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      Check the appropriate box:
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   Definitive additional materials.

   Soliciting material pursuant to §240.14a-12.
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      Payment of filing fee (check the appropriate box):

   No fee required.

   Fee computed on table below per Exchange Act Rules 14a-6(i)(1) and 0-11.
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      (4) Proposed maximum aggregate value of transaction:

      (5) Total fee paid:

   Fee paid previously with preliminary materials.

Edgar Filing: REGIS CORP - Form DEF 14A

Table of Contents 2



   Check box if any part of the fee is offset as provided by Exchange Act Rule 0-11(a)(2) and identify the filing for which the offsetting
fee was paid previously. Identify the previous filing by registration statement number, or the form or schedule and the date of its filing.

      (1) Amount Previously Paid:

      (2) Form, Schedule or Registration Statement No.:

      (3) Filing Party:

      (4) Date Filed:

Edgar Filing: REGIS CORP - Form DEF 14A

Table of Contents 3



Table of Contents

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS

To Be Held October 28, 2004

TO THE SHAREHOLDERS OF REGIS CORPORATION:

The Annual Meeting of the Shareholders of Regis Corporation (the �Company�) will be held at the Company�s executive offices located at
7201 Metro Boulevard, Edina, Minnesota, 55439, on October 28, 2004, commencing at 9:00 a.m., for the following purposes:

1. To elect seven directors to serve for a one-year term and until their successors are elected and qualified;

2. To ratify the appointment of PricewaterhouseCoopers LLP as the Company�s independent registered public accounting firm.

3. To approve the Company�s 2004 Long-Term Incentive Compensation Plan;

4. To approve the Company�s Short-Term Incentive Compensation Plan; and

5. To transact such other business, if any, as may properly come before the Annual Meeting or any adjournment or postponement thereof.

Only holders of record of the Company�s Common Stock at the close of business on September 20, 2004 are entitled to notice of and to vote
at the Annual Meeting or any adjournment or postponement thereof.

A list of shareholders entitled to vote at the Annual Meeting will be available for examination, for any purpose germane to the Annual
Meeting, at the Company�s executive offices during ordinary business hours for at least ten days prior to the Annual Meeting and for the duration
of the Annual Meeting itself.

Whether or not you plan to attend the Annual Meeting in person, please fill in, sign and date the enclosed proxy card and mail it promptly.
Should you nevertheless attend the Annual Meeting, you may revoke your proxy and vote in person. A return envelope, which requires no
postage if mailed in the United States, is enclosed for your convenience.

Remember, if your shares are held in the name of a broker, only your broker can vote your shares and only after receiving your instructions.
Please contact the person responsible for your account and instruct him/her to execute a proxy card on your behalf.

By Order of the Board of Directors

Eric A. Bakken
Secretary

WHETHER OR NOT YOU EXPECT TO ATTEND THE ANNUAL MEETING, PLEASE SIGN THE PROXY AND RETURN IT IN
THE ENCLOSED ENVELOPE. NO POSTAGE IS REQUIRED IF MAILED WITHIN THE UNITED STATES.

September 23, 2004
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PROXY STATEMENT

ANNUAL MEETING OF SHAREHOLDERS, OCTOBER 28, 2004

This Proxy Statement is furnished to shareholders of REGIS CORPORATION, a Minnesota corporation (the �Company�), in connection with
the solicitation on behalf of the Company�s Board of Directors (the �Board�) of proxies for use at the annual meeting of shareholders to be held on
October 28, 2004, and at any adjournment or postponement thereof, for the purposes set forth in the accompanying Notice of Annual Meeting of
Shareholders. This proxy statement and the enclosed proxy card are first being mailed or given to shareholders on or about September 23, 2004.

The address of the principal executive office of the Company is 7201 Metro Boulevard, Edina, Minnesota 55439.

SOLICITATION AND REVOCATION OF PROXIES

The costs and expenses of solicitation of proxies will be paid by the Company. In addition to the use of the mails, proxies may be solicited
by directors, officers and regular employees of the Company personally or by telegraph, telephone or letter without extra compensation.

Proxies in the form enclosed are solicited on behalf of the Board. Any shareholder giving a proxy in such form may revoke it at any time
before it is exercised by attending the annual meeting and revoking it or by providing written notice of revocation or by submitting another
proxy bearing a later date to the Secretary of the Company at the address set forth above. Such proxies, if received in time for voting and not
revoked, will be voted at the annual meeting in accordance with the specification indicated thereon. In addition, the proxies will grant the
persons entitled to vote the proxied shares the authority to vote to adjourn the meeting.

VOTING RIGHTS

Only shareholders of record as of the close of business on September 20, 2004, will be entitled to execute proxies or to vote. On that date,
there were 44,331,108 shares issued, outstanding and entitled to vote. Each share of Common Stock is entitled to one vote. A majority of the
outstanding shares must be represented at the meeting, in person or by proxy, to transact business. With respect to the election of directors, the
nominees will be elected if they receive a greater number of affirmative votes than �withheld� votes. With respect to the approval of the Company�s
2004 Long-Term Incentive Compensation Plan and Short-Term Incentive Compensation Plan, the rules of the New York Stock Exchange (the
�NYSE�) require that the Plans receive the affirmative vote of a majority of the shares voted on the matter and that the total number of shares
voted constitutes more than 50% of all shares entitled to vote on the proposal. In this regard, an abstention has the same effect as casting a
negative vote. A �broker non-vote� is considered a vote not cast and, consequently, �broker non votes� negatively impact the Company�s ability to
meet the requirement that more than 50% of all shares be voted. A �broker non vote� occurs when a broker does not have discretionary authority to
vote
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shares held by the broker for a beneficial owner. If your shares are held by a broker or nominee, you should contact such holder to
determine if you may vote your shares electronically and, if so, the method and deadline for voting electronically. If your shares are held
directly and you decide to vote electronically, please follow the directions on your proxy card.

ELECTION OF DIRECTORS

Seven directors are to be elected at this annual meeting, each to hold office for one year until the 2005 annual meeting of shareholders.
Based upon the recommendation of the Nominating and Corporate Governance Committee, the Board has nominated the seven persons named
below for election as directors. All of the nominees are presently directors of the Company.

The enclosed proxy, unless authority to vote is withheld, will be voted for the election of the nominees named herein as directors of the
Company. In the event any one or more of such nominees shall unexpectedly become unavailable for reelection, votes will be cast, pursuant to
authority granted by the enclosed proxy, for such person or persons as may be designated by the Board. The following table contains certain
information with respect to the nominees:

Name and Age Position

Rolf F. Bjelland (66) Director
Paul D. Finkelstein (62) President, Chief Executive Officer, and Chairman of the Board
Thomas L. Gregory (68) Director
Van Zandt Hawn (59) Director
Susan S. Hoyt (60) Director
David B. Kunin (45) Vice President, The Regis Foundation, and Director
Myron Kunin (76) Vice Chairman of the Board

Mr. Bjelland was elected a director of the Company in 1983. Since 1983, Mr. Bjelland has held various executive positions with Lutheran
Brotherhood, a fraternal insurance society, and was President and Chairman of Lutheran Brotherhood Mutual Funds until his retirement in 2002.
He is a director of the CUNA Mutual Fund Group of Madison, Wisconsin.

Mr. Finkelstein has served as President and Chief Executive Officer of the Company since July 1, 1996, Chairman of the Board since
May 4, 2004, and was Chief Operating Officer of the Company from December 1987 until June 30, 1996. He has been a director of the
Company since 1987. He is also a director of Eagle Supply Group, Inc., a distributor of roofing supplies and related products.

Mr. Gregory was elected a director of the Company in November 1996. Mr. Gregory had been a director of Supercuts, Inc. from 1991 until
Supercuts was acquired by a subsidiary of the Company on October 25, 1996. He was Chairman of the Board of Supercuts from January 4, 1996
until October 25, 1996, and served as interim Chief Executive Officer of Supercuts from January 4, 1996 until January 31, 1996. From 1980
through 1994, Mr. Gregory held various executive positions with Sizzler International, Inc. and its predecessors, including President, Chief
Executive Officer, Director and Vice Chairman. He is currently a director of The Cheesecake Factory, Inc., the owner and operator of upscale,
full-service, casual dining restaurants throughout the United States.
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Mr. Hawn was elected a director of the Company in 1991. Since 1989, he has been a managing director, and was a founder, of Goldner
Hawn Johnson & Morrison Incorporated, a private investment firm.

Ms. Hoyt was elected a director of the Company in 1995. Since 1996, she has been Executive Vice President of Human Resources of
Staples, Inc. From 1991 to 1996, she was Executive Vice President of Store Operations for the Dayton Hudson Department Stores Division of
Dayton Hudson Corporation.

Mr. David Kunin was elected a director of the Company in 1997. He is Chief Executive Officer of Beautopia, LLC, a manufacturer of hair
care products. He was Vice President, Marketing, of the Company from November 1992 until February 1997 when he became Chief Executive
Officer of Beautopia LLC, and Vice President of The Regis Foundation. He is the son of Myron Kunin.

Mr. Myron Kunin is a founder of the Company and has served as a director since the Company�s incorporation in 1954. He was President
and Chief Executive Officer from 1965 to June 30, 1996, and was Chairman of the Board from 1983 to May 4, 2004. He is Vice Chairman of the
Board and holder of the majority of voting shares of Curtis Squire, Inc., the Company�s fifth largest shareholder. He is also a director of Nortech
Systems Incorporated, a manufacturer of wire harnesses and cable and electromechanical assemblies for commercial and defense industries.

CORPORATE GOVERNANCE

The Board believes that good corporate governance is paramount to ensure that the Company is managed for the long-term benefit of its
shareholders. As part of our ongoing efforts to constantly improve corporate governance, the Board and management have undertaken a number
of initiatives to improve the Company�s corporate governance policies and practices.

Code of Business Conduct and Ethics

The Board has adopted a Code of Business Conduct and Ethics (the �Code of Ethics�) that applies to all of our employees, directors and
officers, including our Chief Executive Officer, Chief Financial Officer, principal accounting officer or controller, and other senior financial
officers. The Code of Ethics, as applied to our principal financial officers, constitutes our �code of ethics� within the meaning of Section 406 of the
Sarbanes-Oxley Act and is our �code of business conduct and ethics� within the meaning of the listing standards of the NYSE. The Code of Ethics
is posted on our website at www.regiscorp.com. You may request copies, which will be provided free of charge, by writing to Corporate
Secretary, Regis Corporation, 7201 Metro Boulevard, Edina, Minnesota 55439. We intend to promptly disclose future amendments to certain
provisions of our Code of Ethics, and any waivers of provisions of the Code of Ethics required to be disclosed under the rules of the Securities
and Exchange Commission (�SEC�) or listing standards of the NYSE, at the same location on our website.

Director Orientation and Continuing Education

Our Nominating and Corporate Governance Committee and the Board oversee the orientation and continuing education of our directors.

Director Independence

With the adoption of our Corporate Governance Guidelines, the Board established independence standards in accordance with the
requirements of the NYSE corporate governance rules. To be considered
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independent under the NYSE rules, the Board must affirmatively determine that a director or director nominee does not have a material
relationship with the Company (directly, or as a partner, shareholder or officer of an organization that has a relationship with the Company). In
addition, no director or director nominee may be deemed independent if the director or director nominee

 � has in the past three years:

� received (or whose immediate family member has received) more than $100,000 per year in direct compensation from the Company, other
than director or committee fees;

� been an employee of the company;

� had an immediate family member who was an executive officer of the Company;

� been (or whose immediate family member has been) an affiliate or employee of a present or former internal or independent auditor of the
Company; or

� been (or whose immediate family member has been) employed as an executive officer of another company whose compensation
committee within the past three years has included a present executive officer of the Company; or

 � is currently an employee or executive officer (or has an immediate family member who is an executive officer) of another company that makes
payments to the Company, or receives payments from the Company, for property or services in an amount which, in any single fiscal year,
exceeds the greater of $1.0 million or 2% of such other company�s consolidated gross revenues.

