at the direction of our Manager and (ii) 20,000 shares of restricted stock granted to such
individual in January 2006. Does not include (i) options to purchase 3,333 shares of our common stock granted to such individual, at the direction of our Manager, in connection with ou
June 2005 private offering, which options are not exercisable within 60 days of the date hereof and (ii) options to purchase 20,000 shares of our common stock granted to such individu:
January 2006, which options are not exercisable within 60 days of the date hereof.

The address for CB Richard Ellis, Inc. is 865 South Figueroa Street, Suite 3400, Los Angeles, CA 90071. Includes 1,100,000 shares of our common stock purchased in our June 2005
private offering by LJ Melody & Company of Texas LP, an affiliate of CB Richard Ellis, Inc. Also includes 300,000 shares of restricted stock and options to purchase 166,667 shares of
our common stock, which options are exercisable within 60 days of the date hereof, granted to LJ Melody & Company of Texas LP, an affiliate of CB Richard Ellis, Inc., in our June 200!
private offering. Does not include options to purchase 333,333 shares of our common stock, which options are not exercisable within 60 days of the date hereof, granted to LJ Melody &
Company of Texas LP in our June 2005 private offering. Also does not include options to purchase 102,250 shares of our common stock to be granted to our Manager, and available, a
direction of our Manager, for allocation to its employees or other related parties, at its discretion, in connection with our June 2005 private offering, which options are not exercisable
within 60 days of the date hereof. Our Manager is an indirect subsidiary of CB Richard Ellis, Inc.

The address for Hunter Global Investors L.P. is 485 Madison Aventlé FX%or, New York, NY 10022.

The address for Wallace R. Weitz & Company is One Pacific Place, Suite 600, 1125 Sddtetes, Omaha, NE 68124,

The address for JD Capital Management, LLC is 2 Greenwich Pla%&I@r, Greenwich, CT 06830.

The address for Boston Partners Asset Management, LLC is 28 State Street, Boston, MA 02109.
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CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Upon completion of our June 2005 private offering, we entered into a management agreement with our Manager, pursuant to which our Manager provic
for the day—-to—day management of our operations and receives substantial fees in connection therewith. The management agreement requires our Manager
manage our business affairs in conformity with the policies and the investment guidelines that are approved and monitored by our board of directors. Ray Wir
our chairman, is the vice chairman of CBRE and Michael Melody, one of our directors, is the vice chairman in CBRE/Melody. Mr. Wirta does not hold an
economic interest in our Manager and Mr. Melody indirectly holds an economic interest in our Manager. Our chairman, chief executive officer, president, chief
financial officer and executive vice presidents also serve as officers and/or directors of our Manager. As a result, the management agreement between us an
Manager was negotiated between related parties, and the terms, including fees payable, may not be as favorable to us as if it had been negotiated with an
unaffiliated third party. See “Management—Conflicts of Interests,” “Risk Factors—Risks Related to our Business—There are conflicts of interest in our
relationship with our Manager, which could result in decisions that are not in the best interests of our stockholders,” “Management—Management Agreement’
and “Management—Management Fees and Incentive Compensation.”

CBRE or its affiliates provide various services to our company, including but not limited to, the provision of certain research, appraisal and servicing
activities for which CBRE and its affiliates will be provided market rate fees. Although such arrangements are approved by a majority of our independent
directors, they are negotiated among related parties. We have paid approximately $14,000, $21,000 and $2,000 in the aggregate for the three months and si>
months ended June 30, 2006 and the period June 9, 2005 to December 31, 2005, respectively, to CBRE or its affiliates in fees related to these services.

In connection with our June 2005 private offering, we entered into a license agreement with CBRE and one of its affiliates, pursuant to which they grant
us a non—exclusive, royalty—free license to use the name “CBRE.” As of June 30, 2006, no amounts have been paid to CBRE under this agreement. See
“Management—License Agreement.”

CBRE, through one of its affiliates, purchased from us 1,100,000 shares of our common stock in our June 2005 private offering, representing 5.1% of o
common stock on a fully—diluted basis as of December 31, 2005. Certain of our executive officers and directors and certain executive officers and directors of
CBRE and CBRE/Melody purchased 964,101 shares of our common stock in that offering, representing 4.5% of our common stock on a fully—diluted basis as
December 31, 2005. Our Manager has agreed to receive at least 10% of its incentive fee under our management agreement in shares of our common stock,
subject to certain limitations in our management agreement. In addition, upon completion of our June 2005 private offering, we granted to our Manager, its
employees and certain of its related persons 565,087 shares of restricted stock and options to purchase 813,600 shares of our common stock with an exercis
price of $15.00 per share representing 6.5% of our common stock on a fully—diluted basis as of December 31, 2005. Additionally, 34,913 shares of restricted
stock and options to purchase 186,400 shares of our common stock were made available for issuance to our Manager or to employees or other related partie
our Manager as directed by our Manager. In January 2006, we granted to certain employees of our Manager 119,500 shares of restricted stock, net of forfeitt
(34,913 shares of which were issued at the direction of our Manager) and options to purchase 66,550 shares of our common stock, net of forfeitures (all of wt
were issued at the direction of our Manager), with an exercise price of $15.00 per share. In August 2006, two former employees of our Manager forfeited 20,3
shares of restricted stock and options to purchase 18,100 shares of our common stock. Additionally, in August 2006, we granted to an employee of
CBRE/Melody options to purchase 17,600 shares of our common stock, with an exercise price of $15.00 per share. These shares and options vest or becom
exercisable in three equal annual installments beginning on the first anniversary of their issuance. Before vesting of the awards, the recipients have all the rig
of a stockholder, including the right to receive dividends and vote the shares, but we will retain custody of the certificates evidencing the shares granted unde
awards and the recipients will not be able to sell, transfer or pledge the shares.

121



Table of Contents
The restricted stock and options granted to certain employees of our Manager that are also our executive officers and/or directors are as follows:

Name Number of Shares Number of Options
Michael Melody 21,420 35,700
Keith Gollenberg 37,620 33,000
James Evans 29,700 26,400
Paul Martin 29,700 26,400
Thomas Podgorski 29,700 26,400
Michael Angerthal 26,667 25,000

From June 9, 2005, the date we commenced operations, through December 31, 2005 and for the three months and six months ended June 30, 2006, o
Manager had earned base management fees of approximately $3.2 million, $1.4 million and $2.8 million, respectively. We did not accrue or pay any incentive
fees through June 30, 2006.
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SELLING STOCKHOLDERS

The following table sets forth information, as of August 31, 2006, with respect to the selling stockholders and shares of our common stock beneficially
owned by the selling stockholders that selling stockholders propose to offer pursuant to this prospectus. In accordance with SEC rules, each listed person’s
beneficial ownership includes:

« all shares the investor actually owns beneficially or of record,;

« all shares over which the investor has or shares voting or dispositive control (such as in the capacity as a general partner of an investment fund); ai

« all shares the investor has the right to acquire within 60 days (such as upon exercise of options that are currently vested or which are scheduled to
within 60 days).

The shares of common stock offered by the selling stockholders pursuant to this prospectus were originally issued and sold by us in our June 2005 priv.
offering. The term selling stockholders includes the holders of our common stock listed below and the beneficial owners of the common stock and their
transferees, pledges, donees or other successors.

If the lead underwriters advise us that the number of shares requested to be included in our offering exceeds the number which can be sold, we will incl
in our offering all of the common stock we proposed to sell and then the common stock held by those stockholders requesting to include their shares in our
offering, pro rata among such stockholders in accordance with the number of shares requested to be registered by such stockholders. In accordance with not
that we received from these stockholders, we expect to include shares of common stock to be sold by selling stockholders in our offering.

Any selling stockholder that is identified as a broker—dealer will be deemed to be an “underwriter” within the meaning of Section 2(a)(11) of the Securitie
Act, unless such selling stockholder obtained the stock as compensation for services. In addition, any affiliate of a broker—dealer will be deemed to be an
“underwriter” within the meaning of Section 2(a)(11) of the Securities Act, unless such selling stockholder purchased in the ordinary course of business and, ¢
the time of its purchase of the stock to be resold, did not have any agreements or understandings, directly or indirectly, with any person to distribute the stock
a result, any profits on the sale of the common stock by selling stockholders who are deemed to be “underwriters” and any discounts, commissions or
concessions received by any such broker—dealers who are deemed to be “underwriters” will be deemed to be underwriting discounts and commissions under
Securities Act. Selling stockholders who are deemed to be “underwriters” will be subject to prospectus delivery requirements of the Securities Act and to certe
statutory liabilities, including, but not limited to, those under Sections 11, 12 and 17 of the Securities Act and Rule 10b-6 under the Exchange Act.

123



Table of Contents

Shares of
Shares of Shares of Common Percentage
Common Common Stock of Class
Stock Stock Beneficially Beneficially
Beneficially Offered by Owned Owned
Owned this After After
Selling Stockholders Before Resale Prospectus Resale Resalél)
Axia Financial, LP 14,000 14,000 — —
Axia Partners, LP 27,891 27,891 — —
Axia Partners Qualified, LP 80,014 80,014 — —
Dale M. Stein 13,000 13,000 — —
Daniel S. Cahill Il 7,000 7,000 — —
Harold S. Lichtin Family Limited Partnership 13,333 13,333 — —
IRA FBO Anthony F. Buono 25,505 25,505 — —
Jeff Stromberg 6,667 6,667 — —
Jeffrey J. Liljeberg 1,667 1,667 — —
John A. Kerr 1,000 1,000 — —
Jonathan T. Feuer 16,666 16,666 — —
Kenneth & Rochelle Manire Trust DTD 2/27/2002 19,400 19,400 — —
Kenneth Feld 66,666 30,000 36,666 —
LCR Investments L.P. 10,000 10,000 — —
Marc Friedfertig 30,000 15,000 15,000 —
Marc Jay Bern 20,000 20,000 — —
Marilyn E. Tomasz Revocable Trust Dated 2/5/1990 7,000 7,000 — —
Marsh & Amy Senk 6,600 6,600 — —
Mehrdad Sadat & Ziba Mansouri 26,600 26,600 — —
Meridian Capital Group LLC 33,300 33,300 — —
Norman Yohay 3,000 3,000 — —
Pennant Offshore Partners, Ltd. 176,149 176,149 — —
Pennant Onshore Partners, L.P. 40,152 40,152 — —
Pennant Onshore Qualified, L.P. 117,032 117,032 — —
Richard E. Economou 1,667 1,667 — —
Richard Greene 16,666 16,666 — —
Richard Heftel Living Trust 66,700 66,700 — —
SAB Capital Partners, L.P. 190,272 190,272 — —
SAB Capital Partners Il, L.P. 3,596 3,596 — —
SAB Overseas Master Fund, L.P. 206,132 206,132 — —
Salah M. Hassamein TTEE FBO Salah M. Hassamein Trust 13,000 13,000 — —
Sam Gordon 2,000 2,000 — —
The Durko CRUT for Kids 12,850 12,850 — —
The Durko CRUT for T 23,550 23,550 — —
Vincent C. Smith 200,000 200,000 — —
WPG Opportunistic Value Fund, L¥. 47,130 20,000 27,130 —
WPG Opportunistic Value Overseas, L°P. 35,060 24,000 11,060 _
Total 1,581,265 1,491,409 89,856 —

(1)  Assumes that each named selling stockholder sells all of the shares of our common stock it is offering for sale under this prospectus and neither acquires nor disposes of any other sha
right to purchase other shares, of our common stock subsequent to the date as of which we obtained information regarding its holdings.
(2)  WPG Opportunistic Value Fund, L.P. and WPG Opportunistic Value Overseas, L.P. are each affiliated with Robeco Securities, LLC, a broker—dealer.
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Except as indicated above, the selling stockholders do not have, and have not had since our inception, any position, office or other material relationship
with us or any of our predecessors or affiliates. The selling stockholders identified above may have sold, transferred or otherwise disposed of all or a portion
their securities since the date on which they provided the information regarding their securities, in transactions exempt from the registration requirements of tt
Securities Act.

The selling stockholders will each agree, with limited exceptions, for a period of 60 days after the date of this prospectus, that they will not, without the
prior written consent of the underwriters directly or indirectly, offer to sell, sell or otherwise dispose of any shares of our common stock or any securities
convertible into, or exercisable or exchangeable for, shares of our common stock or our other capital stock, other than the shares of common stock sold by th
selling stockholders in this offering.
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DESCRIPTION OF CAPITAL STOCK

The following is a summary description of our capital stock. Copies of our charter and bylaws are filed as exhibits to the registration statement of which
this prospectus is a part. See “Where You Can Find More Information.”

General

Our charter provides that we may issue up to 100,000,000 shares of common stock and 50,000,000 shares of preferred stock, both having par value $C
per share. As of August 31, 2006, 20,666,955 shares of common stock were issued and outstanding and no shares of preferred stock were issued and outsts
Our board of directors, with the approval of a majority of the entire board and without any action on the part of our stockholders, may 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 tc
Under Maryland law, our stockholders are not personally liable for our debts and obligations solely as a result of their status as stockholders.

Common Stock

All shares of our common stock have equal rights as to earnings, assets, dividends and voting and, when they are issued, will be duly authorized, validl
issued, fully paid and nonassessable. Distributions may be paid to the holders of our common stock if, as and when authorized by our board of directors and
declared by us out of funds legally available therefor. Shares of our common stock have no preemptive, appraisal, preferential exchange, conversion or
redemption rights and are freely transferable, except where their transfer is restricted by federal and state securities laws, by contract or by the restrictions in
charter. In the event of our liquidation, dissolution or winding up, each share of our common stock would be entitled to share ratably in all of our assets that ar
legally available for distribution after payment of or adequate provision for all of our known debts and other liabilities and subject to any preferential rights of
holders of our preferred stock, if any preferred stock is outstanding at such time. Subject to our charter restrictions on the transfer and ownership of our stock
except as may otherwise be specified in the terms of any class or series of common stock, each share of our common stock entitles the holder to one vote on
matters submitted to a vote of stockholders, including the election of directors. Except as provided with respect to any other class or series of stock, the holde
our common stock will possess exclusive voting power. There is no cumulative voting in the election of directors, which means that holders of a majority of the
outstanding shares of common stock can elect all of our directors, and holders of less than a majority of such shares will be unable to elect any director.

Power to Reclassify Shares of Our Stock

Our charter authorizes our board of directors to classify and reclassify any unissued shares of stock into other classes or series of stock, including prefe
stock. Prior to issuance of shares of each class or series, the board of directors is required by Maryland law and by our charter to set, subject to our charter
restrictions on the transfer and ownership of our stock, the terms, preferences, conversion or other rights, voting powers, restrictions, limitations as to divident
or other distributions, qualifications and terms or conditions of redemption for each class or series. Thus, the board of directors could authorize the issuance c
shares of common stock or preferred stock with terms and conditions which could have the effect of delaying, deferring or preventing a transaction or a chanc
control that might involve a premium price for holders of our common stock or otherwise be in their best interests. No shares of our preferred stock are preser
outstanding and we have no present plans to issue any preferred stock.

Power to Issue Additional Shares of Common Stock and Preferred Stock

We believe that the power of our board of directors to amend the charter without stockholder approval to increase the total number of authorized shares
our stock or any class or series of our stock, to issue additional authorized but unissued shares of our common stock or preferred stock and to classify or
reclassify unissued
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shares of our common stock or preferred stock and thereafter to cause us to issue such classified or reclassified shares of stock will provide us with increaset
flexibility in structuring possible future financings and acquisitions and in meeting other needs which might arise. The additional classes or series, as well as c
common stock, will be available for issuance without further action by our stockholders, unless stockholder action is required by applicable law or the rules of
any stock exchange or automated quotation system on which our securities may be listed or traded. Although our board of directors has no intention at the pr
time of doing so, it could authorize us to issue a class or series that could, depending upon the terms of such class or series, delay, defer or prevent a transac
or a change in control of us that might involve a premium price for holders of our common stock or otherwise be in their best interests.

Restrictions on Ownership and Transfer

In order to qualify as a REIT under the Internal Revenue Code for each taxable year beginning after December 31, 2005, our shares of capital stock mu
be beneficially owned by 100 or more persons during at least 335 days of a taxable year of 12 months or during a proportionate part of a shorter taxable year
Also, for our taxable years beginning after December 31, 2005, no more than 50% of the value of our outstanding shares of capital stock may be owned, diret
or constructively, by five or fewer individuals (as defined in the Internal Revenue Code to include certain entities) during the second half of any calendar year.

Our charter, subject to certain exceptions, contains restrictions on the number of shares of our capital stock that a person may own and may prohibit ce
entities from owning our shares. Our charter provides that (subject to certain exceptions described below) no person may own, or be deemed to own by virtue
the attribution provisions of the Internal Revenue Code, more than 9.8% by number or value, whichever is more restrictive, of our outstanding shares of comn
stock or more than 9.8% by number or value, whichever is more restrictive, of the outstanding shares of any class or series of our capital stock, subject to
important exceptions.

Our charter also prohibits any person from (i) beneficially or constructively owning shares of our capital stock that would result in our being “closely held
under Section 856(h) of the Internal Revenue Code or otherwise cause us to fail to qualify as a REIT and (ii) transferring shares of our capital stock if such
transfer would result in our capital stock being owned by fewer than 100 persons. Any person who acquires or attempts or intends to acquire beneficial or
constructive ownership of shares of our capital stock that will or may violate any of the foregoing restrictions on transferability and ownership, or who is the
intended transferee of shares of our stock which are transferred to the trust (as described below), will be required to give notice immediately to us and provide
with such other information as we may request in order to determine the effect of such transfer on our qualification as a REIT. The foregoing restrictions on
transferability and ownership will not apply if our board of directors determines that it is no longer in our best interests to attempt to qualify, or to continue to
qualify, as a REIT.

Our board of directors, in its sole discretion, may exempt a person from the 9.8% ownership limits. The person seeking an exemption must provide to o
board of directors such representations, covenants and undertakings as our board of directors may deem appropriate in order to conclude that granting the
exemption will not cause us to lose our qualification as a REIT. Our board of directors may also require a ruling from the Internal Revenue Service or an opini
of counsel in order to determine or ensure our qualification as a REIT.

Any attempted transfer of our stock which would result in our capital stock being owned by fewer than 100 persons will also be void ab initio and the
intended transferee will acquire no rights in such shares. Any attempted transfer of our stock which, would result in a violation of the 9.8% ownership limits
described above or in us being “closely held” under Section 856(h) of the Internal Revenue Code or otherwise failing to qualify as a REIT will cause the numb
of shares causing the violation (rounded to the nearest whole share) to be automatically transferred to a trust for the exclusive benefit of one or more charitab
beneficiaries, and the proposed transferee will not acquire any rights in such shares. The automatic transfer will be deemed to be effective as of the close of
business on the business day (as defined in our charter) prior to the date of the
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transfer. If, for any reason, the transfer to the trust does not occur, our charter provides that the purported transfer in violation of the restrictions will be void at
initio. Shares of our stock held in the trust will be issued and outstanding shares. The proposed transferee will not benefit economically from ownership of any
shares of stock held in the trust, will have no rights to dividends and no rights to vote or other rights attributable to the shares of stock held in the trust. The
trustee of the trust will have all voting rights and rights to dividends or other distributions with respect to shares held in the trust. These rights will be exercisec
for the exclusive benefit of the charitable beneficiary. Any dividend or other distribution paid prior to our discovery that shares of stock have been transferred
the trust will be paid by the recipient to the trustee upon demand. Any dividend or other distribution authorized but unpaid will be paid when due to the trustee
Any dividend or distribution paid to the trustee will be held in trust for the charitable beneficiary. Subject to Maryland law, the trustee will have the authority

(i) to rescind as void any vote cast by the proposed transferee prior to our discovery that the shares have been transferred to the trust and (ii) to recast the vo
accordance with the desires of the trustee acting for the benefit of the charitable beneficiary. However, if we have already taken irreversible corporate action,
the trustee will not have the authority to rescind and recast the vote.

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

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

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

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

These ownership limitations could delay, defer or prevent a transaction or a change in control that might involve a premium price for the common stock
might otherwise be in the best interests of our stockholders.
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Transfer Agent and Registrar

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

Registration Rights

The persons who purchased, in the aggregate, 20,000,000 shares of our common stock in our June 2005 private offering are entitled to the benefits of ¢
resale shelf registration rights agreement. Pursuant to this agreement, we agreed for the benefit of the holders of our common stock that we will, at our expen
(i) file with the SEC no later than March 6, 2006 a resale shelf registration statement providing for the resale of the registrable securities described above, (ii)
our commercially reasonable efforts to cause the registration statement to become effective under the Securities Act as soon as practicable after the filing ant
(i) to maintain the registration statement’s effectiveness under the Securities Act until the first to occur of (1) such time as all of the shares of common stock
covered by the registration statement have been sold pursuant to the registration statement or pursuant to Rule 144 under the Securities Act, (2) such time as
the opinion of counsel, all of the common stock not held by affiliates of us, and covered by the registration statement, are eligible for sale pursuant to Rule 14
(or any successor or analogous rule) under the Securities Act and (3) the second anniversary of the effective date of the registration statement. After our
obligation terminates as described in (1), (2) or (3), CBRE, CBRE/Melody and their respective affiliates participating in this offering will also have the right to
require us to register the resale of their common stock and to “piggy—back” their shares on other registration statements we might file in connection with any
future public offering.

All holders of our common stock sold in our June 2005 private offering and their respective direct and indirect transferees may elect to participate in this
offering as selling stockholders, subject to compliance with the registration rights agreement, full cutback rights on the part of the underwriters and other
conditions and limitations imposed by the underwriters. Upon an initial public offering by us, the holders of our common stock that are beneficiaries of the
registration rights agreement and that included any of their shares will not be able to sell any remaining shares not included in this initial public offering for a
lock—up period of at least 60 days (and in the case of any subsequent underwritten offering in which a holder’s shares are included, any remaining shares not
included in the underwritten offering for a lock—up period of at least 60 days) as determined between us and the underwriters.

Notwithstanding the foregoing, we will be permitted to suspend the use, from time to time, of the prospectus that is part of the registration statement (an
therefore suspend sales under the registration statement) for certain periods, referred to as “blackout periods,” if:

« the lead underwriter in any underwritten public offering by us of our common stock advises us that an offer or sale of shares covered by the
registration statement would have a material adverse effect on our offering;

* our board of directors determines in good faith that the sale of shares covered by the registration statement would materially impede, delay or interf
with any proposed financing, offer or sale of securities, acquisition, corporate reorganization or other significant transaction involving our company;
or

« our board of directors determines in good faith that it is in our best interests or it is required by law that we supplement the registration statement or
file a post-effective amendment to the registration statement in order to ensure that the prospectus included in the registration statement contains t
financial information required under Section 10(a)(3) of the Securities Act, discloses any fundamental change in the information included in the
prospectus or discloses any material information with respect to the plan of distribution that was not disclosed in the registration statement or any
material change to that information,

and we provide the stockholders notice of the suspension. The cumulative blackout periods in any 12 month period commencing on the closing of the offering
may not exceed an aggregate of 90 days and furthermore may

129



Table of Contents

not exceed 45 consecutive days, except as a result of a refusal by the SEC to declare any post-effective amendment to the registration statement as effectiv
we have used all commercially reasonable efforts to cause the post-effective amendment to be declared effective, in which case, we must terminate the blac
period immediately following the effective date of the post—effective amendment.

Our management agreement provides that in the event that the resale shelf registration statement is not filed with the SEC on or before March 6, 2006,
Manager will forfeit its base management fee in respect of the period from and after that date until the registration statement is actually filed. In addition, all
incentive fee payments in respect of such period shall be deferred until such registration statement is filed.

The registration rights agreement provides that, prior to our becoming subject to the reporting requirements of the Exchange Act, we will provide to eacl
holder of our common stock audited annual financial statements within 90 days of the end of our fiscal year and unaudited quarterly financial statements withi
45 days of the end of each of our first three fiscal quarters.

A holder that sells our common stock pursuant to a registration statement or as a selling stockholder pursuant to an underwritten public offering general
will be required to be named as a selling stockholder in the related prospectus and to deliver a prospectus to purchasers, will be subject to certain of the civil
liability provisions under the Securities Act in connection with such sales and will be bound by the provisions of the registration rights agreement that are
applicable to such holder (including certain indemnification rights and obligations). In addition, each holder of our common stock may be required to deliver
information to be used in connection with the registration statement in order to have such holder's common stock included in the registration statement and tc
benefit from the provisions of the next paragraph.

Each common stock certificate may contain a legend to the effect that the holder thereof, by its acceptance thereof, will be deemed to have agreed to b
bound by the provisions of the registration rights agreement. In that regard, each holder will be deemed to have agreed that, upon receipt of notice of the
occurrence of any event which makes a statement in the prospectus which is part of the registration statement untrue in any material respect or which require
making of any changes in such prospectus in order to make the statements therein not misleading, or of certain other events specified in the registration right
agreement, such holder will suspend the sale of our common stock pursuant to such prospectus until we have amended or supplemented such prospectus to
correct such misstatement or omission and have furnished copies of such amended or supplemented prospectus to such holder or we have given notice that
sale of the common stock may be resumed.

We also agreed to use our commercially reasonable efforts to list our common stock on the New York Stock Exchange.

The summary herein of certain provisions of the registration rights agreement does not purport to be complete and is subject to, and qualified in its entir
by reference to, all of the provisions of the registration rights agreement.

130



Table of Contents
LIMITATION ON LIABILITY OF DIRECTORS AND OFFICERS;
INDEMNIFICATION AND ADVANCE OF EXPENSES

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

Our charter also authorizes our company, to the maximum extent permitted by Maryland law, to obligate our company to indemnify any present or forme
director or officer or any individual who, while a director or officer of our company and at the request of our company, serves or has served another corporatio
real estate investment trust, partnership, joint venture, trust, employee benefit plan or other enterprise as a director, officer, partner or trustee, from and again
any claim or liability to which that individual may become subject or which that individual may incur by reason of his or her or her service in any such capacity
and to pay or reimburse his or her reasonable expenses in advance of final disposition of a proceeding.

Our bylaws obligate us, to the maximum extent permitted by Maryland law, to indemnify any present or former director or officer or any individual who,
while a director or officer of our company and at the request of our company, serves or has served another corporation, real estate investment trust, partnerst
joint venture, trust, employee benefit plan or other enterprise as a director, officer, partner or trustee and who is made, or threatened to be made, a party to th
proceeding by reason of his or her service in any such capacity from and against any claim or liability to which that individual may become subject or which th
individual may incur by reason of his or her service in any such capacity and to pay or reimburse his or her reasonable expenses in advance of final dispositic
a proceeding. Our charter and bylaws also permit our company to indemnify and advance expenses to any individual who served a predecessor of our comp:z
in any of the capacities described above and any employee or agent of our company or a predecessor of our company.

Maryland law requires a corporation (unless its charter provides otherwise, which our charter does not) to indemnify a director or officer who has been
successful, on the merits or otherwise, in the defense of any proceeding to which he or she is made a party by reason of his or her service in that capacity.
Maryland law permits a corporation to indemnify its present and former directors and officers, among others, against judgments, penalties, fines, settlements
reasonable expenses actually incurred by them in connection with any proceeding to which they may be made, or are threatened to be made, a party by reas
their service in those or other capacities unless it is established that (i) the act or omission of the director or officer was material to the matter giving rise to the
proceeding and (1) was committed in bad faith or (2) was the result of active and deliberate dishonesty, (ii) the director or officer actually received an imprope
personal benefit in money, property or services or (iii) in the case of any criminal proceeding, the director or officer had reasonable cause to believe that the &
or omission was unlawful.

A court may order indemnification if it determines that the director or officer is fairly and reasonably entitled to indemnification, even though the director
or officer did not meet the prescribed standard of conduct or was adjudged liable on the basis that personal benefit was improperly received. However, under
Maryland law, a Maryland corporation may not indemnify for an adverse judgment in a suit by or in the right of the corporation or for a judgment of liability on
the basis that a personal benefit was improperly received, unless in either case a court orders indemnification, and then only for expenses. In addition, Maryle
law permits a corporation to advance reasonable expenses to a director or officer upon the corporation’s receipt of (i) a written affirmation by the director or
officer of his or her good faith belief that he or she has met the standard of conduct necessary for indemnification by the corporation and (ii) a written
undertaking by him or her or on his or her behalf to repay the amount paid or reimbursed by the corporation if it is ultimately determined that the standard of
conduct was not met.

Insofar as indemnification for liabilities arising under the Securities Act may be permitted to our directors, officers and controlling persons pursuant to th
foregoing provisions, or otherwise, we have been advised that, in the opinion of the SEC, such indemnification is against public policy as expressed in the
Securities Act and is, therefore, unenforceable.
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CERTAIN PROVISIONS OF THE MARYLAND GENERAL
CORPORATION LAW AND OUR CHARTER AND BYLAWS

The following description of the terms of our stock and of certain provisions of Maryland law is only a summary. Copies of our charter and bylaws are
filed as exhibits to the registration statement of which this prospectus is a part. See “Where You Can Find More Information.”

The MGCL and our charter and bylaws contain provisions that could make it more difficult for a potential acquiror to acquire us by means of a tender
offer, proxy contest or otherwise. These provisions are expected to discourage certain coercive takeover practices and inadequate takeover bids and to encot
persons seeking to acquire control of us to negotiate first with our board of directors. We believe that the benefits of these provisions outweigh the potential
disadvantages of discouraging any such acquisition proposals because, among other things, the negotiation of such proposals may improve their terms.

Number of Directors; Vacancies; Removal

Our charter provides that the number of directors will be set only by the board of directors in accordance with our bylaws. Our bylaws provide that a
majority of our entire board of directors may at any time increase or decrease the number of directors. However, unless our bylaws are amended, the number
directors may never be less than the minimum number required by the MGCL nor more than fifteen (15). Except as may be provided by the board of directors
setting the terms of any class or series of stock, any and all vacancies on the board of directors may be filled only by the affirmative vote of a majority of the
remaining directors in office, even if the remaining directors do not constitute a quorum, and any director elected to fill a vacancy will serve for the remainder
the full term of the directorship in which the vacancy occurred and until a successor is duly elected and qualifies.

Our charter provides that a director may be removed only for cause, which means conviction of a felony or a final judgment of a court of competent
jurisdiction holding that such director caused demonstrable, material harm to us through bad faith or active and deliberate dishonesty, and then only by the
affirmative vote of at least two-thirds of the votes entitled to be cast in the election of directors.

Action by Stockholders

Under the MGCL, stockholder action can be taken only at an annual or special meeting of stockholders or by unanimous written consent in lieu of a
meeting (unless the charter provides for a lesser percentage, which our charter does not). These provisions, combined with the requirements of our bylaws
regarding the calling of a stockholder-requested special meeting of stockholders discussed below, may have the effect of delaying consideration of a stockhc
proposal until the next annual meeting.

Advance Notice Provisions for Stockholder Nominations and Stockholder Proposals

Our bylaws provide that with respect to an annual meeting of stockholders, nominations of individuals for election to the board of directors and the
proposal of business to be considered by stockholders may be made only (i) pursuant to our notice of the meeting, (ii) by the board of directors or (iii) by a
stockholder who was a stockholder of record both at the time of giving of notice by such stockholder as provided for in our bylaws and at the time of the annu:
meeting and who is entitled to vote at the meeting and who has complied with the advance notice procedures of the bylaws. With respect to special meetings
stockholders, only the business specified in our notice of the meeting may be brought before the meeting. Nominations of individuals for election to the board
directors at a special meeting may be made only (i) pursuant to our notice of the meeting, (ii) by the board of directors or (iii) provided that the board of directc
has determined that directors will be elected at the meeting, by a stockholder who was a stockholder of record both at the time of giving of notice by such
stockholder as provided for in our bylaws and at the time of the annual meeting and who is entitled to vote at the meeting and who has complied with the adv:
notice provisions of the bylaws.
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The purpose of requiring stockholders to give us advance notice of nominations and other business is to afford our board of directors a meaningful
opportunity to consider the qualifications of the proposed nominees and the advisability of any other proposed business and, to the extent deemed necessary
desirable by our board of directors, to inform stockholders and make recommendations about such qualifications or business, as well as to provide a more or
procedure for conducting meetings of stockholders. Although our bylaws do not give our board of directors any power to disapprove stockholder nominations
the election of directors or proposals recommending certain action, they may have the effect of precluding a contest for the election of directors or the
consideration of stockholder proposals if proper procedures are not followed and of discouraging or deterring a third party from conducting a solicitation of
proxies to elect its own slate of directors or to approve its own proposal without regard to whether consideration of such nominees or proposals might be harn
or beneficial to us and our stockholders.

Calling of Special Meetings of Stockholders

Our bylaws provide that special meetings of stockholders may be called by our board of directors and certain of our officers. Additionally, our bylaws
provide that, subject to the satisfaction of certain procedural and informational requirements by the stockholders requesting the meeting, a special meeting of
stockholders shall be called by the secretary of the corporation upon the written request of stockholders entitled to cast not less than a majority of all the vote:
entitled to be cast at such meeting.

Approval of Extraordinary Corporate Action; Amendment of Charter and Bylaws

Under Maryland law, a Maryland corporation generally cannot dissolve, amend its charter, merge, sell all or substantially all of its assets, engage in a st
exchange or engage in similar transactions outside the ordinary course of business, unless approved by the affirmative vote of stockholders entitled to cast at
two-thirds of the votes entitled to be cast on the matter. However, a Maryland corporation may provide in its charter for approval of these matters by a lesser
percentage, but not less than a majority of all of the votes entitled to be cast on the matter. Our charter, with certain exceptions, generally provides for approv
charter amendments and extraordinary transactions, which have been first declared advisable by our board of directors, by the stockholders entitled to cast a
a majority of the votes entitled to be cast on the matter.

Our bylaws provide that the board of directors will have the exclusive power to adopt, alter or repeal any provision of our bylaws and to make new bylav

No Appraisal Rights

As permitted by the MGCL, our charter provides that stockholders will not be entitled to exercise appraisal rights unless a majority of our board of
directors determines that such rights will apply.

Control Share Acquisitions

The Maryland Control Share Acquisition Act provides that control shares of a Maryland corporation acquired in a control share acquisition have no votin
rights except to the extent approved by a vote of two-thirds of the votes entitled to be cast on the matter. Shares owned by the acquiror, by officers or by
directors who are employees of the corporation are excluded from shares entitled to vote on the matter. Control shares are voting shares of stock which, if
aggregated with all other shares of stock owned by the acquiror or in respect of which the acquiror is able to exercise or direct the exercise of voting power
(except solely by virtue of a revocable proxy), would entitle the acquiror to exercise voting power in electing directors within one of the following ranges of
voting power:

« one-tenth or more but less than one-third;

¢ one-third or more but less than a majority; or

* amajority or more of all voting power.
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Control shares do not include shares the acquiring person is then entitled to vote as a result of having previously obtained stockholder approval. A cont
share acquisition means the acquisition of control shares, subject to certain exceptions.

A person who has made or proposes to make a control share acquisition may compel the board of directors of the corporation to call a special meeting
stockholders to be held within 50 days of demand to consider the voting rights of the shares. The right to compel the calling of a special meeting is subject to
satisfaction of certain conditions, including an undertaking to pay the expenses of the meeting. If no request for a meeting is made, the corporation may itself
present the question at any stockholders meeting.

If voting rights are not approved at the meeting or if the acquiring person does not deliver an acquiring person statement as required by the statute, ther
corporation may repurchase for fair value any or all of the control shares, except those for which voting rights have previously been approved. The right of the
corporation to repurchase control shares is subject to certain conditions and limitations. Fair value is determined, without regard to the absence of voting right
for the control shares, as of the date of the last control share acquisition by the acquiror or of any meeting of stockholders at which the voting rights of the she
are considered and not approved. If voting rights for control shares are approved at a stockholders meeting and the acquiror becomes entitled to vote a majol
the shares entitled to vote, all other stockholders may exercise appraisal rights. The fair value of the shares as determined for purposes of appraisal rights me
be less than the highest price per share paid by the acquiror in the control share acquisition.

The Control Share Acquisition Act does not apply (a) to shares acquired in a merger, consolidation or share exchange if the corporation is a party to the
transaction or (b) to acquisitions approved or exempted by the charter or bylaws of the corporation.

Our bylaws contain a provision exempting from the Control Share Acquisition Act any and all acquisitions by any person of our shares of stock. There ¢
be no assurance that such provision will not be amended or eliminated at any time in the future. However, we will amend our bylaws to be subject to the Cont
Share Acquisition Act only if the board of directors determines that it would be in our best interests.

Business Combinations

Under Maryland law, “business combinations” between a Maryland corporation and an interested stockholder or an affiliate of an interested stockholder
are prohibited for five years after the most recent date on which the interested stockholder becomes an interested stockholder. These business combinations
include a merger, consolidation, share exchange, or, in circumstances specified in the statute, an asset transfer or issuance or reclassification of equity secur
An interested stockholder is defined as:

« any person who beneficially owns 10% or more of the voting power of the corporation’s shares; or

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

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

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

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

134



Table of Contents

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

These super—majority vote requirements do not apply if the corporation’s common stockholders receive a minimum price, as defined under Maryland la
for their shares in the form of cash or other consideration in the same form as previously paid by the interested stockholder for its shares.

The statute permits various exemptions from its provisions, including business combinations that are exempted by the board of directors before the time
that the interested stockholder becomes an interested stockholder. Our board of directors has adopted a resolution which provides that any business combiné
between us and any other person is exempted from the provisions of the Business Combination Act, provided that the business combination is first approved
the board of directors. This resolution, however, may be altered or repealed in whole or in part at any time. If this resolution is repealed, or the board of direct
does not otherwise approve a business combination, the statute may discourage others from trying to acquire control of us and increase the difficulty of
consummating any offer.

Subtitle 8

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

¢ aclassified board;

« atwo-thirds stockholder vote requirement for removing a director;

* arequirement that the number of directors be fixed only by vote of the directors;

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

* amajority requirement for the calling of a special meeting of stockholders.

Through provisions in our charter and bylaws unrelated to Subtitle 8, we already (a) require a two—thirds stockholder vote for the removal of any directo
from the board, as well as require such removal be for cause (as defined in our charter), (b) unless called by our chairman of the board, our president, our chi
executive officer or the board, require the request of holders of a majority of outstanding shares to call a special meeting and (c) vest in the board of exclusive
power to fix the number of directorships. Pursuant to Subtitle 8, we have elected to provide in our charter that our board will have the exclusive power to fill
vacancies on the board, by a vote of the remaining directors, and that such vacancies will be filled until the end of the term of the directorship in which the
vacancy occurred.
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SHARES ELIGIBLE FOR FUTURE SALE

Prior to this offering, there has been no public market for our common stock. We cannot predict the effect, if any, that sales of shares or the availability «
shares for sale will have on the market price of our common stock prevailing from time to time. Sales of substantial amounts of our common stock in the publi
market, or the perception that such sales could occur, could adversely affect the prevailing market price of our common stock.

Prior to this offering, we have 20,666,955 shares of our common stock outstanding. Upon completion of this offering, we will have outstanding an
aggregate of approximately 29,175,546 shares of our common stock. The shares of common stock sold in this offering will be freely tradeable without restricti
or further registration under the Securities Act unless the shares are held by any of our “affiliates,” as that term is defined in Rule 144 under the Securities Act
As defined in Rule 144, an “affiliate” of an issuer is a person that directly, or indirectly through one or more intermediaries, controls, is controlled by or is unde
common control with the issuer. The shares of common stock issued in connection with our private placement and not sold in this offering and all shares of ot
common stock held by our affiliates, including our officers and directors, are restricted securities as that term is defined in Rule 144 under the Securities Act.
Restricted securities may be sold in the public market only if registered under the securities laws or if they qualify for an exemption from registration under Ru
144, as described below.

Rule 144

In general, under Rule 144, a person who owns shares of our common stock that are restricted securities and that were acquired from us or any of our
affiliates at least one year prior to the proposed sale is entitled to sell, within any three-month period beginning 90 days after the date of this prospectus, a
number of shares that does not exceed the greater of:

¢ 1% of the number of shares of common stock then outstanding; or

« the average weekly trading volume of the common stock on the NYSE during the four calendar weeks preceding the filing of a notice on Form 144
with respect to such sale.

Sales under Rule 144 are also subject to certain manner of sale provisions, certain notice requirements and the availability of current public information
about us.

Our affiliates must comply with all the provisions of Rule 144 other than the one-year holding period requirement in order to sell shares of our common
stock that are not restricted securities (such as shares acquired by our affiliates either in this offering or through purchases in the open market following this
offering).

Rule 144(k)

Under Rule 144(k), a person who has not been our affiliate at any time during the three months preceding a sale is entitled to sell restricted securities
without regard to the public information, volume limitation, manner of sale and notice provisions of Rule 144, provided that at least two years have elapsed sir
the later of the date the shares were acquired from us or any of our affiliates.

Lock-Up Agreements

We will agree with the underwriters not to offer to sell, contract to sell, or otherwise dispose of, loan, pledge or grant any rights with respect to any share
of our common stock, any options or warrants to purchase any shares of our common stock or any securities convertible into or exercisable for any of our
common stock for a period of 180 days following the date of this prospectus, subject to certain exceptions. Our directors and officers members of our Investm
Committee, our Manager and CBRE will agree, with limited exceptions, for a period of 180 days after the date of this prospectus, and the selling stockholders
will agree, with limited exceptions, for
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a period of 60 days after the date of this prospectus, that they will not, without the prior written consent of Credit Suisse Securities (USA) LLC, Deutsche Ban
Securities Inc., Citigroup Global Markets Inc. and Wachovia Capital Markets, LLC, directly or indirectly, offer to sell, sell or otherwise dispose of any shares of
our common stock or any securities convertible into, or exercisable or exchangeable for, shares of our common or our other capital stock other than the share
common stock sold by the selling stockholders in this offering.

In addition, holders of common stock issued in our June 2005 private offering have agreed not to sell their shares for a period of up to 60 days following
the effective date of the registration statement of which this prospectus forms a part.

Registration Rights

In connection with our June 2005 private offering, we entered into a registration rights agreement with Credit Suisse Securities (USA) LLC, Deutsche
Bank Securities Inc., Banc of America Securities LLC and Citigroup Global Markets Inc., on behalf of the holders of common stock issued in the private
offering. Pursuant to that agreement, we have included in the registration statement, of which this prospectus is a part, shares of common stock prop
to be offered by certain selling stockholders who purchased shares of our common stock originally issued and sold in the private offering. We have also agree
file a shelf registration statement for the benefit of the holders of 18,508,591 shares of our common stock issued in the private offering (and not being register
in this offering) within 90 days after the completion of this offering. We intend to file a resale shelf registration statement promptly following completion of this
offering. We agreed to cause this shelf registration statement to remain effective until the first to occur of (a) the disposition of all shares of common stock sols
the private placement under a registration statement or pursuant to Rule 144, (b) the date on which the shares of common stock sold in the private placement
saleable under Rule 144(k) under the Securities Act or (c) the date that is two years after the effective date of the shelf registration statement. We have also
agreed to register shares of restricted stock and shares of common stock underlying options issued to our Manager upon completion of our June 2005 private
offering and shares of common stock issued to our Manager as incentive compensation under our management agreement.

137



Table of Contents
FEDERAL INCOME TAX CONSEQUENCES OF OUR QUALIFICATION AS A REIT

The following is a summary of the material U.S. federal income tax considerations relating to our qualification and taxation as a REIT and the acquisitior
holding, and disposition of our common stock. For purposes of this section, under the heading “U.S. Federal Income Tax Considerations,” references to “the

company,” “we,” “our” and “us” mean only CBRE Realty Finance, Inc. and not our subsidiaries or other lower-tier entities, except as otherwise indicated. This

summary is based upon the Internal Revenue Code, the regulations promulgated by the U.S. Treasury Department, or the Treasury regulations, current
administrative interpretations and practices of the IRS (including administrative interpretations and practices expressed in private letter rulings which are bindi
on the IRS only with respect to the particular taxpayers who requested and received those rulings) and judicial decisions, all as currently in effect and all of
which are subject to differing interpretations or to change, possibly with retroactive effect. No assurance can be given that the IRS would not assert, or that a
court would not sustain, a position contrary to any of the tax consequences described below. No advance ruling has been or will be sought from the IRS regal
any matter discussed in this summary. The summary is also based upon the assumption that the operation of the company, and of its subsidiaries and other
lower-tier and affiliated entities, will, in each case, be in accordance with its applicable organizational documents or partnership agreement. This summary is
general information only, and does not purport to discuss all aspects of U.S. federal income taxation that may be important to a particular stockholder in light
its investment or tax circumstances or to stockholders subject to special tax rules, such as:

¢« U.S. expatriates;

¢ persons who mark—to—market our common stock;

* subchapter S corporations;

¢ U.S. stockholders (as defined below) whose functional currency is not the U.S. dollar;

« financial institutions;

¢ insurance companies;

¢ broker—dealers;

¢ regulated investment companies;

e trusts and estates;

« holders who receive our common stock through the exercise of employee stock options or otherwise as compensation;

" "o

«  persons holding our common stock as part of a “straddle,” “hedge,” “conversion transaction,” “synthetic security” or other integrated investment;
* persons subject to the alternative minimum tax provisions of the Internal Revenue Code;
« persons holding their interest through a partnership or similar pass-through entity;

« persons holding a 10% or more (by vote or value) beneficial interest in us; and, except to the extent discussed below:

¢ tax—exempt organizations; and



¢ non-U.S. stockholders (as defined below).

This summary assumes that stockholders will hold our common stock as capital assets, which generally means as property held for investment.

THE U.S. FEDERAL INCOME TAX TREATMENT OF HOLDERS OF OUR COMMON STOCK DEPENDS IN SOME INSTANCES ON
DETERMINATIONS OF FACT AND INTERPRETATIONS OF COMPLEX PROVISIONS OF U.S. FEDERAL INCOME TAX LAW FOR WHICH NO
CLEAR PRECEDENT OR AUTHORITY MAY BE AVAILABLE. IN ADDITION, THE TAX CONSEQUENCES OF HOLDING
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OUR COMMON STOCK TO ANY PARTICULAR STOCKHOLDER WILL DEPEND ON THE STOCKHOLDER'S PARTICULAR TAX
CIRCUMSTANCES. YOU ARE URGED TO CONSULT YOUR OWN TAX ADVISOR REGARDING THE U.S. FEDERAL, STATE, LOCAL, AND
FOREIGN INCOME AND OTHER TAX CONSEQUENCES TO YOU, IN LIGHT OF YOUR PARTICULAR INVESTMENT OR TAX CIRCUMSTANCES,
OF ACQUIRING, HOLDING, AND DISPOSING OF OUR COMMON STOCK.

Taxation of the Company

We intend to elect and qualify to be taxed as a REIT under the Internal Revenue Code, commencing with our initial taxable year ended December 31,
2005. We believe that we have been organized and have operated in a manner that allows us to qualify for taxation as a REIT under the Internal Revenue Cc
commencing with our taxable year ended December 31, 2005, and we intend to continue to be organized and operate in such a manner.

The law firm of Clifford Chance US LLP has acted as our tax counsel in connection with this offering. We expect to receive the opinion of Clifford
Chance US LLP to the effect that, commencing with our taxable year ended December 31, 2005, we have been organized and operated in conformity with th
requirements for qualification and taxation as a REIT under the Internal Revenue Code, and our proposed method of operation will enable us to continue to r
the requirements for qualification and taxation as a REIT under the Internal Revenue Code. It must be emphasized that the opinion of Clifford Chance US LLF
based on various assumptions relating to our organization and operation, including that all factual representations and statements set forth in all relevant
documents, records and instruments are true and correct, all actions described in this prospectus are completed in a timely fashion and that we will at all time
operate in accordance with the method of operation described in our organizational documents and this prospectus, and is conditioned upon factual
representations and covenants made by our management and affiliated entities, regarding our organization, assets, present and future conduct of our busine:
operations, the fair market value of our investments and other items regarding our ability to meet the various requirements for qualification as a REIT, and
assumes that such representations and covenants are accurate and complete and that we will take no action inconsistent with our qualification as a REIT. In
addition, to the extent we invest in the equity of CDO transactions holding qualifying real estate assets, the accuracy of such opinion will depend upon the
accuracy of certain other opinions rendered to us in connection with such securitization transactions. While we believe that we are organized and operated sc
we qualify as a REIT, given the highly complex nature of the rules governing REITSs, the ongoing importance of factual determinations and the possibility of
future changes in our circumstances or applicable law, no assurance can be given by Clifford Chance US LLP or us that we so qualify for any particular year.
Clifford Chance US LLP will have no obligation to advise us or the holders of our common stock of any subsequent change in the matters stated, representec
assumed or of any subsequent change in the applicable law. You should be aware that opinions of counsel are not binding on the IRS, and no assurance car
given that the IRS will not challenge the conclusions set forth in such opinions.

Qualification and taxation as a REIT depends on our ability to meet, on a continuing basis, through actual results of operations, distribution levels and
diversity of stock ownership, various qualification requirements imposed upon REITs by the Internal Revenue Code, the compliance with which will not be
reviewed by Clifford Chance US LLP. In addition, our ability to qualify as a REIT may depend in part upon the operating results, organizational structure and
entity classification for U.S. federal income tax purposes of certain entities in which we invest, which could include entities that have made elections to be tax
as REITs, the status of which will not have been reviewed by Clifford Chance US LLP. Our ability to qualify as a REIT also requires that we satisfy certain ass
and income tests, some of which depend upon the fair market values of assets directly or indirectly owned by us or which serve as security for loans made by
Such values may not be susceptible to a precise determination. Accordingly, no assurance can be given that the actual results of our operations for any taxak
year will satisfy the requirements for qualification and taxation as a REIT.

Taxation of REITs in General

As indicated above, qualification and taxation as a REIT depends upon our ability to meet, on a continuing basis, various qualification requirements
imposed upon REITs by the Internal Revenue Code. The material
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qualification requirements are summarized below, under “—Requirements for Qualification—General.” While we intend to operate so that we qualify as a REI
no assurance can be given that the IRS will not challenge our qualification as a REIT or that we will be able to operate in accordance with the REIT requireme
in the future. See “—Failure to Qualify.”

Provided that we qualify as a REIT, we will generally be entitled to a deduction for dividends that we pay and, therefore, will not be subject to U.S. feder
corporate income tax on our net income that is currently distributed to our stockholders. This treatment substantially eliminates the “double taxation” at the
corporate and stockholder levels that results generally from investment in a corporation. Rather, income generated by a REIT generally is taxed only at the
stockholder level, upon a distribution of dividends by the REIT.

For tax years through 2010, stockholders who are individual U.S. stockholders (as defined below) are generally taxed on corporate dividends at a
maximum rate of 15% (the same as long—term capital gains), thereby substantially reducing, though not completely eliminating, the double taxation that has
historically applied to corporate dividends. With limited exceptions, however, dividends received by individual U.S. stockholders (as defined below) from us or
from other entities that are taxed as REITs will continue to be taxed at rates applicable to ordinary income, which will be as high as 35% through 2010.

Net operating losses, foreign tax credits and other tax attributes of a REIT generally do not pass through to the stockholders of the REIT, subject to spe
rules for certain items, such as capital gains, recognized by REITs. See “—Taxation of Taxable U.S. Stockholders.”

If we qualify as a REIT, we will nonetheless be subject to U.S. federal income tax in the following circumstances:

«  We will be taxed at regular corporate rates on any undistributed income, including undistributed net capital gains.

«  We may be subject to the “alternative minimum tax” on our items of tax preference, if any.

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

« If we elect to treat property that we acquire in connection with a foreclosure of a mortgage loan or from certain leasehold terminations as “foreclosu
property,” we may thereby avoid (a) the 100% tax on gain from a resale of that property (if the sale would otherwise constitute a prohibited
transaction) and (b) the inclusion of any income from such property not qualifying for purposes of the REIT gross income tests discussed below, bu
the income from the sale or operation of the property may be subject to corporate income tax at the highest applicable rate (currently 35%).

« If we fail to satisfy the 75% gross income test or the 95% gross income test, as discussed below, but nonetheless maintain our qualification as a RE
because other requirements are met, we will be subject to a 100% tax on an amount equal to (a) the greater of (1) the amount by which we fail the
75% gross income test or (2) the amount by which we fail the 95% gross income test, as the case may be, multiplied by (b) a fraction intended to
reflect our profitability.

« If we fail to satisfy any of the REIT asset tests, as described below, other than a failure of the 5% or 10% REIT assets tests that do not exceed a
statutory de minimis amount as described more fully below, but our failure is due to reasonable cause and not due to willful neglect and we
nonetheless maintain our REIT qualification because of specified cure provisions, we will be required to pay a tax equal to the greater of $50,000 o
the highest corporate tax rate (currently 35%) of the net income generated by the nonqualifying assets during the period in which we failed to satisf
the asset tests.
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« If we fail to satisfy any provision of the Internal Revenue Code that would result in our failure to qualify as a REIT (other than a gross income or ass
test requirement) and the violation is due to reasonable cause, we may retain our REIT qualification but we will be required to pay a penalty of
$50,000 for each such failure.

« If we falil to distribute during each calendar year at least the sum of (a) 85% of our REIT ordinary income for such year, (b) 95% of our REIT capital
gain net income for such year and (c) any undistributed taxable income from prior periods, or the “required distribution,” we will be subject to a 4%
excise tax on the excess of the required distribution over the sum of (1) the amounts actually distributed (taking into account excess distributions frc
prior years), plus (2) retained amounts on which income tax is paid at the corporate level.

< We may be required to pay monetary penalties to the IRS in certain circumstances, including if we fail to meet record—keeping requirements intend
to monitor our compliance with rules relating to the composition of our stockholders, as described below in “—Requirements for
Qualification—General.”

« A 100% excise tax may be imposed on some items of income and expense that are directly or constructively paid between us and our “taxable REI
subsidiaries” (“TRS”) (as described below) if and to the extent that the IRS successfully adjusts the reported amounts of these items.

« If we acquire appreciated assets from a corporation that is not a REIT in a transaction in which the adjusted tax basis of the assets in our hands is
determined by reference to the adjusted tax basis of the assets in the hands of the non—REIT corporation, we will be subject to tax on such
appreciation at the highest corporate income tax rate then applicable if we subsequently recognize gain on a disposition of any such assets during
10-year period following their acquisition from the non—REIT corporation. The results described in this paragraph assume that the non-REIT
corporation will not elect, in lieu of this treatment, to be subject to an immediate tax when the asset is acquired by us.

«  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 or REMICs to the extent our stock is held by specified tax—exempt organizations not subject to tax on unrelated
business taxable income. Although the law is unclear, similar rules may apply if we own an equity interest in a taxable mortgage pool. To the exten
that we own a REMIC residual interest or a taxable mortgage pool through a TRS, we will not be subject to this tax. For a discussion of “excess
inclusion income,” see “—Effect of Subsidiary Entities,” “—Taxable Mortgage Pools” and “—Excess Inclusion Income.”

*«  We may elect to retain and pay income tax on our net long—term capital gain. In that case, a stockholder would include its proportionate share of ot
undistributed long-term capital gain (to the extent we make a timely designation of such gain to the stockholder) in its income, would be deemed to
have paid the tax that we paid on such gain, and would be allowed a credit for its proportionate share of the tax deemed to have been paid, and an
adjustment would be made to increase the stockholder’s basis in our common stock.

« We may have subsidiaries or own interests in other lower—tier entities that are subchapter C corporations, the earnings of which could be subject tc
U.S. federal corporate income tax.

In addition, we and our subsidiaries may be subject to a variety of taxes other than U.S. federal income tax, including payroll taxes and state, local, and
foreign income, property and other taxes on assets and operations. As further described below, any TRS in which we own an interest, including CBRE Realty
Finance TRS, Inc., will be subject to U.S. federal corporate income tax on its taxable income. We could also be subject to tax in situations and on transaction:
presently contemplated.

Requirements for Qualification—General

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

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

141



Table of Contents
(2) the beneficial ownership of which is evidenced by transferable shares or by transferable certificates of beneficial interest;

(3) that would be taxable as a domestic corporation but for the special Internal Revenue Code provisions applicable to REITSs;

(4) that is neither a financial institution nor an insurance company subject to specific provisions of the Internal Revenue Code;

(5) the beneficial ownership of which is held by 100 or more persons;

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

(7) which meets other tests described below, including with respect to the nature of its income and assets and the amount of its distributions; and

(8) that makes an election to be a REIT for the current taxable year or has made such an election for a previous taxable year that has not been
terminated or revoked.

The Internal Revenue Code provides that conditions (1) through (4) must be met during the entire taxable year, and that condition (5) must be met durir
at least 335 days of a taxable year of 12 months, or during a proportionate part of a shorter taxable year. Conditions (5) and (6) do not need to be satisfied fol
first taxable year for which an election to become a REIT has been made. Our charter provides restrictions regarding the ownership and transfer of its shares
which are intended to assist in satisfying the share ownership requirements described in conditions (5) and (6) above. For purposes of condition (6), an
“individual” generally includes a supplemental unemployment compensation benefit plan, a private foundation or a portion of a trust permanently set aside or
used exclusively for charitable purposes, but does not include a qualified pension plan or profit sharing trust.

To monitor compliance with the share ownership requirements, we are generally required to maintain records regarding the actual ownership of our sha
To do so, we must demand written statements each year from the record holders of significant percentages of our stock, in which the record holders are to
disclose the actual owners of the shares, i.e., the persons required to include in gross income the dividends paid by us. A list of those persons failing or refusi
to comply with this demand must be maintained as part of our records. Failure by us to comply with these record-keeping requirements could subject us to
monetary penalties. If we satisfy these requirements and have no reason to know that condition (6) is not satisfied, we will be deemed to have satisfied such
condition. A stockholder that fails or refuses to comply with the demand is required by Treasury regulations to submit a statement with its tax return disclosing
the actual ownership of the shares and other information.

In addition, a corporation generally may not elect to become a REIT unless its taxable year is the calendar year. We satisfy this requirement.

With respect to a residual interest in a real estate mortgage investment conduit, or REMIC, the ownership of which is attributed to us or to a REIT in whi
we own an interest, we may be required to pay tax at the highest corporate rate on the amount of any excess inclusion income for the taxable year allocable t
percentage of our shares that are held by “disqualified organizations.” Although the law is unclear, similar rules may apply if we own an equity interest in a
taxable mortgage pool. To the extent that we own a REMIC residual interest or a taxable mortgage pool through TRS, we will not be required to pay this tax. |
a definition of “excess inclusion income,” see “—Taxable Mortgage Pools.” A “disqualified organization” includes:

¢« TheU.S,;

«  Any state or political subdivision thereof;

«  Any foreign government;
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« Any international organization;

* Any agency or instrumentality of any of the foregoing;

* Any other tax—-exempt organization, other than a farmer’s cooperative described in section 521 of the Internal Revenue Code, that is exempt both
from income taxation and from taxation under the unrelated business taxable income provisions of the Internal Revenue Code; and

« Any rural electrical or telephone cooperative.

For this reason, our charter generally will prohibit disqualified organizations from owning our shares.

Effect of Subsidiary Entities

Ownership of Partnership Interests. In the case of a REIT that is a partner in a partnership, Treasury regulations provide that the REIT is deemed to ow
its proportionate share of the partnership’s assets and to earn its proportionate share of the partnership’s gross income based on its pro rata share of capital
interest in the partnership for purposes of the asset and gross income tests applicable to REITs, as described below. However, solely for purposes of the 10¥
value test, described below, the determination of a REIT’s interest in partnership assets will be based on the REIT’s proportionate interest in any securities is:
by the partnership, excluding for these purposes, certain excluded securities as described in the Internal Revenue Code. In addition, the assets and gross inc
of the partnership generally are deemed to retain the same character in the hands of the REIT. Thus, our proportionate share of the assets and items of incor
partnerships in which we own an equity interest is treated as assets and items of income of our company for purposes of applying the REIT requirements
described below. Consequently, to the extent that we directly or indirectly hold a preferred or other equity interest in a partnership, the partnership’s assets ar
operations may affect our ability to qualify as a REIT, even though we may have no control or only limited influence over the partnership.

Disregarded Subsidiaries. If a REIT owns a corporate subsidiary that is a “qualified REIT subsidiary,” that subsidiary is disregarded for U.S. federal
income tax purposes, and all assets, liabilities and items of income, deduction and credit of the subsidiary are treated as assets, liabilities and items of income
deduction and credit of the REIT itself, including for purposes of the gross income and asset tests applicable to REITs, as summarized below. A qualified REI
subsidiary is any corporation, other than a TRS (as described below), that is wholly—owned by a REIT, by other disregarded subsidiaries or by a combination
the two. Single member limited liability companies that are wholly—owned by a REIT are also generally disregarded as separate entities for U.S. federal incon
tax purposes, including for purposes of the REIT gross income and asset tests. Disregarded subsidiaries, along with partnerships in which we hold an equity
interest, are sometimes referred to herein as “pass—through subsidiaries.”

In the event that a disregarded subsidiary ceases to be wholly—owned by us—for example, if any equity interest in the subsidiary is acquired by a perso
other than us or another disregarded subsidiary of us—the subsidiary’s separate existence would no longer be disregarded for U.S. federal income tax purpo:
Instead, it would have multiple owners and would be treated as either a partnership or a taxable corporation. Such an event could, depending on the
circumstances, adversely affect our ability to satisfy the various asset and gross income tests applicable to REITS, including the requirement that REITs gene
may not own, directly or indirectly, more than 10% of the value or voting power of the outstanding securities of another corporation. See “—Asset Tests” and
“—Gross Income Tests.”

Taxable REIT Subsidiaries. A REIT, in general, may jointly elect with a subsidiary corporation, whether or not wholly—owned, to treat the subsidiary
corporation as a TRS. The separate existence of a TRS or other taxable corporation, unlike a disregarded subsidiary as discussed above, is not ignored for U
federal income tax purposes. Accordingly, such an entity would generally be subject to corporate income tax on its earnings, which may reduce the cash flow
generated by us and our subsidiaries in the aggregate and our ability to make distributions to our stockholders.
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A REIT is not treated as holding the assets of a TRS or other taxable subsidiary corporation or as receiving any income that the subsidiary earns. Rathe
the stock issued by the subsidiary is an asset in the hands of the REIT, and the REIT generally recognizes as income the dividends, if any, that it receives fro
the subsidiary. This treatment can affect the gross income and asset test calculations that apply to the REIT, as described below. Because a parent REIT doe
include the assets and income of such subsidiary corporations in determining the parent’s compliance with the REIT requirements, such entities may be used
the parent REIT to undertake indirectly activities that the REIT rules might otherwise preclude it from doing directly or through pass—through subsidiaries or
render commercially unfeasible (for example, activities that give rise to certain categories of income such as nonqualifying hedging income or inventory sales
dividends are paid to us by one or more of our TRSs then a portion of the dividends that we distribute to stockholders who are taxed at individual rates gener:
will be eligible for taxation at preferential qualified dividend income tax rates rather than at ordinary income rates. See “—Taxation of Taxable U.S.
Stockholders” and “—Annual Distribution Requirements.”

Certain restrictions imposed on TRSs are intended to ensure that such entities will be subject to appropriate levels of U.S. federal income taxation. Firs
TRS may not deduct interest payments made in any year to an affiliated REIT to the extent that such payments exceed, generally, 50% of the TRS’s adjustec
taxable income for that year (although the TRS may carry forward to, and deduct in, a succeeding year the disallowed interest amount if the 50% test is satisf
in that year). In addition, if amounts are paid to a REIT or deducted by a TRS due to transactions between a REIT, its tenants and/or a TRS, that exceed the
amount that would be paid to or deducted by a party in an arm’s—length transaction, the REIT generally will be subject to an excise tax equal to 100% of such
excess. Rents we receive that include amounts for services furnished by one of our TRSs to any of our tenants will not be subject to the excise tax if such
amounts qualify for the safe harbor provisions contained in the Internal Revenue Code. Safe harbor provisions are provided where (1) amounts are excluded
the definition of impermissible tenant service income as a result of satisfying the 1% de minimis exception; (2) a TRS renders a significant amount of similar
services to unrelated parties and the charges for such services are substantially comparable; (3) rents paid to us by tenants that are not receiving services frc
TRS are substantially comparable to the rents paid by our tenants leasing comparable space that are receiving such services from the TRS and the charge fc
services is separately stated; or (4) the TRS’s gross income from the service is not less than 150% of the TRS's direct cost of furnishing the service.

We and one of our corporate subsidiaries, CBRE Realty Finance TRS, Inc., have made an election for that subsidiary to be treated as a TRS for U.S.
federal income tax purposes. We may form additional TRSs in the future. To the extent that any such TRSs pay any taxes, they will have less cash available
distribution to us. If dividends are paid by TRSs to us, then the dividends we designate and pay to our stockholders who are individuals, up to the amount of
dividends we receive from such entities, generally will be eligible to be taxed at the reduced 15% maximum U.S. federal rate applicable to qualified dividend
income. See “—Taxation of Taxable U.S. Stockholders.” Currently, we anticipate that CBRE Realty Finance TRS, Inc. will retain its after tax income subject tc
compliance with the 20% asset test applicable to our aggregate ownership of TRSs. See “—Asset Tests.”