Under our director independence standards described above, the Board has determined that each director, with the exception of Mr. Finkelstein,
Mr. Myron Kunin and Mr. David Kunin, is independent. A majority of our Board members is independent.

Communications with the Board

Shareholders who wish to contact the Board, any individual director or the non-management or independent directors as a group, are
welcome to do so by writing to the Company�s Secretary at the following address: Regis Corporation, 7201 Metro Boulevard, Edina, Minnesota
55439.

Comments or questions regarding the Company�s accounting, internal controls or auditing matters will be referred to members of the Audit
Committee. Comments or questions regarding the nomination of directors and other corporate governance matters will be referred to members of
the Nominating and Corporate Governance Committee.

Executive Sessions of Non-Management and Independent Directors

In order to promote open discussion among non-management directors, the Board has implemented a policy of conducting executive
sessions of non-management directors in connection with each regularly scheduled Board meeting. Shareholders may communicate with the
non-management directors as a group by following the procedures described above in Communications with the Board.

The Chairman of the Audit Committee presides over executive sessions of the independent directors. Shareholders may communicate with
the presiding director or the independent directors as a group by following the procedures described above in Communications with the Board.
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Compensation of Directors

Compensation of our directors is reviewed and determined by the Board on an annual basis, with consideration given to industry
comparisons of directors� compensation. Subject to shareholder approval of our 2004 Long-Term Incentive Compensation Plan (the �2004
Long-Term Plan�), a portion of director compensation will be linked to our stock performance in the form of stock appreciation rights (�SARs�),
restricted stock and performance based cash awards. Employee directors do not receive any cash or other compensation for their services as
directors. The cash compensation for non-employee directors who serve during only a portion of a fiscal year is prorated.

The cash compensation for the fiscal year ended June 30, 2004, for each of our non-employee directors consisted of:

� an annual retainer of $30,000 for service as a director, plus expenses; and

� an annual retainer of $10,000 for serving as chairman of the Audit Committee.

On May 26, 2004, pursuant to the 2004 Long-Term Plan, which is subject to shareholder approval and described below, the Company
granted the following to each director:

� 1,250 SARs at an exercise price of $42.79, which vest ratably over 5 years;

� 1,000 shares of restricted stock, which vest ratably over 5 years; and

� a $10,000 performance based cash award. This award is based on the Company achieving performance objectives measured over a three
year period.

Committees of the Board

The Board has three committees: the Audit Committee; the Compensation Committee; and the Nominating and Corporate Governance
Committee.

The Audit Committee charter is included as Appendix A to this proxy statement. The charters of the Audit Committee, Compensation
Committee and Nominating and Corporate Governance Committee may be viewed on our website at www.regiscorp.com under �Corporate
Governance�. The charters include information regarding the committees� composition, purpose and responsibilities.

The Board has determined that all members of the Audit Committee, Compensation Committee and Nominating and Corporate Governance
Committee qualify as independent directors as defined under the NYSE corporate governance rules.

The Board committees have responsibilities as follows:

Audit Committee.
This committee discharges the Board�s oversight responsibility to the shareholders and investment community regarding: (i) the integrity of

our financial statements and financial reporting processes; (ii) our internal accounting systems and financial and operational controls; (iii) our
audit, accounting and financial reporting processes; (iv) the engagement, qualifications and independence of the independent auditor; (v) the
performance of our internal audit activities; and (vi) compliance with our ethics programs, including the Code of Ethics, our whistle-blower
policy, and legal and regulatory requirements.
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In carrying out these duties, this committee maintains free and open communication between the Board, the independent auditor and our
management. This committee meets with management and the independent auditor at least quarterly.

In addition, this committee conducts quarterly meetings or conference calls with management and the independent auditor prior to our
earnings releases to discuss the results of the independent auditor�s quarterly reviews and fiscal year-end audit.

The Board has determined that all members of the Audit Committee meet the NYSE definitions of independence and financial literacy for
Audit Committee members. In addition, Rolf Bjelland, an independent director and the Chairman of the Audit Committee, has been determined
by the Board to be an audit committee financial expert for purposes of the SEC rules and possesses accounting or related financial management
expertise as required by the NYSE. Members serving on the Audit Committee do not currently serve on the audit committee of more than three
public companies.

Compensation Committee.
The primary responsibilities of this committee are (i) to determine and approve the Chief Executive Officer�s compensation and benefits

package; (ii) to determine and approve compensation of executive officers; and (iii) to consider and recommend incentive compensation and
equity-based plans.

Nominating and Corporate Governance Committee.
This committee discharges the Board�s responsibilities related to general corporate governance, including Board organization, membership

and evaluation. It also reviews and recommends to the Board corporate governance principles and presents qualified individuals for election to
the Board. Finally, this committee oversees the evaluation of the performance of the Board and each standing committee of the Board. For
further information regarding our director nomination process, see Director Nomination Process below.

Board Meetings and Attendance

The Board held four regular meetings during the fiscal year ended June 30, 2004. Each incumbent director attended, in person or by
teleconference, at least 75% of the meetings of both the Board and Board committees on which he or she served. Our Board does not have a
formal policy relating to Board member attendance at annual meetings of shareholders; however, our directors are encouraged to attend the
meeting each year. Each of the then-serving directors attended the 2003 annual meeting of shareholders.

6

Edgar Filing: REGIS CORP - Form DEF 14A

Table of Contents 11



Table of Contents

The following table shows the number of meetings held in fiscal 2004 and the names of the directors currently serving on each committee.

Number of
Meetings
During

Committee Fiscal 2004 Members

Audit 7 Rolf Bjelland*
Susan Hoyt
Van Zandt Hawn
Thomas Gregory

Compensation 4 Van Zandt Hawn*
Rolf Bjelland
Thomas Gregory
Susan Hoyt

Nominating and Corporate Governance 4 Susan Hoyt*
Thomas Gregory
Rolf Bjelland
Van Zandt Hawn

* Committee Chair
Director Nomination Process

The Nominating and Corporate Governance Committee is responsible for screening and recommending director candidates to the full Board
for nomination. The Nominating and Corporate Governance Committee will consider nominations received from our shareholders, provided that
proposed candidates meet the requisite director qualification standards discussed below. When appropriate, the Committee will also engage an
independent third-party search firm. The Committee will then evaluate the resumes of any qualified candidates recommended by shareholders
and search firms, as well as by members of the Board. Generally, in order to be considered for nomination, a candidate must have:

� high professional and personal ethics and values;

� a strong record of significant leadership and meaningful accomplishments in his or her field;

� broad experience;

� the ability to think strategically;

� sufficient time to carry out the duties of Board membership; and

� a commitment to enhancing shareholder value and representing the interests of all shareholders.

Candidates are evaluated based on these qualification standards and the current needs of the Board.

All shareholder nominations must be accompanied by a candidate resume which addresses the extent to which the nominee meets the
director qualification standards. Nominations will be considered only if we are currently seeking to fill an open director position. All
nominations by shareholders should be sent to the Chairperson of the Nominating and Corporate Governance Committee c/o the Vice President,
General Counsel and Secretary at Regis Corporation, 7201 Metro Boulevard, Edina, Minnesota 55439.
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COMPENSATION COMMITTEE REPORT ON EXECUTIVE COMPENSATION

The Compensation Committee of the Board consists of Mr. Hawn, Mr. Bjelland, Ms. Hoyt and Mr. Gregory, independent directors. The
Compensation Committee has responsibility for administering the Company�s incentive plans and setting policies that govern annual
compensation, short-term incentives and long-term incentives for the principal executive officers of the Company. The Committee from time to
time utilizes the services of Hay Management Consultants, a national executive compensation consulting firm, to assist it in determining that
executive officer compensation levels are within national norms.

The Company�s executive compensation program consists of three key components: (1) base salary, (2) short-term incentive compensation
in the form of bonuses, and (3) long-term equity and cash incentives through stock options, SARs, restricted stock and cash based performance
awards.

Base Salary: Shortly before the beginning of each fiscal year, the Compensation Committee reviews annual salary recommendations for the
Company�s principal executives made by the Chief Executive Officer and approves, with any modifications it deems appropriate, such
recommendations. The annual salary recommendations are made by the Chief Executive Officer, and approved or modified by the
Compensation Committee, based upon industry practice and national surveys of compensation packages, as well as evaluations of the individual
executive�s responsibilities and past and expected future performance.

Short-Term Incentives: At the annual meeting, we are asking our shareholders to approve the Short-Term Incentive Compensation Plan for
the Company�s Chief Executive Officer and each of the four most highly compensated officers (the �Short-Term Plan�). The Short-Term Plan is
designed to align executive compensation with annual performance of the Company. To accomplish this goal, the Board has adopted a structured
bonus program. Each year the Board will establish initial earnings per share targets. The Short-Term Plan provides for a full bonus if 100% of
the targeted earnings per share for the year is achieved, a bonus of 37.5% of the full bonus amount if earnings per share reach 85% of budgeted
earnings, with earnings performance between 85% and 100% giving rise to bonuses calculated by interpolation between those fixed points.
Below 85%, no bonuses would be earned. In addition, the Short-Term Plan provides for the Chief Executive Officer to receive a bonus beyond
the full bonus amount for fiscal years after 2004 if earnings per share exceed 105% of the earnings per share target for the year. For fiscal 2005,
the aggregate bonus the Chief Executive Officer could receive would equal 100% of his base salary. For the last fiscal year, bonuses were
limited to 60% of base salary for the Chief Executive Officer and 40% of base salary for the other principal executives.

Long-Term Incentives: At the annual meeting, we are asking our shareholders to approve the 2004 Long-Term Plan. The 2004 Long-Term
Plan provides for the grant of equity-based incentives and long-term cash based performance incentives. In the event the 2004 Long-Term Plan
is approved by shareholders at the annual meeting, we intend to shift from a stock-options-only approach to a mix of SARs, restricted stock and
cash based performance awards.

The Compensation Committee fixes the salary of the Chief Executive Officer in the context of his employment agreement, summarized later
in this proxy statement, based on a review of competitive compensation data, and the Committee�s assessment of his past performance and its
expectation as to his future performance in leading the Company. The base salary for Mr. Finkelstein for fiscal 2004 was $790,000.

Mr. Finkelstein participates with other senior executive officers in the Company�s structured bonus program described above. For fiscal
2004, Mr. Finkelstein earned a $474,000 bonus under this program.

8
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Section 162(m) of the Internal Revenue Code generally disallows a tax deduction to public corporations for compensation over $1,000,000
paid for any fiscal year to the company�s Chief Executive Officer and four other most highly compensated executive officers. However, the
statute exempts qualifying performance-based compensation from the deduction limit if certain requirements are met. The Compensation
Committee believes that it is important to be able to take all available tax deductions with respect to the compensation paid to its executive
officers. Therefore, we have taken such actions as may be necessary under Section 162(m) to qualify for all available tax deductions related to
executive compensation, including seeking shareholder approval of the 2004 Long-Term Plan and Short-Term Plan.

Van Zandt Hawn, Chair
Rolf F. Bjelland
Susan Hoyt
Thomas Gregory

Members of the Compensation Committee
9
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SUMMARY COMPENSATION TABLE

The following table shows the cash and non-cash compensation for each of the last three fiscal years awarded to or earned by the Company�s
Chief Executive Officer and each of the four most highly compensated executive officers during fiscal year 2004.