Taxable Mortgage Pools

An entity, or a portion of an entity, may be classified as a taxable mortgage pool under the Internal Revenue Code if:

« substantially all of its assets consist of debt obligations or interests in debt obligations;

« more than 50% of those debt obligations are real estate mortgage loans or interests in real estate mortgage loans as of specified testing dates;

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

« the payments required to be made by the entity on its debt obligations “bear a relationship” to the payments to be received by the entity on the debt

obligations that it holds as assets.
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Under Treasury regulations, if less than 80% of the assets of an entity (or a portion of an entity) consist of debt obligations, these debt obligations are
considered not to comprise “substantially all” of its assets, and therefore the entity would not be treated as a taxable mortgage pool.

We have and will likely continue in the future to enter into CDO financing transactions whereby we convey one or more pools of real estate mortgage
loans, CMBS or RMBS securities, or mortgage loans to an entity, which issues several classes of mortgage—-backed bonds having different maturities with the
cash flow from such assets being the sole source of payment of principal and interest on the several classes of mortgage-backed bonds. To the extent that w
not make a REMIC election with respect to such a securitization transaction, each such transaction will likely be a taxable mortgage pool.

A taxable mortgage pool generally is treated as a corporation for U.S. federal income tax purposes. However, special rules apply to a REIT, a portion of
REIT, or a qualified REIT subsidiary that is a taxable mortgage pool. If a REIT owns directly, or indirectly through one or more qualified REIT subsidiaries or
other entities that are disregarded as a separate entity for U.S. federal income tax purposes, 100% of the equity interest in the taxable mortgage pool, the tax
mortgage pool will be a qualified REIT subsidiary and, therefore, ignored as an entity separate from the parent REIT for U.S. federal income tax purposes anc
would not generally affect the tax qualification of the REIT. Rather, the consequences of the taxable mortgage pool classification would generally, except as
described below, be limited to the REIT’s stockholders. See “—Excess Inclusion Income.”

If we own less than 100% of the ownership interests in a subsidiary that is a taxable mortgage pool, the foregoing rules would not apply. Rather, the
subsidiary would be treated as a corporation for U.S. federal income tax purposes, and would potentially be subject to corporate income tax. In addition, this
characterization would alter our REIT income and asset test calculations and could adversely affect our compliance with those requirements. We do not expe
that we would form any subsidiary in which we own some, but less than all, of the ownership interests that would become a taxable mortgage pool, and we in
to monitor the structure of any taxable mortgage pools in which we have an interest to ensure that they will not adversely affect our qualification as a REIT.

Gross Income Tests

In order to maintain qualification as a REIT, we annually must satisfy two gross income tests. First, at least 75% of our gross income for each taxable ye
excluding gross income from sales of inventory or dealer property in “prohibited transactions,” must be derived from investments relating to real property or
mortgages on real property, including “rents from real property,” dividends received from other REITs, interest income derived from mortgage loans secured t
real property (including certain types of mortgage-backed securities), and gains from the sale of real estate assets, as well as income from certain kinds of
temporary investments. Second, at least 95% of our gross income in each taxable year, excluding gross income from prohibited transactions, must be derive
from some combination of income that qualifies under the 75% income test described above, as well as other dividends, interest, and gain from the sale or
disposition of stock or securities, which need not have any relation to real property.

For purposes of the 75% and 95% gross income tests, a REIT is deemed to have earned a proportionate share of the income earned by any partnershi
any limited liability company treated as a partnership for U.S. federal income tax purposes, in which it owns an interest, which share is determined by referenc
to its capital interest in such entity, and is deemed to have earned the income earned by any qualified REIT subsidiary.

Interest Income. Interest income constitutes qualifying mortgage interest for purposes of the 75% gross income test to the extent that the obligation is
secured by a mortgage on real property. If we receive interest income with respect to a mortgage loan that is secured by both real property and other property
the highest principal amount of the loan outstanding during a taxable year exceeds the fair market value of the real property

145



Table of Contents

on the date that we acquired or originated the mortgage loan, the interest income will be apportioned between the real property and the other property, and ot
income from the arrangement will qualify for purposes of the 75% gross income test only to the extent that the interest is allocable to the real property. Even if
loan is not secured by real property or is undersecured, the income that it generates may nonetheless qualify for purposes of the 95% gross income test.

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

To the extent that we derive interest income from a loan where all or a portion of the amount of interest payable is contingent, such income generally wi
qualify for purposes of the gross income tests only if it is based upon the gross receipts or sales and not the net income or profits of any person. This limitatio
does not apply, however, to a mortgage loan where the borrower derives substantially all of its income from the property from the leasing of substantially all o
its interest in the property to tenants, to the extent that the rental income derived by the borrower would qualify as rents from real property had it been earned
directly by us.

Any amount includible in our gross income with respect to a regular or residual interest in a REMIC generally is treated as interest on an obligation
secured by a mortgage on real property. If, however, less than 95% of the assets of a REMIC consists of real estate assets (determined as if we held such as
we will be treated as receiving directly our proportionate share of the income of the REMIC.

Among the assets we may hold are certain mezzanine loans secured by equity interests in a pass—through entity that directly or indirectly owns real
property, rather than a direct mortgage on the real property. Revenue Procedure 2003-65 provides a safe harbor pursuant to which a mezzanine loan, if it me
each of the requirements contained in the Revenue Procedure, will be treated by the IRS as a real estate asset for purposes of the REIT asset tests, and inte
derived from it will be treated as qualifying mortgage interest for purposes of the 75% gross income test (described above). Although the Revenue Procedure
provides a safe harbor on which taxpayers may rely, it does not prescribe rules of substantive tax law. Moreover, the mezzanine loans that we acquire may n
meet all of the requirements for reliance on this safe harbor. Hence, there can be no assurance that the IRS will not challenge the qualification of such assets
real estate assets or the interest generated by these loans as qualifying income under the 75% gross income test (described above). To the extent we make
corporate mezzanine loans, such loans will not qualify as real estate assets and interest income with respect to such loans will not be qualifying income for th
75% gross income test (described above).

We believe that the interest, original issue discount, and market discount income that we receive from our mortgage related securities generally will be
qualifying income for purposes of both gross income tests. However, to the extent that we own non—-REMIC collateralized mortgage obligations or other debt
instruments secured by mortgage loans (rather than by real property) or secured by non-real estate assets, or debt securities that are not secured by mortga
real property or interests in real property, the interest income received with respect to such securities generally will be qualifying income for purposes of the 9
gross income test, but not the 75% gross income test. In addition, the loan amount of a mortgage loan that we own may exceed the value of the real property
securing the loan. In that case, a portion of the income from the loan will be qualifying income for purposes of the 95% gross income test, but not the 75% grc
income test.

Fee Income. We may receive various fees in connection with our operations. The fees will be qualifying income for purposes of both the 75% and 95%
gross income tests if they are received in consideration for entering into an agreement to make a loan secured by real property and the fees are not determin
income and profits. Other fees are not qualifying income for purposes of either gross income test. Any fees earned by CBRE Realty Finance TRS, Inc., our TF
will not be included for purposes of the gross income tests.
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Dividend Income. We may indirectly receive distributions from TRSs or other corporations that are not REITs or qualified REIT subsidiaries. These
distributions will be classified as dividend income to the extent of the earnings and profits of the distributing corporation. Such distributions will generally
constitute qualifying income for purposes of the 95% gross income test, but not under the 75% gross income test. Any dividends received by us from a REIT
be qualifying income in our hands for purposes of both the 95% and 75% gross income tests.

Foreign Investments. To the extent that we hold or acquire foreign investments, such as CMBS denominated in foreign currencies, such investments m
generate foreign currency gains and losses. Foreign currency gains are generally treated as income that does not qualify under the 95% or 75% gross incom
tests. However, the IRS has not provided any specific guidance as to the proper treatment of foreign currency gains for purposes of the 95% or 75% gross inc
tests. No assurance can be given that any foreign currency gains recognized by us directly or through pass-through subsidiaries will not adversely affect our
ability to satisfy the REIT qualification requirements.

Hedging Transactions. We may enter into hedging transactions with respect to one or more of our assets or liabilities. Hedging transactions could take :
variety of forms, including interest rate swaps or cap agreements, options, futures contracts, forward rate agreements or similar financial instruments. Except
the extent provided by Treasury regulations, any income from a hedging transaction we enter into in the normal course of our business primarily to manage ri
of interest rate or price changes or currency fluctuations with respect to borrowings made or to be made, or ordinary obligations incurred or to be incurred, to
acquire or carry real estate assets, which is clearly identified as specified in Treasury regulations before the close of the day on which it was acquired, origina
or entered into, including gain from the sale or disposition of such a transaction, will not constitute gross income for purposes of the 95% gross income test (a
will generally constitute non—qualifying income for purposes of the 75% gross income test). To the extent that we enter into other types of hedging transactior
the income from those transactions is likely to be treated as non—qualifying income for purposes of both of the gross income tests. We intend to structure any
hedging transactions in a manner that does not jeopardize our qualification as a REIT.

Rents from Real Property. To the extent that we own real property or interests therein, rents we receive will qualify as “rents from real property” in
satisfying the gross income tests described above, only if several conditions are met, including the following. If rent attributable to personal property leased in
connection with real property is greater than 15% of the total rent received under any particular lease, then all of the rent attributable to such personal propert
will not qualify as rents from real property. The determination of whether an item of personal property constitutes real or personal property under the REIT
provisions of the Internal Revenue Code is subject to both legal and factual considerations and is therefore subject to different interpretations.

In addition, in order for rents received by us to qualify as “rents from real property,” the rent must not be based in whole or in part on the income or profi
of any person. However, an amount will not be excluded from rents from real property solely by being based on a fixed percentage or percentages of sales or
is based on the net income of a tenant which derives substantially all of its income with respect to such property from subleasing of substantially all of such
property, to the extent that the rents paid by the subtenants would qualify as rents from real property, if earned directly by us. Moreover, for rents received to
qualify as “rents from real property,” we generally must not operate or manage the property or furnish or render certain services to the tenants of such propert
other than through an “independent contractor” who is adequately compensated and from which we derive no income, or through a TRS, as discussed below.
are permitted, however, to perform 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 directly or indirectly provide non—customary services to tenants of our
properties without disqualifying all of the rent from the property if the payment for such services does not exceed 1% of the total gross income from the propei
In such a case, only the amounts for non—customary services are not treated as rents from real property and the provision of the
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services does not disqualify the related rent. Moreover, we are permitted to provide services to tenants or others through a TRS without disqualifying the rent:
income received from tenants for purposes of the REIT income tests.

Rental income will qualify as rents from real property only to the extent that we do not directly or constructively own, (1) in the case of any tenant which
is a corporation, stock possessing 10% or more of the total combined voting power of all classes of stock entitled to vote, or 10% or more of the total value of
shares of all classes of stock of such tenant, or (2) in the case of any tenant which is not a corporation, an interest of 10% or more in the assets or net profits
such tenant. However, rental payments from a TRS will qualify as rents from real property even if we own more than 10% of the combined voting power of the
TRS if at least 90% of the property is leased to unrelated tenants and the rent paid by the TRS is substantially comparable to the rent paid by the unrelated te
for comparable space.

Failure to Satisfy the Gross Income Tests. We intend to monitor our sources of income, including any non—qualifying income received by us, so as to
ensure our compliance with the gross income tests. If we fail to satisfy one or both of the 75% or 95% gross income tests for any taxable year, we may still
qualify as a REIT for the year if we are entitled to relief under applicable provisions of the Internal Revenue Code. These relief provisions will generally be
available if the failure of our company to meet these tests was due to reasonable cause and not due to willful neglect and, following the identification of such
failure, we set forth a description of each item of our gross income that satisfies the gross income tests in a schedule for the taxable year filed in accordance \
regulations prescribed by the Treasury. It is not possible to state whether we would be entitled to the benefit of these relief provisions in all circumstances. If
these relief provisions are inapplicable to a particular set of circumstances involving us, we will not qualify as a REIT. As discussed above under “—Taxation
REITs in General,” even where these relief provisions apply, a tax would be imposed upon the profit attributable to the amount by which we fail to satisfy the
particular gross income test.

Asset Tests

We, at the close of each calendar quarter, must also satisfy four tests relating to the nature of our assets. First, at least 75% of the value of our total ass
must be represented by some combination of “real estate assets,” cash, cash items, U.S. government securities and, under some circumstances, stock or del
instruments purchased with new capital. For this purpose, real estate assets include interests in real property, such as land, buildings, leasehold interests in r
property, stock of other corporations that qualify as REITs and certain kinds of mortgage—backed securities and mortgage loans. Assets that do not qualify fo
purposes of the 75% test are subject to the additional asset tests described below.

The second asset test is that the value of any one issuer’s securities owned by us may not exceed 5% of the value of our gross assets. Third, we may r
own more than 10% of any one issuer’s outstanding securities, as measured by either voting power or value. Fourth, the aggregate value of all securities of T
held by us may not exceed 20% of the value of our gross assets.

The 5% and 10% asset tests do not apply to securities of TRSs and qualified REIT subsidiaries. The 10% value test does not apply to certain “straight
debt” and other excluded securities, as described in the Internal Revenue Code, including but not limited to any loan to an individual or an estate, any obligati
to pay rents from real property and any security issued by a REIT. In addition, (a) a REIT’s interest as a partner in a partnership is not considered a security f
purposes of applying the 10% value test; (b) any debt instrument issued by a partnership (other than straight debt or other excluded security) will not be
considered a security issued by the partnership if at least 75% of the partnership’s gross income is derived from sources that would qualify for the 75% REIT
gross income test; and (c) any debt instrument issued by a partnership (other than straight debt or other excluded security) will not be considered a security is
by the partnership to the extent of the REIT’s interest as a partner in the partnership.

For purposes of the 10% value test, “straight debt” means a written unconditional promise to pay on demand on a specified date a sum certain in mone:
(i) the debt is not convertible, directly or indirectly, into stock,
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(ii) the interest rate and interest payment dates are not contingent on profits, the borrower’s discretion, or similar factors other than certain contingencies relat
to the timing and amount of principal and interest payments, as described in the Internal Revenue Code and (iii) in the case of an issuer which is a corporatiol
a partnership, securities that otherwise would be considered straight debt will not be so considered if we, and any of our “controlled TRSs” as defined in the
Internal Revenue Code, hold any securities of the corporate or partnership issuer which: (a) are not straight debt or other excluded securities (prior to the
application of this rule), and (b) have an aggregate value greater than 1% of the issuer’s outstanding securities (including, for the purposes of a partnership is
our interest as a partner in the partnership).

After initially meeting the asset tests at the close of any quarter, we will not lose our qualification as a REIT for failure to satisfy the asset tests at the en
of a later quarter solely by reason of changes in asset values. If we fail to satisfy the asset tests because we acquire securities during a quarter, we can cure |
failure by disposing of sufficient non—qualifying assets within 30 days after the close of that quarter. If we fail the 5% asset test, or the 10% vote or value asse
tests at the end of any quarter and such failure is not cured within 30 days thereafter, we may dispose of sufficient assets (generally within six months after th
last day of the quarter in which our identification of the failure to satisfy these asset tests occurred) to cure such a violation that does not exceed the lesser of
of our assets at the end of the relevant quarter or $10,000,000. If we fail any of the other asset tests or our failure of the 5% and 10% asset tests is in excess
de minimis amount described above, as long as such failure was due to reasonable cause and not willful neglect, we are permitted to avoid disqualification as
REIT, after the 30 day cure period, by taking steps including the disposition of sufficient assets to meet the asset test (generally within six months after the las
day of the quarter in which our identification of the failure to satisfy the REIT asset test occurred) and paying a tax equal to the greater of $50,000 or the highe
corporate income tax rate (currently 35%) of the net income generated by the nonqualifying assets during the period in which we failed to satisfy the asset tes

We expect that the assets and mortgage related securities that we own generally will be qualifying assets for purposes of the 75% asset test. However,
the extent that we own non—REMIC collateralized mortgage obligations or other debt instruments secured by mortgage loans (rather than by real property) or
secured by non-real estate assets, or debt securities issued by C corporations that are not secured by mortgages on real property, those securities may not t
qualifying assets for purposes of the 75% asset test. We believe that our holdings of securities and other assets will be structured in a manner that will comply
with the foregoing REIT asset requirements and intend to monitor compliance on an ongoing basis. Moreover, values of some assets may not be susceptible
precise determination and are subject to change in the future. Furthermore, the proper classification of an instrument as debt or equity for U.S. federal income
purposes may be uncertain in some circumstances, which could affect the application of the REIT asset tests. As an example, if we were to make an investm
in equity securities of a REIT issuer that were determined by the IRS to represent debt securities of such issuer, such securities would also not qualify as real
estate assets. Accordingly, there can be no assurance that the IRS will not contend that our interests in subsidiaries or in the securities of other issuers (inclu
REIT issuers) cause a violation of the REIT asset tests.

Annual Distribution Requirements

In order 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 t

(a) the sum of:

¢ 90% of our “REIT taxable income” (computed without regard to our deduction for dividends paid and our net capital gains); and

¢ 90% of the net income (after tax), if any, from foreclosure property (as described below); minus

(b) the sum of specified items of non—cash income that exceeds a percentage of our income.
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These distributions must be paid in the taxable year to which they relate or in the following taxable year if such distributions are declared in October,

November or December of the taxable year, are payable to stockholders of record on a specified date in any such month and are actually paid before the end
January of the following year. Such distributions are treated as both paid by us and received by each stockholder on December 31 of the year in which they a
declared. In addition, at our election, a distribution for a taxable year may be declared before we timely file our tax return for the year and be paid with or befo
the first regular dividend payment after such declaration, provided that such payment is made during the 12—-month period following the close of such taxable
year. These distributions are taxable to our stockholders in the year in which paid, even though the distributions relate to our prior taxable year for purposes o
the 90% distribution requirement.

In order for distributions to be counted towards our distribution requirement and to give rise to a tax deduction by us, they must not be “preferential
dividends.” A dividend is not a preferential dividend if it is pro rata among all outstanding shares of stock within a particular class and is in accordance with the
preferences among different classes of stock as set forth in the organizational documents.

To the extent that we distribute at least 90%, but less than 100%, of our “REIT taxable income,” as adjusted, we will be subject to tax at ordinary corpor.
tax rates on the retained portion. In addition, we may elect to retain, rather than distribute, our net long—term capital gains and pay tax on such gains. In this c
we could elect to have our stockholders include their proportionate share of such undistributed long—term capital gains in income and receive a corresponding
credit for their proportionate share of the tax paid by us. Our stockholders would then increase the adjusted basis of their stock in us by the difference betwee
the designated amounts included in their long—term capital gains and the tax deemed paid with respect to their proportionate shares.

If we fail to distribute during each calendar year at least the sum of (a) 85% of our REIT ordinary income for such year, (b) 95% of our REIT capital gain
net income for such year and (c) any undistributed taxable income from prior periods, we will be subject to a 4% excise tax on the excess of such required
distribution over the sum of (x) the amounts actually distributed (taking into account excess distributions from prior periods) and (y) the amounts of income
retained on which we have paid corporate income tax. We intend to make timely distributions so that we are not subject to the 4% excise tax.

It is possible that we, from time to time, may not have sufficient cash to meet the distribution requirements due to timing differences between (a) the act
receipt of cash, including receipt of distributions from our subsidiaries and (b) the inclusion of items in income by us for U.S. federal income tax purposes,
including the inclusion of items of income from CDO entities in which we hold an equity interest. For example, we may invest in debt instruments or notes
whose face value may exceed its issue price as determined for U.S. federal income tax purposes (“original issue discount” or OID), such that we will be requil
to include in our income a portion of the OID each year that the instrument is held before we receive any corresponding cash. In the event that such timing
differences occur, in order to meet the distribution requirements, it might be necessary to arrange for short—term, or possibly long—term, borrowings or to pay
dividends in the form of taxable in—kind distributions of property.

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

Excess Inclusion Income

If we acquire a residual interest in a REMIC, we may realize excess inclusion income. If we are deemed to have issued debt obligations having two or
more maturities, the payments on which correspond to payments on mortgage loans owned by us, such arrangement will be treated as a taxable mortgage p
U.S. federal
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income tax purposes. See “—Effect of Subsidiary Entities,” “—Taxable Mortgage Pools.” If all or a portion of our company is treated as a taxable mortgage
pool, our qualification as a REIT generally should not be impaired. However, to the extent that all or a portion of our company is treated as a taxable mortgagt
pool, or we make investments or enter into financing and securitization transactions that give rise to us being considered to own an interest in one or more ta
mortgage pools, a portion of our REIT taxable income may be characterized as excess inclusion income and allocated to our stockholders, generally in a mar
set forth under the applicable Treasury regulations. The Treasury Department has not yet issued regulations governing the tax treatment of stockholders of a
REIT that owns an interest in a taxable mortgage pool. Excess inclusion income is an amount, with respect to any calendar quarter, equal to the excess, if an
(i) taxable income allocable to the holder of a residual interest in a REMIC during such calendar quarter over (ii) the sum of amounts allocated to each day in
calendar quarter equal to its ratable portion of the product of (a) the adjusted issue price of the interest at the beginning of the quarter multiplied by (b) 120%
the long term federal rate (determined on the basis of compounding at the close of each calendar quarter and properly adjusted for the length of such quarter
Our excess inclusion income would be allocated among our stockholders. A stockholder’s share of any excess inclusion income:

¢ could not be offset by net operating losses of a stockholder;

* inthe case of a stockholder that is a REIT, a RIC or a common trust fund, would be considered excess inclusion income of such entity;

« would be subject to tax as unrelated business taxable income to a tax—exempt holder;

« would be subject to the application of the U.S. federal income tax withholding (without reduction pursuant to any otherwise applicable income tax
treaty) with respect to amounts allocable to non-U.S. stockholders; and

« although the law is not entirely clear, potentially may be taxable (at the highest corporate tax rates) to us, rather than our stockholders, to the exten
allocable to our stock held in record name by disqualified organizations (generally, tax—exempt entities not subject to unrelated business income ta
including governmental organizations). Nominees who hold our stock on behalf of disqualified organizations also potentially may be subject to this
tax.

The manner in which excess inclusion income would be allocated among shares of different classes of stock is not clear under the current law.
Tax—exempt investors, RIC or REIT investors, foreign investors, and taxpayers with net operating losses should consult with their tax advisors with respect to
excessive inclusion income.

Prohibited Transactions

Net income derived from a prohibited transaction is subject to a 100% tax. The term “prohibited transaction” generally includes a sale or other dispositio
of property (other than foreclosure property) that is held primarily for sale to customers, in the ordinary course of a trade or business by a REIT, by a lower-tie
partnership in which the REIT holds an equity interest or by a borrower that has issued a shared appreciation mortgage or similar debt instrument to the REIT
We intend to conduct our operations so that no asset owned by us or our pass—through subsidiaries will be held for sale to customers, and that a sale of any
owned by us directly or through a pass—through subsidiary will not be in the ordinary course of business. However, whether property is held “primarily for sale
to customers in the ordinary course of a trade or business” depends on the particular facts and circumstances. No assurance can be given that any particular
in which we hold a direct or indirect interest will not be treated as property held for sale to customers or that certain safe—harbor provisions of the Internal
Revenue Code that prevent such treatment will apply. The 100% tax will not apply to gains from the sale of property that is held through a TRS or other taxab
corporation, although such income will be subject to tax in the hands of the corporation at regular corporate income tax rates.

Foreclosure Property

Foreclosure property is real property and any personal property incident to such real property (1) that is acquired by a REIT as a result of the REIT havi
bid on the property at foreclosure or having otherwise reduced
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the property to ownership or possession by agreement or process of law after there was a default (or default was imminent) on a lease of the property or a
mortgage loan held by the REIT and secured by the property, (2) for which the related loan or lease was acquired by the REIT at a time when default was not
imminent or anticipated and (3) for which such REIT makes a proper election to treat the property as foreclosure property. REITs generally are subject to tax .
the maximum corporate rate (currently 35%) on any net income from foreclosure property, including any gain from the disposition of the foreclosure property,
other than income that would otherwise be qualifying income for purposes of the 75% gross income test. Any gain from the sale of property for which a
foreclosure property election has been made will not be subject to the 100% tax on gains from prohibited transactions described above, even if the property
would otherwise constitute inventory or dealer property in the hands of the selling REIT. We do not anticipate that we will receive any income from foreclosure
property that is not qualifying income for purposes of the 75% gross income test, but, if we do receive any such income, we intend to elect to treat the related
property as foreclosure property.

Failure to Qualify

In the event that we violate a provision of the Internal Revenue Code that would result in our failure to qualify as a REIT, specified relief provisions will
be available to us to avoid such disqualification if (1) the violation is due to reasonable cause, (2) we pay a penalty of $50,000 for each failure to satisfy the
provision and (3) the violation does not include a violation under the gross income or asset tests described above (for which other specified relief provisions a
available). This cure provision reduces the instances that could lead to our disqualification as a REIT for violations due to reasonable cause. If we fail to qualif
for taxation as a REIT in any taxable year and none of the relief provisions of the Internal Revenue Code apply, we will be subject to tax, including any
applicable alternative minimum tax, on our taxable income at regular corporate rates. Distributions to our stockholders in any year in which we are not a REIT
will not be deductible by us, nor will they be required to be made. In this situation, to the extent of current and accumulated earnings and profits, and, subject
limitations of the Internal Revenue Code, distributions to our stockholders will generally be taxable in the case of our stockholders who are individual U.S.
stockholders (as defined below), at a maximum rate of 15%, and dividends in the hands of our corporate U.S. stockholders may be eligible for the dividends
received deduction. Unless we are entitled to relief under the specific statutory provisions, we will also be disqualified from re—electing to be taxed as a REIT
the four taxable years following a year during which qualification was lost. It is not possible to state whether, in all circumstances, we will be entitled to statuto
relief.

Taxation of Taxable U.S. Stockholders

This section summarizes the taxation of U.S. stockholders that are not tax-exempt organizations. For these purposes, a U.S. stockholder is a beneficia
owner of our common stock that for U.S. federal income tax purposes is:

e acitizen or resident of the U.S.;

« acorporation (including an entity treated as a corporation for U.S. federal income tax purposes) created or organized in or under the laws of the U.!
or of a political subdivision thereof (including the District of Columbia);

¢ an estate whose income is subject to U.S. federal income taxation regardless of its source; or

¢ anytrustif (1) a U.S. court is able to exercise primary supervision over the administration of such trust and one or more U.S. persons have the
authority to control all substantial decisions of the trust or (2) it has a valid election in place to be treated as a U.S. person.

If an entity or arrangement treated as a partnership for U.S. federal income tax purposes holds our stock, the U.S. federal income tax treatment of a par
generally will depend upon the status of the partner and the activities of the partnership. A partner of a partnership holding our common stock should consult |
own tax advisor regarding the U.S. federal income tax consequences to the partner of the acquisition, ownership and disposition of our stock by the partnerst
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Distributions. Provided that we qualify as a REIT, distributions made to our taxable U.S. stockholders out of our current and accumulated earnings and
profits, and not designated as capital gain dividends, will generally be taken into account by them as ordinary dividend income and will not be eligible for the
dividends received deduction for corporations. In determining the extent to which a distribution with respect to our common stock constitutes a dividend for U.
federal income tax purposes, our earnings and profits will be allocated first to distributions with respect to our preferred stock, if any, and then to our common
stock. Dividends received from REITs are generally not eligible to be taxed at the preferential qualified dividend income rates applicable to individual U.S.
stockholders who receive dividends from taxable subchapter C corporations.

In addition, distributions from us that are designated as capital gain dividends will be taxed to U.S. stockholders as long-term capital gains, to the exten
that they do not exceed the actual net capital gain of our company for the taxable year, without regard to the period for which the U.S. stockholder has held it:
stock. To the extent that we elect under the applicable provisions of the Internal Revenue Code to retain our net capital gains, U.S. stockholders will be treate
having received, for U.S. federal income tax purposes, our undistributed capital gains as well as a corresponding credit for taxes paid by us on such retained
capital gains. U.S. stockholders will increase their adjusted tax basis in our common stock by the difference between their allocable share of such retained ca
gain and their share of the tax paid by us. Corporate U.S. stockholders may be required to treat up to 20% of some capital gain dividends as ordinary income.
Long-term capital gains are generally taxable at maximum federal rates of 15% (through 2010) in the case of U.S. stockholders who are individuals, and 35%
corporations. Capital gains attributable to the sale of depreciable real property held for more than 12 months are subject to a 25% maximum U.S. federal inco
tax rate for individual U.S. stockholders who are individuals, to the extent of previously claimed depreciation deductions.

Distributions in excess of our current and accumulated earnings and profits will not be taxable to a U.S. stockholder to the extent that they do not excee
the adjusted tax basis of the U.S. stockholder’s shares in respect of which the distributions were made, but rather will reduce the adjusted tax basis of these
shares. To the extent that such distributions exceed the adjusted tax basis of an individual U.S. stockholder’s shares, they will be included in income as
long-term capital gain, or short—-term capital gain if the shares have been held for one year or less. In addition, any dividend declared by us in October,
November or December of any year and payable to a U.S. stockholder of record on a specified date in any such month will be treated as both paid by us and
received by the U.S. stockholder on December 31 of such year, provided that the dividend is actually paid by us before the end of January of the following
calendar year.

With respect to U.S. stockholders who are taxed at the rates applicable to individuals, we may elect to designate a portion of our distributions paid to su
U.S. stockholders as “qualified dividend income.” A portion of a distribution that is properly designated as qualified dividend income is taxable to non-corpora
U.S. stockholders as capital gain, provided that the U.S. stockholder has held the common stock with respect to which the distribution is made for more than ¢
days during the 121-day period beginning on the date that is 60 days before the date on which such common stock became ex—dividend with respect to the
relevant distribution. The maximum amount of our distributions eligible to be designated as qualified dividend income for a taxable year is equal to the sum of

(a) the qualified dividend income received by us during such taxable year from non—REIT C corporations (including CBRE Realty Finance TRS,
Inc., our TRS, which is subject to U.S. federal income tax);

(b) the excess of any “undistributed” REIT taxable income recognized during the immediately preceding year over the U.S. federal income tax pai
by us with respect to such undistributed REIT taxable income; and

(c) the excess of any income recognized during the immediately preceding year attributable to the sale of a built-in—gain asset that was acquired
carry—over basis transaction from a non—REIT C corporation over the U.S. federal income tax paid by us with respect to such built-in gain.
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Generally, dividends that we receive will be treated as qualified dividend income for purposes of (a) above if the dividends are received from a domestic
corporation (other than a REIT or a regulated investment company), such as CBRE Realty Finance TRS, Inc., our TRS, which is subject to U.S. federal incomn
tax, or a “qualifying foreign corporation” and specified holding period requirements and other requirements are met. We expect that any foreign corporate CD(
entity which we invest would not be a “qualifying foreign corporation,” and accordingly our distribution of any income with respect to such entities will not
constitute “qualifying dividend income.”

To the extent that we have available net operating losses and capital losses carried forward from prior tax years, such losses may reduce the amount o
distributions that must be made in order to comply with the REIT distribution requirements. See “—Taxation of the Company” and “—Annual Distribution
Requirements.” Such losses, however, are not passed through to U.S. stockholders and do not offset income of U.S. stockholders from other sources, nor do
affect the character of any distributions that are actually made by us, which are generally subject to tax in the hands of U.S. stockholders to the extent that we
have current or accumulated earnings and profits.

Dispositions of Our Common Stock

In general, a U.S. stockholder will realize gain or loss upon the sale, redemption or other taxable disposition of our common stock in an amount equal tc
the difference between the sum of the fair market value of any property and the amount of cash received in such disposition and the U.S. stockholder’s adjust
tax basis in the common stock at the time of the disposition. In general, a U.S. stockholder’s adjusted tax basis will equal the U.S. stockholder's acquisition cc
increased by the excess of net capital gains deemed distributed to the U.S. stockholder (discussed above) less tax deemed paid on it and reduced by returns
capital. In general, capital gains recognized by individuals and other non—corporate U.S. stockholders upon the sale or disposition of shares of our common s
will be subject to a maximum U.S. federal income tax rate of 15% for taxable years through 2010, if our common stock is held for more than 12 months, and v
be taxed at ordinary income rates (of up to 35% through 2010) if our common stock is held for 12 months or less. Gains recognized by U.S. stockholders that
corporations are subject to U.S. federal income tax at a maximum rate of 35%, whether or not classified as long—term capital gains. The IRS has the authority
prescribe, but has not yet prescribed, regulations that would apply a capital gain tax rate of 25% (which is generally higher than the long-term capital gain tax
rates for non—corporate holders) to a portion of capital gain realized by a non—corporate holder on the sale of REIT stock or depositary shares that would
correspond to the REIT'’s “unrecaptured Section 1250 gain.” Holders are advised to consult with their own tax advisors with respect to their capital gain tax
liability. Capital losses recognized by a U.S. stockholder upon the disposition of our common stock held for more than one year at the time of disposition will t
considered long—term capital losses, and are generally available only to offset capital gain income of the U.S. stockholder but not ordinary income (except in
case of individuals, who may offset up to $3,000 of ordinary income each year). In addition, any loss upon a sale or exchange of shares of our common stock
a U.S. stockholder who has held the shares for six months or less, after applying holding period rules, will be treated as a long—term capital loss to the extent
distributions received from us that were required to be treated by the U.S. stockholder as long-term capital gain.

Passive Activity Losses and Investment Interest Limitations

Distributions made by us and gain arising from the sale or exchange by a U.S. stockholder of our common stock 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 common stock. Distributions made
us, to the extent they do not constitute a return of capital, generally will be treated as investment income for purposes of computing the investment interest
limitation. A U.S. stockholder that elects to treat capital gain dividends, capital gains from the disposition of stock or qualified dividend income as investment
income for purposes of the investment interest limitation will be taxed at ordinary income rates on such amounts.
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Taxation of Tax-Exempt U.S. Stockholders

U.S. tax—exempt entities, including qualified employee pension and profit sharing trusts and individual retirement accounts, generally are exempt from
U.S. federal income taxation. However, they are subject to taxation on their unrelated business taxable income, which we refer to in this prospectus as UBTI.
While many investments in real estate may generate UBTI, the IRS has ruled that dividend distributions from a REIT to a tax—exempt entity do not constitute
UBTI. Based on that ruling, and provided that (1) a tax—exempt U.S. stockholder has not held our common stock as “debt financed property” within the meani
of the Internal Revenue Code (i.e. where the acquisition or holding of the property is financed through a borrowing by the tax—exempt stockholder), (2) our
common stock is not otherwise used in an unrelated trade or business, and (3) we do not hold an asset that gives rise to “excess inclusion income” (see “—E
of Subsidiary Entities,” “—Taxable Mortgage Pools” and “—Excess Inclusion Income”), distributions from us and income from the sale of our common stock
generally should not give rise to UBTI to a tax—exempt U.S. stockholder. As previously noted, we expect to engage in transactions that would result in a portic
of our dividend income being considered “excess inclusion income,” and accordingly, it is likely that a significant portion of our dividends received by a
tax—exempt stockholder could give rise to UBTI.

Tax—exempt U.S. stockholders that are social clubs, voluntary employee benefit associations, supplemental unemployment benefit trusts, and qualified
group legal services plans exempt from U.S. federal income taxation under Sections 501(c)(7), (c)(9), (c)(17) and (c)(20) of the Internal Revenue Code,
respectively, are subject to different UBTI rules, which generally will require them to characterize distributions from us as UBTI.

In certain circumstances, a pension trust (1) that is described in Section 401(a) of the Internal Revenue Code, (2) is tax exempt under Section 501(a) of
Internal Revenue Code, and (3) that owns more than 10% of our stock could be required to treat a percentage of the dividends from us as UBTI if we are a
“pension—held REIT.” We will not be a pension—held REIT unless (1) either (A) one pension trust owns more than 25% of the value of our stock, or (B) a grou
of pension trusts, each individually holding more than 10% of the value of our stock, collectively owns more than 50% of such stock; and (2) we would not hav
qualified as a REIT but for the fact that Section 856(h)(3) of the Internal Revenue Code provides that stock owned by such trusts shall be treated, for purpose
the requirement that not more than 50% of the value of the outstanding stock of a REIT is owned, directly or indirectly, by five or fewer “individuals” (as define
in the Internal Revenue Code to include certain entities), as owned by the beneficiaries of such trusts. Certain restrictions on ownership and transfer of our st
should generally prevent a tax—exempt entity from owning more than 10% of the value of our stock, or us from becoming a pension—held REIT.

Tax—exempt U.S. stockholders are urged to consult their own tax advisors regarding the U.S. federal, state, local and foreign tax consequences of owni
our stock.

Taxation of Non-U.S. Stockholders

The following is a summary of certain U.S. federal income tax consequences of the acquisition, ownership and disposition of our common stock applica
to non-U.S. stockholders of our common stock. For purposes of this summary, a non-U.S. stockholder is a beneficial owner of our common stock that is not
U.S. stockholder. The discussion is based on current law and is for general information only. It addresses only selective and not all aspects of U.S. federal inc
taxation.

Ordinary Dividends. The portion of dividends received by non-U.S. stockholders payable out of our earnings and profits that are not attributable to gain
from sales or exchanges of U.S. real property interests and which are not effectively connected with a U.S. trade or business of the non-U.S. stockholder will
generally be subject to U.S. federal withholding tax at the rate of 30%, unless reduced or eliminated by an applicable income tax treaty. Under some treaties,
however, lower rates generally applicable to dividends do not apply to dividends from REITs. In addition, any portion of the dividends paid to non-U.S.
stockholders that are treated as excess inclusion income will not be eligible for exemption from the 30% withholding tax or a reduced treaty rate.
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In general, non-U.S. stockholders will not be considered to be engaged in a U.S. trade or business solely as a result of their ownership of our stock. In
cases where the dividend income from a non-U.S. stockholder’s investment in our common stock is, or 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 U.S. federal income tax at graduated rates, in the san
manner as U.S. stockholders are taxed with respect to such dividends, and may also be subject to the 30% branch profits tax on the income after the applicat
of the income tax in the case of a non-U.S. stockholder that is a corporation.

Non-Dividend Distributions. Unless (A) our common stock constitutes a U.S. real property interest, or USRPI, or (B) either (1) if the non-U.S.
stockholder’s investment in our common stock is effectively connected with a U.S. trade or business conducted by such non-U.S. stockholder (in which case
non-U.S. stockholder will be subject to the same treatment as U.S. stockholders with respect to such gain) or (2) if 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 has a “tax home” in the U.S. (in which case the non-U.S.
stockholder will be subject to a 30% tax on the individual's net capital gain for the year), distributions by us which are not dividends out of our earnings and
profits will not be subject to U.S. federal income tax. If it cannot be determined at the time at which a distribution is made whether or not the distribution will
exceed current and accumulated earnings and profits, the distribution will be subject to withholding at the rate applicable to dividends. However, the non-U.S
stockholder may seek a refund from the IRS of any amounts withheld if it is subsequently determined that the distribution was, in fact, in excess of our curren
and accumulated earnings and profits. If our company’s common stock constitutes a USRPI, as described below, distributions by us in excess of the sum of
earnings and profits plus the non-U.S. stockholder’s adjusted tax basis in our common stock will be taxed under the Foreign Investment in Real Property Tax
Act of 1980, or FIRPTA, at the rate of tax, including any applicable capital gains rates, that would apply to a U.S. stockholder of the same type (e.g., an
individual or a corporation, as the case may be), and the collection of the tax will be enforced by a refundable withholding at a rate of 10% of the amount by
which the distribution exceeds the stockholder’s share of our earnings and profits.

Capital Gain Dividends. Under FIRPTA, a distribution made by us to a non-U.S. stockholder, to the extent attributable to gains from dispositions of
USRPIs held by us directly or through pass-through subsidiaries (“USRPI capital gains”), will be considered effectively connected with a U.S. trade or busine:
of the non-U.S. stockholder and will be subject to U.S. federal income tax at the rates applicable to U.S. stockholders, without regard to whether the distributi
is designated as a capital gain dividend. In addition, we will be required to withhold tax equal to 35% of the amount of capital gain dividends to the extent the
dividends constitute USRPI capital gains. Distributions subject to FIRPTA may also be subject to a 30% branch profits tax in the hands of a non-U.S. holder t
is a corporation. However, the 35% withholding tax will not apply to any capital gain dividend with respect to any class of our stock which is regularly traded o
an established securities market located in the U.S. if the non—-U.S. stockholder did not own more than 5% of such class of stock at any time during the taxab
year. Instead any capital gain dividend will be treated as a distribution subject to the rules discussed above under “—Taxation of Non-U.S.
Stockholders—Ordinary Dividends.” Also, the branch profits tax will not apply to such a distribution. A distribution is not a USRPI capital gain if we held the
underlying asset solely as a creditor, although the holding of a shared appreciation mortgage loan would not be solely as a creditor. Capital gain dividends
received by a non-U.S. stockholder from a REIT that are not USRPI capital gains are generally not subject to U.S. federal income or withholding tax, unless
either (1) if the non-U.S. stockholder’s investment in our common stock is effectively connected with a U.S. trade or business conducted by such non-U.S.
stockholder (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) if the non-U.
stockholder is a nonresident alien individual who was present in the U.S. for 183 days or more during the taxable year and has a “tax home” in the U.S. (in wk
case the non-U.S. stockholder will be subject to a 30% tax on the individual’'s net capital gain for the year).

Dispositions of Our Common Stock. Unless our common stock constitutes a USRPI, a sale of the stock by a non-U.S. stockholder generally will not be
subject to U.S. federal income taxation under FIRPTA. The stock will not be treated as a USRPI if less than 50% of our assets throughout a prescribed testing
period consist of interests
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in real property located within the U.S., excluding, for this purpose, interests in real property solely in a capacity as a creditor. We do not expect that more tha
50% of our assets will consist of interests in real property located in the U.S.

In addition, our common stock will not constitute a USRPI if we are a “domestically controlled REIT.” A domestically controlled REIT is a REIT in

which, at all times during a specified testing period, less than 50% in value of its outstanding stock is held directly or indirectly by non-U.S. stockholders. We
believe we are, and we expect to continue to be, a domestically controlled REIT and, therefore, the sale of our common stock should not be subject to taxatio
under FIRPTA. However, because our stock is widely held, we cannot assure our investors that we are or will remain a domestically controlled REIT. Even if
do not qualify as a domestically controlled REIT, a non-U.S. stockholder’s sale of our common stock nonetheless will generally not be subject to tax under
FIRPTA as a sale of a USRPI, provided that (a) our common stock owned is of a class that is “regularly traded,” as defined by applicable Treasury Departmer
regulations, on an established securities market, and (b) the selling non-U.S. stockholder owned, actually or constructively, 5% or less of our outstanding sto
of that class at all times during a specified testing period.

If gain on the sale of our common stock were subject to taxation under FIRPTA, the non-U.S. stockholder would be subject to the same treatment as a
U.S. stockholder with respect to such gain, subject to applicable alternative minimum tax and a special alternative minimum tax in the case of non-resident al
individuals, and the purchaser of the stock could be required to withhold 10% of the purchase price and remit such amount to the IRS.

Gain from the sale of our common stock that would not otherwise be subject to FIRPTA will nonetheless be taxable in the U.S. to a non-U.S. stockhold
in two cases: (a) if the non-U.S. stockholder’s investment in our common stock is effectively connected with a U.S. trade or business conducted by such
non-U.S. stockholder, the non-U.S. stockholder will be subject to the same treatment as a U.S. stockholder with respect to such gain, or (b) if 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 has a “tax home” in the U.S., the
nonresident alien individual will be subject to a 30% tax on the individual's capital gain.

Backup Withholding and Information Reporting

We will report to our U.S. stockholders and the IRS the amount of dividends paid during each calendar year and the amount of any tax withheld. Under
backup withholding rules, a U.S. 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
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 his or her correct taxpayer identification number or social security number may also be subject to penalties imposed by the IRS. Backup
withholding is not an additional tax. In addition, we may be required to withhold a portion of capital gain distribution to any U.S. stockholder who fails to certify
their non—foreign status.

We must report annually to the IRS and to each non-U.S. stockholder the amount of dividends paid to such holder and the tax withheld with respect to
such dividends, regardless of whether withholding was required. Copies of the information returns reporting such dividends and withholding may also be mad
available to the tax authorities in the country in which the non-U.S. stockholder resides under the provisions of an applicable income tax treaty. A non-U.S.
stockholder may be subject to backup withholding unless applicable certification requirements are met.

Payment of the proceeds of a sale of our common stock within the U.S. is subject to both backup withholding and information reporting unless the
beneficial owner certifies under penalties of perjury that it is a non-U.S. stockholder (and the payor does not have actual knowledge or reason to know that tt
beneficial owner
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is a U.S. person) or the holder otherwise establishes an exemption. Payment of the proceeds of a sale of our common stock conducted through certain U.S. r
financial intermediaries is subject to information reporting (but not backup withholding) unless the financial intermediary has documentary evidence in its
records that the beneficial owner is a non—-U.S. stockholder and specified conditions are met or an exemption is otherwise established.

Any amounts withheld under the backup withholding rules may be allowed as a refund or a credit against such holder’s U.S. federal income tax liability
provided the required information is furnished to the IRS.

State, Local and Foreign Taxes

Our company and our subsidiaries and stockholders may be subject to state, local or foreign taxation in various jurisdictions, including those in which it
they transact business, own property or reside. We own interests in properties located in a number of jurisdictions, and may be required to file tax returns in
certain of those jurisdictions. The state, local or foreign tax treatment of our company and our stockholders may not conform to the U.S. federal income tax
treatment discussed above. Any foreign taxes incurred by us would not pass through to stockholders as a credit against their U.S. federal income tax liability.
Prospective stockholders should consult their own tax advisors regarding the application and effect of state, local and foreign income and other tax laws on al
investment in our company’s common stock.
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UNDERWRITING

Under the terms and subject to the conditions contained in an underwriting agreement dated 2006, we and the selling stockholders have agree
sell to the underwriters named below, for whom Credit Suisse Securities (USA) LLC, Deutsche Bank Securities Inc., Citigroup Global Markets Inc. and
Wachovia Capital Markets, LLC are acting as representatives, the following respective numbers of shares of common stock:

Underwriter Number of Shares
Credit Suisse Securities (USA) LLC
Deutsche Bank Securities Inc.
Citigroup Global Markets Inc.
Wachovia Capital Markets, LLC
JMP Securities LLC
Total 10,000,000

The underwriting agreement provides that the underwriters are obligated to purchase all of the shares of common stock in the offering if any are purcha
other than those shares of our common stock covered by the over—allotment option described below. The underwriting agreement also provides that if an
underwriter defaults the purchase commitments of non—defaulting underwriters may be increased or the offering may be terminated.

We have granted to the underwriters a 30—day option to purchase on a pro rata basis up to 1,500,000 additional shares from us at the initial public offer
price less the underwriting discounts and commissions. The option may be exercised only to cover any over—allotments of common stock.

The underwriters propose to offer the shares of common stock initially at the public offering price on the cover page of this prospectus and to selling gro
members at that price less a selling concession of $ per share. The underwriters and selling group members may allow a discount of $ per she
sales to other broker/dealers. After the initial public offering the underwriters may change the public offering price and concession and discount to
broker/dealers.

The following table summarizes the compensation and estimated expenses we and the selling stockholders will pay:

Per Share Total
Without With Without With
Over-allotment Over-allotment Over-allotment Over-allotment
Underwriting discounts and commissions paid by us $ $ $ $
Expenses payable by us $ $ $ $
Underwriting discounts and commissions paid by selling stockholders  $ $ $ $
Expenses payable by the selling stockholders $ $ $ $

The underwriters will not confirm sales to any accounts over which they exercise discretionary authority without first receiving a written consent from
those accounts.

Under Rule 2720 of the rules and regulations of the NASD, when an NASD member with a conflict of interest participates as an underwriter in a public
offering, the initial public offering price may be no higher than that recommended by a “qualified independent underwriter,” as defined by the NASD. Although
this rule does not apply to REITs and therefore to this offering, we have retained Citigroup Global Markets Inc. to act as a
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qualified independent underwriter. In such role, Citigroup Global Markets Inc. has performed a due diligence investigation of us and participated in the
preparation of this prospectus and the registration statement. The initial public offering price of the shares of our common stock will be no higher than the pric
recommended by Citigroup Global Markets Inc. We have agreed to indemnify Citigroup Global Markets Inc. against liabilities incurred in connection with actin
as a qualified independent underwriter, including liabilities under the Securities Act.

We intend to use all of the net proceeds from the sale of our common stock to repay approximately $125.7 million of warehouse lines owed by us to an
affiliate of Wachovia Capital Markets, LLC, one of our underwriters.

We have agreed that we will not offer, sell, contract to sell, pledge or otherwise dispose of, directly or indirectly, or file with the SEC a registration
statement under the Securities Act of 1933, as amended, relating to, any shares of our common stock or securities convertible into or exchangeable or exerci
for any shares of our common stock, or publicly disclose the intention to make any offer, sale, pledge, disposition or filing, without the prior written consent of
Credit Suisse Securities (USA) LLC, Deutsche Bank Securities Inc., Citigroup Global Markets Inc. and Wachovia Capital Markets, LLC, for a period of 180
days after the date of this prospectus, except issuances pursuant to the exercise of employee stock options outstanding on the date hereof. However, in the €
that either (1) during the last 17 days of the “lock—up” period, we release earnings results or material news or a material event relating to us occurs or (2) prio
the expiration of the “lock—up” period, we announce that we will release earnings results during the 16—day period beginning on the last day of the “lock-up”
period, then in either case the expiration of the “lock—up” will be extended until the expiration of the 18—-day period beginning on the date of the release of the
earnings results or the occurrence of the material news or event, as applicable, unless Credit Suisse Securities (USA) LLC, Deutsche Bank Securities Inc.,
Citigroup Global Markets Inc. and Wachovia Capital Markets, LLC waive, in writing, such an extension. The lock—up provisions do not prohibit us from filing a
resale registration statement to register the resale of the shares issued in our June 2005 private offering.

Our officers, directors, members of our Investment Committee, our Manager, CBRE and our existing stockholders have agreed that they will not offer,
sell, contract to sell, pledge or otherwise dispose of, directly or indirectly, any shares of our common stock or securities convertible into or exchangeable or
exercisable for any shares of our common stock, enter into a transaction that would have the same effect, or enter into any swap, hedge or other arrangemen
transfers, in whole or in part, any of the economic consequences of ownership of our common stock, whether any of these transactions are to be settled by
delivery of our common stock or other securities, in cash or otherwise, or publicly disclose the intention to make any offer, sale, pledge or disposition, or to en
into any transaction, swap, hedge or other arrangement, without, in each case, the prior written consent of Credit Suisse Securities (USA) LLC, Deutsche Bar
Securities Inc., Citigroup Global Markets Inc. and Wachovia Capital Markets, LLC, for a period of 180 days after the date of this prospectus (or, with respect t
our existing stockholders, 60 days after the date of this prospectus). However, in the event that either (1) during the last 17 days of the “lock—up” period, we
release earnings results or material news or a material event relating to us occurs or (2) prior to the expiration of the “lock—-up” period, we announce that we w
release earnings results during the 16—day period beginning on the last day of the “lock—up” period, then in either case the expiration of the “lock—up” will be
extended until the expiration of the 18—day period beginning on the date of the release of the earnings results or the occurrence of the material news or event
applicable, unless Credit Suisse Securities (USA) LLC, Deutsche Bank Securities Inc., Citigroup Global Markets Inc. and Wachovia Capital Markets, LLC
waive, in writing, such an extension. 2,444,475 shares (including 672,900 shares issuable upon exercise of outstanding options and increased by any shares
bought by these entities or individuals in the offering or during the “lock—-up” period) will be subject to the 180—day “lock—-up” period. The lock-up provisions
do not prohibit us from filing a resale registration statement to register the resale of the shares issued in our June 2005 private offering.

In relation to each member state of the European Economic Area which has implemented the Prospectus Directive, or a Relevant Member State, each
underwriter represents and agrees that with effect from and
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including the date on which the Prospectus Directive is implemented in that Relevant Member State, or the Relevant Implementation Date, it has not made ar
will not make an offer of shares to the public in that Relevant Member State prior to the publication of a prospectus in relation to the shares which has been
approved by the competent authority in that Relevant Member State or, where appropriate, approved in another Relevant Member State and notified to the
competent authority in that Relevant Member State, all in accordance with the Prospectus Directive, except that it may, with effect from and including the
Relevant Implementation Date, make an offer of shares to the public in that Relevant Member State at any time,

« to legal entities which are authorized or regulated to operate in the financial markets or, if not so authorized or regulated, whose corporate purpose
solely to invest in securities;

« to any legal entity which has two or more of (1) an average of at least 250 employees during the last financial year; (2) a total balance sheet of mor
than €43,000,000 and (3) an annual net turnover of more than €50,000,000, as shown in its last annual or consolidated accounts;

« to fewer than 100 natural or legal persons (other than qualified investors as defined in the Prospectus Directive) subject to obtaining the prior conte
of the manager for any such offer; or

¢ in any other circumstances which do not require the publication by us of a prospectus pursuant to Article 3 of the Prospectus Directive.

For the purposes of this provision, (i) the expression an “offer of shares to the public” in relation to any shares in any Relevant Member State means the
communication in any form and by any means of sufficient information on the terms of the offer and the shares to be offered so as to enable an investor to de
to purchase or subscribe the shares, as the same may be varied in that Member State by any measure implementing the Prospectus Directive in that Membe
and (ii) the expression “Prospectus Directive” means Directive 2003/71/EC and includes any relevant implementing measure in such Relevant Member State.

We have been advised by the underwriters that:

« they have complied and will comply with all applicable provisions of the Financial Services and Markets Act 2000 or FSMA, with respect to anything
done by them in relation to our common stock in, from or otherwise involving the United Kingdom; they have only communicated or caused to be
communicated and will only communicate or cause to be communicated any invitation or inducement to engage in investment activity (within the
meaning of Section 21 of the FSMA) received by them in connection with the issue or sale of our common stock in circumstances in which
Section 21(1) of the FSMA does not apply to us;

« they will not offer or sell any of our common stock directly or indirectly in Japan or to, or for the benefit of any Japanese person or to others, for
re—offering or re—sale directly or indirectly in Japan or to any Japanese person, except in each case pursuant to an exemption from the registration
requirements of, and otherwise in compliance with, the Securities and Exchange Law of Japan and any other applicable laws and regulations of Ja
For purposes of this paragraph, “Japanese person” means any person resident in Japan, including any corporation or other entity organized under
laws of Japan;

« they and each of their affiliates have not (i) offered or sold and will not offer or sell in Hong Kong, by means of any document, our common stock
other than (a) to “professional investors” as defined in the Securities and Futures Ordinance (Cap. 571) of Hong Kong and any rules made under th
Ordinance or (b) in other circumstances which do not result in the document being a “prospectus” as defined in the Companies Ordinance (Cap. 32
Hong Kong or which do not constitute an offer to the public within the meaning of that Ordinance or (ii) issued or had in their possession for the
purposes of issue, and will not issue or have in their possession for the purposes of issue, whether in Hong Kong or elsewhere, any advertisement,
invitation or document relating to our common stock, which is directed at, or the contents of which are likely to be accessed or read by, the public o
Hong Kong (except if permitted to do so under the securities laws of Hong Kong) other than with respect to our common stock which are
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or are intended to be disposed of only to persons outside Hong Kong or only to “professional investors” as defined in the Securities and Futures
Ordinance and any rules made under that Ordinance. The contents of this document have not been reviewed by any regulatory authority in Hong
Kong. You are advised to exercise caution in relation to the offer. If you are in any doubt about any of the contents of this document, you should
obtain independent professional advice;

« this prospectus or any other offering material relating to our common stock has not been and will not be registered as a prospectus with the Monete
Authority of Singapore, and our common stock will be offered in Singapore pursuant to exemptions under Section 274 and Section 275 of the
Securities and Futures Act, Chapter 289 of Singapore (the “Securities and Futures Act”). Accordingly, our common stock may not be offered or solc
or be the subject of an invitation for subscription or purchase, nor may this prospectus or any other offering material relating to our common stock b
circulated or distributed, whether directly or indirectly, to the public or any member of the public in Singapore other than (a) to an institutional
investor or other person specified in Section 274 of the Securities and Futures Act, (b) to a sophisticated investor, and in accordance with the
conditions specified in Section 275 of the Securities and Futures Act or (c) otherwise pursuant to, and in accordance with the conditions of, any oth
applicable provision of the Securities and Futures Act;

« they are aware of the fact that no German sales prospectus (Verkaufsprospekt) within the meaning of the Securities Sales Prospectus Act
(Wertpapier—Verkaufsprospektgesetz, the “Act”) of the Federal Republic of Germany has been or will be published with respect to our common
stock. In particular, each underwriter has represented that it has not engaged and has agreed that it will not engage in a public offering (6ffentliches
Angebot) within the meaning of the Act with respect to any of our common stock otherwise than in accordance with the Act and all other applicable
legal and regulatory requirements;

« shares of our common stock are being issued and sold outside the Republic of France and that, in connection with their initial distribution, they hawv
not offered or sold and will not offer or sell, directly or indirectly, any of our common stock to the public in the Republic of France, and that they
have not distributed and will not distribute or cause to be distributed to the public in the Republic of France this prospectus or any other offering
material relating to our common stock, and that such offers, sales and distributions have been and will be made in the Republic of France only to
qualified investors (investisseurs qualifiés) in accordance with Article L.411-2 of the Monetary and Financial Code and decrét no. 98-880 dated
1st October, 1998; and

» shares of our common stock may not be offered, sold, transferred or delivered in or from the Netherlands as part of their initial distribution or at any
time thereafter, directly or indirectly, other than to individuals or legal entities situated in The Netherlands who or which trade or invest in securities
in the conduct of a business or profession (which includes banks, securities intermediaries (including dealers and brokers), insurance companies,
pension funds, collective investment institutions, central governments, large international and supranational organizations, other institutional investc
and other parties, including treasury departments of commercial enterprises, which as an ancillary activity regularly invest in securities; hereinafter,
“Professional Investors”), provided that in the offer, prospectus and in any other documents or advertisements in which a forthcoming offering of ou
common stock is publicly announced (whether electronically or otherwise) in The Netherlands it is stated that such offer is and will be exclusively
made to such Professional Investors. Individual or legal entities who are not Professional Investors may not participate in the offering of our commc
stock, and this prospectus or any other offering material relating to our common stock may not be considered an offer or the prospect of an offer to
sell or exchange our common stock.

We and the selling stockholders have agreed to indemnify the underwriters against liabilities under the Securities Act, or contribute to payments that the
underwriters may be required to make in that respect.

Our common stock has been approved for listing, subject to official notice of issuance, on the NYSE under the symbol “CBF.”
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Prior to this offering, there has been no public market for our common stock. Consequently, the initial public offering price for the shares was determine
by negotiations among us, the selling stockholders and the representatives. Among the factors considered in determining the initial public offering price were
record of operations, our management, our estimated net income, our estimated cash available for distribution to our common stockholders, our anticipated
dividend yield, our growth prospects, the current market valuations, financial performance and dividend yields of publicly traded companies considered by us
and the underwriters to be comparable to us, and the current state of the commercial real estate industry and the economy as a whole. We cannot assure yol
however, that the prices at which the shares will sell in the public market after this offering will not be lower than the initial public offering price or that an activ
trading market in our common stock will develop and continue after this offering.

In connection with the offering, the underwriters may engage in stabilizing transactions, over—allotment transactions, syndicate covering transactions,
penalty bids and passive market making in accordance with Regulation M under the Exchange Act.

Stabilizing transactions permit bids to purchase the underlying security so long as the stabilizing bids do not exceed a specified maximum.

Over-allotment transactions involve sales by the underwriters of shares in excess of the number of shares the underwriters are obligated to purcha
which creates a syndicate short position. The short position may be either a covered short position or a naked short position. In a covered short
position, the number of shares over—allotted by the underwriters is not greater than the number of shares that they may purchase in the over—allotn
option. In a naked short position, the number of shares involved is greater than the number of shares in the over—allotment option. The underwriter:
may close out any covered short position by either exercising their over—allotment option and/or purchasing shares in the open market.

Syndicate covering transactions involve purchases of the common stock in the open market after the distribution has been completed in order to co
syndicate short positions. In determining the source of shares to close out the short position, the underwriters will consider, among other things, the
price of shares available for purchase in the open market as compared to the price at which they may purchase shares through the over—allotment
option. If the underwriters sell more shares than could be covered by the over—allotment option, a naked short position, the position can only be

closed out by buying shares in the open market. A naked short position is more likely to be created if the underwriters are concerned that there cou
be downward pressure on the price of the shares in the open market after pricing that could adversely affect investors who purchase in the offering

Penalty bids permit the representatives to reclaim a selling concession from a syndicate member when the common stock originally sold by the
syndicate member is purchased in a stabilizing or syndicate covering transaction to cover syndicate short positions.

In passive market making, market makers in the common stock who are underwriters or prospective underwriters may, subject to limitations, make
bids for or purchases of our common stock until the time, if any, at which a stabilizing bid is made.

These stabilizing transactions, syndicate covering transactions and penalty bids may have the effect of raising or maintaining the market price of our
common stock or preventing or retarding a decline in the market price of the common stock. As a result the price of our common stock may be higher than the
price that might otherwise exist in the open market. These transactions may be effected on the NYSE and, if commenced, may be discontinued at any time.

The underwriters or their affiliates engaged in transactions with, and performed services for, us in the ordinary course of their business and may do so il
the future for which they received or will receive customary fees and reimbursements of expenses.
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We have purchased and will in the future likely purchase investments, including CMBS, B Notes and mezzanine loans, from or issued by affiliates of
underwriters in this offering or underwritten by underwriters in this offering. As of August 31, 2006, an aggregate of approximately $233.0 million in carrying
value, or approximately 22.0%, of our portfolio had been issued by affiliates of the underwriters in this offering or underwritten by underwriters in this offering,
including Credit Suisse Securities (USA) LLC and Deutsche Bank Securities Inc.

Deutsche Bank AG, New York Branch, an affiliate of Deutsche Bank Securities Inc., and Credit Suisse International, an affiliate of Credit Suisse
Securities (USA) LLC, two of our underwriters, have entered into a number of interest rate swaps with us.

Deutsche Bank AG, Cayman Islands Branch, an affiliate of Deutsche Bank Securities Inc., one of our underwriters, entered into two master repurchase
agreements with us under which an aggregate amount of $39.7 million was outstanding as of August 31, 2006. The $250.0 million master repurchase agreen
has an extended maturity date of November 29, 2006 and the maturity date of the $400.0 million master repurchase agreement has been extended daily sinc
initial repurchase date of August 29, 2006.

Deutsche Bank Securities Inc., one of our underwriters, acted as exclusive structurer and placement agent for us in connection with a CDO transaction,
which closed on March 28, 2006, and received a fee of approximately $5.3 million in connection with the transaction.

Wachovia Bank, N.A., an affiliate of one of our underwriters, entered into a $175.0 million mortgage loan purchase agreement with us on July 20, 2006.
As of August 31, 2006, $169.7 million was outstanding under this facility. This mortgage loan purchase agreement matures on September 30, 2006. In additic
on August 24, 2006, Wachovia Bank, N.A. entered into a $300.0 million master repurchase agreement with us under which $38.0 million was outstanding as
August 31, 2006. This master repurchase agreement matures on August 24, 2009.

A prospectus in electronic format may be made available on the web sites maintained by one or more of the underwriters, or selling group members, if ¢
participating in this offering and one or more of the underwriters participating in this offering may distribute prospectuses electronically. The representatives m
agree to allocate a number of shares to underwriters and selling group members for sale to their online brokerage account holders. Internet distributions will k
allocated by the underwriters and selling group members that will make internet distributions on the same basis as other allocations.
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NOTICE TO CANADIAN RESIDENTS

Resale Restrictions

The distribution of the common stock in Canada is being made only on a private placement basis exempt from the requirement that we and the selling
stockholders prepare and file a prospectus with the securities regulatory authorities in each province where trades of the common stock are made. Any resale
the common stock in Canada must be made under applicable securities laws which will vary depending on the relevant jurisdiction, and which may require
resales to be made under available statutory exemptions or under a discretionary exemption granted by the applicable Canadian securities regulatory authori
Purchasers are advised to seek legal advice prior to any resale of the common stock.

Representations of Purchasers

By purchasing common stock in Canada and accepting a purchase confirmation a purchaser is representing to us, the selling stockholders and the dea
from whom the purchase confirmation is received that:

« the purchaser is entitled under applicable provincial securities laws to purchase the common stock without the benefit of a prospectus qualified und
those securities laws,

« where required by law, that the purchaser is purchasing as principal and not as agent,

« the purchaser has reviewed the text above under Resale Restrictions, and

« the purchaser acknowledges and consents to the provision of specified information concerning its purchase of the common stock to the regulatory
authority that by law is entitled to collect the information.

Further details concerning the legal authority of this information is available on request.