Long-Term
Compensation

Annual Compensation

Fiscal Securities
Underlying All Other

Name and Principal Position Year Salary($) Bonus ($)(1) Options (#) Compensation ($)(2)(3)(4)

Paul D. Finkelstein 2004 790,000 474,000 � 85,212(2)(3)
President, Chief 2003 660,000 264,000 � 68,112
Executive Officer and 2002 562,500 225,000 � 110,418
Chairman of the Board

Myron Kunin 2004 702,014 � � 53,506(2)
Vice Chairman of the 2003 687,575 � � 46,291
Board 2002 680,094 � � 48,491

Randy L. Pearce 2004 350,000 140,000 � 51,676(2)(3)
Executive Vice 2003 305,000 122,000 � 44,923
President, Chief Financial 2002 260,000 104,000 � 69,204
and Administrative Officer

Gordon B. Nelson 2004 340,000 136,000 � 50,914(2)(3)
Senior Vice President, 2003 310,000 124,000 � 45,250
Education and Fashion 2002 270,500 108,200 � 70,803

Mark Kartarik 2004 340,000 136,000 � 50,914(2)(3)
Senior Vice President, 2003 305,000 122,000 � 44,923
President Franchise 2002 260,000 104,000 � 68,904
Division

(1) Portions of the bonuses reflected in the Summary Compensation Table were not actually received as receipt of such amounts was deferred
pursuant to the Company�s Compensation Deferral Plan. Participants may elect to defer a portion of their compensation to be paid out at a
future date specified by the participants. Amounts deferred are subject to the same bankruptcy rules as are the Company�s general debt
obligations.

(2) Includes $60,212 for Mr. Finkelstein; $53,506 for Mr. Kunin; $26,676 for Mr. Pearce; $25,914 for Mr. Nelson and Mr. Kartarik; which is
the dollar value of shares of the Company and cash allocated to such officers pursuant to the Company�s Executive Profit Sharing
Retirement Plan.

(3) Includes matching contributions by the Company under the Company�s Compensation Deferral Plan of $25,000 for each of
Messrs. Finkelstein, Pearce, Kartarik and Nelson.

(4) Please see �Long-Term Incentive Plan � Awards in Last Fiscal Year� for information regarding restricted stock, SARs and performance-based
cash awards granted to the named executive officers.
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OPTIONS/ SARs

Grants in Last Fiscal Year

The following table summarizes the options and SARs granted to the Chief Executive Officer and the four other most highly compensated
executive officers of the company during the fiscal year ended June 30, 2004.

Potential Realizable Value at
Assumed Annual Rates of Stock
Price Appreciation for Option

Individual Grants Terms

Number of % of Total
Securities Options/SARs Exercise

Underlying Granted to Or Base
Options/SARs Employees in Price Expiration 0% 5% 10%

Name (#)(1) Fiscal Year ($/SH) Date ($) ($)(2) ($)(2)

Paul D. Finkelstein 20,000 9.16% 42.79 5/26/14 0 538,208 1,363,924
Myron Kunin � � � � � � �
Randy L. Pearce 4,000 1.83% 42.79 5/26/14 0 107,641 272,785
Gordon B. Nelson 2,500 1.15% 42.79 5/26/14 0 67,276 170,490
Mark Kartarik 2,500 1.15% 42.79 5/26/14 0 67,276 170,490

(1) Represents SARs granted to the named executive officers. The SARs have an exercise price equal to the fair market value on the date of
grant and vest annually in 20% increments and are subject to shareholder approval at the annual meeting.

(2) The hypothetical potential appreciation shown in these columns reflects the required calculations at annual rates of 5% and 10% set by the
Securities and Exchange Commission, and therefore is not intended to represent either historical appreciation or anticipated future
appreciation of the Company�s Common Stock price.
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STOCK OPTION EXERCISES AND OPTION VALUES

Aggregated Option Exercises in Last Fiscal Year and Fiscal Year-End Option Values

The following table sets forth for each of the named executive officers the value realized from stock options exercised during fiscal 2004
and the number and value of exercisable and unexercisable stock options held at June 30, 2004.

Number of Securities
Underlying

Unexercised Options Value of Unexercised
at Fiscal Year- In-the-Money Options at

End(#) Fiscal Year-End($)(1)
Shares Value

Acquired Realized Exercisable/ Exercisable/
Name on Exercise $ Unexercisable Unexercisable

Myron Kunin 95,000 3,281,791 0/30,000 0/842,700
Paul D. Finkelstein 0 0 180,999/509,001 5,047,102/14,538,549
Randy L. Pearce 61,917 1,462,120 0/158,333 0/4,466,907
Gordon B. Nelson 46,099 1,123,234 0/118,467 0/3,412,547
Mark Kartarik 41,000 1,111,692 25,284/118,467 687,784/3,412,547

(1) Value of unexercised in-the-money-options is determined by multiplying the difference between the exercise price per share and $44.59,
the closing price per share on June 30, 2004, by the number of shares subject to such options.

LONG-TERM INCENTIVE PLAN � AWARDS IN LAST FISCAL YEAR

The following table sets forth the number of shares and vesting of restricted stock, the number and vesting of SARs, and information
respecting performance based cash awards, as granted to each of the named executive officers under the 2004 Long-Term Plan.

Estimated Future Payouts Under
Non-Stock Price-Based Plans (1)

Number of Shares, Performance or Other Period
Name Units or Other Rights Until Maturation or Payout Threshold Target Maximum

Paul D. Finkelstein 7,500(2) 2005-2009(3) $80,000 $100,000 $150,000
20,000(4) 2005-2009(5)

Myron Kunin � � � � �
Randy L. Pearce 3,000(2) 2005-2009(3) $40,000 $ 50,000 $ 75,000

4,000(4) 2005-2009(5)
Gordon B. Nelson 2,000(2) 2005-2009(3) $28,000 $ 35,000 $ 52,500

2,500(4) 2005-2009(5)
Mark Kartarik 2,000(2) 2005-2009(3) $28,000 $ 35,000 $ 52,500

2,500(4) 2005-2009(5)

(1) Represents dollar amounts which are payable with respect to performance based cash awards under the 2004 Long-Term Plan. The
threshold amount is the amount payable for the minimum level of
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performance for which an award will be made; the target amount is the amount payable if a specified performance level is obtained; and
the maximum amount is the maximum payout possible under the plan.

(2) Represents shares of restricted stock.

(3) The restricted stock vests at a rate of 20% annually, commencing on May 26, 2005, provided that the named executive officer remains
employed by the Company. The Compensation Committee may accelerate vesting in the event of the executive officer�s death, disability or
retirement, or if the Compensation Committee determines that acceleration would be in the best interests of the Company. Acceleration of
vesting is automatic in the event of a change in control of the Company.

(4) Represents SARs.

(5) SARs vest at a rate of 20% annually, commencing May 26, 2005, provided that the named executive officer remains employed by the
Company. The Compensation Committee may accelerate vesting and acceleration of vesting is automatic in the event of a change in
control of the Company. Recipients of vested SARs receive a number of shares of Common Stock equal in value to the difference between
the fair market value per share on the date of exercise and the exercise price ($42.79), multiplied by the number of SARs exercised.

SECTION 16(a) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE

Section 16(a) of the Securities Exchange Act of 1934 requires the officers and directors of the Company, and persons who own more than
10% of a registered class of the Company�s equity securities, to file reports of ownership and changes in ownership with the Commission. Such
officers, directors and shareholders are required by the Commission�s regulations to furnish the Company with copies of all such reports.

To the knowledge of the Company, based solely on a review of copies of reports filed with the Commission during the fiscal year ended
June 30, 2004, all applicable Section 16(a) filing requirements were complied with.
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COMPARATIVE STOCK PERFORMANCE

The graph below compares the cumulative total shareholder return on the Company�s stock for the last five years with the cumulative total
return of the Standard and Poor�s 500 Stock Index and the cumulative total return of a peer group index (the �Peer Group�) constructed by the
Company. In addition, this year the Company added the Standard and Poor�s 400 Midcap Index and the Dow Jones Consumer Services Index to
this analysis because the Company believes these two indices provide a close correlation to the cumulative total return of an investment in shares
of Regis Corporation.

The comparison assumes the initial investment of $100 in the Company�s Common Stock, the S&P 500 Index, the Peer Group, the S&P 400
Midcap Index and the Dow Jones Consumer Services Index on June 30, 1999 and those dividends, if any, were reinvested.

1999 2000 2001 2002 2003 2004

REGIS 100.00 65.63 111.02 143.62 155.13 238.94

S & P 500 100.00 107.25 91.34 74.92 75.11 89.46

S & P 400 Midcap 100.00 116.98 127.36 121.34 120.48 154.22

DOW JONES CONSUMER SERVICE
INDEX 100.00 89.42 76.53 73.13 91.95 118.87

PEER GROUP 100.00 69.73 62.86 51.13 52.54 69.18

The Peer Group includes the following companies in the retail specialty business: American Greetings Corp., Ann Taylor Stores
Corporation, Bombay Company, Inc., Christopher & Banks Inc., Deb Shops, Inc., E Com Ventures, The Gap, Inc., The Limited, Inc.,
Nordstrom, Inc., and Williams-Sonoma, Inc. The members of the Peer Group were selected by the Company because they operate in a similar
retail
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environment and are primarily located in shopping malls with operations which extend over a wide geographic area. The results of the Peer
Group are weighted based upon total market capitalization.

EMPLOYMENT ARRANGEMENTS

The Company�s unfunded deferred compensation agreements with its senior executive officers provide that upon such executive�s retirement
after 20 years� service with the Company or after reaching age 65, or upon such executive�s death while disabled or employed by the Company,
such executive officer or his or her designated beneficiary will receive 240 monthly payments equal to the greater of (i) 40% (60% in the case of
Mr. Finkelstein) of such executive�s average monthly base salary for the 60 months immediately preceding the executive�s retirement, disability
or death, or (ii) $5,000. The agreements also provide for payment of a graduated percentage of such compensation if an executive terminates his
or her employment with the Company prior to completing 20 years� service or reaching age 65, with payments to commence when such
executive attains age 55. Further, if such executive becomes disabled while employed by the Company, the Company will pay such executive
the specified monthly benefit during the period of such disability or until attaining age 65. Payments are conditioned upon the officers not
rendering services for any competitor of the Company during the period of the payments. The Company carries insurance on the lives of each of
the persons covered by deferred compensation agreements, is entitled to the cash values and the death proceeds from these policies, and may, but
is not required to, use cash values or death proceeds from these policies to pay deferred compensation.

The deferred compensation agreements provide that the executive officers shall be entitled to immediate payment of their aggregate
monthly benefits in one lump sum, without any reduction based on years of service, early retirement or present value, if their employment
terminates following a �Change in Control�, which is defined for purposes of the agreements as occurring when a party other than Curtis Squire,
Inc. becomes the beneficial owner of 20% or more of the Company�s stock, or in the event of a consolidation or merger of the Company in which
the Company is not the continuing corporation, or in which the shareholders of the Company do not continue to hold at least a majority of the
common stock of the continuing or surviving corporation, or any sale or other transfer of substantially all of the assets of the Company, or in the
event of certain changes to the composition of the Company�s Board. These agreements also provide that the executive officers shall be paid an
amount equal to three times their annual compensation, plus all income and excise taxes payable with respect to such payment, immediately
upon a change of control. Further, all unvested stock options immediately vest upon a change of control.

The Company has entered into an employment agreement with Mr. Finkelstein, its Chief Executive Officer, effective for fiscal year 1999
and subsequent years, providing (a) for a base salary of $500,000 per year, increasing annually by at least the greater of 4% or the percentage
increase in the Consumer Price Index, (b) that he will participate in the Company�s bonus and incentive compensation programs with other senior
executives, and (c) that the Company and Mr. Finkelstein will participate in a life insurance program whereby a trust established by
Mr. Finkelstein has acquired a $5 million combined whole-life/term policy insuring the joint lives of Mr. Finkelstein and his wife. Under this
insurance program, the Company will pay a portion of the annual premiums approximately equal to the annual increases in the cash value of the
policy and Mr. Finkelstein will transfer funds to the trust for the balance of the premiums. Upon the death of Mr. Finkelstein and his wife or
upon surrender of the policy, the trust will receive the death benefits or cash surrender value.
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Mr. Finkelstein�s agreement also provides for deferred compensation benefits. Upon his retirement after reaching age 65 he will receive
lifetime monthly payments equal to 60% of his average base salary for the 60 months immediately preceding his retirement, such payments to be
adjusted annually in proportion to any increases in the Consumer Price Index. Upon his death, his wife, if she survives him, will receive during
her life one-half of the benefits to which Mr. Finkelstein was entitled during his life. If Mr. Finkelstein voluntarily terminates his employment
before reaching age 65, his deferred compensation benefits will be determined on the same basis as those afforded the other executive officers.
The Company has funded its future obligations under this agreement through insurance policies on Mr. Finkelstein�s life.