Rights of Action—Ontario Purchasers Only

Under Ontario securities legislation, a purchaser who purchases a security offered by this prospectus during the period of distribution will have a statuto
right of action for damages, or while still the owner of the common stock, for rescission against us and the selling stockholders in the event that this prospectu
contains a misrepresentation without regard to whether the purchaser relied on the misrepresentation. The right of action for damages is exercisable not later
the earlier of 180 days from the date the purchaser first had knowledge of the facts giving rise to the cause of action and three years from the date on which
payment is made for the common stock. The right of action for rescission is exercisable not later than 180 days from the date on which payment is made for t
common stock. If a purchaser elects to exercise the right of action for rescission, the purchaser will have no right of action for damages against us or the selli
stockholders. In no case will the amount recoverable in any action exceed the price at which the common stock were offered to the purchaser and if the purct
is shown to have purchased the securities with knowledge of the misrepresentation, we and the selling stockholders, will have no liability. In the case of an ac
for damages, we and the selling stockholders, will not be liable for all or any portion of the damages that are proven to not represent the depreciation in value
the common stock as a result of the misrepresentation relied upon. These rights are in addition to, and without derogation from, any other rights or remedies
available at law to an Ontario purchaser. The foregoing is a summary of the rights available to an Ontario purchaser. Ontario purchasers should refer to the
complete text of the relevant statutory provisions.

Enforcement of Legal Rights

All of our directors and officers as well as the experts named herein and the selling stockholders may be located outside of Canada and, as a result, it n
not be possible for Canadian purchasers to effect service of process within Canada upon us or those persons. All or a substantial portion of our assets and th
assets of those
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persons may be located outside of Canada and, as a result, it may not be possible to satisfy a judgment against us or those persons in Canada or to enforce
judgment obtained in Canadian courts against us or those persons outside of Canada.

Taxation and Eligibility for Investment

Canadian purchasers of the common stock should consult their own legal and tax advisors with respect to the tax consequences of an investment in the
common stock in their particular circumstances and about the eligibility of the common stock for investment by the purchaser under relevant Canadian
legislation.

LEGAL MATTERS

Certain legal matters in connection with this offering will be passed on for us by Clifford Chance US LLP. Venable LLP will pass upon the validity of the
shares of common stock sold in this offering and certain other matters under Maryland law. Certain legal matters in connection with this offering will be passe:
upon for the underwriters by Manatt, Phelps & Phillips, LLP.

EXPERTS

The consolidated financial statements as of December 31, 2005 and for the period May 10, 2005 (inception) through December 31, 2005, appearing in |
prospectus and registration statement have been audited by Ernst & Young LLP, independent registered public accounting firm, as set forth in their report the
appearing elsewhere herein, and are included in reliance upon such report given on their authority of such firm as experts in accounting and auditing.

WHERE YOU CAN FIND MORE INFORMATION

We have filed with the SEC a registration statement on Form S-11, including exhibits and schedules filed with the registration statement of which this
prospectus is a part, under the Securities Act with respect to the shares of common stock to be sold in this offering. This prospectus does not contain all of th
information set forth in the registration statement and exhibits and schedules to the registration statement. For further information with respect to our compan
and the shares of common stock to be sold in this offering, reference is made to the registration statement, including the exhibits and schedules to the registr:
statement. Copies of the registration statement, including the exhibits and schedules to the registration statement, may be examined without charge at the pu
reference room of the SEC, 450 Fifth Street, N.W., Room 1024, Washington, DC 20549. Information about the operation of the public reference room may be
obtained by calling the SEC at 1-800—-SEC-0300. Copies of all or a portion of the registration statement may be obtained from the public reference room of tl
SEC upon payment of prescribed fees. Our SEC filings, including our registration statement, are also available to you on the SEC’s website at www.sec.gov.

As a result of this offering, we will become subject to the information and reporting requirements of the Securities Exchange Act, and will file periodic
reports, proxy statements and will make available to our stockholders annual reports containing audited financial information for each year and quarterly repo
for the first three quarters of each fiscal year containing unaudited interim financial information.
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CBRE REALTY FINANCE, INC.

CONSOLIDATED BALANCE SHEET
(UNAUDITED)
(Amounts in thousands, except per share and share data)

Assets:
Cash and cash equivalents
Restricted cash
Loans and other lending investments, net
Commercial mortgage backed securities, at fair value
Real estate, net
Investment in joint ventures
Derivative assets
Accrued interest
Other assets
Total assets

Liabilities and Stockholders’ Equity:

Liabilities:
Bonds payable
Repurchase obligations
Mortgage payable
Derivative liabilities
Management fee payable
Dividends payable
Accounts payable and accrued expenses
Other liabilities
Total liabilities

Commitments and contingencies
Minority interest

Stockholders’ Equity:
Preferred stock, par value $.01 per share; 50,000,000 shares authorized, no shares issued or
outstanding at June 30, 2006
Common stock par value $.01 per share; 100,000,000 shares authorized, 20,687,255 and 20,567,755
shares issued and outstanding at June 30, 2006 and December 31, 2005, respectively
Additional paid-in capital
Accumulated other comprehensive income
Retained earnings
Total stockholders’ equity
Total liabilities and stockholders’ equity

June 30, 2006
$ 40,823
25,638
645,160
144,248
64,340

207
285,857
6,376
(2,180
290,260
979,237

$=‘—

The accompanying notes are an integral part of these financial statements.
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December 31, 2005

e e

$ 49,377

206
284,029

(1,748

(2,856

279,631

623,718

$=
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Revenues:
Investment income
Property operating income
Other income
Total revenues
Expenses:
Interest expense
Management fees
Property operating expenses
Other general and administrative
(including $957, $185, $1,828, and
$185, respectively of stock—based
compensation)
Depreciation and amortization
Total expenses
Loss on sale of investment
Gain on derivatives
Income (loss) from continuing operations
before equity net income of
unconsolidated joint ventures
Equity in earnings of unconsolidated joint
ventures
Net income (loss) before minority
interest
Minority interest
Net income (loss)

Weighted—average shares of common stock
outstanding:
Basic
Diluted

Earnings per share of common stock:
Basic
Diluted
Dividends declared per share of common
stock:

CBRE REA LTY FINANCE, INC.

CONSOLIDATED STATEMENTS OF INCOME

(UNAUDITED)

For the Three
Months Ended
June 30, 2006

$ 12,820
1,424
1,125

2,007
425

13,690

324

2,003
236

2,239
(12)
$ 2,251

20,046,183
20,216,751

$ 0.11
$ 0.11
$ 0.35

For the Period
May 10, 2005
(inception) through
June 30, 2005

©

1

523
524

(1,069

(1,069

$ (1,069

20,000,000

20,000,000

&>

(0.05
(0.05

$ —

2z

(Amounts in thousands, except per share and share data)

For the Six
Months Ended
June 30, 2006

$ 23,908
2,096
1,725

27,729

20,023,219
20,216,431

$ 039
$ 0.39
$ 0.35

The accompanying notes are an integral part of these financial statements.

For the Period
May 10, 2005
(inception) through
June 30, 2005

1

&+

523
524

(1,069

(1,069

$ (1,069

20,000,000

20,000,000

0.0
0.0

I

2
|
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CBRE REALTY FINANCE, INC.

CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY AND COMPREHENSIVE
INCOME
(UNAUDITED)
For the Six Months Ended June 30, 2006
(Amounts in thousands, except share data)

Accumulated

Common Stock Additipnal Other Retajned
Pald— Comprehensive Eamings :
Shares Par Value In-Capital Loss) Income (Accumu_lated Comprehensive
Balance at December 31, 2005 20,567,755 $ 206 $ 284,029 $ 1,748 % (2,856 $279.631 % —
Issuance of restricted shares of common
stock 119,500 1 — — — 1 —
Stock-based compensation — — 1,828 — — 1,828 —
Net income — — — — 7,916 7,916 7,916
Net unrealized gain on commercial mortgage
backed securities — — — 1,485 — 1,485 1,485
Net unrealized gain on cash flow hedges — — — 6,639 — 6,639 6,639
Cash dividends declared or paid — — — — (7,240 (7,240 —
Balance at June 30, 2006 20,687,255 $ 207 $ 285857 $ 6,376 $ (2180 $290.260 $ 16,040

— e

The accompanying notes are an integral part of these financial statements.
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CBRE R EALTY FINANCE, INC.

CONSOLIDATED STATEMENT OF CASH FLOWS

(UNAUDITED)

(Amounts in thousands)

Cash flows from operating activities:

For the period

May 10, 2005
For the Six (Formation)
Months Ended through

June 30, 2006

June 30, 2005

Net income (loss) $ 7,916 $ (1,064
Adjustments to reconcile net income to net cash provided by operating activities:
Equity in earnings of unconsolidated joint ventures (236) —
Premium (discount) amortization, net 791 —
Other amortization 415 —
Depreciation 380 —
Stock—based compensation 1,828 185
Realized gain on derivatives (3,658 —
Unrealized gains on derivatives 24 (D)
Changes in operating assets and liabilities:
Restricted cash 997 —
Accrued interest (595 (229
Other assets 1,018 (645
Management fee payable — 339
Accounts payable and accrued expenses (1,889 971
Other liabilities (2,856 289
Net cash provided by (used in) operating activities 4,140 (150
Cash flows from investing activities:
Purchase of commercial mortgage backed securities (61,139 (7,137
Repayment of commercial mortgage backed securities principal 220 —
Origination and purchase of loans (250,616 —
Repayments of loan principal 52,743 —
Real estate acquisition (32,799 —
Investment in unconsolidated joint ventures (37,699 —
Restricted cash (23,399 —
Net cash used in investing activities (352,679 (7,137
Cash flows from financing activities:
Proceeds from issuance of common stock — 282,465
Proceeds from issuance of collateralized debt obligations 508,500 —
Proceeds from borrowings under repurchase agreements 222,371 —
Repayments of borrowings from repurchase agreements (406,445 —
Proceeds from mortgage loans 24,196 —
Deferred financing and acquisition costs paid (9,389 —
Dividends paid to common stockholders (6,191 —
Proceeds from settlement of derivatives 6,501 —
Minority interest 442 —
Net cash provided by financing activities 339,985 282,465

Net (decrease) increase in cash and cash equivalents (8,559 275,178
Cash and cash equivalents, beginning of the period 49,377 —
Cash and cash equivalents, end of period $ 40,823 $ 275,178
Supplemental disclosure of cash flow information:

Cash paid during the period for interest $ 18,762 $ =

The accompanying notes are an integral part of these financial statements.
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CBRE REALT Y FINANCE, INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2006
(Amounts in thousands, except per share and share data)

NOTE 1—ORGANIZATION

CBRE Realty Finance, Inc. (the “Company”), was organized in Maryland on May 10, 2005, as a commercial real estate specialty finance company focu:
on originating and acquiring whole loans, bridge loans, subordinate interests in whole loans (“B Notes”), commercial mortgage—backed securities (‘“CMBS”),
mezzanine loans, and joint venture interests in entities that own commercial real estate, primarily in the United States. The Company commenced operations
June 9, 2005 with the closing of a private placement offering of common stock, which raised approximately $282,465 of net capital.

The Company is externally managed and advised by CBRE Realty Finance Management, LLC (the “Manager”), an indirect subsidiary of CB Richard Ell
Group, Inc. (“CBRE"), and a direct subsidiary of CBRE/Melody & Company (“CBRE/Melody”). As of June 30, 2006, CBRE also owned an approximately
6.8% interest in the outstanding shares of the Company’s common stock. In addition, certain of the Company’s executive officers and directors and certain
executive officers and directors of CBRE and CBRE/Melody owned an approximately 6.1% interest in the outstanding shares of the Company’s common stoc

The Company intends to elect and qualify to be taxed as a real estate investment trust (“REIT”) for federal income tax purposes commencing with the
Company'’s taxable year ending December 31, 2005. As a REIT, the Company generally will not be subject to federal income tax on that portion of income th:
is distributed to stockholders if at least 90% of the Company’s REIT taxable income is distributed to the Company’s stockholders. The Company conducts its
operations so as to not be regulated as an investment company under the Investment Company Act of 1940, as amended.

As of June 30, 2006, the net carrying value of investments held by the Company was approximately $844,090, including origination costs and fees and
of repayments and sales of partial interests in loans, with an average spread to 30—day LIBOR of 351 basis points for the Company’s floating rate investment
and an average yield of 6.74% for the Company’s fixed rate investments.

NOTE 2—BASIS OF PRESENTATION

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with generally accepted accounting prin
for interim financial information and with the instructions to Form 10-Q and Article 10 of Regulation S—-X. Accordingly, they do not include all of the
information and footnotes required by generally accepted accounting principles in the United States (“GAAP”) for complete financial statements. In the opinior
of management, all adjustments (consisting of normal recurring accruals) considered necessary for a fair presentation have been included. Operating results
the six-month period ended June 30, 2006 are not necessarily indicative of the results that may be expected for the year ending on December 31, 2006. The
consolidated financial statements include the Company’s accounts and those of the Company’s subsidiaries, which are wholly—owned or controlled by the
Company or entities which are variable interest entities (“VIE”") in which the Company is the primary beneficiary under Financial Accounting Standards Board
(“FASB”) Interpretation No. 46R “Consolidation of Variable Interest Entities” (“FIN 46R"). All significant intercompany transactions and balances have been
eliminated in consolidation.

The condensed consolidated balance sheet at December 31, 2005 has been derived from the audited consolidated financial statements at that date but
not include all of the information and footnotes required by GAAP for complete financial statements.

For further information, refer to the consolidated financial statements and footnotes thereto for the year ended December 31, 2005 beginning on page
F-23.
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CBRE REALTY FINANCE, INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2006—(continued)
(Amounts in thousands, except per share and share data)

NOTE 3—NEW ACCOUNTING PRONOUNCEMENTS

In November 2005 FASB issued FASB Staff Position (“FSP”) 115-1 “The Meaning of Other-Than-Temporary Impairment and Its Application to Certair
Investments.” This FSP amends SFAS 115 and nullifies certain requirements of Issue 03—-1. This FSP addresses the determination as to when an investment
considered impaired, whether that impairment is other than temporary, and the measurement of an impairment loss. This FSP also includes accounting
considerations subsequent to the recognition of an other-than-temporary impairment and requires certain disclosures about unrealized losses that have not |
recognized as other—than—temporary impairments. The adoption of FSP 115-1 does not have a material effect on our financial position or results of operatior

NOTE 4—LOANS AND OTHER LENDING INVESTMENTS, NET

The following is a summary of the Company’s loans and other lending investments net as of June 30, 2006:

Unamortized Unamortized Net
Fees and Premium/ Amortized
Loan Descript'?n Principal Costs (Discount) Cost
Whole loans $ 271,487 $  (142) $ 6430 $ 277,775
Mezzanine loans 171,964 (350) 2,514 174,128
B Notes 193,508 (106) (145) 193,257
Total loans $ 636,959 $ (598) $ 8,799 $ 645,160

(1) Includes originated whole loans, acquired whole loans and bridge loans.

As of June 30, 2006, the whole loans consisted of 15 fixed rate loans, which produce an average yield of 5.82%, with maturity dates ranging from
December 1, 2008 to May 1, 2016, and one floating rate bridge loan that yields 30-day LIBOR plus 750 basis points that matures on June 30, 2007. The
mezzanine loans consisted of three fixed rate loans, which produce an average yield of 8.28%, with maturity dates ranging from October 1, 2008 to June 11,
2010, and five floating rate loans, which produce an average yield of 30—day LIBOR plus 409 basis points, with maturity dates ranging from February 9, 2007
July 11, 2008. The B Notes consisted of one fixed rate loan yielding 9.55% that matures on October 1, 2010 and nine floating rate loans, which produce an
average yield of 30—day LIBOR plus 342 basis points, with maturity dates ranging from January 9, 2007 to January 9, 2008.

As of June 30, 2006, the Company had not recorded an allowance for loan losses. At June 30, 2006, all of the Company’s loans are current with respec
the scheduled payments of principal and interest. In reviewing the portfolio of loans, we did not identify any loans that exhibit characteristics indicating that
impairment has occurred.

On March 1, 2006, the Company sold a $45,000 A Note in connection with a $70,000 whole loan in which the Company retained a $25,000 fixed rate B
Note which yields 9.54%.

Geographic Concentration Risk

As of June 30, 2006, approximately 30.0%, 17.0%, 34.0% and 11.0% of the outstanding balance of the loan investments of the Company had underlyin
properties in the East, the South, the West, and the Midwest, respectively, while the remaining 8.0% of the outstanding loan investments had underlying
properties that are located throughout the United States.
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CBRE REALTY FINANCE, INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2006—(continued)
(Amounts in thousands, except per share and share data)

NOTE 5—CMBS

The following table summarizes the Company’s CMBS investments, aggregated by investment category, as of June 30, 2006, which are carried at
estimated fair value:

Amortized Unrealized Unrealized Estimated
Security Description Cost Gains Losses Fair Value
CMBS Class B $ 14,793 $ 20 $ (465) $ 14,348
CMBS Class BB 44,823 517 (781) 44,559
CMBS Class BBB 85,562 270 (491) 85,341
Total securities available—for-sale $ 145178 $ 807 $ (1,737 $ 144248

All except one security in an unrealized loss position at June 30, 2006 have been in an unrealized loss position for less than one year. The one security
an unrealized loss of $395 at June 30, 2006 and has been in an unrealized loss position for 367 days. The Company’s review of such securities indicates tha
decrease in fair value was not due to permanent changes in the underlying credit fundamentals or in the amount of interest expected to be received. The
unrealized losses are primarily the result of changes in market interest rates subsequent to the purchase of a CMBS investment. Therefore, management doe
believe any of the securities held are other-than—temporarily impaired at June 30, 2006. The Company expects to hold all the investments until their expecte
maturity.

During the six months ended June 30, 2006, the Company accreted $350 of the net discount paid for these securities in interest income.

The actual maturities of CMBS are generally shorter than stated contractual maturities. Actual maturities of these securities are affected by the contract
lives of the underlying assets, periodic payments of principal, and prepayments of principal.

The following table summarizes the estimated maturities of the Company’s CMBS investments as of June 30, 2006 according to their estimated weighte
average life classifications:

Weighted

Estimated Amortized Average

Weighted Average Life Fair Value Cost Coupon
Greater than one year and less than five years $ 45,625 $ 45,136 6.97%
Greater than five years and less than ten years 38,505 39,466 5.58%
Greater than ten years 60,118 60,576 5.94%

The weighted average lives of the Company’s CMBS investments at June 30, 2006 in the table above are based upon calculations assuming constant
principal prepayment rates to the balloon or reset date for each security.

The prepayment model considers current yield, forward yield, steepness of the yield curve, current mortgage rates, mortgage rates of the outstanding Ic
loan ages, margin and volatility.
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CBRE REALTY FINANCE, INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2006—(continued)
(Amounts in thousands, except per share and share data)

NOTE 6—REAL ESTATE, NET

Springhouse Apartments LLC (“Springhouse”)

On December 15, 2005, the Company invested $8,289 for a 95% interest in Springhouse, a joint venture between the Company and The Bozzuto Grou
(“Bozzuto”). Springhouse acquired an existing garden—style apartment community consisting of 220 units located in Laurel, Maryland for $31,923. In
connection with the acquisition, Springhouse obtained a $26,175 loan from Wells Fargo Bank, NA. As of June 30, 2006, $25,001 was outstanding on the
interest—only loan. The Company determined that Springhouse is a VIE and that the Company is the primary beneficiary and has consolidated the entity from
date of investment. The Company preliminarily allocated the purchase price of the community to the fair value of the assets received and the fair value of the
liabilities assumed. The allocation is subject to change as additional information is obtained. At June 30, 2006, Springhouse’s balance sheet was comprised ¢
land of $7,981, buildings, net of depreciation, of $23,732, other assets of $1,384, net working capital assets of $34 and mortgage note payable of $25,001.

Loch Raven Village Apartments—Il, LLC (“Loch Raven”)

On March 28, 2006, the Company invested $8,890 for a 95% interest in Loch Raven, a joint venture between the Company and Bozzuto. Loch Raven
acquired an existing garden-style apartment community consisting of 495 units located in Baltimore, Maryland for $32,733. In connection with the acquisition
Loch Raven obtained a $29,170 loan from Principal Life Insurance Company, of which $24,196 was drawn upon acquisition. As of June 30, 2006, $24,196 w:
outstanding on the interest-only loan. The Company determined that Loch Raven is a VIE and that the Company is the primary beneficiary and has
consolidated the entity from the date of investment. The Company preliminarily allocated the purchase price of the community to the fair value of the assets
received and the fair value of the liabilities assumed. The allocation is subject to change as additional information is obtained. At June 30, 2006, Loch Raven’
balance sheet was comprised of land of $7,360, buildings, net of depreciation, of $25,268, other assets of $355, net working capital assets of $710 and mortg
note payable of $24,196.

Minority interest on the Company’s consolidated balance sheet of $878 represents Bozzuto's 5% interest in Springhouse and Loch Raven.

NOTE 7—UNCONSOLIDATED JOINT VENTURES

The Company has non-controlling, unconsolidated ownership interest in entities that are accounted for using the equity method. Capital contributions,
distributions, and profits and losses of the real estate entities are allocated in accordance with the terms of the applicable partnership and limited liability
company agreements. Such allocations may differ from the stated percentage interests, if any, in such entities as a result of preferred returns and allocation
formulas as described in such agreements.

32 Leone Partners, LLC (“32 Leone Lane”)

On May 24, 2006, the Company invested $2,286 for a 80% non-managing member interest in 32 Leone Lane, a joint venture between the Company ar
The Heritage Management Company (“Heritage”). 32 Leone Lane is a 287,000 square foot industrial warehouse located in the Chester Industrial Park, a
300-acre business park, and lies in Southern Orange County, New York. The Company determined that 32 Leone Lane was not a VIE and that as a result of
Company’s non—-managing member interest is not consolidated into our balance
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CBRE REALTY FINANCE, INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2006—(continued)
(Amounts in thousands, except per share and share data)

sheet. At June 30, 2006, 32 Leone Lane’s balance sheet was comprised of land of $2,259, buildings of $9,037 and a mortgage note payable of $9,175.

KS-CBRE Shiraz LLC (“Shiraz Portfolio”)

On March 17, 2006, the Company invested $16,840 for a 90% non—-managing member interest in the Shiraz Portfolio, a joint venture between the
Company and Everest Partners LLC (“Everest”). The Shiraz Portfolio is a portfolio of eight office and industrial properties comprising approximately 680,300
square feet located in Route 128, Route 3 and Interstate 495 submarkets in Boston, Massachusetts. The Company determined that the Shiraz Portfolio was r
VIE and that as a result of the Company’s non—-managing member interest is not consolidated into our balance sheet. At June 30, 2006, the Shiraz Portfolio’s
balance sheet was comprised of land of $15,660, buildings, net of depreciation, of $62,222, other assets of $42 and a mortgage note payable of $62,147.

KS-CBRE GS LLC (“GS Portfolio”)

On March 17, 2006, the Company invested $9,268 for a 90% non—-managing member interest in the GS Portfolio, a joint venture between the Company
and Everest. The GS Portfolio is a portfolio of nine office and industrial properties comprising approximately 526,355 square feet located in Route 128 and
Route 3 submarkets in Boston, Massachusetts. The Company determined that the GS Portfolio was not a VIE and that as a result of the Company’s
non-managing member interest is not consolidated into our balance sheet. At June 30, 2006, the GS Portfolio’s balance sheet was comprised of land of $8,4
buildings net of depreciation, of $33,413, other assets of $43, and a mortgage note payable of $33,739.

Prince George’s Station Retail LLC (the “Retail Property”)

On January 12, 2006, the Company converted its $5,728 bridge loan into a 90% non—-managing member interest in the Retail Property, a joint venture
between the Company and Taylor Development and Land Company (“TDL"). The Company contributed an additional $3,576 during the six months ended Jui
30, 2006. The Retail Property is a 166 square feet retail property located in Hyattsville, Maryland. The Company determined that the Retail Property was not :
VIE and that as a result of the Company’s non—-managing member interest is not consolidated into our balance sheet. At June 30, 2006, the Retail Property’s
balance sheet was comprised of construction in process costs of $11,069.

NOTE 8—CDO Transaction

On March 28, 2006, the Company closed its first CDO issuance (“CDO I") and acquired the entire BB rated Class J Class with a face amount of $24,00
for $19,200, acquired the entire B-rated K Class with a face amount of $20,250 for $14,150 and also purchased the non-rated common and preferred shares
CDO |, which issued the CDO bonds with a face amount of $47,250 for $51,740. The Company issued and sold CDO bonds with a face amount of $508,500
sold them in a private placement to third parties. The proceeds of the CDO issuance were used to repay substantially all of the outstanding principal balance
the Company'’s two warehouse facilities with an affiliate of Deutsche Bank Securities Inc. (the “DB Warehouse Facilities”) of $343,556 and all of the
outstanding principal balance of the Company’s two warehouse facilities with Bank of America, N.A. and Banc of America Securities LLC (the “Bank of
America Warehouse Facilities”) of $16,250 at closing. The CDO bonds are collateralized by the assets listed below and approximately $22,016 of cash is
available to complete the ramp—-up of CDO I, which is recorded in the Company’s unaudited consolidated balance sheet in restricted cash at
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June 30, 2006. CDO | is not a qualified special purpose entity (‘QSPE”) as defined under FASB Statement No. 140, (“SFAS 140") “Accounting for Transfers
and Servicing of Financial Assets and Extinguishments of Liabilities” due to certain permitted activities of CDO | that are not consistent with activities of a
QSPE permitted under SFAS 140, such as having the ability to sell impaired securities and acquire replacement securities with the proceeds at the discretion
the collateral administrator. CDO | was consolidated into the financial statements of the Company as of March 31, 2006. Accordingly, the Company has
accounted for the CDO | transaction as a financing. The collateral assets that the Company transferred to CDO | are reflected in the Company’s balance shee
The bonds issued to third parties are reflected as debt on the Company’s balance sheet at June 30, 2006.

As of June 30, 2006, the Company’s investments in whole loans, subordinate real estate debt investments and debt securities available for sale, listed
below, are held by CDO | and serve as collateral for the CDO | bonds payable:

Interest Rate or

Loan Principal Initial Index Interest Rate

Name/Collateral Loan type Balance Maturity and Spread June 30, 2006
California Multifamily First Mortgage $ 39,000 3/1/2011 5.65% 5.65%

Florida Office First Mortgage 30,027 10/1/2010 8.00% 8.00%
Medical Office Portfolio First Mortgage 25,000 3/1/2012 5.34% 5.34%
Arizona Office First Mortgage 21,857 8/1/2009 7.23% 7.23%
North Carolina Office First Mortgage 20,000 2/1/2011 6.02% 6.02%
South Carolina Multifamily First Mortgage 12,400 3/1/2011 5.91% 5.91%
lllinois Multifamily First Mortgage 12,440 10/1/2011 6.97% 6.97%
Georgia Office Portfolio First Mortgage 11,310 6/1/2013 7.66% 7.66%
Florida Office First Mortgage 7,066 1/1/2013 7.06% 7.06%
South Dakota Residential Portfolio First Mortgage 6,793 11/15/2010 9.50% 9.50%
lllinois Office First Mortgage 3,313 12/1/2008 6.96% 6.96%
Arizona Multifamily First Mortgage 31,800 5/1/2016 6.18% 6.18%
Denver Office B-Note 25,000 10/1/2010 9.45% 9.45%
Manhattan Condo Conversion B—-Note 21,000 11/9/2007 LIBOR + 4.25% 9.62%
DC Hotel B-Note 16,000 10/9/2007 LIBOR + 2.85% 8.22%
lllinois Multifamily B—Note 15,000 1/9/2007 LIBOR + 2.48% 7.85%
Interchange Office Park B—Note 13,000 10/9/2007 LIBOR + 2.5% 7.87%
1700 Pacific B-Note 12,750 7/1/2007 LIBOR + 2.66% 8.03%
Hotel Portfolio B-Note 10,000 11/9/2007 LIBOR + 3.25% 8.62%
Hotel Portfolio Mezzanine Loan 25,000 7/11/2008 LIBOR + 3.25% 8.61%
Hotel Portfolio Mezzanine Loan 25,000 4/9/2007 LIBOR + 3.5% 8.87%
Golf Portfolio Mezzanine Loan 24,792 7/1/2007 LIBOR + 5.5% 10.87%
DC Hotel/Office Mezzanine Loan 14,236 6/11/2010 14.00% 14.00%
Hotel Portfolio Mezzanine Loan 14,277 2/9/2007 LIBOR + 3.25% 8.62%
Residential Condo Conversion Mezzanine Loan 10,000 10/1/2008 8.00% 8.00%
California Hotel Mezzanine Loan 18,750 1/9/2008 LIBOR + 4.80% 10.17%
Subtotal 465,811
CMBS Bonds 108,943 4.51%-8.20% 4.51%-8.20%
Total $ 574754
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NOTE 9—BORROWINGS AND REPURCHASE AGREEMENTS

The following is a table of the Company’s outstanding borrowings as of June 30, 2006:

Stated Interest Balance

Maturity Rate 6/30/06
Mortgage note payable (Springhouse) (non-recourse) 12/14/2008 6.8%% $ 25,001
Mortgage note payable (Loch Raven) (non-recourse) 4/1/2009 5.96% 24,196
DB Warehouse Facilities 8/31/2006 5.70% 43,733
BOA Warehouse Facilities 1/26/2007 6.33% 77,018
CDO Bonds Payable — CDO | 3/25/2046 5.826 508,500
$ 678,448

Mortgage Notes Payable

On December 14, 2005, Springhouse obtained a $26,175 mortgage loan in conjunction with the acquisition of real estate located in Prince George’s
County, Maryland. The loan is guaranteed by Bozzuto, the Company'’s joint venture partner, matures on December 14, 2008, and bears interest at 30—day LI
plus 1.75% (6.89% as of June 30, 2006). As of June 30, 2006 the outstanding balance was $25,001.

On March 28, 2006, Loch Raven obtained a $29,170 mortgage loan in conjunction with the acquisition of real estate located in Baltimore, Maryland. Thq
loan is guaranteed by Bozzuto, the Company’s joint venture partner, matures on April 1, 2009, and bears interest at a fixed rate of 5.96%. As of June 30, 200
outstanding balance was $24,196.

Warehouse Facilities

The Company finances its portfolio of securities and loans through the use of repurchase agreements.

DB Warehouse Facilities

On August 30, 2005, the Company entered into the DB Warehouse Facilities aggregating $650,000 of borrowing capacity to finance its investment in
whole loans, bridge loans, B Notes, mezzanine loans and CMBS. These repurchase agreements are being accounted for as secured borrowings since the
Company maintains effective control of the financed assets.

The $400,000 DB Warehouse Facility has a repurchase date of August 29, 2006; provided, however, the repurchase date shall automatically be extend
for an additional day on a daily basis, without any action required to be taken by DB or the Company, unless DB delivers to the Company in writing a
termination notice of such daily automatic extension feature. In such event, the repurchase date for all transactions shall be the day 364 days after the date o
written termination notice. Advances under this facility bear interest only, which is reset monthly, with a pricing spread of 50 basis points over a 30—-day LIBOF
Based on the Company’s investment activities, this facility provides for an advance of up to 90% based upon the collateral provided under a borrowing based
calculation. This facility finances the Company’s whole loan originations and acquisitions. The Company incurred interest expense of approximately $576 and
$2,724, respectively, for the three and six months ended June 30, 2006. As of June 30, 2006, approximately $43,733 was outstanding under this facility,
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with a weighted average interest rate of 5.70%. As of June 30, 2006, the Company had $356,267 of capacity under these facilities to fund future investments.
borrowings under this facility are collateralized by the following investments at June 30, 2006:

Investment Type Number of Loans Carrying Value Market Value
Whole loans 3 $ 49,089 $ 47,962

The $250,000 DB Warehouse Facility had an initial repurchase date of May 30, 2006. The Company elected to extend this facility to August 31, 2006, a
which time the Company may extend this facility for an additional three-month period so long as all of the extension conditions are timely satisfied. Advances
under this facility bear interest only, which is reset monthly, with a pricing spread of 125 basis points over a 30—day LIBOR. Based on the Company’s
investment activities, this facility provides for an advance rate of up to 65% based upon the collateral provided under a borrowing based calculation. This facil
finances the Company'’s origination or acquisition of B Notes, mezzanine loans and CMBS. As of June 30, 2006, the Company has no borrowings under this
facility. As of June 30, 2006 the Company had $250,000 of additional capacity under this facility to fund future investments. The Company incurred interest
expense of approximately $24 and $2,426, respectively, for the three and six months ended June 30, 2006. As of June 30, 2006 the Company has no borrow
under this facility.