The Company has entered into an agreement with Mr. Myron Kunin, its Vice Chairman, providing that Mr. Kunin will continue to render
services to the Company until at least May, 2007, and for such further period as may be mutually agreed upon between Mr. Kunin and the
Company. The Company has agreed to pay Mr. Kunin an annual amount of $600,000, to be increased annually in proportion to any increase in
the Consumer Price Index from July 1, 1996, for the remainder of his life. Mr. Kunin has agreed that during the period for which payments to
him are made as provided in the Agreement, he will not engage in any business competitive with the business conducted by the Company.

The Company has also entered into a survivor benefit agreement with Mr. Myron Kunin, providing that upon his death the Company shall
pay to his wife, if she survives him, $300,000 annually for the remainder of her life, subject to annual adjustment based on any increases in the
Consumer Price Index from July 1, 1996. The Company has funded its future obligations under this agreement through insurance policies on
Mr. Kunin�s life.

CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Curtis Squire, Inc. (�CSI�), a Kunin family investment company, a majority of whose voting stock is owned by Myron Kunin, rents certain
artworks to the Company in return for which the Company compensates certain Company employees who devote time to CSI business and
furnishes office space and equipment for use by CSI. The parties have agreed that the reasonable value of this arrangement to each party is
$200,000 per year. Other reportable transactions in which the Company participated in fiscal year 2004 include the following: The Company
paid $287,433 to Beautopia, LLC, which is owned by David Kunin and CSI, for hair care products purchased in the ordinary course of business.
The Company paid Timothy Kunin, a son of Myron Kunin and a brother of David Kunin, $559,692 for subscriptions to magazines for the
Company�s salons. The Company has verified that the cost of these subscriptions is competitive with that charged by other subscription services.
The Company has purchased from the Northwestern Mutual Life Insurance Company insurance policies on the lives of certain officers of the
Company. Michael Finkelstein, a son of Paul Finkelstein, is a registered representative of Northwestern Mutual and received commissions of
$231,998 related to these policies. The Company has determined that the amounts paid for these insurance policies are competitive with amounts
that would be paid for similar products from other companies. The Company paid $73,750 to Wextex Corporation and $58,565 to Stylist Wear,
Inc. for capes and towels purchased in the ordinary course of business. Westex Corporation and Stylist Wear, Inc. are owned by Neil Finkelstein,
the brother of Paul Finkelstein. The Company has verified that the cost of these items is competitive with that charged by other providers.
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SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The following table sets forth, as of September 1, 2004, the ownership of Common Stock of the Company by each shareholder who is
known by the Company to own beneficially more than 5% of the outstanding shares of the Company, by each director, by each executive officer
identified in the Summary Compensation Table, and by all executive officers and directors as a group. The parties listed in the table have the
sole voting and investment powers with respect to the shares indicated.

Number of
Shares

Beneficially Percent
Name of Beneficial Owner or Identity of Group Owned(2) of Class

Neuberger Berman LLC 2,697,970 6.09%
605 Third Ave., 2nd Floor
New York, NY 10158-3698

Kayne Anderson Rudnick Investment Management LLC 2,645,008 5.97%
1800 Ave. of the Stars, #200
Los Angeles, CA 90067

Barclays Global Investors, N.A 2,575,769 5.82%
45 Fremond Street
San Francisco, CA 94105

Myron Kunin(1) 1,359,439 3.07%
Paul D. Finkelstein 567,945 1.28%
Rolf F. Bjelland 63,449 *
Van Zandt Hawn 48,688 *
Susan S. Hoyt 37,063 *
Thomas L. Gregory 37,312 *
Mark H. Kartarik 80,021 *
David B. Kunin 21,637 *
Gordon B. Nelson 67,250 *
Randy L. Pearce 77,609 *
All executive officers and directors as a group (eighteen persons)(3) 2,642,184 5.97%

* less than 1%

(1) Includes 1,243,393 shares owned by Curtis Squire, Inc. Myron Kunin owns a majority of the voting stock of Curtis Squire, Inc. and
thereby has sole voting and investment powers over all Company shares owned by Curtis Squire, Inc.

(2) Includes the following shares not currently outstanding but deemed beneficially owned because of the right to acquire them pursuant to
options exercisable within 60 days: 289,998 shares by Mr. Finkelstein; 35,749 shares by Mr. Bjelland; 34,063 shares by Mr. Hawn;
34,063 shares by Ms. Hoyt; 35,712 shares by Mr. Gregory; 10,000 shares by Mr. David Kunin; 60,417 shares by Mr. Kartarik;
35,133 shares by Mr. Nelson; 66,666 shares by Mr. Pearce; and 879,375 shares by all directors and executive officers as a group.

(3) Includes shares held by Curtis Squire, Inc.
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ITEM 2

RATIFICATION OF APPOINTMENT OF INDEPENDENT AUDITORS

The Audit Committee has selected PricewaterhouseCoopers LLP, certified public accountants and independent registered public accounting
firm, as independent auditors for the Company for the fiscal year ending June 30, 2005. Although not required, the Board wishes to submit the
selection of PricewaterhouseCoopers LLP for shareholders� ratification at the annual meeting. If the shareholders do not so ratify, the Audit
Committee will reconsider its selection.

Representatives of PricewaterhouseCoopers LLP are expected to be present at the annual meeting, will have the opportunity to make a
statement if they desire and are expected to be available to respond to appropriate questions.

Audit Fees

Aggregate audit fees for professional services rendered by PricewaterhouseCoopers LLP were $894,000 for the year ended June 30, 2004
and $936,000 for the year ended June 30, 2003, of which $372,000 and $667,000 were billed for the fiscal years ending June 30, 2004 and 2003,
respectively. Such fees were primarily for professional services rendered for the audits of the Company�s consolidated financial statements as of
and for the years ended June 30, 2004 and 2003, limited reviews of the Company�s unaudited condensed consolidated interim financial
statements, statutory audits of certain subsidiaries of the Company and accounting consultations necessary to comply with generally accepted
auditing standards.

Audit Related Fees

Aggregate audit related fees billed for professional services rendered by PricewaterhouseCoopers LLP were $560,000 for the year ended
June 30, 2004 and $331,000 for the year ended June 30, 2003. The audit related fees as of the years ended June 30, 2004 and 2003 were for
assurance and related services related to employee benefit plan and advertising funds audits, financial due diligence related to mergers and
acquisitions, internal control reviews and consultations concerning financial accounting and reporting standards.

Tax Fees

Aggregate income tax compliance and related services fees billed for professional services rendered by PricewaterhouseCoopers LLP were
$276,000 for the year ended June 30, 2004 and $1,107,000 for the year ended June 30, 2003.

All Other Fees

In addition to the fees described above, aggregate fees of $158,000 and $1,223,000 were billed by PricewaterhouseCoopers LLP during the
years ended June 30, 2004 and 2003, respectively, primarily for fees associated with non-financial statement acquisition and integration related
services in fiscal 2004 and primarily for fees billed associated with non-financial statement services such as acquisition due diligence procedures
and risk management advisory services in fiscal 2003.
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Audit Committee Pre-Approval Policies and Procedures

The Audit Committee has approved the engagement of PricewaterhouseCoopers LLP to perform auditing services for the current fiscal year
ending June 30, 2005, based upon an engagement letter submitted by PricewaterhouseCoopers. Any additional audit or non-audit services must
be approved in advance if the proposed service exceeds $5,000.

AUDIT COMMITTEE REPORT

The Audit Committee reports to and acts on behalf of the Board by providing oversight of the financial management, independent auditors
and financial reporting procedures of the Company. Each member of the Audit Committee is �independent� within the meaning of applicable
NYSE listing standards. The Audit Committee has adopted a written charter describing its functions, which has been approved by the Board.

The Company�s management is responsible for preparing the Company�s financial statements and the overall reporting process, including the
Company�s system of internal controls. The Company�s independent auditors, PricewaterhouseCoopers LLP, are responsible for auditing the
financial statements and expressing an opinion on the conformity of the audited financial statements with generally accepted accounting
principles.

In this context, the Committee has met and held discussions with management and the independent auditors. Management represented to the
Committee that the Company�s consolidated financial statements were prepared in accordance with generally accepted accounting principles, and
the Committee has reviewed and discussed the consolidated financial statements with management and the independent auditors. The Committee
discussed with the independent auditors matters required to be discussed by Statement on Auditing Standards No. 61 (Communication With
Audit Committees), as modified or supplemented.

In addition, the Committee has discussed with the independent auditors the auditors� independence from the Company and its management,
including the matters in the written disclosures required by the Independence Standards Board Standard No. 1 (Independence Discussions With
Audit Committees) as modified or supplemented. The Committee has also considered whether the independent auditors� provision of non-audit
services to the Company is compatible with the auditors� independence.

The Committee discussed with the Company�s independent auditors the overall scope and plans for their audit. The Committee meets with
the independent auditors, with and without management present, to discuss the results of their examinations, the evaluations of the Company�s
internal controls, and the overall quality of the Company�s financial reporting.

In reliance on the reviews and discussions referred to above, the Committee recommended to the Board that the audited financial statements
be included in the Company�s Annual Report on Form 10-K for the year ended June 30, 2004, for filing with the Securities and Exchange
Commission. The Committee also has recommended to the Board the selection of PricewaterhouseCoopers LLP as the Company�s independent
auditors for the fiscal year ending June 30, 2005.

Rolf F. Bjelland, Chair
Van Zandt Hawn
Susan Hoyt
Thomas Gregory

Members of the Audit Committee
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ITEM 3 � APPROVAL OF REGIS CORPORATION 2004

LONG-TERM INCENTIVE COMPENSATION PLAN

General Information

On May 26, 2004, the Board adopted, subject to shareholder approval, the 2004 Long-Term Plan. The purpose of the 2004 Long-Term Plan
is to promote the interests of the Company and our shareholders by aiding us in attracting and retaining employees, officers and directors who
we expect will contribute to our growth and financial performance for the benefit of our shareholders.

We currently award stock options to employees and directors through the 2000 Stock Option Plan. We also have the 1991 Stock Option
Plan which is inactive. As of June 30, 2004, we had an aggregate of approximately 453,100 shares remaining available for future awards under
the 2000 Stock Option Plan.

While in the past we relied on stock options with time-based vesting as the primary form of long-term incentive compensation, we have
moved toward a compensation program that includes a combination of options, SARs, restricted stock and cash based performance awards.

The Board believes that the continuation of short-term and long-term incentive compensation is essential in attracting, retaining and
motivating individuals to enhance the likelihood of our future success. In addition, a plan that permits awards with more flexible terms will
allow us to better align incentive compensation with increases in shareholder value than our current plans. The flexibility of the 2004 Long-Term
Plan in types and specific terms of awards will allow future awards to be based on then-current objectives for aligning compensation with
shareholder value. Shareholder approval of the 2004 Long-Term Plan will permit us to achieve these goals.

The following is a summary of the material terms of the 2004 Long-Term Plan and is qualified in its entirety by reference to the 2004
Long-Term Plan. A copy of the 2004 Long-Term Plan is attached hereto as Appendix B.

Summary of the 2004 Long-Term Plan

Administration
The Compensation Committee will administer the 2004 Long-Term Plan and will have full power and authority to determine when and to

whom awards will be granted, and the type, amount, and other terms and conditions of each award, consistent with the provisions of the 2004
Long-Term Plan. In addition, the Committee can specify whether, and under what circumstances, awards to be received under the 2004
Long-Term Plan may be deferred automatically or at the election of either the holder of the award or the Committee. Subject to the provisions of
the 2004 Long-Term Plan, the Committee may amend or waive the terms and conditions, or accelerate the exercisability of an outstanding
award. The Committee has authority to interpret the 2004 Long-Term Plan, and establish rules and regulations for the administration of the 2004
Long-Term Plan. In addition, the Board may replace the Committee with a different committee or exercise the powers of the Committee at any
time, except with respect to the grant of awards to our executive officers.

Eligible Participants
Any employee, officer, director or other individual, who is selected by the Committee, is eligible to receive an award under the 2004

Long-Term Plan. As of the date of this proxy statement, approximately
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50,000 employees, officers and directors were eligible as a class to be selected by the Committee to receive awards under the 2004 Long-Term
Plan.

Shares Available For Awards
The aggregate number of shares of our Common Stock that may be issued under all stock-based awards made under the 2004 Plan is

2.5 million. Certain awards under the 2004 Long-Term Plan are subject to limitations as follows:

� During any three-consecutive calendar year period, the maximum number of shares of common stock for which Options and SARs, in the
aggregate, may be granted to any participant shall not exceed 800,000 shares.

� For performance unit awards that are intended to be �performance based compensation�, no more than $2,000,000 may be granted to any
participant during any three-consecutive calendar year period.

The Committee may adjust the number of shares and share limits described above in the case of a stock dividend or other distribution,
including a stock split, merger or other similar corporate transaction or event, in order to prevent dilution or enlargement of the benefits or
potential benefits intended to be provided under the 2004 Long-Term Plan.

If any shares of our Common Stock subject to any award or to which an award relates are forfeited or are reacquired by us, or if any award
terminates without the delivery of any shares, the shares previously set aside for such awards will be available for future awards under the 2004
Long-Term Plan. In addition, shares used by award recipients as payment of the exercise price of an award or in satisfaction of the tax
obligations relating to an award other than an incentive stock option will be available again for award grants.

Types of Awards and Terms and Conditions
The 2004 Long-Term Plan permits the granting of:

� stock options (incentive stock options, non-qualified stock options);

� SARs;

� restricted stock; and

� performance units.

Awards may be granted alone, in addition to, in combination with or in substitution for, any other award granted under the 2004 Long-Term
Plan or any other compensation plan. The exercise price per share under any stock option and the grant price of any SAR may not be less than
the fair market value on the date of grant of such option or SAR. Determinations of fair market value under the 2004 Long-Term Plan will be
made by reference to the closing price of the Company�s Common Stock on the NYSE. The term of awards of the stock-based portion of the plan
will not be longer than 10 years.

Stock Options. The holder of an option will be entitled to purchase a number of shares of our Common Stock at a specified exercise price
during a specified time period, all as determined by the Committee. The option exercise price may be payable either in cash or, at the discretion
of the Committee, in other securities or other property having a fair market value on the exercise date equal to the exercise price. Options shall
be exercisable at a rate of 20% of the total number of shares as of the anniversary of the grant date.
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Stock Appreciation Rights. The holder of a SAR is entitled to receive the excess of the fair market value (calculated as of the exercise date
or, at the Committee�s discretion, as of any time during a specified period before or after the exercise date) of a specified number of shares of our
Common Stock over the grant price of the SAR. SARs shall be exercisable at the rate of twenty percent (20%) as of each anniversary of the
grant date.

Restricted Stock. The holder of restricted stock will own shares of our Common Stock (including, for example, the right to vote the
restricted shares or to receive any dividends with respect to the shares). The forfeiture period for these awards expires at the rate of 20% of the
total number of shares as of each anniversary of the grant date. The Committee also may permit acceleration of the forfeiture period in the case
of a participant�s death, disability or retirement, or a change in control of the Company. If the participant�s employment or service as a director, as
applicable, terminates during the forfeiture period for any other reason, unvested restricted stock will be forfeited, unless the Committee
determines that it would be in the Company�s best interest to waive the remaining restrictions.

Performance Awards. Performance awards granted under the 2004 Long-Term Plan are intended to qualify as �performance-based
compensation� within the meaning of Section 162(m) of the Internal Revenue Code of 1986, as amended (�Section 162(m)�). Performance awards
give participants the right to receive payments in cash, based solely upon the achievement of certain performance goals during a specified
performance period. At a minimum the performance period shall be at least one (1) fiscal year in length. The Committee must designate all
participants for each performance period, and establish performance goals and target awards for each participant no later than 90 days after the
beginning of each performance period within the parameters of Section 162(m) of the Code. Performance goals may be based on a number of
performance criteria, either alone or in any combination, and on either a business unit level or a consolidated level, including: sales, cash flow,
cash flow from operations, operating profit or income, net income, operating margin, net income margin, return on net assets, earnings before
interest, taxes, depreciation and amortization (�EBITDA�), EBITDA growth, share price performance, on an absolute basis and relative to an index
of earnings per share or improvements in the Company�s expense levels, and implementation or completion of critical projects.

Duration, Termination and Amendment. Unless discontinued or terminated by the Board, the 2004 Long-Term Plan will expire on May 26,
2014. No awards may be made after that date. However, unless otherwise expressly provided in an applicable award agreement, any award
granted under the 2004 Long-Term Plan prior to expiration may extend beyond the end of such period through the award�s normal expiration
date.

The Board and, pursuant to the delegation of its authority, the Committee may amend, alter or discontinue the 2004 Long-Term Plan at any
time, although shareholder approval must be obtained for any action that would increase the number of shares of our Common Stock available,
increase the award limits under the 2004 Long-Term Plan, permit awards of options at a price less than fair market value, permit repricing of
options or SARs, or expand the class of persons eligible to receive awards under the 2004 Long-Term Plan. Shareholder approval is also
required for any action that would, absent such approval, violate the rules and regulations of the NYSE or any other securities exchange
applicable to us.

Prohibition on Repricing Awards
No option or SAR may be amended to reduce its exercise price, and no option or SAR may be canceled and replaced with an option or SAR

having a lower exercise price, except in connection with a stock dividend or other distribution, including a stock split, merger or other similar
corporate transaction or event, in order to
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prevent dilution or enlargement of the benefits, or potential benefits intended to be provided under the 2004 Long-Term Plan.

Transferability of Awards
Unless otherwise provided by the Committee, awards under the 2004 Long-Term Plan may only be transferred by will or by the laws of

descent and distribution.

Federal Income Tax Consequences
Grant of Options and SARs. The grant of a stock option or SAR is not expected to result in any taxable income for the recipient.

Exercise of Options and SARs. Upon exercising a non-qualified stock option, the optionee must recognize ordinary income equal to the
excess of the fair market value of the shares of our Common Stock acquired on the date of exercise over the exercise price, and we will generally
be entitled at that time to an income tax deduction for the same amount. The holder of an incentive stock option generally will have no taxable
income upon exercising the option (except that an alternative minimum tax liability may arise), and we will not be entitled to an income tax
deduction. Upon exercising a SAR, the fair market value on the exercise date of any shares of our Common Stock received is taxable to the
recipient as ordinary income and generally deductible by us.

Disposition of Shares Acquired Upon Exercise of Options and SARs. The tax consequence upon a disposition of shares acquired through the
exercise of an option or SAR will depend on how long the shares have been held and whether the shares were acquired by exercising an
incentive stock option or by exercising a non-qualified stock option or SAR. Generally, there will be no tax consequence to us in connection
with the disposition of shares acquired under an option or SAR, except that we may be entitled to an income tax deduction in the case of the
disposition of shares acquired under an incentive stock option before the applicable incentive stock option holding periods set forth in the
Internal Revenue Code have been satisfied.

Awards Other than Options and SARs. As to other awards granted under the 2004 Long-Term Plan that are payable either in cash or shares
of our Common Stock that are either transferable or not subject to substantial risk of forfeiture, the holder of the award must recognize ordinary
income equal to (a) the amount of cash received or, as applicable, (b) the excess of (i) the fair market value of the shares received (determined as
of the date of receipt) over (ii) the amount (if any) paid for the shares by the holder of the award. We will generally be entitled at that time to an
income tax deduction for the same amount.

Income Tax Deduction. Subject to the usual rules concerning reasonable compensation, and assuming that, as expected, performance awards
paid under the 2004 Long-Term Plan are �qualified performance-based compensation� within the meaning of Section 162(m), we will generally be
entitled to a corresponding income tax deduction at the time a participant recognizes ordinary income from awards made under the 2004
Long-Term Plan.

Application of Section 16. Special rules may apply to individuals subject to Section 16 of the Exchange Act. In particular, unless a special
election is made pursuant to the Internal Revenue Code, shares received through the exercise of a stock option or SAR may be treated as
restricted as to transferability and subject to a substantial risk of forfeiture for a period of up to six months after the date of exercise.
Accordingly, the amount of any ordinary income recognized and the amount of our income tax deduction will be determined as of the end of that
period.
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Delivery of Shares for Tax Obligation. Under the 2004 Long-Term Plan, the Committee may permit participants receiving or exercising
awards, subject to the discretion of the Committee and upon such terms and conditions as it may impose, to deliver shares of our Common Stock
(either shares received upon the receipt or exercise of the award or shares previously owned by the holder of the option) to us to satisfy federal
and state income tax obligations.

Gross-Up for Excise Tax. In the event any payment or benefit received under the Plan results in a �parachute payment,� within the meaning of
Section 280G of the Internal Revenue Code, and the participant is required to pay an excise tax in connection therewith, the Company shall pay
to the participant a tax �gross-up� payment such that the net benefit received by the participant is equivalent to the benefit the participant would
have received had there been no excise tax incurred.

Equity Compensation Plan Information
The following table provides information about the Company�s Common Stock that may be issued under our existing equity compensation

plans as of June 30, 2004, namely, the 2000 Stock Option Plan and the 1991 Stock Option Plan.

The table does not include information about our proposed 2004 Long-Term Plan which is being submitted for shareholder approval at the
annual meeting. Such information may be found in the tables labeled �Long-Term Incentive Plan-Awards in Last Fiscal Year� and �New Plan
Benefits.�

Securities to be Issued
upon Exercise of Weighted Average Securities Available

Plan Category Outstanding Options Exercise Price for Future Issuance

Equity compensation plans approved by
security holders 4,596,423 $18.32 453,100
Equity compensation plans not approved by
security holders N/A N/A N/A
Total 4,596,423 $18.32 453,100

Board Voting Recommendation

Upon the recommendation of management, the Board adopted the 2004 Long-Term Plan and recommends to the shareholders that they
vote FOR the approval of the plan.

IT IS INTENDED THAT, UNLESS OTHERWISE INSTRUCTED, THE SHARES REPRESENTED BY THE PROXY (OTHER
THAN BROKER NON-VOTES) WILL BE VOTED �FOR� THE APPROVAL OF THE 2004 LONG-TERM PLAN.

ITEM 4

APPROVAL OF REGIS CORPORATION SHORT-TERM INCENTIVE COMPENSATION PLAN
FOR THE CEO AND OTHER NAMED EXECUTIVE OFFICERS (the �Participants�)

General
The Company has an annual, executive, short-term incentive compensation program for the Participants (the �Short-Term Plan�) that is

intended to provide the Participants with incentive compensation based upon the achievement of pre-established performance goals and
individual performance. The Short-Term Plan is
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intended to provide an incentive for profitable growth, to motivate the Participants toward even higher achievement and operating results, to tie
their goals and interests to those of the Company and its shareholders and to enable the Company to attract and retain highly qualified
executives.

The Board recommends that shareholders approve the Short-Term Plan so that the Short-Term Plan would comply with the requirements of
Section 162(m). Under the Internal Revenue Code, such plans must be approved by shareholders at least every five years. By approving at the
annual meeting the plan described below, the Section 162(m) requirements concerning shareholder approval will be satisfied.