The DB Warehouse Facilities contain certain covenants, the most restrictive of which are requirements that the Company maintain a minimum tangible
worth of no less than $125,000, a minimum debt service coverage not less than 1.5 to 1 in aggregate, a ratio of indebtedness—to—tangible net worth not to ex
3.5to 1, and minimum cash or marketable securities of not less than (i) $10,000 for a debt-to—book equity ratio above 2 to 1, (ii) $5,000 for a debt-to—book
equity ratio between 1 to 1 and 2 to 1, and (iii) $3,000 for a debt-to—book equity ratio below 1 to 1. The Company is in compliance with all covenants and
restrictions as of June 30, 2006.

Bank of America Warehouse Facilities

On January 27, 2006 and February 13, 2006, the Company entered into the Bank of America Warehouse Facilities with $200,000 and $250,000,
respectively, of borrowing capacity to finance its investment in whole loans, bridge loans, B Notes, mezzanine loans and CMBS. These repurchase agreemer
are being accounted for as secured borrowings since the Company maintains effective control of the financed assets.

The $200,000 Bank of America Warehouse Facility has a repurchase date of (1) January 26, 2007 or (2) the date on which a second CDO transaction
sponsored by the Company closes. The repurchase date may be extended for up to two additional 364—day periods following the initial repurchase date at the
buyer’s sole discretion, provided that, if the Company intends to extend the repurchase date, (i) the buyer agrees to such extension within 30 days of receipt «
the Company'’s written notice to extend the repurchase date, which shall have been delivered to the lender at least 90 days but no more than 120 days prior t
initial repurchase date and (i) with respect to the second extension, no default or an event of default (as defined in the repurchase agreement) has occurred ¢
continuing. Advances under this facility bear interest only which is reset monthly, with a range of pricing spreads of 50 basis points to 170 basis points over
30-day LIBOR. Based on the Company’s investment activities, this facility provides for an advance of between 55% and 95% based upon the collateral provi
under a borrowing based calculation. This facility finances our origination or acquisition of whole loans, bridge, B Notes, mezzanine loans and CMBS. The
Company incurred interest expense of approximately $447 and $637, respectively, for the three and six months ended June 30, 2006. As of June 30,
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2006, approximately $77,018 was outstanding under this facility, with a weighted average interest rate of 6.33%. As of June 30, 2006, the Company had
$122,982 of capacity under these facilities to fund future investments. The borrowings under this facility are collateralized by the following investments (dollar:
in thousands):

Number of Carrying Market
Investment Type Investments Value Value
Subordinated debt 2 $ 63,655 $ 63,655
Whole loans 9 $ 42714 $ 42714

The $250,000 Bank of America Warehouse Facility has a repurchase date on'tiimpéaliowing the effective date and no later than May 31, 2007.

The repurchase date may be extended for up to two additional 364—day periods following the initial repurchase date at the buyer’s sole discretion, provided tf
if the Company intends to extend the repurchase date, (i) the buyer agrees to such extension within 30 days of receipt of the Company’s written notice to exte
the repurchase date, which shall have been delivered to the lender at least 90 days but no more than 120 days prior to the initial repurchase date and (ii) with
respect to the second extension, no default or an event of default (as defined in the repurchase agreement) has occurred or be continuing. Advances under tt
facility bear interest only, which is reset monthly, with a range of pricing spreads of 50 basis points to 120 basis points over 30—day LIBOR. Based on the

Company’s investment activities, this facility provides for an advance of between 55% and 92.5% based upon the collateral provided under a borrowing base
calculation. This facility finances the Company’s whole loan origination or acquisition whole loans. The Company had not incurred interest expense for the thr
and six months ended June 30, 2006 related to this Bank of America Warehouse Facility. As of June 30, 2006 the Company has no borrowings under this fac

The Bank of America Warehouse Facilities contain certain covenants, the most restrictive of which are requirements that the Company maintain a
minimum tangible net worth of no less than $250,000, a minimum debt service coverage of not less than 1.5 to 1 in the aggregate, a ratio of total liability to tof
assets greater than 0.80 to 1.0, and minimum cash and marketable securities of not less than $10,000. The Company is in compliance with all covenants as ¢
June 30, 2006.

CDO Bonds Payable

In March 2006, the Company closed CDO | and the Company acquired all of the below investment grade securities and preferred and common equity
securities of CDO | . CDO | issued and sold CDO bonds with a face amount of $508,500 in a private placement to third parties. The proceeds of the CDO
issuance were used to repay substantially all of the outstanding principal balance of the DB Warehouse Facilities of $343,556 and all of the outstanding princi
balance of the Bank of America Warehouse Facilities of $16,250 at closing. The CDO bonds are collateralized by real estate debt investments, consisting of E
Notes, mezzanine loans, whole loans and CMBS investments. As of June 30, 2006, CDO bonds of $508,500 were outstanding, with a weighted average intet
rate of 5.82%.

Repurchase Agreements

The Company has certain CMBS and loan investments (the “collateral assets”) purchased from a counterparty that are financed through a repurchase
agreement with the same counterparty. The Company believes that in accordance with FASB Concept Statement No. 6, (“CON 6”) “Elements of Financial
Statements,” it is entitled to obtain the future economic benefits of the collateral assets and it is obligated under
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the repurchase agreement. Therefore, the Company currently records the collateral assets and the related financing gross on its balance sheet, and the
corresponding interest income and interest expense gross on its income statement. In addition, any change in fair value of the commercial mortgage backed
securities included in the collateral assets, is reported through other comprehensive income since these are classified as available for sale securities in accor
with FASB Statement No. 115, (“SFAS 115”) “Accounting for Certain Investments in Debt and Equity Securities.”

However, an alternative view could be taken that in a transaction where assets are acquired from and financed under a repurchase agreement with the
counterparty, the acquisition may not qualify as a sale from the sellers’ perspective. In such a case, the seller may be required to continue to consolidate the :
sold to the Company. Under this view, the Company would be precluded from presenting the assets gross on its balance sheet and would instead treat its ne
investment in such assets as a derivative. Under this view, the interest rate swaps entered into by the Company to hedge its interest rate exposure with respe
these transactions would no longer qualify for hedge accounting, but would be marked to market through the income statement.

This potential change would not affect the economics of the transactions but would affect how the transactions are reported in the Company’s financial
statements. If the Company were to apply this view to its transactions, for the three months ended June 30, 2006, the change in net income per common dilut
share would be immaterial and its total assets and total liabilities would each be reduced by $19,252 at June 30, 2006.

NOTE 10—RELATED PARTY TRANSACTIONS

Management Agreement

The Company’s Management Agreement provides for an initial term through December 2008 and will automatically renew for a one—year term each
anniversary date thereafter, subject to certain termination rights. After the initial term, the Company’s independent directors will review the Manager's
performance annually and the Management Agreement may be terminated subject to certain termination rights. The Company'’s officers and directors own
approximately 26.1% of the Manager.

The Company pays the Manager a base management fee monthly in arrears in an amount equal to 1/12 of the sum of (i) 2.0% of the Company’s gross
stockholders’ equity (as defined in the Management Agreement) of the first $400,000 of the Company’s equity; and (ii) 1.75% of the Company’s equity in an
amount in excess of $400,000 and up to $800,000; and (iii) 1.5% of the Company’s equity in excess of $800,000. The Manager uses the proceeds from its
management fee in part to pay compensation to its officers and employees who, notwithstanding that certain of them also are the Company’s officers, receive
cash compensation directly from the Company. For the three and six months ended June 30, 2006, the Company paid $1,435 and $2,848, respectively, to the
Manager for the base management fee under this agreement. As of June 30, 2006, $469 of management fees were accrued.

In addition to the base management fee, the Manager may receive quarterly incentive compensation. The purpose of the incentive compensation is to
provide an additional incentive for the Manager to achieve targeted levels of Funds From Operations (as defined in the Management Agreement) and to incre
the Company'’s stockholder value. The Manager may receive quarterly incentive compensation in an amount equal to the product of: (i) twenty—five percent
(25%) of the dollar amount by which (A) the Company’s Funds From Operations (after the base management fee and before incentive compensation) per she
of common stock for such quarter (based on the weighted average of shares outstanding for such quarter) exceeds (B) an amount equal to (1) the
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weighted average of the price per share of the Company’s common stock in the Company’s June 2005 private offering and the prices per share of the Comps
common stock in any subsequent offerings (including the Company’s initial public offering), multiplied by (2) the greater of (a) 2.25% or (b) 0.75% plus
one-fourth of the Ten Year Treasury Rate (as defined in the Management Agreement) for such quarter, multiplied by (ii) the weighted average number of sha
of the Company’s common stock outstanding during such quarter. The Company will record any incentive fees as a management fee expense in the period w
earned and when payments of such amounts have become probable and reasonably estimable in accordance with the Management Agreement. For the thre
six months ended June 30, 2006, no amounts were paid or were payable to the Manager for the incentive management fee under this agreement.

The Management Agreement also provides that the Company will reimburse the Manager for various expenses incurred by the Manager or its affiliates
the Company’s behalf, including but not limited to costs associated with formation and capital raising activities and general and administrative expenses. With
regard to the amount of compensation received under the Management Agreement, the Manager is responsible for the wages and salaries of the Manager’s
officers and employees. For the three and six months ended June 30, 2006, the Company paid approximately $134 and $338, respectively, to the Manager fc
expense reimbursements. As of June 30, 2006, $95 of expense reimbursements were accrued and are included in other liabilities.

Affiliates

As of June 30, 2006, an affiliate of the Manager, CBRE Melody of Texas, LP and its principals, owned 1.2 million shares (1.1 million of which were
purchased in the Company’s June 2005 private offering) of the Company’s common stock, 200,000 shares of restricted common stock, and has options to
purchase an additional 500,000 shares of common stock.

GEMSA Servicing

GEMSA Loan Services (“GEMSA”) is utilized by the Company as a loan servicer. GEMSA is a joint venture between CBRE/Melody & Company and GE
Capital Real Estate. The Company'’s fees for GEMSA's services for the three and six months ended June 30, 2006 amounted to $14 and $21, respectively, ai
were at market rates.

NOTE 11—STOCKHOLDERS’ EQUITY

Capital Stock

The Company'’s authorized capital stock consists of 150,000,000 shares of capital stock, $0.01 par value per share, of which the Company have author
the issuance of up to 100,000,000 shares of common stock, par value $0.01 per share, and 50,000,000 shares of preferred stock, par value $0.01 per share.

On May 10, 2005, the Company had 1,000 shares of common stock outstanding valued at approximately $1. On June 9, 2005, these shares were rede
in connection the completion of a private offering of 20,000,000 shares of common stock. Net proceeds of $282,465 from the private offering were used
primarily to fund investments. Upon completion of the offering, the Company granted 567,755 shares of restricted stock and options to purchase 813,600 She
of common stock having an exercise price of $15.00 per share under the 2005 Equity Incentive Plan. As of June 30, 2006, 20,687,255 shares of our common
stock were issued and outstanding.
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Equity Incentive Plan

The Company established a 2005 equity incentive plan, (“2005 Equity Incentive Plan”) for officers, directors, consultants and advisors, including the
Manager, its employees and other related persons. The 2005 Equity Incentive Plan authorizes (i) the grant of stock options that qualify as incentive stock opti
under Section 422 of the Code, or ISOs; (ii) the grant of stock options that do not qualify, or NQSOs and (iii) grants of shares of restricted common stock. The
exercise price of stock options will be determined by the compensation committee and fully ratified by the board of directors, but may not be less than 100% c
the fair market value of a share on the day the option is granted. The total number of shares subject to awards granted under the 2005 Equity Incentive Plan |
not exceed 2,000,000. As of December 31, 2005, approximately 600,000 shares of restricted stock and 1,000,000 options to purchase shares of the Compan
common stock were granted, or reserved for issuance under the 2005 Equity Incentive Plan.

As of December 31, 2005, restricted stock awards aggregating 565,087 shares of the Company’s common stock were granted under the 2005 Equity
Incentive Plan to the Manager, its employees and related persons. These awards have a vesting period of three years and accrue dividends at the same rate
the same date as the Company’s common stock. The Company also issued restricted stock awards aggregating 2,668 shares of the Company’s common sto
its directors, which vest over one year. The holders of restricted stock awards are prohibited from selling these shares until they vest.

In January 2006, 119,500 shares of restricted stock, net of forfeitures, and options to purchase 66,550 shares of the Company’s common stock, net of
forfeitures, with an exercise price of $15.00 per share were issued to certain employees of the Company’s Manager under the 2005 Equity Incentive Plan.
Options granted under the 2005 Equity Incentive Plan are exercisable at the fair market value on the date of grant and, subject to termination of employment,
expire five years from the date of the grant, are not transferable other than at death, and are exercisable ratably over a three year period commencing one ye
from the date of grant.

The fair value of the options was estimated by reference to the Black—Scholes—Merton formula, a closed—form option pricing model. Estimating the
volatility of the share price of a privately held company is complex because there is no readily available market for the shares. The Company estimated the
volatility of its stock based on available information on volatility of stocks of publicly held companies in the industry. Since the 2005 Equity Incentive Plan has
characteristics significantly different from those of traded options, and since the assumptions used in such model, particularly the volatility assumption, are
subject to significant judgment and variability, the actual value of the options could vary materially from management'’s estimate. The assumptions used in sut
model are provided below:

As of
June 30, 2006
Expected life (in years) 5
Risk—free interest rate 5.11%
Volatility 22%
Dividend yield 9.5%

The estimated fair value of the January 2006 option grants under our 2005 Equity Incentive Plan was $1.09 per share at June 30, 2006. Non-cash
compensation expense related to shares subject to awards is recorded ratably over their vesting period. The components of non—cash stock—based compens
expense presented on
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the consolidated statement of income, for the three and six months ended June 30, 2006 and the period May 10, 2005 (inception) through June 30, 2005 are
follows:

For the Period For the Period

Three Months May 10, 2005 Six Months May 10, 2005
Ended (inception) through Ended (inception) through

June 30, 2006 June 30, 2005 June 30, 2006 June 30, 2005

Options granted to Manager, its

employees and other related

parties $ 96 $ 13 $ 172 $ 13
Restricted shares granted to Manager,

its employees and other related

parties 853 170 1,639 170
Restricted shares granted to certain

directors 8 2 17 P W
Total stock—-based compensation

expense $ 957 $ 185 $ 1,828 $ 185

NOTE 12—DERIVATIVES

In the normal course of business, the Company uses a variety of derivative instruments to manage, or hedge, interest rate risk. The Company requires
hedging derivative instruments be effective in reducing the interest rate risk exposure that they are designated to hedge. This effectiveness is essential for
qualifying for hedge accounting. Some derivative instruments are associated with an anticipated transaction. In those cases, hedge effectiveness criteria also
require that it is probable that the underlying transaction is expected to occur. Instruments that meet these hedging criteria are formally designated as hedges
the inception of the derivative contract.

The Company formally documents all relationships between hedging instruments and hedged items, as well as its risk management objective and strate
for undertaking each hedge transaction and how ineffectiveness of the hedging instrument, if any, will be measured. Derivative instruments designated in a h
relationship to mitigate exposure to variability in expected future cash flows, or other types of forecasted transactions, are considered cash flow hedges.

The Company'’s derivative products typically include interest rate swaps. The Company expressly prohibits the use of unconventional derivative
instruments and using derivative instruments for trading or speculative purposes. Further, it has a policy of only entering into contracts with major financial
institutions based upon their credit ratings and other factors.

The Company uses interest rate swaps to hedge all or a portion of the interest rate risk associated with its borrowings. The counterparty to the majority
these contractual arrangements is Credit Suisse International, a major financial institution and an affiliate of one of our underwriters, with which the Company
and its affiliates may also have other financial relationships. The Company has also entered into interest rate swaps with Deutsche Bank AG, New York Bran
an affiliate of Deutsche Bank Securities Inc., one of our underwriters, as counterparty. In the event of nonperformance by counterparty, the Company is
potentially exposed to credit loss. However, the Company anticipates that the counterparties will not fail to meet their obligations under the interest rate swap
agreements. On the date the Company enters into a derivative contract, the derivative is
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designated as: (1) a hedge of a forecasted transaction or of the variability of cash flows to be received or paid related to a recognized liability (“cash flow”
hedge); (2) a hedge of exposure to fair value of a recognized fixed—rate asset; or (3) a contract not qualifying for hedge accounting (“free standing” derivative

To determine the fair value of derivative instruments, the Company used a variety of methods and assumptions that are based on market conditions ant
risks existing at each balance sheet date. For the majority of financial instruments including most derivatives and long—term investments, standard market
conventions and techniques such as discounted cash flow analysis, option—pricing models, replacement cost, and termination cost are used to determine fair
value. All methods of assessing fair value result in a general approximation of value, and such value may never actually be realized.

The following table summarizes the fair value of the derivative instruments held as of June 30, 2006:

Estimated Fair Value at

Contract June 30, 2006
Derivatives designated as cash flow hedges $ 4,603
Free—-standing hedges 338

For the three and six months ended June 30, 2006 and the period May 10, 2005 (inception) through June 30, 2005, the Company recognized gains on
derivatives of $324, $3,635 and zero, respectively. In March 2006, 14 interest rate swap agreements were terminated in conjunction with the CDO transactior
The termination resulted in a realized gain of $1,909 on the free-standing hedges and a deferred gain of $2,688 on the effective cash flow hedges. In all of th
current interest rate swap agreements the Company pays a fixed interest rate (semi—annually or monthly) and receives a floating interest rate (monthly based
30-day LIBOR) from the counterparty. The Company, through one of its consolidated joint ventures, entered into an interest cap with a notional amount of
$25,000 with a strike price of 4.16% and a maturity date of December 15, 2007. As of June 30, 2006, the estimated value of the 12 interest rate swaps and or
interest rate cap, included in derivative assets and liabilities on the balance sheet, was approximately $4,941 and represents the amount that would be receiv
the agreements were terminated, based on current market rates on that date.
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NOTE 13—EARNINGS PER SHARE

Basic earnings per share are calculated by dividing net income by the weighted average number of shares of common stock outstanding during each
period. In accordance with SFAS No. 128 “Earnings Per Share”, certain shares of nonvested restricted stock are not included in the calculation of basic EPS
(even though shares of nonvested restricted stock are legally outstanding). Diluted earnings per share takes into account the effect of dilutive instruments, su
common stock options and shares of unvested restricted common stock, but use the average share price for the period in determining the number of increme
shares that are to be added to the weighted—average number of shares outstanding (treasury stock method). The following table presents a reconciliation of t
and diluted earnings per share for the three and six months ended June 30, 2006 and the period May 10, 2005 (inception) through June 30, 2005:

For the Period

Three Months Six Months May 10, 2005
Ended Ended (inception) through
June 30, 2006 June 30, 2006 June 30, 2005
Basic:
Net income (loss) $ 2,251 $ 7,916 $ (1,069
Weighted—average number of shares outstanding 20,046 20,023 20,000
Basic earnings (loss) per share $ 0.11 $ 0.39 $ (0.05
Diluted:
Net income $ 2,251 $ 7,916 $ (1,069
Weighted—average number of shares outstanding 20,046 20,023 20,000
Plus: Incremental shares from assumed conversion of dilutive instruments 171 193 —
Adjusted weighted—average number of shares outstanding 20,217 20,216 20,000
Diluted earnings per share $ 0.11 $ 0.39 $ (0.05

NOTE 14—DIVIDENDS

On June 20, 2006, the Company declared dividends of $0.18 per share of common stock, payable with respect to the three month period ended June 3
2006, to stockholders of record at the close of business on June 30, 2006. The Company paid these dividends on July 17, 2006.

On April 7, 2006, the Company declared dividends of $0.17 per share of common stock, payable with respect to the three month period ended March 3
2006, to stockholders of record at the close of business on April 14, 2006. The Company paid these dividends on April 25, 2006. In addition, on December 27
2005, the Company declared dividends of $0.13 per share of common stock, payable with respect to the three month period ended December 31, 2005, to
stockholders of record at the close of business on December 28, 2005. The Company paid these dividends on January 13, 2006.

NOTE 15—SUBSEQUENT EVENTS

On July 26, 2006, the Company completed the issuance of $50,000 in unsecured trust preferred securities through a newly formed Delaware statutory t
CBRE Realty Finance Trust (“CRFT 1”), which is a wholly owned subsidiary of the Company. The securities bear interest at a fixed rated of 8.10% for the first
ten years ending July 2016. Thereafter the rate will float based on the 90-day LIBOR plus 249 basis points. The Company
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realized net proceeds of approximately $48,784. The base management fee that we pay to our Manager pursuant to the management agreement is based or
gross stockholders’ equity which our board of directors has determined to include the trust preferred securities.

CRFT | issued $1.55 million aggregate liquidation amount of common securities, representing 100% of the voting common stock of CRFT | to the
Company for a total purchase price of $1.55 million. CRFT | used the proceeds from the sale of the trust preferred securities and the common securities to
purchase the Company’s junior subordinated notes. The terms of the junior subordinated notes match the terms of the trust preferred securities. The notes ar
subordinate and junior in right of payment to all present and future senior indebtedness and certain other of the Company’s financial obligations.

On August 3, 2006, the Company originated a $100,000 whole loan to RS Commercial Property Fund, LLC. The $100,000, 80% loan-to—value (“LTV")
loan yields 6.73% and is secured by TOTAL Plaza, a 35 story, 847,207 square foot, Class A office building, located in the Central Business District of Houstol
TX.

On July 20, 2006, the Company closed $175,000 warehouse facility with Wachovia Bank, N.A. and on August 24, 2006, the Company closed a $300,0(
warehouse facility with Wachovia Bank, N.A. The facilities mature between September 30, 2006 and August 24, 2009, and will be used by the company to
finance the Company'’s investment in whole loans, bridge loans, B Notes, mezzanine loans and CMBS.

F-21



Table of Contents
Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders of CBRE Realty Finance, Inc.

We have audited the accompanying consolidated balance sheet of CBRE Realty Finance, Inc. as of December 31, 2005, and the related consolidated
statements of income, stockholders’ equity and comprehensive loss, and cash flows for the period May 10, 2005 (inception) through December 31, 2005. Our
audit also included the financial statement schedule listed on page F-1. These financial statements and schedule are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements and schedule based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. We were not en
to perform an audit of the Company'’s internal control over financial reporting. Our audit included consideration of internal control over financial reporting as a
basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Company’s internal control over financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates made by managemen
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial position of CBRE Realty
Finance, Inc. at December 31, 2005, and the consolidated results of its operations and its cash flows for the period May 10, 2005 (inception) through
December 31, 2005, in conformity with U.S. generally accepted accounting principles. Also, in our opinion, the related financial statement schedule, when
considered in relation to the basic financial statements taken as a whole, presents fairly, in all material respects, the information set forth therein.

/sl Ernst & Young LLP

Hartford, Connecticut
March 1, 2006
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(Amounts in thousands, except per share and share data)

Assets:

Cash and cash equivalents
Restricted cash
Loans and other lending investments, net

CBRE REALTY FINANCE, INC.

CONSOLIDATED BALANCE SHEET

Commercial mortgage backed securities, at fair value

Real estate, net
Derivative assets
Accrued interest
Other assets
Total assets

Liabilities and Stockholders’ Equity:

Liabilities:

Repurchase obligations
Mortgage payable
Derivative liabilities
Management fee payable
Dividends payable
Accounts payable and accrued expenses
Other liabilities
Total liabilities

Commitments and contingencies

Minority interest

Stockholders’ Equity:
Preferred stock, par value $.01 per share; 50,000,000 shares authorized, no shares issued or outstanding at December 31,

2005

Common stock, par value $0.01 per share, 100,000,000 shares authorized, 20,567,755 shares issued and outstanding at

December 31, 2005
Additional paid-in capital
Accumulated other comprehensive loss
Accumulated deficit

Total stockholders’ equity

Total liabilities and stockholders’ equity

The accompanying notes are an integral part of these financial statements.
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December 31, 2005

$ 49,377
3,239

448,280

81,499

31,923

1,642

3,452

4,306

—_— e

623,718

3 .

$ 304,825

(2,856
279,631

$ 623,718
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CONSOLIDATED STATEMENT OF INCOME
(Amounts in thousands, except per share and share data)

Revenues:
Investment income
Other income
Total revenues

Expenses:

Interest expense

Management fees

Formation costs

Other general and administrative (including $1,770 of stock—-based compensation)
Total expenses

Gain on derivatives
Net income

Weighted—average shares of common stock outstanding:
Basic
Diluted

Earnings per share of common stock:
Basic
Diluted

Dividends declared per share of common stock

The accompanying notes are an integral part of these financial statements.
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For the Period

May 10, 2005
(inception) through
December 31, 2005

20,000,000

20,108,317

0.05
0.05

3

0.19
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CBRE REALTY FINANCE, INC.

CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY AND COMPREHENSIVE LOSS
For the Period May 10, 2005 (inception) through December 31, 2005

(Amounts in thousands, except per share and share data)

Common Stock Additional Accumulated
Paid Other
Shares Par Value In-Capital Comprehensive Accumulated Comprehensive
Loss Deficit Total Loss

Balance at May 10, 2005 1,000 $ — 1 $ — $ — $ 1 $ —
Redemption of common stock (1,000 — 1) — — 1) —
Net proceeds from common stock offering 20,000,000 200 282,265 — — 282,465 —
Issuance of restricted shares of common

stock 567,755 6 — — — 6 —
Stock—-based compensation — — 1,764 — — 1,764 —
Net income — — — — 1,052 1,052 1,052
Net unrealized loss on commercial mortgage

backed securities — — (2,415 — (2,415 (2,415
Net unrealized gain on cash flow hedges — — — 667 — 667 667
Cash dividends declared — — — = (3,908 (3,908 =
Balance at December 31, 2005 20,567,755 $ 206 $ 284029 $ (1,749 $ (2,856 $279.631 $ (696)

The accompanying notes are an integral part of these financial statements.
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CBRE REALTY FINANCE, INC.

CONSOLIDATED STATEMENT OF CASH FLOWS
(Amounts in thousands, except per share and share data)

Cash flows from operating activities:

Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Premium (discount) amortization, net
Other amortization
Stock-based compensation
Unrealized gains on derivatives
Changes in operating assets and liabilities:
Restricted cash
Accrued interest
Other assets
Management fee payable
Accounts payable and accrued expenses
Other liabilities
Net cash provided by operating activities

Cash flows from investing activities:

Purchase of commercial mortgage backed securities
Origination and purchase of loans

Repayments of loan principal

Real estate acquisition

Net cash used in investing activities

Cash flows from financing activities:

Proceeds from issuance of common stock, net of offering costs
Proceeds from borrowings under repurchase agreements
Repayments of borrowings from repurchase agreements
Proceeds from mortgage loans

Purchase of derivative asset

Deferred financing and acquisition costs paid

Dividends paid to common stockholders

Minority interest

Net cash provided by financing activities

Net increase in cash and cash equivalents
Cash and cash equivalents, beginning of the period
Cash and cash equivalents, end of period

Supplemental disclosure of cash flow information:
Cash paid during the period for interest

The accompanying notes are an integral part of these financial statements.
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For the Period

May 10, 2005
(inception) through
December 31, 2005

$ 1,052

1,562
179
1,770
@)

(3,239
(3,459
(2,853
469
4,123
5,928

5174

(83,747
(478,449
28,694

(31,923
(565,420

282,465

609,623

49,377

$ 49377

$ 1537
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2005
(Amounts in thousands, except per share and share data)

NOTE 1—ORGANIZATION

CBRE Realty Finance, Inc. (the “Company”) was organized in Maryland on May 10, 2005 as a commercial real estate specialty finance company focuse
on originating and acquiring whole loans, bridge loans, subordinate interests in whole loans (“B Notes”), commercial mortgage—backed securities (‘“CMBS”),
mezzanine loans, and joint venture interests in entities that own commercial real estate, primarily in North America. On June 9, 2005, the Company closed a
private placement offering of common stock which raised approximately $282,465 of net capital.

The Company is externally managed and advised by CBRE Realty Finance Management, LLC (the “Manager”), an indirect subsidiary of CB Richard
Ellis, Inc. (“CBRE”), and a direct subsidiary of CBRE Melody & Company (“CBRE/Melody”). As of December 31, 2005, CBRE also owned an approximately
6.8% interest in the outstanding shares of the Company’s common stock. In addition, certain of the Company’s executive officers and directors and certain
executive officers and directors of CBRE and CBRE/Melody owned an approximately 6.0% interest in the outstanding shares of the Company’s common stoc

The Company intends to elect and qualify to be taxed as a real estate investment trust (“REIT”) for federal income tax purposes commencing with the
Company'’s taxable year ended December 31, 2005. As a REIT, the Company generally will not be subject to federal income tax on that portion of income tha
distributed to stockholders if at least 90% of the Company’s REIT taxable income is distributed to the Company’s stockholders. The Company conducts its
operations so as to not be regulated as an investment company under the Investment Company Act of 1940, as amended.

As of December 31, 2005, the net carrying value of investments held by the Company was approximately $538,068, including origination costs and fees
and net of repayments and sales of partial interests in loans, with an average spread to 30—-day LIBOR of 348 basis points for the Company’s floating rate
investments and an average yield of 7.06% for the Company’s fixed rate investments.

NOTE 2—BASIS OF PRESENTATION

The accompanying consolidated financial statements have been prepared in conformity with accounting principles generally accepted in the United Stat
(“GAAP"). The consolidated financial statements include the Company’s accounts and those of the Company’s subsidiaries, which are wholly-owned or
controlled by the Company or entities which are variable interest entities (“VIE”) in which the Company is the primary beneficiary under Financial Accounting
Standards Board (“FASB”) Interpretation No. 46R “Consolidation of Variable Interest Entities” (“FIN 46R”). All significant intercompany transactions and
balances have been eliminated in consolidation.

NOTE 3—SIGNIFICANT ACCOUNTING POLICIES

Use of Estimates

In preparing the consolidated financial statements, management is required to make estimates and assumptions that affect the amounts reported in the
financial statements and accompanying notes. Actual results could differ from those estimates and assumptions. Significant estimates in the consolidated
financial statements include the valuation of the Company’s investments, including any related allowance for losses, the valuation of derivatives and the
valuation of the Company’s common stock options.

Cash and Cash Equivalents

The Company considers all highly liquid investments with maturities of three months or less when purchased to be cash equivalents.
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Restricted Cash

Restricted cash consists of tax and insurance escrows, and leasehold improvement reserves held on behalf of certain borrowers.

Loans and Other Lending Investments

Loans held for investment are intended to be held to maturity and, accordingly, are carried at amortized cost, including unamortized loan origination cos
and fees, and net of repayments and sales of partial interests in loans, unless such loan or investment is deemed to be impaired. At such time as the Compar
invests in real estate loans, the Company determines whether such investment should be accounted for as a loan, real estate investment, or equity method jc
venture in accordance with AICPA Practice Bulletin No. 1 on acquisition, development, and construction (ADC) arrangements.

The Manager evaluates the Company'’s assets on a regular basis to determine if they continue to satisfy the Company’s investment criteria. Subject to
certain restrictions applicable to REITs and to maintain the Company’s exclusion from regulation as an investment company, the Company may sell its
investments opportunistically and use the proceeds of any such sales for debt reduction, additional acquisitions or working capital purposes.

Variable Interest Entities

In December 2003, FIN 46R was issued as a modification of FIN No. 46 “Consolidation of Variable Interest Entities.” FIN 46R, which became effective
in the first quarter of 2004, clarified the methodology for determining whether an entity is a VIE and the methodology for assessing who is the primary
beneficiary of a VIE. VIEs are defined as entities in which equity investors do not have the characteristics of a controlling financial interest or do not have
sufficient equity at risk for the entity to finance its activities without additional subordinated financial support from other parties. If an entity is determined to be
VIE, it must be consolidated by the primary beneficiary. The primary beneficiary is the enterprise that absorbs the majority of the entity’s expected losses,
receives a majority of the entity’s expected residual returns, or both. Generally, expected losses and expected residual returns are the expected negative and
positive variability, respectively, in the fair value of the variable interest entities’ net assets.

When the Company makes an investment, it assesses whether it has a variable interest in a VIE and, if so, whether it is the primary beneficiary of the V
These analyses require considerable judgment in determine the primary beneficiary of a VIE since they involve subjective probability weighting of various cas
flow scenarios. Incorrect assumptions or estimates of future cash flows may result in an inaccurate determination of the primary beneficiary. The result could
the consolidation of an entity acquired or formed in the future that would otherwise not have been consolidated or the non—consolidation of such an entity that
would otherwise have been consolidated.