Under Section 162(m), a publicly-held corporation is generally not entitled to a federal income tax deduction with respect to any taxable
year for compensation in excess of $1 million to its chief executive officer or any of its other four highest paid executive officers in office at the
end of the year. Qualifying performance-based compensation is not subject to this deduction limitation. To qualify for the performance-based
exception under Section 162(m), compensation must be paid under a plan the material terms of which, including the general performance criteria
used as the bases for determining awards, have been approved by shareholders, and must meet other requirements set forth in regulations under
Section 162(m). Under Section 162(m), in general, the general performance criteria and other material plan terms must be disclosed and
approved by shareholders every five years.

The Short-Term Plan will provide incentives for the Participants to achieve a sustained, high level of financial performance for the
Company, while enhancing the Company�s ability to deduct the cost of such incentives for tax purposes. Annual incentive compensation
programs with comparable performance measures have generally been made available to certain other officers and key employees; however, the
tax deductibility of such payments is not dependent on the approval of such plans by shareholders and administration in accordance with
Section 162(m). The Compensation Committee generally intends to take reasonable measures to avoid the loss of a Company tax deduction due
to Section 162(m). The Compensation Committee may in certain circumstances, however, approve bonus or other payments outside of the
Short-Term Plan that may not be tax deductible. Accordingly, the Board believes that approval of the Short-Term Plan is in the best interests of
the Company and its shareholders and recommends that the shareholders approve its adoption.

The full text of the Short-Term Plan is attached hereto as Appendix C. The following description of certain features of the Short-Term Plan
is qualified in its entirety by reference to the full text of the plan.

Administration; Eligible Employees. The Short-Term Plan is administered by the Compensation Committee of the Board. The Committee
shall interpret the Short-Term Plan, although it may delegate to management non-discretionary administrative functions. Only the Participants
are eligible to participate in the Short-Term Plan.

Performance Criteria. The Committee will select the performance criteria for any individual position and the formulas for determining the
amount of payment that the Committee may award for performance during any award period not later than 90 days after the commencement of
an award period, but in no case after 25% of the award period has elapsed. The performance criteria that the Committee may use shall be based
on any one or more of the following, which shall be stated for the Participants in terms of an objective formula or standard as required by
Section 162(m), and which may be: (a) determined solely by reference to the Company�s performance, any subsidiary or affiliate of the Company
or any division or unit of any of the foregoing, or (b) based on performance of any one or more of the following: (i) earnings per share, (ii) sales;
(iii) cash flow; (iv) cash flow from operations; (v) operating profit or income; (vi) net income; (vii) operating margin; (viii) net income margin;
(ix) return on net assets; (x) economic value added; (xi) return on total
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assets; (xii) return on common equity; (xiii) return on invested capital; (xiv) total shareholder return; (xv) revenue; (xvi) revenue growth;
(xvii) earnings before interest, taxes, depreciation and amortization (�EBITDA�); (xviii) EBITDA growth; (xix) funds from operations per share
and per share growth; (xx) cash available for distribution; (xxi) cash available for distribution per share and per share growth; (xxii) share price
performance on an absolute basis and relative to an index of earnings per share or improvements in the Company�s attainment of expense levels;
and (xxiii) implementing or completion of critical projects.

Determination of Awards. Within 90 days of the beginning of each award period, the Committee will designate for each Participant a
specific percentage of the Participant�s base or year end salary as such Participant�s potential award (a �Potential Award�). An individual
Participant�s Potential Award in any award period is limited to the lesser of $2,000,000 or 100% of the Participant�s base salary or year end salary
rate, as determined by the Committee. When the Company�s financial results for a given award period have been determined, the Committee will
determine, and certify in writing, whether the pre-established performance goals and objectives have been satisfied in such year with respect to
the Participants. The actual bonus award for any Participant shall be determined based upon the pre-established compensation formula or
methods. In determining the actual award for the Participants, the Committee may exercise discretion to reduce (but not increase) the award
from the dollar amount of the Potential Award for such Participants. Awards will be paid in cash.

Upon recommendation of management, the Board recommends a vote FOR the approval of the Short-Term Plan.

IT IS INTENDED THAT, UNLESS OTHERWISE INSTRUCTED, THE SHARES REPRESENTED BY THE PROXY (OTHER
THAN BROKER NON-VOTES) WILL BE VOTED �FOR� THE APPROVAL OF THE SHORT-TERM PLAN.
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New Plan Benefits

New Plan Benefits. The following tables show, for the 2004 Long-Term Plan and the Short-Term Plan, the benefits as amounts which will
be received by the named persons and groups or, if not determinable, the benefits or amounts which would have been received had the plans
been in effect in our 2004 fiscal year.

2004 Long-Term Incentive Plan

Name and Position Dollar Value Number of Units

Paul D. Finkelstein $ 320,925(1) 7,500(2)
President, Chief Executive Officer and N/A(3) 20,000(4)
Chairman of the Board N/A(5)

Myron Kunin � �
Vice Chairman of the Board N/A(3) �(4)

N/A(5)
Randy L. Pearce $ 128,370(1) 3,000(2)

Executive Vice President, Chief Financial N/A(3) 4,000(4)
and Administrative Officer N/A(5)

Gordon B. Nelson $ 85,580(1) 2,000(2)
Senior Vice President, N/A(3) 2,500(4)
Education and Fashion N/A(5)

Mark Kartarik $ 85,580(1) 2,000(2)
Senior Vice President, N/A(3) 2,500(4)
President Franchise Division N/A(5)

All Executive Officers as a group $1,347,885(1) 31,500(2)
N/A(3) 50,250(4)
N/A(5)

All Directors Who Are Not Executive Officers as a group $ 213,950(1) 5,000(2)
N/A(3) 6,250(4)
N/A(5)

All Other Employees as a group $1,540,440(1) 36,000(2)
N/A(3) 45,000(4)
N/A(5)

(1) Determined by multiplying number of shares of restricted stock by closing price on date of grant.

(2) Represents shares of restricted stock.

(3) Not determinable. Value of SARs is the difference between the exercise price on the date of grant ($42.79) and the fair market value on the
date of exercise.

(4) Represents number of SARs.

(5) Not determinable. Awards are determined at the end of a three-year period.
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Short-Term Incentive Plan

Name and Position Dollar Value Number of Units

Paul D. Finkelstein $474,000(6) N/A
President, Chief Executive Officer and Chairman of the Board

Myron Kunin � �
Vice Chairman of the Board

Randy L. Pearce $140,000(6) N/A
Executive Vice President, Chief Financial and Administrative Officer

Gordon B. Nelson $136,000(6) N/A
Senior Vice President, Education and Fashion

Mark Kartarik $136,000(6) N/A
Senior Vice President, President Franchise Division

(6) Represents the cash bonus paid under the plan for the Company�s 2004 fiscal year. The bonus for the Company�s 2005 fiscal year depends
on earnings per share for such year.

PROPOSALS OF SHAREHOLDERS

Shareholders who intend to present proposals at the 2005 Annual Meeting, and who wish to have such proposals included in the Company�s
Proxy Statement for the 2005 Annual Meeting, must be certain that such proposals are received by the Secretary of the Company, 7201 Metro
Boulevard, Minneapolis, Minnesota 55439, not later than June 1, 2005. Such proposals must meet the requirements set forth in the rules and
regulations of the Securities and Exchange Commission in order to be eligible for inclusion in the Proxy Statement for the Company�s 2005
Annual Meeting.

ANNUAL REPORT TO SHAREHOLDERS AND FORM 10-K

The Company�s Annual Report to Shareholders and Form 10-K, including financial statements for the year ended June 30, 2004,
accompanies this Proxy Statement. If requested, the Company will provide shareholders with copies of any exhibits to the Form 10-K upon the
payment of a fee covering the Company�s reasonable expenses in furnishing the exhibits. Such requests should be directed to Eric A. Bakken,
Secretary of the Company, at its address stated herein.

GENERAL

The Board knows of no other matter to be acted upon at the meeting. However, if any other matter is properly brought before the meeting,
the shares covered by your proxy will be voted thereon in accordance with the best judgment of the persons acting under such proxy.
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In order that your shares may be represented if you do not plan to attend the meeting, please sign, date and return your proxy promptly. In
the event you are able to attend, at your request we will cancel the proxy.

By Order of the Board

Eric A. Bakken
Secretary

September 23, 2004
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APPENDIX A

REGIS CORPORATION

AUDIT COMMITTEE CHARTER

Purpose

The purpose of the Audit Committee is to represent and assist the Board of Directors in its oversight of (1) the integrity of the financial
reporting of the Company, (2) the independence, qualifications and performance of the Company�s independent auditor, (3) the performance of
the company�s internal audit function, and (4) the Company�s compliance with legal and regulatory requirements. The Audit Committee also
prepares the report required by the rules of the Securities and Exchange Commission to be included in the Company�s annual proxy statement.

Members

The Audit Committee shall consist of at least three members of the Board who satisfy the independence requirements under the rules of the
New York Stock Exchange and the Securities and Exchange Commission; as such requirements are interpreted by the Board in its business
judgment. The Board shall designate one member as Chairperson or delegate authority to designate a Chairperson to the Audit Committee. Each
member of the Audit Committee shall be financially literate and at least one member of the Audit Committee shall be an �audit committee
financial expert� as defined by the Securities and Exchange Commission.

Outside Advisors

The Audit Committee shall have the authority to retain such outside legal, accounting or other consultants or advisors as it determines
appropriate to assist it in the performance of its functions, or to advise or inform the Committee. The Committee may also meet with investment
bankers and financial analysts. The Audit Committee may request any officer or employee of the Company or the Company�s outside counsel or
independent auditor to attend a meeting of the Committee or to meet with any members of, or consultants to, the Committee. The Company shall
provide for appropriate funding, as determined by the Audit Committee, for payment of compensation to the independent auditor and to any
advisors retained by the Audit Committee.

Duties and Responsibilities

On behalf of the Board, the Audit Committee shall, among its duties and responsibilities:

1. Review and discuss the annual audited financial statements with management and the independent auditor, including the Company�s
disclosures under Management�s Discussion and Analysis of Financial Condition and Results of Operations, significant issues and judgments
regarding accounting and auditing principles and practices, and the effect of regulatory and accounting initiatives on the Company�s financial
statements, and recommend to the Board whether the financial statements should be included in the Form 10-K. The review of the annual
audited financial statements also includes a review of any transactions as to which management obtained a letter pursuant to Statement on
Auditing Standards No. 50.

2. Review and discuss with management and the independent auditor the Company�s quarterly financial statements prior to filing the
Form 10-Q, including the results of the independent auditor�s
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review of them and the Company�s disclosures under Management�s Discussion and Analysis of Financial Condition and Results of
Operations.

3. Review major changes to the Company�s (i) auditing principles and practices as suggested by the independent auditor; and
(ii) accounting principles and practices as suggested by the internal auditors or management.

4. Meet separately, periodically, with management, with internal auditors (or other personnel responsible for the internal audit function)
and with the Company�s independent auditors.

5. The Audit Committee shall be directly responsible, in its capacity as a committee of the Board, for the appointment, compensation
and oversight of the work of the independent auditor for the purpose of preparing or issuing an audit report or related work. In this regard,
the Audit Committee shall appoint, retain, compensate, evaluate, and terminate when appropriate, the independent auditor, which shall
report directly to the Audit Committee.

6. Preapprove all auditing services and permitted non-audit services (including the fees and terms thereof) to be performed for the
Company by its independent auditor and establish policies and procedures for the engagement of the independent auditor to provide auditing
and permitted non-audit services.

7. Obtain and review, at least annually, a report by the independent auditor describing: the independent auditor�s internal quality-control
procedures; and any material issues raised by the most recent internal quality-control review, or peer review, or by any inquiry or
investigation by governmental or professional authorities, within the preceding five years, respecting one or more independent audits carried
out by the independent auditor, and any steps taken to deal with any such issues; and (to assess the auditor�s independence) all relationships
between the independent auditor and the Company.

8. Receive at least annually and discuss with the independent auditor the auditor�s report regarding its independence.

9. Meet with the independent auditor prior to the audit to review the scope and planning of the audit.

10. Review with the independent auditor the results of the annual audit examination, and any issues the auditor may have encountered
in the course of its audit work and management�s response. This review should include, among other things, any management letter, any
restrictions on the scope of activities or access to required information, and changes required in the planned scope of the internal audit.

11. Discuss the Company�s earnings press releases and corporate policies with respect to earnings releases and financial information and
earnings guidance provided to analysts and rating agencies.

12. Discuss policies with respect to risk assessment and risk management.

13. Review the adequacy and effectiveness of the Company�s internal controls, including any significant deficiencies or material
weaknesses in internal controls and significant changes in such controls reported to the Audit Committee by the independent auditor, the
internal auditor or management, and review the adequacy and effectiveness of the Company�s disclosure controls and procedures.

14. Review with the independent auditor and the internal auditor the scope and results of the internal audit process, including
responsibilities and staffing, and review the appointment and replacement of the director of the internal audit function.
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15. Review candidates for the positions of chief financial officer and controller of the Company.

16. Establish procedures for the receipt, retention and treatment of complaints received by the Company regarding accounting, internal
accounting controls or auditing matters, and the confidential, anonymous submission by employees of concerns regarding questionable
accounting or auditing matters.

17. Establish policies for hiring employees and former employees of the independent auditor.

18. Advise the Board with respect to the Company�s policies and procedures regarding compliance with applicable laws and regulations
and with the Company�s Code of Business Conduct and Ethics.

19. Review with the Company�s General Counsel and independent auditor as appropriate (1) legal matters that may have a material
impact on the financial statements, (2) accounting or compliance policies, and (3) any material reports or inquiries received from regulators,
governmental agencies or employees that raise material issues regarding the Company�s financial statements and accounting or compliance
policies.

20. Review this Charter annually and recommend any changes to the Board for approval.

21. Review the Audit Committee�s own performance annually.
Meetings

The Audit Committee shall meet at least four times per year, either in person or telephonically, and at such times and places as the Audit
Committee shall determine. The Audit Committee shall meet with the chief financial officer, the controller, the director of the internal audit
department and the independent auditor in separate executive sessions periodically. The Audit Committee shall report regularly to the Board.
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APPENDIX B

REGIS CORPORATION

2004 LONG TERM INCENTIVE PLAN
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              To facilitate subsequent transfers, all securities deposited by Direct Participants with the trustee on behalf of DTC are registered in the
name of DTC's partnership nominee, Cede & Co., or such other name as may be requested by an authorized representative of DTC. The deposit
of securities with DTC and their registration in the name of Cede & Co. or such other nominee do not effect any change in beneficial ownership.
DTC has no knowledge of the actual Beneficial Owners of the securities; DTC's records reflect only the identity of the Direct Participants to
whose accounts such securities are credited, which may or may not be the Beneficial Owners. The Direct and Indirect Participants will remain
responsible for keeping account of their holdings on behalf of their customers.

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

              Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with respect to the securities. Under its usual
procedures, DTC mails an omnibus proxy to us as soon as possible after the record date. The omnibus proxy assigns Cede & Co.'s consenting or
voting rights to those Direct Participants to whose accounts the securities are credited on the record date (identified in a listing attached to the
omnibus proxy).

              Principal and interest payments on the securities will be made to Cede & Co., or such other nominee as may be requested by an
authorized representative of DTC. DTC's practice is to credit Direct Participants' accounts, upon DTC's receipt of funds and corresponding detail
information from us or our agent on the payable date in accordance with their respective holdings shown on DTC's records. Payments by
Participants to Beneficial Owners will be governed by standing instructions and customary practices, as is the case with securities held for the
accounts of customers in bearer form or registered in "street name," and will be the responsibility of such Participant and not of DTC, us or the
trustee, subject to any statutory or regulatory requirements as may be in effect from time to time. Payment of principal and interest to
Cede & Co. (or such other nominee as may be requested by an authorized representative of DTC) is the responsibility of us or our agent,
disbursement of such payments to Direct Participants will be the responsibility of DTC, and disbursement of such payments to the Beneficial
Owners will be the responsibility of Direct and Indirect Participants.

              DTC may discontinue providing its services as securities depository with respect to the Notes at any time by giving reasonable notice to
us or the trustee. Under such circumstances, if a successor securities depository is not obtained, security certificates are required to be printed
and delivered.
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              We may decide to discontinue use of the system of book-entry only transfers through DTC (or a successor securities depository). In that
event, security certificates will be printed and delivered to DTC.

              The information in this section concerning DTC and DTC's book-entry system has been obtained from sources that we believe to be
reliable, but we take no responsibility for the accuracy thereof.

              We have no responsibility for the performance by DTC or its Participants of their respective obligations as described in this prospectus
or under the rules and procedures governing their respective operations.

Certificated Notes

              Notes in physical, certificated form will be issued and delivered to each person that DTC identifies as a beneficial owner of the related
Notes only if:

�
DTC notifies us at any time that it is unwilling or unable to continue as depositary for the global notes and a successor
depositary is not appointed within 90 days;

�
DTC ceases to be registered as a clearing agency under the Exchange Act and a successor depositary is not appointed within
90 days;

�
we, at our option, notify the Trustee that we elect to cause the issuance of certificated Notes; or

�
certain other events provided in the Indenture should occur.
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 CERTAIN U.S. FEDERAL INCOME TAX CONSEQUENCES

Taxation of Holders of the Notes

              The following discussion is a summary of certain U.S. federal income tax consequences expected to result from the purchase,
ownership and disposition of the Notes by holders who acquire the Notes at original issuance for the issue price (the first price at which a
substantial amount of the Notes are sold to purchasers other than bond houses, brokers or similar persons or organizations acting in the capacity
as underwriters, placement agents or wholesalers) and who hold the Notes as "capital assets" (generally, property held for investment) within the
meaning of Section 1221 of the Internal Revenue Code. This summary is based upon current provisions of the Internal Revenue Code,
applicable Treasury regulations, judicial authority and administrative rulings and practice, any of which may be altered with retroactive effect
thereby changing the U.S. federal income tax consequences discussed below. There can be no assurance that the IRS will not take a contrary
view, and no ruling from the IRS has been or is expected to be sought.

              The U.S. federal income tax treatment of a holder of Notes may vary depending upon such holder's particular situation. Certain holders
(including, but not limited to, banks, certain financial institutions, persons who mark-to-market the Notes, individuals, partnerships or other
pass-through entities, insurance companies, broker-dealers, expatriates, subchapter S corporations, U.S. Holders (as defined below) whose
functional currency is not the U.S. dollar, regulated investment companies, tax-exempt organizations, governmental organizations and persons
holding the Notes as part of a "straddle," "hedge," "conversion transaction" or other integrated investment) may be subject to special rules not
discussed below. This summary addresses only certain U.S. federal income tax consequences of the purchase, ownership and disposition of the
Notes, and does not address any tax consequences under state, local or foreign laws, or any tax consequences under the estate or alternative
minimum tax provisions in the Internal Revenue Code.

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

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

�
an individual citizen or resident of the United States,

�
a corporation (or other entity treated as a corporation for U.S. federal income tax purposes) created or organized in or under
the laws of the United States or of any political subdivision thereof,

�
an estate the income of which is subject to U.S. federal income tax regardless of its source,

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

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

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

              If a partnership, including for this purpose any entity or arrangement treated as a partnership for U.S. federal income tax purposes, holds
the Notes, the tax treatment of a partner in the partnership will generally depend upon the status of the partner and the activities of the
partnership. Partners of a
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partnership holding the Notes should consult their tax advisor regarding the consequences of the purchase, ownership and disposition of the
Notes.

U.S. Holders

Payments of Interest

              Interest payments on the Notes will constitute "qualified stated interest." Accordingly, interest on the Notes will be taxable to a U.S.
Holder as ordinary income at the time it accrues or is received, in accordance with the U.S. Holder's regular method of accounting for U.S.
federal income tax purposes.

Sale, Retirement or Other Taxable Disposition

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

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

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

              A U.S. Holder's adjusted tax basis in a Note generally will be equal to the price that such U.S. Holder paid for such Note, decreased by
the amount of any payments, other than stated interest payments, received with respect to such Note. Any gain or loss recognized on the taxable
disposition of a Note will be capital gain or loss. If, at the time of sale, retirement or other taxable disposition of the Note, a U.S. Holder is
treated as holding the Note for more than one year, this capital gain or loss will be long-term capital gain or loss. In the case of certain
non-corporate U.S. Holders (including individuals), long-term capital gain generally will be eligible for reduced rates of taxation. A U.S.
Holder's ability to deduct capital losses may be limited.

Non-U.S. Holders

              A Non-U.S. Holder will not be subject to U.S. federal income or withholding tax on payments of interest on a Note, pursuant to the
"portfolio interest exemption," if such payments are not effectively connected with the conduct by such Non-U.S. Holder of a U.S. trade or
business, unless such Non-U.S. Holder (i) owns directly, or by attribution, 10% or more of the total combined voting power of all classes of our
stock entitled to vote within the meaning of Section 871(h)(3) of the Internal Revenue Code, (ii) is a controlled foreign corporation related to us
(actually or constructively) though stock ownership, or (iii) is a bank as to which the interest represents interest received on an extension of
credit made pursuant to a loan agreement entered into in the ordinary course of its trade or business within the meaning of Section 881(c)(3)(A)
of the Internal Revenue Code, in which case such interest will be subject to a 30% withholding tax (unless reduced or eliminated by an
applicable tax treaty). To qualify for the portfolio interest exemption (or the elimination or reduction of the applicable withholding tax under a
treaty), the last United States payor in the chain of payment prior to payment to a Non-U.S. Holder, or the "Withholding Agent," must have
received, before payment, a statement that

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

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

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

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

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

              If interest and other payments received by a Non-U.S. Holder with respect to the Notes (including proceeds from a sale, retirement or
other disposition of the Notes) are effectively connected with the conduct by the Non-U.S. Holder of a trade or business within the United States,
and, if required by an applicable income tax treaty the benefits of which the Non-U.S. Holder is eligible for, are attributable to a U.S. permanent
establishment, then although the Non-U.S. Holder will be exempt from the 30% withholding tax discussed above (provided that such Non-U.S.
Holder delivers a properly executed IRS Form W-8ECI stating that interest paid on the Notes is not subject to withholding tax because it is
effectively connected with the Non-U.S. Holder's conduct of a trade or business in the United States), such Non-U.S. Holder will generally be
subject to the rules described above for a U.S. Holder (subject to any modification provided under an applicable income tax treaty). Such
Non-U.S. Holder may also be subject to the "branch profits tax" equal to 30% (or a lesser rate as may be specified under an applicable income
tax treaty if the Non-U.S. Holder is eligible for the benefits of such treaty) of its earnings and profits for the taxable year, subject to adjustments,
that are effectively connected with its conduct of a U.S. trade or business, if such Non-U.S. Holder is a corporation.

Backup Withholding

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

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

�
furnishes an incorrect TIN,

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

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

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

              We must report annually to the IRS and to each Non-U.S. Holder any interest on the Notes and the amount of tax, if any, withheld with
respect to such interest payments. Copies of these information returns may also be made available under the provisions of a specific treaty or
agreement to the tax authorities of the country in which the Non-U.S. Holder resides.
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              Backup withholding and other information reporting generally will not apply to payments of interest made to a Non-U.S. Holder of a
Note who provides a properly completed applicable IRS Form W-8 (or substantially similar form) or otherwise establishes an exemption from
backup withholding and additional information reporting. Payments of principal or the proceeds of a disposition of the Notes by or through a
United States office of a broker generally will be subject to backup withholding and information reporting unless the Non-U.S. Holder certifies
its status as a Non-U.S. Holder under penalties of perjury (and certain other conditions are met) or otherwise establishes an exemption. Payments
of principal or the proceeds of a disposition of the Notes by or through a foreign office of a United States broker or foreign broker with certain
relationships to the United States generally will be subject to information reporting, but not backup withholding, unless the broker has
documentary evidence in its records that the beneficial owner is a Non-U.S. Holder and certain other conditions are met, or the beneficial owner
otherwise establishes an exemption.