The Company has evaluated its investments in CMBS, loans and other lending investments, and joint venture interests to determine whether they are
variable interests in VIEs. For each of the investments, the Company has evaluated the sufficiency of the entities’ equity investment at risk to absorb expecte
losses, and whether as a group, does the equity have the characteristics of a controlling financial interest.
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FIN 46R has certain scope exceptions, one of which provides that an enterprise that holds a variable interest in a qualifying special-purpose entity
(“QSPE") does not consolidate that entity unless that enterprise has unilateral ability to cause the entity to liquidate. SFAS No. 140 (“SFAS 140") “Accounting
for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities,” provides the requirements for an entity to be considered a QSPE. To
maintain the QSPE exception, the entity must continue to meet the QSPE criteria both initially and in subsequent periods. An entity’s QSPE status can be
impacted in future periods by activities by its transferor(s) or other involved parties, including the manner in which certain servicing activities are performed. T
the extent our CMBS investments were issued by an entity that meets the requirements to be considered a QSPE, the Company records the investments at
purchase price paid. To the extent the underlying entities are not QSPEs, the Company follows the guidance set forth in FIN 46R as the entities would be
considered VIEs.

The Company has analyzed the governing pooling and servicing agreements for each of its CMBS investments and believes that the terms are industry
standard and are consistent with the QSPE criteria. However, there is uncertainty with respect to QSPE treatment due to ongoing review by accounting stand
setters, potential actions by various parties involved with the QSPE, as discussed above, as well as varying and evolving interpretations of the QSPE criteria
under SFAS 140. Additionally, the standard setters continue to review the FIN 46R provisions related to the computations used to determine the primary
beneficiary of a VIE.

The Company’s maximum exposure to loss as a result of its investments in these VIEs was $83,914 as of December 31, 2005.

The financing structures, including loans and other lending investments, that the Company offers to its borrowers on certain of its loans involve the
creation of entities that could be deemed VIEs and, therefore, could be subject to FIN 46R. Management has evaluated these entities and has concluded that
of them are VIEs that are subject to consolidation under FIN 46R.

The Company has determined that its joint venture investment is a VIE in which it is deemed to be the primary beneficiary and under FIN 46R has
consolidated the investment. The primary effect of the consolidation is the requirement that the Company reflects the gross real estate assets and the gross
mortgage loan payable of this entity in its financial statements.

Commercial Mortgage—Backed Securities (‘*CMBS”)

CMBS are classified as available—for-sale securities and are carried on the Company’s balance sheet at fair value. As a result, changes in fair value ar
recorded as a balance sheet adjustment to accumulated other comprehensive income, which is a component of stockholders’ equity, rather than through the
Company’s income statement. Estimated fair values are based on quoted market prices from a third party that actively participates in the CMBS market. Thes
quotations are subject to significant variability based on market conditions, such as interest rates and credit spreads. Changes in market conditions, as well a
changes in the assumptions or methodology used to determine fair value, could result in a significant increase or decrease in the recorded amount of the
Company’s investment. As fair value estimates may vary to some degree, the Company must make certain judgments and assumptions about the appropriat
price used to calculate the fair values for financial reporting purposes. Different judgments and assumptions could result in different valuations. If
available—for-sale securities were classified as trading securities, there could be substantially greater volatility in earnings from period—to—period as these
investments would be marked to market and any reduction in the value of the securities versus the previous carrying value would be considered an expense
the income statement.
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In accordance with Emerging Issues Task Force, or EITF 99-20, “Recognition of Interest Income and Impairment on Purchased and Retained Beneficic
Interests in Securitized Financial Assets,” the Company also assesses whether unrealized losses on securities, if any, reflect a decline in value which is other
temporary and, accordingly, write the impaired security down to its value through earnings. For example, a decline in value is deemed to be other than tempo
if it is probable that the Company will be unable to collect all amounts due according to the contractual terms of a security which was not impaired at acquisitic
Temporary declines in value generally result from changes in market factors, such as market interest rates, or from certain macroeconomic events, including
market disruptions and supply changes, which do not directly impact the Company’s ability to collect amounts contractually due. Significant judgment is
required in this analysis. To date, no such write—downs have been made.

Real Estate, Net

Real estate properties are stated at cost less accumulated depreciation. Costs directly related to the acquisition and building improvements are capitaliz
Ordinary repairs and maintenance are expensed as incurred.

Real estate properties are depreciated using the straight-line method over the estimated useful lives of the assets. The estimated useful lives are as fol

Category Term
Building (fee simple ownership) 40 years
Building improvements shorter of remaining life of the building or useful life

On a periodic basis, the Company assesses whether there are any indicators that the value of its real estate properties may be impaired or that its carry
value may not be recoverable. A property’s value is considered impaired if management’s estimate of the aggregate future cash flows (undiscounted and witf
interest charges) to be generated by the property are less than the carrying value of the property. To the extent impairment has occurred, the loss shall be
measured as the excess of the carrying amount of the property over the fair value of the property. The Company does not believe that the value of its real est
property was impaired at December 31, 2005.

Revenue Recognition

Interest income on loan investments is recognized over the life of the investment using the effective interest method. Fees received in connection with I
commitments are deferred until the loan is funded and are then recognized over the term of the loan as an adjustment to yield. Fees on commitments that exp
unused are recognized at expiration.

Income recognition is generally suspended for debt investments at the earlier of the date at which payments become 90 days past due or when, in the
Company’s opinion, a full recovery of income and principal becomes doubtful. Income recognition is resumed when the loan becomes contractually current ar
performance is demonstrated to be resumed. While income recognition is suspended, interest income is recognized only upon actual receipt.

Interest income on CMBS is recognized using the effective interest method as required by EITF 99-20. Under EITF 99-20 management estimates, at tl
time of purchase, the future expected cash flows and determines
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the effective interest rate based on these estimated cash flows and the Company’s purchase price. On a quarterly basis, these estimated cash flows are upds
and a revised yield is calculated based on the current amortized cost of the investment. In estimating these cash flows, there are a number of assumptions th.
subject to uncertainties and contingencies, including the rate and timing of principal payments (including prepayments, repurchases, defaults and liquidations
the pass through or coupon rate and interest rate fluctuations. In addition, interest payment shortfalls due to delinquencies on the underlying mortgage loans,
the timing of and magnitude of credit losses on the mortgage loans underlying the securities have to be estimated. These uncertainties and contingencies are
difficult to predict and are subject to future events that may impact management’s estimates and the Company’s interest income.

If the current period cash flow estimates are lower than the previous period, and fair value is less than the carrying value of CMBS, the Company will
write down the CMBS to fair market value and record the impairment charge in the current period earnings. After taking into account the effect of the
impairment charge, income is recognized using the market yield for the security used in establishing the write—down.

Reserve for Possible Credit Losses

The expense for possible credit losses in connection with debt investments represents the increase in the allowance for possible credit losses to the lev
that management estimates to be adequate considering delinquencies, loss experience and collateral quality. Other factors considered relate to geographic tr
and project diversification, the size of the portfolio and current economic conditions.

The Company periodically evaluates each of its loans and other investments for possible impairment. Loans and other investments are considered to be
impaired, for financial reporting purposes, when it is deemed probable that the Company will be unable to collect all amounts due according to the contractua
terms of the original agreements, or, for loans purchased at a discount for credit quality, when the Company determines that it is probable that it will be unable
collect as anticipated. Significant judgment is required both in determining impairment and in estimating the resulting loss allowance. Changes in market
conditions, as well as changes in the assumption or methodology used to determine fair value, could result in a significant change in the recorded amount in ¢
investment.

Specific valuation allowances are established for impaired loans based on the fair value of collateral on an individual loan basis. The fair value of the
collateral is determined by an evaluation of operating cash flow from the property during the projected holding period, and estimated sales value computed by
applying an expected capitalization rate to the stabilized net operating income of the specific property, less selling costs, discounted at market discount rates.
upon completion of the valuation, the fair value of the underlying collateral securing the impaired loan or other investment is less than the net carrying value o
the loan or other investment, an allowance is created with a corresponding charge to the provision for loan losses. The allowance for each loan or other
investment is maintained at a level the Company believes is adequate to absorb probable losses. Actual losses may differ from the Company’s estimates.

At December 31, 2005, all of the Company'’s loans are current with respect to the scheduled payments of principal and interest. No impairment has bee
identified and no valuation allowance has been established.

Deferred Financing Costs

Deferred financing costs represent commitment fees, legal and other third party costs associated with obtaining commitments for financing which result
a closing of such financing. These costs are amortized over the terms of the respective agreements and the amortization is reflected in interest expense.
Unamortized deferred
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financing costs are expensed when the associated debt is refinanced or repaid before maturity. Costs incurred in seeking financing transactions which do not
close, are expensed in the period in which it is determined that the financing will not close. These costs are included in other assets at December 31, 2005.

Borrowings

The Company financed the acquisition of its investments, including loans and securities available—for—sale, primarily through the use of secured
borrowings in the form of repurchase agreements, warehouse facilities and other structured debt. The Company recognizes interest expense on all borrowing
an accrual basis.

Manager Compensation

The management agreement between the Company and the Manager (the “Management Agreement”) provides for the payment of a base managemen
to the Manager and an incentive fee if the Company’s financial performance exceeds certain benchmarks. The base management fee and the incentive fee a
accrued and expensed during the period for which they are calculated and earned. See Note 8 for further discussion of the specific terms of the computation
payment of the base management fee and the incentive fee.

Derivative Instruments

The Company recognizes all derivatives on the balance sheet at fair value. Derivatives that do not qualify, or are not designated as hedge relationships
must be adjusted to fair value through income. Derivative instruments designated in a hedge relationship to mitigate exposure to variability in expected future
cash flows, or other types of forecasted transactions, are considered cash flow hedges. Cash flow hedges are accounted for by recording the fair value of the
derivative instrument on the balance sheet as either an asset or liability. To the extent hedges are effective, a corresponding amount, adjusted for swap payn
is recorded in accumulated other comprehensive income within stockholders’ equity. Amounts are then reclassified from accumulated other comprehensive
income to the income statement in the period or periods the hedged forecasted transaction affects earnings. Ineffectiveness, if any, is recorded in the income
statement. The Company periodically reviews the effectiveness of each hedging transaction, which involves estimating future cash flows, at least quarterly as
required by SFAS Statement No. 133 (“SFAS 133") “Accounting for Derivative Instruments and Hedging Activities,” as amended by SFAS Statement No. 138
“Accounting for Certain Derivative Instruments and Hedging Activities—an Amendment of SFAS 133" and SFAS Statement No. 149 “Amendment of Stateme
133 on Derivative Instruments and Hedging Activities.” Derivative instruments designated in a hedge relationship to mitigate exposure to changes in the fair
value of an asset, liability, or firm commitment attributable to a particular risk, such as interest rate risk, will be considered fair value hedges under SFAS 133.
The Company currently has no fair value hedges outstanding. Fair values of derivatives are subject to significant variability based on changes in interest rates
The results of such variability could be a significant increase or decrease in our derivative assets, derivative liabilities, book equity, and/or earnings.

Income Taxes

The Company intends to elect and qualify to be taxed as a REIT, under Sections 856 through 860 of the Internal Revenue Code, beginning with its taxa
year ended December 31, 2005. To qualify as a REIT, the Company must meet certain organizational and operational requirements, including a requirement
distribute at least 90% of its ordinary REIT taxable income to stockholders. As a REIT, the Company generally will not be subject to U.S. federal income tax o
taxable income that it distributes to its stockholders. If the Company fails to
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qualify as a REIT in any taxable year, it will then be subject to U.S. federal income taxes on its taxable income at regular corporate rates and the Company wi
not be permitted to qualify for treatment as a REIT for U.S. federal income tax purposes for four years following the year during which qualification is lost unle
the Internal Revenue Service grants us relief under certain statutory provisions. Such an event could materially adversely affect its net income and net cash
available for distributions to stockholders. Management believes that the Company will be organized and will operate in such a manner as to qualify for treatn
as a REIT; however, the Company may be subject to certain state and local taxes.

One of the Company’s wholly-owned subsidiaries, CBRE Realty Finance TRS, Inc. (“CBRE TRS"), is intended to be taxed as a corporation. The
Company accounts for income taxes related to CBRE TRS in accordance with the provisions of SFAS No. 109 (“SFAS 109”) “Accounting for Income Taxes.”
Under SFAS 109, the Company accounts for income taxes using the asset and liability method. For financial reporting purposes current and deferred taxes al
provided for on the portion of earnings recognized by the Company with respect to its interest in CBRE TRS. Deferred income tax assets and liabilities are
computed based on temporary differences between the financial statement and income tax bases of assets and liabilities that existed on the balance sheet d:
of December 31, 2005, CBRE TRS has a net operating loss carryforward for U.S. federal income tax purposes of $666, which is available to offset future taxa
income, if any, through 2025.

The characterization of the distributions paid to the Company’s common stockholders in 2005 was 100% ordinary income.

Earnings Per Share

The Company presents both basic and diluted earnings per share, (‘EPS”). Basic EPS excludes dilution and is computed by dividing net income availat
to common stockholders by the weighted average number of common shares outstanding during the period. Diluted EPS reflects the potential dilution that co
occur if securities or other contracts to issue common stock were exercised or converted into common stock, where such exercise or conversion would result
lower EPS amount. In accordance with SFAS No. 128 “Earnings Per Share,” certain nonvested restricted shares are not included in the calculation of basic E
(even though nonvested shares are legally outstanding).

Stock-Based Payment

The Company has issued restricted shares of common stock and options to purchase common stock (collectively “equity awards”) to the Company’s
directors, the Manager, employees of the Manager and other related persons of the Manager. The Company accounts for stock—based compensation related
these equity awards using the fair value based methodology under SFAS Statement No. 123(R), “Share Based Payment” and EITF 96-18 “Accounting for Eg
Investments that are Issued to Other Than Employees for Acquiring, or in Conjunction with Selling Goods or Services.” Compensation cost for restricted stocl
and stock options issued is initially measured at fair value at the grant date, remeasured at subsequent dates to the extent the awards are unvested, and amc
into expense over the vesting period on a straight-line basis.

New Accounting Pronouncement

In November 2003, the Emerging Issues Task Force (“EITF”) reached a consensus that certain quantitative and qualitative disclosures for investments
meet the scope of Issue 03-1 “The Meaning of Other-Than-Temporary Impairment and Its Application to Certain Investments” (“EITF 03-1) should be
required for fiscal
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years ending after December 15, 2003. The disclosures are designed to help financial statement users analyze a company’s unrealized losses and to enable
to better understand the basis for management’s conclusion that the impairment is temporary. The recognition and measurement guidance in EITF 03-1 shol
be applied to other-than—temporary impairment evaluations in reporting periods beginning after June 15, 2004. FASB has directed the FASB staff to delay th
effective date for the measurement and recognition guidance prescribed by EITF 03-1. This delay does not suspend the requirement to recognize
other—than-temporary impairments as required by existing authoritative literature. During the period of the delay, an entity holding investments should contint
to apply relevant “other-than—-temporary” guidance, such as paragraph 16 of Opinion 18, and Issue 99-20, as applicable. We believe the adoption of EITF 02
is not expected to have a material effect on our financial position or results of operations.

NOTE 4—LOANS AND OTHER LENDING INVESTMENTS, NET

The following is a summary of the Company’s loans and other lending investments, net as of December 31, 2005:

Unamortized Unamortized Net
o Fees and Premium/ Amortized
Loan Descript ?n Principal Costs (Discount) Cost
Whole loans $ 211,252 $  (539) $ 6,770 $ 217,483
Mezzanine loans 133,596 (299) 2,871 136,168
B Notes 94,853 = (224) 94,629
Total loans $ 439,701 $ (838) $ 9417 $ 448,280

(1) Includes originated whole loans, acquired whole loans and bridge loans.

As of December 31, 2005, the whole loans consisted of 11 fixed rate loans, which produce an average yield of 6.69%, with maturity dates ranging from
January 12, 2006 to February 1, 2011. The mezzanine loans consisted of one fixed rate loan yielding 9.06% that matures on June 11, 2010, one fixed rate lo:
yielding 8.08% that matures on October 1, 2008 and four floating rate loans, which produce an average yield of between 30—day LIBOR plus 325 basis points
and 550 basis points, with maturity dates ranging from February 9, 2007 to July 1, 2008. The B Notes consisted of six floating rate loans, which produce an
average yield of between 30—-day LIBOR plus 248 basis points and 425 basis points, with maturity dates ranging from January 9, 2007 to November 9, 2007.

As of December 31, 2005, the Company had not recorded an allowance for loan losses. At December 31, 2005, all of the Company’s loans are current
respect to the scheduled payments of principal and interest. In reviewing the portfolio of loans, we did not identify any loans that exhibit characteristics
indicating that impairment has occurred.

Borrower Concentration Risk

As of December 31, 2005, the Company has a whole loan to a single borrower of $70,000, which represents approximately 11.2% of total assets. In
September 2005, the Company originated this $70,000 whole loan to HQ Realty, Inc., a single asset bankruptcy remote entity and an indirect wholly—owned
subsidiary of Level 3 Communications, Inc. The $70,000, 74% loan-to—value (“LTV") loan yields 6.96% and is secured by a four building, Class A, 776,058
square foot office campus located in the northwest section of Denver, CO, which is 100% occupied by Level 3 Communications, LLC, a wholly—owned
subsidiary of Level 3 Communications, Inc.
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On March 1, 2006, the Company sold a $45,000 A Note in connection with this $70,000 whole loan in which the Company is retaining a $25,000 fixed
rate B Note which yields 9.54%.

Geographic Concentration Risk

As of December 31, 2005, 29%, 25%, 23% and 12% of the outstanding balance of the loan investments of the Company had underlying properties in th
East, the South, the West, and the Midwest, respectively, while the remaining 11% of the outstanding loan investments had underlying properties that are loc:
throughout the United States.

NOTE 5—CMBS

The following table summarizes the Company’s CMBS investments, aggregated by investment category, as of December 31, 2005, which are carried a
estimated fair value:

Amortized Unrealized Unrealized Estimated
Security Description Cost Gains Losses Fair Value
CMBS Class B $ 11,698 $ — $ (1,188 $ 10,510
CMBS Class BB 25,226 — 872 24,354
CMBS Class BBB 46,990 — (355 $ 46,635
Total securities available—for-sale $ 83914 $ — $ (2,419 $ 81,499

All securities in an unrealized loss position as of December 31, 2005 have been in an unrealized loss position for less than one year. The Company’s
review of such securities indicates that the decrease in fair value was not due to permanent changes in the underlying credit fundamentals or in the amount o
interest expected to be received. The unrealized losses are primarily the result of changes in market interest rates subsequent to the purchase of a CMBS
investment. Therefore, management does not believe any of the securities held are other-than—-temporarily impaired as of December 31, 2005. The Compan
expects to hold all of the investments until their expected maturity.

During the period May 10, 2005 (inception) through December 31, 2005, the Company accreted approximately $167, respectively, of the net discount p
for these securities in interest income.

The actual maturities of CMBS are generally shorter than stated contractual maturities. Actual maturities of these securities are affected by the contract
lives of the underlying assets, periodic payments of principal, and prepayments of principal.

The following table summarizes the estimated maturities of the Company’s CMBS investments as of December 31, 2005 according to their estimated
weighted average life classifications:

Weighted

Estimated Amortized Average

Weighted Average Life Fair Value Cost Coupon
Greater than one year and less than five years $ 36,902 $ 37,740 6.71%
Greater than five years and less than ten years 39,401 40,832 5.67%
Greater than ten years 5,196 5,342 6.72%
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The weighted average lives of the Company’s CMBS investments as of December 31, 2005 in the table above are based upon calculations assuming
constant principal prepayment rates to the balloon or reset date for each security. The prepayment model considers current yield, forward yield, steepness of
yield curve, current mortgage rates, mortgage rates of the outstanding loans, loan ages, margin and volatility.

NOTE 6—REAL ESTATE, NET

On December 15, 2005, the Company invested $8,289 for a 95% interest in Springhouse Apartments LLC, a joint venture between the Company and T
Bozzuto Group. Springhouse Apartments LLC acquired an existing garden style apartment community consisting of 220 units located in Laurel, Maryland for
$31,923. In connection with the acquisition, Springhouse Apartments LLC obtained a loan from Wells Fargo Bank, NA for $26,175. As of December 31, 2005,
$25,001 was outstanding on the interest-only loan. The Company determined that Springhouse Apartments LLC is a VIE and that the Company is the primar
beneficiary and has consolidated the entity from the date of investment. Results of operations of this community from the date of acquisition to December 31,
2005 are not material and have been omitted. The Company preliminarily allocated the purchase price of the community to the fair value of the assets receive
and the fair value of the liabilities assumed. The allocation is subject to change as additional information is obtained. At December 31, 2005, Springhouse
Apartments LLC’s balance sheet was comprised of land of $7,981, buildings of $23,942, intangibles of $1,667, net working capital assets of $136 and mortga
note payable of $25,001. Minority interest on the Company’s consolidated balance sheet of $436 represents The Bozzuto Group’s 5% interest in Springhouse
Apartments, LLC.

NOTE 7—BORROWINGS AND REPURCHASE AGREEMENTS

The Company finances its portfolio of securities and loans through the use of repurchase agreements. On August 30, 2005, the Company entered into t
Master Repurchase Agreements with Deutsche Bank AG, Cayman Islands Branch (“DB") as seller (the “DB Warehouse Facilities”) aggregating $650,000 of
borrowing capacity to finance its investment in whole loans, bridge loans, B Notes, mezzanine loans and CMBS. These repurchase agreements are being
accounted for as secured borrowings since the Company maintains effective control of the financed assets.

The $400,000 DB Warehouse Facility has a repurchase date of August 29, 2006; provided, however, the repurchase date shall automatically be extend
for an additional day on a daily basis, without any action required to be taken by DB or the Company, unless DB delivers to the Company in writing a
termination notice of such daily automatic extension feature and, in such event, the repurchase date for all transactions shall be the day 364 days after the da
written termination notice. Advances under this facility bear interest, which is reset monthly, with a pricing spread of 50 basis points over a 30—-day LIBOR.
Based on the Company'’s investment activities, this facility provides for an advance of up to 90% based upon the collateral provided under a borrowing based
calculation. This facility finances our whole loan originations and acquisitions. The Company incurred interest expense of approximately $1,022 for the period
September 27, 2005 through December 31, 2005. As of December 31, 2005, approximately $138,069 was outstanding under this facility, with a weighted
average interest rate of 4.96%. As of December 31, 2005, the Company had $261,931 of capacity under this facility to fund future investments. The borrowin
under this facility are collateralized by the following investments at December 31, 2005:

Investment Type Number of Loans Carrying Value Market Value
Whole loans 9 $ 170,920 $ 170,816
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The $250,000 DB Warehouse Facility has a repurchase date of May 30, 2006; provided, however, if all of the extension conditions are timely satisfied, t
repurchase date shall be extended for up to two additional three—month periods following the initial repurchase date or the first extended repurchase date, as
applicable. Advances under this facility bear interest, which is reset monthly, with a pricing spread of 125 basis points over a 30—day LIBOR. Based on the
Company’s investment activities, this facility provides for an advance rate of up to 65% based upon the collateral provided under a borrowing based calculatic
This facility finances our origination or acquisition of B Notes, mezzanine loans and CMBS. As of December 31, 2005, approximately $166,756 was outstandi
under this facility, with a weighted average interest rate of 5.62%. As of December 31, 2005, the Company had $83,244 of additional capacity under this facili
to fund future investments. The Company incurred interest expense of approximately $1,224 for the period of September 12, 2005 through December 31, 20C
The borrowings under this facility are collateralized by the following investments as of December 31, 2005:

Investment Type Number of Loans Carrying Value Market Value

Whole loans 1 $ 24,881 $ 25,004
Mezzanine Loans 4 81,628 81,623
ElBIE 5 77,648 77,750
CMBS 19 81,499 81,499
Total 29 $ 265,656 $ 265,876

The DB Warehouse Facilities contain certain covenants, the most restrictive of which are requirements that the Company maintain a minimum tangible
worth of no less than $125,000, a minimum debt service coverage not less than 1.5 to 1 in aggregate, a ratio of indebtedness-to—tangible net worth not to ex
3.5to 1, and minimum cash or marketable securities of not less than (i) $10,000 for a debt-to—book equity ratio above 2 to 1, (ii) $5,000 for a debt-to—book
equity ratio between 1 to 1 and 2 to 1, and (jii) $3,000 for a debt-to—book equity ratio below 1 to 1. The Company is in compliance with all covenants and
restrictions as of December 31, 2005.

On December 14, 2005, the Company’s consolidated joint venture, Springhouse Apartments, LLC, obtained a $26,175 loan in conjunction with the
acquisition of real estate located in Prince George’s County, Maryland. The loan is collateralized by the aforementioned property, is guaranteed by Bozzutto &
Associates, Inc., the Company'’s joint venture partner, matures on December 14, 2008, and bears interest at 30—day LIBOR plus 1.75%. As of December 31,
2005 the outstanding balance was $25,001 at a rate of 6.12%.

The Company has certain CMBS and loan investments (the “collateral assets”) purchased from a counterparty that are financed through a repurchase
agreement with the same counterparty. The Company believes that in accordance with FASB Concept Statement No. 6, (“CON 6”) “Elements of Financial
Statements,” it is entitled to obtain the future economic benefits of the collateral assets and it is obligated under the repurchase agreement. Therefore, the
Company currently records the collateral assets and the related financing gross on its balance sheet, and the corresponding interest income and interest exp:
gross on its income statement. In addition, any change in fair value of the commercial mortgage backed securities included in the collateral assets, is reportec
through other comprehensive income since these are classified as available for sale securities in accordance with FASB Statement No. 115, (“SFAS 115”)
“Accounting for Certain Investments in Debt and Equity Securities.”

However, an alternative view could be taken that in a transaction where assets are acquired from and financed under a repurchase agreement with the
counterparty, the acquisition may not qualify as a sale from the sellers’ perspective. In such a case, the seller may be required to continue to consolidate the «
sold to the
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Company. Under this view, the Company would be precluded from presenting the assets gross on its balance sheet and would instead treat its net investmen
such assets as a derivative. Under this view, the interest rate swaps entered into by the Company to hedge its interest rate exposure with respect to these
transactions would no longer qualify for hedge accounting, but would be marked to market through the income statement.

This potential change would not affect the economics of the transactions but would affect how the transactions are reported in the Company’s financial
statements. If the Company were to apply this view to its transactions, for the period May 10, 2005 (inception) to December 31, 2005, the change in net incon
per common diluted share would be immaterial and its total assets and total liabilities would each be reduced by 51,363.

NOTE 8—RELATED PARTY TRANSACTIONS

Management Agreement

The Company’s Management Agreement provides for an initial term through December 31, 2008 and will automatically renew for a one—year term eact
anniversary date thereafter, subject to certain termination rights. After the initial term, the Company’s independent directors will review the Manager's
performance annually and the Management Agreement may be terminated subject to certain termination rights. The Company'’s officers and directors own
approximately 26.1% of the Manager.

The Company pays the Manager a base management fee monthly in arrears in an amount equal to 1/12 of the sum of (i) 2.0% of the Company’s gross
stockholders equity (as defined in the Management Agreement) (“equity”) of the first $400,000 of the Company’s equity; and (ii) 1.75% of the Company’s equi
in an amount in excess of $400,000 and up to $800,000; and (iii) 1.5% of the Company’s equity in excess of $800,000. The Manager uses the proceeds from
management fee in part to pay compensation to its officers and employees who, notwithstanding that certain of them also are the Company’s officers, receive
cash compensation directly from the Company. For the period from June 9, 2005 through December 31, 2005, the Company paid or had payable $3,158 to tt
Manager for the base management fee under the Management Agreement, of which $469 were accrued and constitute the management fee payable on the
balance sheet.

In addition to the base management fee, the Manager may receive quarterly incentive compensation. The purpose of the incentive compensation is to
provide an additional incentive for the Manager to achieve targeted levels of Funds From Operations (as defined in the Management Agreement) and to incre
the Company'’s stockholder value. The Manager may receive quarterly incentive compensation in an amount equal to the product of: (i) twenty—five percent
(25%) of the dollar amount by which (A) the Company’s Funds From Operations (after the base management fee and before incentive compensation) per she
of common stock for such quarter (based on the weighted average number of shares outstanding for such quarter) exceeds (B) an amount equal to (1) the
weighted average of the price per share of the Company’s common stock in the Company’s June 2005 private offering and the prices per share of the Compe
common stock in any subsequent offerings (including the Company’s initial public offering), multiplied by (2) the greater of (a) 2.25% or (b) 0.75% plus
one-fourth of the Ten Year Treasury Rate (as defined in the Management Agreement) for such quarter, multiplied by (ii) the weighted average number of sha
of the Company’s common stock outstanding during such quarter. The Company will record any incentive fees as a management fee expense in the period w
earned and when payments of such amounts have become probable and reasonably estimable in accordance with the Management Agreement. For the perit
from June 9, 2005 through December 31, 2005, no amounts were paid or were payable to the Manager for the incentive management fee under the Manager
Agreement.
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The Management Agreement also provides that the Company will reimburse the Manager for various expenses incurred by the Manager or its affiliates
documented expenses of the Manager or its affiliates incurred on the Company’s behalf, including but not limited to costs associated with formation and capit
raising activities and general and administrative expenses. Without regard to the amount of compensation received under the Management Agreement, the
Manager is responsible for the wages and salaries of the Manager's officers and employees. For the period from June 9, 2005 through December 31, 2005, tl
Company paid approximately $470 to the Manager for expense reimbursements, of which $91 of expense reimbursements were accrued and are included in
liabilities.

For the period prior to June 9, 2005, the Company reimbursed expenses to an affiliate of the Manager, CBRE/Melody, $1,246, including $860 costs
associated with its capital raising activities and $386 of expenses relating to our formation.

Affiliates

As of December 31, 2005, an affiliate of the Manager, CBRE Melody of Texas, LP and its principals, owned 1.1 million shares (which were purchased ir
the Company’s June 2005 private offering) of the Company’s common stock, 300,000 shares of restricted common stock, and had options to purchase an
additional 500,000 shares of common stock.

GEMSA Servicing

GEMSA Loan Services, L.P. (“GEMSA") is utilized by the Company as a loan servicer. GEMSA is a joint venture between CBRE/Melody and GE
Capital Real Estate. The Company'’s fees for GEMSA's services in 2005 amounted to $2 and were at market rates.

NOTE 9—STOCKHOLDERS’ EQUITY

Capital Stock

The Company’s authorized capital stock consists of 150,000,000 shares of capital stock, $0.01 par value per share, of which the Company have author
the issuance of up to 100,000,000 shares of common stock, par value $0.01 per share, and 50,000,000 shares of preferred stock, par value $0.01 per share.

On May 10, 2005, the Company had 1,000 shares of common stock outstanding valued at approximately $1. On June 9, 2005, these shares were rede
in connection the completion of a private offering of 20,000,000 shares of common stock. Net proceeds of $282,465 from the private offering were used
primarily to fund investments. Upon completion of the offering, the Company granted 567,755 shares of restricted stock and options to purchase 813,600 She
of common stock having an exercise price of $15.00 per share under the 2005 Equity Incentive Plan. As of December 31, 2005, 20,567,755 shares of our
common stock were issued and outstanding.

Equity Incentive Plan

The Company established a 2005 equity incentive plan, (“2005 Equity Incentive Plan”) for officers, directors, consultants and advisors, including the
Manager, its employees and other related persons. The 2005 Equity Incentive Plan authorizes (i) the grant of stock options that qualify as incentive stock opti
under

F-39



Table of Contents
CBRE REALTY FINANCE, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2005—(continued)
(Amounts in thousands, except per share and share data)

Section 422 of the Code, or ISOs; (ii) the grant of stock options that do not qualify, or NQSOs and (iii) grants of shares of restricted common stock. The exerc
price of stock options will be determined by the compensation committee and fully ratified by the board of directors, but may not be less than 100% of the fair
market value of a share on the day the option is granted. The total number of shares subject to awards granted under the 2005 Equity Incentive Plan may not
exceed 2,000,000. As of December 31, 2005, approximately 600,000 shares of restricted stock and 1,000,000 options to purchase shares of the Company’s
common stock were granted, or reserved for issuance under the 2005 Equity Incentive Plan.

As of December 31, 2005, restricted stock awards aggregating 565,087 shares of the Company’s common stock were granted under the 2005 Equity
Incentive Plan to the Manager, its employees and related persons. These awards have a vesting period of three years and accrue dividends at the same rate
the same date as the Company’s common stock. The Company also issued restricted stock awards aggregating 2,668 shares of the Company’s common sto
its directors, which vest over one year. The holders of restricted stock awards are prohibited from selling these shares until they vest.

As of December 31, 2005 options to purchase 813,600 shares of common stock with an exercise price of $15.00 per share were granted to the Manage
employees and related persons. Options granted under the 2005 Equity Incentive Plan are exercisable at the fair market value on the date of grant and, subje
termination of employment, expire five years from the date of the grant, are not transferable other than at death, and are exercisable ratably over a three year
period commencing one year from the date of grant.

Restricted stock awards aggregating 34,913 shares of the Company’s common stock and options to purchase 186,400 shares of the Company’s comm
stock are available for issuance to the Manager, its employees and other related persons as directed by the Manager.

The fair value of the options was estimated by reference to Black—Scholes—Merton formula, a closed—form option pricing model. Estimating the volatility
of the share price of a privately held company is complex because there is no readily available market for the shares. The Company estimated the volatility of
stock based on available information on volatility of stocks of publicly held companies in the industry. Since the 2005 Equity Incentive Plan has characteristics
significantly different from those of traded options, and since the assumptions used in such model, particularly the volatility assumption, are subject to signific
judgment and variability, the actual value of the options could vary materially from management’s estimate. The assumptions used in such model are provide:
below:

As of
December 31, 2005

—_— e o

Expected life (in years) 5

Risk-free interest rate 4.36%
Volatility 21%
Dividend yield 9.5%
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The estimated fair value of the common stock options was $0.95 per share at December 31, 2005. Non—cash compensation expense related to shares
subject to awards is recorded ratably over their vesting period. The components of nhon—cash stock-based compensation expense presented on the consolid:
statement of income, for the period May 10, 2005 (inception) through December 31, 2005 are as follows:

Period
May 10, 2005
(inception) through
December 31, 2005

Options granted to Manager, its employees and other related persons $ 145
Restricted shares granted to Manager, its employees and other related persons 1,602
Restricted shares granted to certain directors 23
Total stock—-based compensation expense $ 1,770

NOTE 10—DERIVATIVES

In the normal course of business, the Company uses a variety of derivative instruments to manage, or hedge, interest rate risk. The Company requires
hedging derivative instruments be effective in reducing the interest rate risk exposure that they are designated to hedge. This effectiveness is essential for
qualifying for hedge accounting. Some derivative instruments are associated with an anticipated transaction. In those cases, hedge effectiveness criteria also
require that it be probable that the underlying transaction occurs. Instruments that meet these hedging criteria are formally designated as hedges at the incep
of the derivative contract.

The Company formally documents all relationships between hedging instruments and hedged items, as well as its risk management objective, strategy
undertaking each hedge transaction and how ineffectiveness of the hedging instrument, if any, will be measured. Derivative instruments designated in a hedg
relationship to mitigate exposure to variability in expected future cash flows, or other types of forecasted transactions, are considered cash flow hedges.

The Company'’s derivative products typically include interest rate swaps. The Company expressly prohibits the use of unconventional derivative
instruments and using derivative instruments for trading or speculative purposes. Further, it has a policy of only entering into contracts with major financial
institutions based upon their credit ratings and other factors.

The Company uses interest rate swaps to hedge all or a portion of the interest rate risk associated with its borrowings. The counterparty to these contra
arrangements is Credit Suisse Securities (USA) LLC, one of our underwriters and a major financial institution with which the Company and its affiliates may
also have other financial relationships. In the event of nonperformance by the counterparty, we are potentially exposed to credit loss. However, the Company
anticipates that the counterparty will not fail to meet its obligation. On the date the Company enters into a derivative contract, the derivative is designated as:
(1) a hedge of a forecasted transaction or of the variability of cash flows to be received or paid related to a recognized liability (“cash flow” hedge) or (2) a
contract not qualifying for hedge accounting (“free standing” derivative).

To determine the fair value of derivative instruments, the Company used a variety of methods and assumptions that are based on market conditions ant
risks existing at each balance sheet date. For the majority of financial instruments including most derivatives and long—term investments, standard market
conventions and
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techniques such as discounted cash flow analysis, option—pricing models, replacement cost, and termination cost are used to determine fair value. All methoc
assessing fair value result in a general approximation of value, and such value may never actually be realized.

The following table summarizes the fair value of the derivative instruments held as of December 31, 2005:

Estimated Fair Value at

Contract December 31, 2005
Derivatives designated as cash flow hedges $ 892
Free-standing hedges 119

The Company entered into 14 interest rate swap agreements with a total notional amount of $324,900. In all of the agreements we pay a fixed interest r
(semi—annually) and receive a floating interest rate (quarterly based on a 90-day LIBOR) from the counterparty. The Company through its consolidated joint
venture entered into an interest cap with a notional amount of $25,000 with a strike price of 4.16% and a maturity date of December 15, 2007. As of
December 31, 2005, the estimated value of these swaps, included in derivative assets and derivative liabilities on the balance sheet, was approximately $1,0:
and represents the amount that would be received if the agreements were terminated, based on current market rates on that date. The expected net amount:
existing gain at December 31, 2005 that is expected to be reclassified into earnings during 2006 is approximately $100.

NOTE 11—EARNINGS PER SHARE

Basic earnings per share are calculated by dividing net income by the weighted average number of shares of common stock outstanding during each
period. In accordance with SFAS No. 128 “Earnings Per Share,” certain shares of restricted stock are not included in the calculation of basic EPS (even thoug
nonvested shares of restricted stock are legally outstanding). Diluted earnings per share takes into account the effect of dilutive instruments, such as commor
stock options and shares of unvested restricted common stock, but use the average share price for the period in determining the number of incremental share
are to be added to the weighted— average number of shares outstanding (treasury stock method). The following table presents a reconciliation of basic and d
earnings per share for the period May 10, 2005 (inception) through December 31, 2005:

Period May 10, 2005
(inception) through
December 31, 2005

——e e e e

Basic:

Net income $ 1,052
Weighted—average number of shares outstanding 20,000,000
Basic earnings per share $ 0.05

Diluted:

Net income $ 1,052

Weighted—average number of shares outstanding 20,000,000
Plus: Incremental shares from assumed conversion of dilutive instruments 108,317
Adjusted weighted—average number of shares outstanding 20,108,317
Diluted earnings per share $ 0.05
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CBRE REALTY FINANCE, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2005—(continued)
(Amounts in thousands, except per share and share data)

NOTE 12—DIVIDENDS

On October 19, 2005, the Company declared dividends of $0.06 per share of common stock, payable with respect to the period May 10, 2005 (inceptiol
through September 30, 2005, to stockholders of record at the close of business on October 28, 2005. The Company paid these dividends on November 15, 2
In addition, on December 27, 2005, the Company declared dividends of $0.13 per share of common stock, payable with respect to the three months ended
December 31, 2005, to stockholders of record at the close of business on December 28, 2005. The Company paid these dividends on January 13, 2006.

NOTE 13—FAIR VALUE OF FINANCIAL INSTRUMENTS

The fair value of a financial instrument is the amount at which the instrument could be exchanged in a current transaction between willing parties, other
than in a forced or liquidation sale. Quoted market prices, if available, are utilized as estimates of the fair values of financial instruments. Because no quoted
market prices exist for a significant part of the Company’s financial instruments, the fair values of such instruments have been derived based on management
assumptions, the amount and timing of future cash flows and estimated discount rates. The estimation methods for individual classifications of financial
instruments are described more fully below. Different assumptions could significantly affect these estimates. Accordingly, the net realizable values could be
materially different from the estimates presented below.

In addition, the estimates are only indicative of the value of individual financial instruments and should not be considered an indication of the fair value c
the Company as an operating business.

Short-term financial instruments—The carrying values of short-term financial instruments including cash and cash equivalents and short-term
investments approximate the estimated fair values of these instruments. These financial instruments generally expose us to limited credit risk and have no ste
maturities, or have maturity of less than 90 days when purchased and carry interest rates which approximate market.

Loans and other lending investments—For the Company'’s interests in loans and other lending investments, the estimated fair values are estimated by
discounting the future contractual cash flows (excluding participation interests in the sale or refinancing proceeds of the underlying collateral) using estimated
current market rates at which similar loans would be made to borrowers with similar credit ratings for the same remaining maturities.

Marketable securities—Securities available for sale are traded actively in the secondary market and have been valued using market prices.

Derivative instruments—The estimated fair values were estimated based upon the amount at which similar financial instruments would be valued.

Repurchase obligations—All of the Company’s existing repurchase obligations bear interest at fixed margins over LIBOR. Such margins are equivalent
to margins at which the Company could currently replace the related financing arrangements. As a result, the estimated fair values of the Company’s repurch
obligations were estimated to be the same as the carrying value.

Other financial instruments—The carrying values of other financial instruments including restricted cash, accrued interest receivable, accounts payable,
accrued expenses and other liabilities approximate the estimated fair values of the instruments.
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CBRE REALTY FINANCE, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2005—(continued)
(Amounts in thousands, except per share and share data)

The table below discloses the carrying value and the estimated fair value of the Company’s financial instruments as of December 31, 2005:

Carrying Estimated

Amount Fair Value
Financial Assets:
Cash and cash equivalents $ 49377 $ 49,377
Restricted cash 3,239 3,239
Loans and other lending investments 448,280 448,949
CMBS 81,499 81,499
Derivative assets 1,642 1,642
Accrued interest 3,452 3,452
Financial Liabilities:
Repurchase obligations 304,825 304,825
Mortgage payable 25,001 25,001
Derivative liabilities 631 631

NOTE 14—COMMITMENTS AND CONTINGENCIES

As of December 31, 2005, the Company had committed to purchase a $10,000 commercial real estate loan.

As of December 31, 2005, the Company had unfunded loan commitments from delayed loan transactions totaling $4,233 in the aggregate. In a delayed
loan transaction, the Company has made available to the borrower a stated amount to be drawn as needed within a specified future period of time.

As of December 31, 2005, the Company had joint venture participation commitments totaling $9,900. In joint venture participations, the Company has
made available to the joint ventures a stated amount to be drawn as needed within a specified future period of time.

The Company currently is neither subject to any material litigation nor, to management’s knowledge, is any material litigation currently threatened again
the Company.

NOTE 15—SUBSEQUENT EVENTS

The Company entered into a $200,000 master repurchase agreement with Bank of America N.A. and Banc of America Securities LLC on January 27, 2
and had outstanding obligations under this agreement totaling $16,250 with a weighted average borrowing rate of 5.76% as of February 28, 2006. On
February 13, 2006 the Company entered into an additional $250,000 master repurchase agreement with Bank of America, N.A and Banc of America Securiti¢
LLC. The Company has no borrowings under the $250,000 repurchase agreement.

In January 2006, 119,500 shares of restricted stock, net of forfeitures, and options to purchase 66,550 shares of the Company’s common stock, net of
forfeitures, with an exercise price of $15.00 per share were issued to certain employees of the Manager pursuant to the 2005 Equity Incentive Plan.

On March 1, 2006, the Company sold a $45,000 A Note in connection with a whole loan in which the Company is retaining a $25,000 fixed rate B Note
which yields 9.54%.
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SCHEDULE IV
CBRE REALTY FINANCE, INC. AND SUBSIDIARIES

MORTGAGE LOANS ON REAL ESTATE
DECEMBER 31, 2005
(In thousands)
(Amounts in thousands, except per share and share data)

Principal Amount
Carrying of Loss Subject

Principal Amount Principal or to
Property Current Payment Amount of Delinquent
Loan Type Type Interest Rate Maturity Date, Terms (1) Prior Liens of Loans Loans (3 Interest
Whole loans
Office 6.86% October 2010 Interest only N/A'$ 70,000% 69,668 N/A
Office 8.00% September 2010 Principal & Interest N/A 30,347 33,844 N/A
Office Principal &
7.23% August 2009 Interest N/A 22,143 23,558 N/A
Office 5.34% March 2012 Interest only N/A 25,000 24,635 N/A
Office 6.02% February 2011 Interest only N/A 20,000 19,926 N/A
Whole loans < 3% Various 7.32% November 2008 —  Principal & N/A 21,947 24,170 N/A
March 2014 Interest
189,437 _ 195,801
Mezzanine loans
Condo Conv. 8.00%®@ October 2008 Interestonly $ 88,434 29,839 29,540 N/A
Golf Courses  LIBOR+550 July 2007 Interest only 595,000 25,000 25,000 N/A
Hotel LIBOR+350 February 2007 Interest only 177,000 25,000 25,000 N/A
Hotel LIBOR+325 July 2008 Interest only 3,384,500 25,000 25,000 N/A
Mezzanine loans < 3% Various LIBOR + 325 -14% February 2007 — Various 318,937 28,757 31,628 N/A
June 2010
133,596 _ 136,168
Subordinate interest in
whole loans
(B—Notes)
Condo Conv.  LIBOR+425 November 2007 Interest only 588,000 21,000 20,898 N/A
Subordinate interest Various Interest only 289,252 73,853 73,731
whole loans LIBOR + 248 - January 2007 -
(B—Notes) < 3% LIBOR +400  October 2007
94,853 94,629
Bridge loans
Bridge loans < 3% Various 12.00% January 2006 - Interest only N/A 21,815 21,682 N/A
October 2006

21,815 21,682
$ 439,701 $ 448280

(1) Reflects current payment terms and does not denote loans that may be subject to principal payments in the future.
(2)  Pay rate is 8%, accrual rate is 20%.
(3) The aggregate U.S. federal income tax basis for such assets at December 31, 2005 was approximately equal to their book basis.
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The following is a reconciliation of mortgage loans on real estate:

Balance at May 10, 2005
Additions during the period May 10, 2005 (inception) through December 31, 2005:

New mortgage loans 478,444
Other —
Deductions during the period May 10, 2005 (inception) through December 31, 2005:
Collections of principal 28,694
Foreclosures —
Cost of mortgages sold —
1,470

Amortization of premium
Other

Balance at December 31, 2005 $448,280
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PART II. INFORMATION NOT REQUIRED IN PROSPECTUS

Item 31. Other Expenses of Issuance and Distribution.

The following table sets forth the costs and expenses of the sale and distribution of the securities being registered, all of which are being borne by the
Registrant.

SEC registration fee $ 24,610
NASD filing fee 24,938
NYSE listing fee 150,000
Printing and engraving fees 350,000
Legal fees and expenses 1,200,000
Accounting fees and expenses 300,000
Blue sky fees and expenses 10,000
Transfer Agent and Registrar fees 20,000
Miscellaneous 200,000

Total $ 2,279,548

All expenses, except the SEC registration fee, the NASD filing fee and the NYSE listing fee, are estimated.

Item 32. Sales to Special Parties.

See the response to Item 33 below.

Item 33. Recent Sales of Unregistered Securities.

On May 11, 2005, in connection with the incorporation of CBRE Realty Finance, Inc. (the “Company”), the Company issued 1,000 shares of common
stock, $0.01 par value per share (the “Common Stock”) to Keith Gollenberg, the Company'’s chief executive officer, for $1,000. Such issuance was exempt frc
the registration requirements of the Securities Act of 1933, as amended (the “Securities Act”) pursuant to Section 4(2) thereof. These shares of Common Stoc
were cancelled upon completion of the Company’s June 2005 private offering.

On June 9, 2005, the Company sold 12,786,130 shares of its Common Stock to a group of initial purchasers for which Credit Suisse Securities (USA)
LLC, Deutsche Bank Securities Inc., Banc of America Securities LLC and Citigroup Global Markets Inc. served as the initial purchasers/placement agents (th
“Initial Purchasers”). The Company issued these shares of Common Stock to the Initial Purchasers in reliance on the exemption from the registration
requirements of the Securities Act provided by Section 4(2) of the Securities Act. The Initial Purchasers paid the Company a purchase price of $14.10 per she
for these shares of Common Stock, for total proceeds to the Company of $180,284,433. The Initial Purchasers resold all of these shares of Common Stock to
(i) Qualified Institutional Buyers (as defined in Rule 144A under the Securities Act) in reliance on the exemption from the registration requirements of the
Securities Act provided by Rule 144A under the Securities Act and (ii) investors outside the United States in reliance on the exemption from the registration
requirements of the Securities Act provided by Regulation S under the Securities Act. The offering price per share of Common Stock to Qualified Institutional
Buyers under Rule 144A and non-United States persons under Regulation S was $15.00 per share for gross proceeds of $191,791,750 and the aggregate in
purchasers’ discount was $11,507,517.

On June 9, 2005, the Company sold 7,213,870 shares of its Common Stock in a concurrent private placement to “accredited investors” (as defined in R
501 under the Securities Act) in reliance on the exemption from the registration requirements of the Securities Act provided by Rule 506 of Regulation D unde
the Securities Act, with the Initial Purchasers acting as placement agents. All of these shares were sold for a purchase price of $15.00 per share for gross prc
of $108,208,050. The placement agents received a commission of $0.90 per share with respect to these shares of Common Stock. The total proceeds to the
Company from the private placement of these shares was $101,715,567 and total commissions paid to the placement agents was $6,492,483.
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On June 9, 2005, the Company granted, or reserved for issuance, a total of 600,000 restricted shares of Common Stock and options to purchase 1,000
shares of the Company’s Common Stock, with the option grants having had an exercise price of $15.00 per share to CBRE Realty Finance Management, LL(
manager of the Company, pursuant to the 2005 Equity Incentive Plan of the Company (the “Incentive Plan”). On June 9, 2005, the Company also granted an
aggregate of 2,668 restricted shares of Common Stock to the Company’s independent directors under the 2005 Equity Incentive Plan, which shares vested o
date of grant. Such grants were exempt from the registration requirements of the Securities Act pursuant to Section 4(2) thereof. As of December 31, 2005,
565,087 of shares of restricted stock were allocated by the Manager to itself, certain of its employees and other related parties and 813,600 options to purcha
the Company’s common stock were allocated by the Manager to itself, certain of its employees and other related parties.

In January 2006, the Company granted to certain employees of the Manager 119,500 shares of restricted stock and options to purchase 66,550 shares
Company’s commons stock, net of certain forfeitures, with an exercise price of $15.00 per share. The Company received no consideration of any kind for the
restricted stock and options that were granted. In August 2006, two former employees of our Manager forfeited 20,300 shares of restricted stock and options
purchase 18,100 shares of our common stock. In August 2006, we granted options to purchase 17,600 shares of our common stock, with an exercise price o
$15.00 per share.

Item 34. Indemnification of Directors and Officers.

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

Our charter also authorizes our company, to the maximum extent permitted by Maryland law, to obligate our company to indemnify any present or forme
director or officer or any individual who, while a director or officer of our company and at the request of our company, serves or has served another corporatio
real estate investment trust, partnership, joint venture, trust, employee benefit plan or other enterprise as a director, officer, partner or trustee, from and again
any claim or liability to which that individual may become subject or which that individual may incur by reason of his or her service in any such capacity and to
pay or reimburse his or her reasonable expenses in advance of final disposition of a proceeding.

Our bylaws obligate us, to the maximum extent permitted by Maryland law, to indemnify any present or former director or officer or any individual who,
while a director or officer of our company and at the request of our company, serves or has served another corporation, real estate investment trust, partnerst
joint venture, trust, employee benefit plan or other enterprise as a director, officer, partner or trustee and who is made, or threatened to be made, a party to th
proceeding by reason of his or her service in that capacity from and against any claim or liability to which that individual may become subject or which that
individual may incur by reason of his or her service in any such capacity and to pay or reimburse his or her reasonable expenses in advance of final dispositic
a proceeding. Our charter and bylaws also permit our company to indemnify and advance expenses to any individual who served a predecessor of our comp:s
in any of the capacities described above and any employee or agent of our company or a predecessor of the our company.

Maryland law requires a corporation (unless its charter provides otherwise, which our charter does not) to indemnify a director or officer who has been
successful, on the merits or otherwise, in the defense of any proceeding to which he or she is made, or threatened to be made, a party by reason of his or hel
service in such
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capacity. Maryland law permits a corporation to indemnify its present and former directors and officers, among others, against judgments, penalties, fines,
settlements and reasonable expenses actually incurred by them in connection with any proceeding to which they may be made, or are threatened to be made
party by reason of their service in those or other capacities unless it is established that:

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

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

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

A court may order indemnification if it determines that the director or officer is fairly and reasonably entitled to indemnification, even though the director
or officer did not meet the prescribed standard of conduct or was adjudged liable on the basis that personal benefit was improperly received. However, under
Maryland law, a Maryland corporation may not indemnify for an adverse judgment in a suit by or in the right of the corporation or for a judgment of liability on
the basis that personal benefit was improperly received, unless in either case a court orders indemnification and then only for expenses. In addition, Marylanc
permits a corporation to advance reasonable expenses to a director or officer upon the corporation’s receipt of:

« awritten affirmation by the director or officer of his or her good faith belief that he or she has met the standard of conduct necessary for
indemnification by the corporation, and

« awritten undertaking by him or her or on his or her behalf to repay the amount paid or reimbursed by the corporation if it is ultimately determined
that the standard of conduct was not met.

Item 35. Treatment of Proceeds from Stock Being Registered.

None of the proceeds will be credited to an account other than the appropriate capital share account.

Item 36. Financial Statements and Exhibits.

(a) Financial Statements. See page F-1 for an index of the financial statements included in the Registration Statement.

(b) Exhibits. The following exhibits are filed as part of, or incorporated by reference into, this registration statement on Form S-11:

Exhibit Description of Document
11 * — Form of Underwriting Agreement among CBRE Realty Finance, Inc. and the underwriters named therein
3.1 * — Articles of Amendment and Restatement of CBRE Realty Finance, Inc.
3.2 * — Amended and Restated Bylaws of CBRE Realty Finance, Inc.
4.1 * — Form of Certificate for Common Stock for CBRE Realty Finance, Inc.
5.1 * — Opinion of Venable LLP as to legality of the securities being issued
8.1 * — Opinion of Clifford Chance US LLP as to certain U.S. federal income tax matters
10.1 * — Registration Rights Agreement among CBRE Realty Finance, Inc., Credit Suisse Securities (USA) LLC, Banc of America Securities LLC,

Citigroup Global Markets Inc. and Deutsche Bank Securities Inc., for the benefit of themselves and certain holders of the common stock of
CBRE Realty Finance, Inc., dated as of June 9, 2005

10.2 * — Management Agreement between CBRE Realty Finance, Inc. and CBRE Realty Finance Management, LLC and CB Richard Ellis, Inc., dat:
as of June 9, 2005

10.3 * — License Agreement by and among CBRE Realty Finance, Inc., CB Richard Ellis, Inc. and CB Richard Ellis of California, Inc., dated as of
June 9, 2005

104 * — 2005 Equity Incentive Plan

105 * — Form of Stock Award Agreement

106 * — Form of Stock Option Agreement
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Exhibit Description of Document

10.7 *  — Master Repurchase Agreement between CBRE Realty Finance TRS Warehouse Funding, LLC and Deutsche Bank AG, Cayman Islands
Branch, dated as of August 30, 2005

108 * — Master Repurchase Agreement between CBRE Realty Finance Holdings CDO Funding, LLC and Deutsche Bank AG, Cayman Islands
Branch, dated as of August 30, 2005

109 * — Master Repurchase Agreement between CBRE Realty Finance Holdings lll, LLC, Bank of America, N.A. and Banc of America Securities
LLC, dated as of January 27, 2006

10.10* — Master Repurchase Agreement between CBRE Realty Finance TRS Warehouse Funding Il, LLC, Bank of America, N.A. and Banc of
America Securities LLC, dated as of February 13, 2006

10.11* — Collateral Management Agreement between CBRE Realty Finance CDO 2006-1, Ltd. and CBRE Realty Finance Management, LLC, dated
as of March 28, 2006

10.12*  — Indenture among CBRE Realty Finance CDO 2006-1, Ltd., CBRE Realty Finance CDO 2006-1, LLC, LaSalle Bank National Association
and CBRE Realty Finance, Inc., dated as of March 28, 2006

10.13* — Mortgage Loan Purchase Agreement between CBRE Realty Finance Holdings IV, LLC, CBRE Realty Finance TRS Warehouse Funding llI,
LLC and Wachovia Bank, National Association, dated as of July 20, 2006.

10.14* — Amended and Restated Trust Agreement among CBRE Realty Finance, Inc., JPMorgan Chase Bank, National Association, Chase Bank U:
National Association and Administrative Trustees named therein, dated as of July 26, 2006.

10.15¢* — Junior Subordinated Indenture between CBRE Realty Finance, Inc. and JPMorgan Chase Bank, National Association, dated as of July 26,
2006.

10.16* — Purchase Agreement among CBRE Realty Finance, Inc., CBRE Realty Finance Trust | and German American Capital Corporation, dated a
of July 26, 2006.

1017 — Purchase Agreement among CBRE Realty Finance, Inc., CBRE Realty Finance Trust | and Bear, Stearns & Co. Inc., dated as of July 26,
2006.

10.18* — Master Repurchase Agreement among CBRE Realty Finance Holdings 1V, LLC, CBRE Realty Finance TRS Warehouse Funding Ill, LLC
and Wachovia Bank, National Associations, dated as of August 24, 2006.

10.19* — Amendment No. 1 to Mortgage Loan Purchase Agreement among CBRE Realty Finance Holdings IV, LLC, CBRE Realty Finance TRS
Warehouse Funding lll, LLC and Wachovia Bank, National Association, dated as of August 16, 2006.

211  — List of Subsidiaries

231 * — Consent of Venable LLP (included in Exhibit 5.1)

232 *  — Consent of Clifford Chance US LLP (included in Exhibit 8.1)

23.3 — Consent of Ernst & Young LLP

241 * — Power of Attorney (included on Signature Page)

*  Previously filed.

Item 37. Undertakings.

(a) The undersigned registrant hereby undertakes to provide to the underwriters at the closing specified in the underwriting agreements certificates in st
denominations and registered in such names as required by the underwriters to permit prompt delivery to each purchaser.

(b) Insofar as indemnification for liabilities arising under the Securities Act of 1933, as amended, may be permitted to directors, officers or controlling
persons of the Registrant pursuant to the foregoing provisions, or otherwise, the Registrant has been advised that in the opinion of the SEC such indemnifica
is against public policy as expressed in the Securities Act and is, therefore, unenforceable. In the event that a claim for
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indemnification against such liabilities (other than the payment by the Registrant of expenses incurred or paid by a director, officer or controlling person of the
Registrant in the successful defense of any action, suit or proceeding) is asserted by such director, officer or controlling person in connection with the securiti
being registered, the Registrant will, unless in the opinion of its counsel the matter has been settled by controlling precedent, submit to a court of appropriate

jurisdiction the question whether such indemnification by it is against public policy as expressed in the Act and will be governed by the final adjudication of su
issue.

(c) The undersigned registrant hereby further undertakes that:

(1) For purposes of determining any liability under the Securities Act of 1933, as amended, the information omitted from the form of prospectus
filed as part of this registration statement in reliance under Rule 430A and contained in a form of prospectus filed by the Registrant pursuant to Rule
424(b)(1) or (4), or 497(h) under the Securities Act of 1933 shall be deemed to part of this registration statement as of the time it was declared effective

(2) For the purpose of determining any liability under the Securities Act of 1933, each post—effective amendment that contains a form of prospectt
shall be deemed to be a new registration statement relating to the securities offered therein, and the offering of such securities at that time shall be deel
to be the initial bona fide offering thereof.
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SIGNATURES

Pursuant to the requirements of the Securities Act of 1933, as amended, the undersigned Registrant certifies that it has reasonable grounds to believe t
meets all of the requirements for filing on Form S-11 and has duly caused this Amendment No. 2 to the registration statement to be signed on its behalf by th
undersigned, thereunto duly authorized, in Hartford, Connecticut, on the 12th day of September, 2006.

CBRE REALTY FINANCE, INC.

By: /s/  KeitH GOLLENBERG
Name: Keith Gollenberg
Title: Chief Executive Officer

Pursuant to the requirements of the Securities Act of 1933, as amended, this registration statement has been signed below by the following persons in
capacities and on the dates indicated.

Signature Title Date
* Chairman September 12, 2006
Ray Wirta
/S KEITH GOLLENBERG Chief Executive Officer, President and Director September 12, 2006

Keith Gollenberg

* Director September 12, 2006
Michael Melody
* Director September 12, 2006
Douglas Eby
* Director September 12, 2006
Vincent Costantini
* Director September 12, 2006
Ricardo Koenigsberger
* Director September 12, 2006
David Marks
/S MICHAEL ANGERTHAL Executive Vice President, Chief Financial Officer and September 12, 2006
Michael Angerthal Treasurer

* Signed by the attorneys—-in—fact.
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10.3 * —

104
10.5
10.6
10.7 —
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108 * —
109 * —
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10.12* —
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*  Previously filed.

Exhibit Index

Description of Document

Form of Underwriting Agreement among CBRE Realty Finance, Inc. and the underwriters named therein

Articles of Amendment and Restatement of CBRE Realty Finance, Inc.

Amended and Restated Bylaws of CBRE Realty Finance, Inc.

Form of Certificate for Common Stock for CBRE Realty Finance, Inc.

Opinion of Venable LLP as to legality of the securities being issued

Opinion of Clifford Chance US LLP as to certain U.S. federal income tax matters

Registration Rights Agreement among CBRE Realty Finance, Inc., Credit Suisse Securities (USA) LLC, Banc of America Securities LLC,
Citigroup Global Markets Inc. and Deutsche Bank Securities Inc., for the benefit of themselves and certain holders of the common stock of
CBRE Realty Finance, Inc., dated as of June 9, 2005

Management Agreement between CBRE Realty Finance, Inc. and CBRE Realty Finance Management, LLC and CB Richard Ellis, Inc.,
dated as of June 9, 2005

License Agreement by and among CBRE Realty Finance, Inc., CB Richard Ellis, Inc. and CB Richard Ellis of California, Inc., dated as of
June 9, 2005

2005 Equity Incentive Plan

Form of Stock Award Agreement

Form of Stock Option Agreement

Master Repurchase Agreement between CBRE Realty Finance TRS Warehouse Funding, LLC and Deutsche Bank AG, Cayman Islands
Branch, dated as of August 30, 2005

Master Repurchase Agreement between CBRE Realty Finance Holdings CDO Funding, LLC and Deutsche Bank AG, Cayman Islands
Branch, dated as of August 30, 2005

Master Repurchase Agreement between CBRE Realty Finance Holdings lll, LLC, Bank of America, N.A. and Banc of America Securities
LLC, dated as of January 27, 2006

Master Repurchase Agreement between CBRE Realty Finance TRS Warehouse Funding Il, LLC, Bank of America, N.A. and Banc of
America Securities LLC, dated as of February 13, 2006

Collateral Management Agreement between CBRE Realty Finance CDO 2006-1, Ltd. and CBRE Realty Finance Management, LLC, datec
as of March 28, 2006

Indenture among CBRE Realty Finance CDO 2006-1, Ltd., CBRE Realty Finance CDO 2006-1, LLC, LaSalle Bank National Association
and CBRE Realty Finance, Inc., dated as of March 28, 2006

Mortgage Loan Purchase Agreement between CBRE Realty Finance Holdings IV, LLC, CBRE Realty Finance TRS Warehouse Funding
Ill, LLC and Wachovia Bank, National Association, dated as of July 20, 2006.

Amended and Restated Trust Agreement among CBRE Realty Finance, Inc., JPMorgan Chase Bank, National Association, Chase Bank
USA, National Association and Administrative Trustees named therein, dated as of July 26, 2006.

Junior Subordinated Indenture between CBRE Realty Finance, Inc. and JPMorgan Chase Bank, National Association, dated as of July 26,
2006.

Purchase Agreement among CBRE Realty Finance, Inc., CBRE Realty Finance Trust | and German American Capital Corporation, dated &
of July 26, 2006.

Purchase Agreement among CBRE Realty Finance, Inc., CBRE Realty Finance Trust | and Bear, Stearns & Co. Inc., dated as of July 26,
2006.

Master Repurchase Agreement among CBRE Realty Finance Holdings IV, LLC, CBRE Realty Finance TRS Warehouse Funding ll, LLC
and Wachovia Bank, National Associations, dated as of August 24, 2006.

Amendment No. 1 to Mortgage Loan Purchase Agreement among CBRE Realty Finance Holdings IV, LLC, CBRE Realty Finance TRS
Warehouse Funding lll, LLC and Wachovia Bank, National Association, dated as of August 16, 2006.

List of Subsidiaries

Consent of Venable LLP (included in Exhibit 5.1)

Consent of Clifford Chance US LLP (included in Exhibit 8.1)

Consent of Ernst & Young LLP

Power of Attorney (included on Signature Page)



Exhibit 23.3

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the reference to our firm under the captions “Experts,” “Summary Consolidated Financial Information” and “Selected Consolidated Financial
Information” and to the use of our report dated March 1, 2006, in Amendment No. 5 to the Registration Statement (Form S-11 No. 333-132186) and related
Prospectus of CBRE Realty Finance, Inc. for the registration of shares of its common stock.

/s ERNST & YOUNG LLP

Hartford, Connecticut
September 7, 2006
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