              Backup withholding is not an additional tax. Any amounts withheld under the backup withholding rules from a payment to a beneficial
owner would be allowed as a refund or a credit against such beneficial owner's U.S. federal income tax liability provided the required
information is furnished in a timely manner to the IRS.

Additional Withholding Requirements

              Under U.S. federal legislation, recently finalized Treasury regulations, and related administrative guidance, the relevant withholding
agent may be required to withhold 30% on any interest income paid after December 31, 2013 and any gross proceeds from a disposition of Notes
occurring after December 31, 2016 paid to (i) a foreign financial institution (whether such institution is the beneficial owner or an intermediary)
unless such foreign financial institution agrees to verify, report and disclose its U.S. account holders and meets certain other specified
requirements or (ii) a non-financial foreign entity (whether such entity is the beneficial owner or an intermediary) unless such entity certifies that
it does not have any substantial United States owners or provides the name, address and taxpayer identification number of each substantial
United States owner and such entity meets certain other specified requirements. Applicable Treasury regulations contain a grandfathering
provision that generally exempts from withholding any interest payment under, or gross proceeds from a disposition of, an obligation that is
outstanding on January 1, 2014. Thus, the Notes generally should be grandfathered from any such withholding unless they are the subject of a
"significant modification" on or after January 1, 2014. Holders of Notes should consult their tax advisors regarding this legislation and whether
it may be relevant to their purchase, ownership and disposition of the Notes.

Recently Enacted Tax Legislation

              Recently enacted legislation resulted in an increase in the highest marginal tax rates applicable to individuals and other non-corporate
taxpayers. As of January 1, 2013, capital gain income and ordinary income are generally taxable at maximum marginal rates of 20% and 39.6%,
respectively. Certain U.S. Holders who are individuals, trusts or estates and whose income exceeds certain thresholds are required to pay a 3.8%
Medicare tax on the interest income that we pay and gain from the sale of our Notes. Prospective investors should consult their tax advisors
regarding the impact of this legislation on the purchase, ownership and disposition of the Notes.
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 UNDERWRITING

              Merrill Lynch, Pierce, Fenner & Smith Incorporated is acting as representative of each of the underwriters named below. Subject to the
terms and conditions set forth in a firm commitment underwriting agreement among us and the underwriters, we have agreed to sell to the
underwriters, and each of the underwriters has agreed, severally and not jointly, to purchase from us, the principal amount of Notes set forth
opposite its name below.

Underwriters
Principal Amount

of the Notes
Merrill Lynch, Pierce, Fenner & Smith
                      Incorporated $
Barclays Capital Inc. 
J.P. Morgan Securities LLC
                      Total $ 250,000,000

              Subject to the terms and conditions set forth in the underwriting agreement, the underwriters have agreed, severally and not jointly, to
purchase all of the Notes sold under the underwriting agreement if any of these Notes are purchased. If an underwriter defaults, the underwriting
agreement provides that the purchase commitments of the nondefaulting underwriters may be increased or the underwriting agreement may be
terminated.

              We have agreed to indemnify the underwriters and their controlling persons against certain liabilities in connection with this offering,
including liabilities under the Securities Act, or to contribute to payments the underwriters may be required to make in respect of those
liabilities.

              The underwriters are offering the Notes, subject to prior sale, when, as and if issued to and accepted by them, subject to approval of
legal matters by their counsel, including the validity of the Notes, and other conditions contained in the underwriting agreement, such as the
receipt by the underwriters of officer's certificates and legal opinions. The underwriters reserve the right to withdraw, cancel or modify offers to
the public and to reject orders in whole or in part.

Commissions and Discounts

              The representative has advised us that the underwriters propose initially to offer the Notes to the public at the public offering price set
forth on the cover page of this prospectus supplement and to certain dealers at such price less a concession not in excess of        % of the
principal amount of the Notes. After the initial offering, the public offering price, concession or any other term of the offering may be changed.
The underwriters may offer and sell Notes through certain of their affiliates.

              The expenses of the offering, not including the underwriting discount, are estimated at $500,000 and are payable by us.

New Issue of Notes

              The Notes are a new issue of securities with no established trading market. We do not intend to apply for listing of the Notes on any
national securities exchange or for inclusion of the Notes on any automated dealer quotation system. We have been advised by the underwriters
that they presently intend to make a market in the Notes after completion of the offering. However, they are under no obligation to do so and
may discontinue any market-making activities at any time without any notice. We cannot assure the liquidity of the trading market for the Notes
or that an active public market for the Notes will develop. If an active public trading market for the Notes does not develop, the market price and
liquidity of the Notes may be adversely affected. If the Notes are traded, they may trade at a discount from their initial
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offering price, depending on prevailing interest rates, the market for similar securities, our operating performance and financial condition,
general economic conditions and other factors.

No Sales of Similar Securities

              We have agreed that, until the closing date of this offering, we will not, without first obtaining the prior written consent of Merrill
Lynch, Pierce, Fenner & Smith Incorporated, directly or indirectly, issue, sell, offer to contract or grant any option to sell, pledge, transfer or
otherwise dispose of, any debt securities or securities exchangeable for or convertible into debt securities, except for the notes sold to the
underwriters pursuant to the underwriting agreement.

Short Positions

              In connection with the offering, the underwriters may purchase and sell the Notes in the open market. These transactions may include
short sales and purchases on the open market to cover positions created by short sales. Short sales involve the sale by the underwriters of a
greater principal amount of Notes than they are required to purchase in the offering. The underwriters must close out any short position by
purchasing Notes in the open market. A short position is more likely to be created if the underwriters are concerned that there may be downward
pressure on the price of the Notes in the open market after pricing that could adversely affect investors who purchase in the offering.

              Similar to other purchase transactions, the underwriters' purchases to cover the syndicate short sales may have the effect of raising or
maintaining the market price of the Notes or preventing or retarding a decline in the market price of the Notes. As a result, the price of the Notes
may be higher than the price that might otherwise exist in the open market.

              Neither we nor any of the underwriters make any representation or prediction as to the direction or magnitude of any effect that the
transactions described above may have on the price of the Notes. In addition, neither we nor any of the underwriters make any representation
that the representatives will engage in these transactions or that these transactions, once commenced, will not be discontinued without notice.

Other Relationships

              Certain affiliates of the underwriters are lenders and agents under the March 2012 Credit Agreement and the New Credit Agreement.
Some of the underwriters and their affiliates have engaged in, and may in the future engage in, investment banking and other commercial
dealings in the ordinary course of business with us or our affiliates. They have received, or may in the future receive, customary fees and
commissions for these transactions.

              In addition, in the ordinary course of their business activities, the underwriters and their affiliates may make or hold a broad array of
investments and actively trade debt and equity securities (or related derivative securities) and financial instruments (including bank loans) for
their own account and for the accounts of their customers. Such investments and securities activities may involve securities and/or instruments
of ours or our affiliates. The underwriters and their affiliates may hold positions in our 5.95% Senior Notes due 2013 and our 8.625% Senior
Notes due 2013 and, to the extent they hold any such notes, they may receive a portion of the proceeds from this offering.

              If any of the underwriters or their affiliates has a lending relationship with us, certain of those underwriters or their affiliates routinely
hedge, and certain other of those underwriters or their affiliates may hedge, their credit exposure to us consistent with their customary risk
management policies. Typically, these underwriters and their affiliates would hedge such exposure by entering into transactions which consist of
either the purchase of credit default swaps or the creation of short positions in our securities, including potentially the Notes offered hereby. Any
such credit default swaps or short positions could
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adversely affect future trading prices of the Notes offered hereby. The underwriters and their affiliates may also make investment
recommendations and/or publish or express independent research views in respect of such securities or financial instruments and may hold, or
recommend to clients that they acquire, long and/or short positions in such securities and instruments.

Electronic Distribution

              In connection with the offering, certain of the underwriters or securities dealers may distribute this prospectus supplement and the
accompanying prospectus by electronic means, such as e-mail.

Notice to Prospective Investors in the European Economic Area

              In relation to each Member State of the European Economic Area which has implemented the Prospectus Directive, each, a "Relevant
Member State," with effect from and including the date on which the Prospectus Directive is implemented in that Relevant Member State, or the
"Relevant Implementation Date" no offer of Notes may be made to the public in that Relevant Member State other than:

A.
to any legal entity which is a qualified investor as defined in the Prospectus Directive;

B.
to fewer than 100 or, if the Relevant Member State has implemented the relevant provision of the 2010 PD
Amending Directive, 150, natural or legal persons (other than qualified investors as defined in the Prospectus
Directive), as permitted under the Prospectus Directive, subject to obtaining the prior consent of the representative;
or

C.
in any other circumstances falling within Article 3(2) of the Prospectus Directive,

provided that no such offer of Notes shall require the Company or the representative to publish a prospectus pursuant to
Article 3 of the Prospectus Directive or supplement a prospectus pursuant to Article 16 of the Prospectus Directive.

              This prospectus has been prepared on the basis that any offer of Notes in any Relevant Member State will be made pursuant to an
exemption under the Prospectus Directive from the requirement to publish a prospectus for offers of Notes. Accordingly any person making or
intending to make an offer in that Relevant Member State of Notes which are the subject of the offering contemplated in this prospectus may
only do so in circumstances in which no obligation arises for the Company or any of the underwriters to publish a prospectus pursuant to
Article 3 of the Prospectus Directive in relation to such offer. Neither the Company nor the underwriters have authorized, nor do they authorize,
the making of any offer of Notes in circumstances in which an obligation arises for the Company or the underwriters to publish a prospectus for
such offer.

              For the purpose of the above provisions, the expression "an offer to the public" in relation to any Notes 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 Notes to be offered so as to
enable an investor to decide to purchase or subscribe the Notes, as the same may be varied in the Relevant Member State by any measure
implementing the Prospectus Directive in the Relevant Member State and the expression "Prospectus Directive" means Directive 2003/71/EC
(including the 2010 PD Amending Directive, to the extent implemented in the Relevant Member States) and includes any relevant implementing
measure in the Relevant Member State and the expression "2010 PD Amending Directive" means Directive 2010/73/EU.

Notice to Prospective Investors in the United Kingdom

              In addition, in the United Kingdom, this document is being distributed only to, and is directed only at, and any offer subsequently made
may only be directed at persons who are "qualified investors" (as defined in the Prospectus Directive) (i) who have professional experience in
matters relating to investments falling within Article 19 (5) of the Financial Services and Markets Act 2000 (Financial
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Promotion) Order 2005, as amended, or the "Order," and/or (ii) who are high net worth companies (or persons to whom it may otherwise be
lawfully communicated) falling within Article 49(2)(a) to (d) of the Order (all such persons together being referred to as "relevant persons").
This document must not be acted on or relied on in the United Kingdom by persons who are not relevant persons. In the United Kingdom, any
investment or investment activity to which this document relates is only available to, and will be engaged in with, relevant persons.

Notice to Prospective Investors in Switzerland

              This prospectus supplement does not constitute an issue prospectus pursuant to Article 652a or Article 1156 of the Swiss Code of
Obligations and the notes will not be listed on the SIX Swiss Exchange. Therefore, this prospectus supplement may not comply with the
disclosure standards of the listing rules (including any additional listing rules or prospectus schemes) of the SIX Swiss Exchange. Accordingly,
the Notes may not be offered to the public in or from Switzerland, but only to a selected and limited circle of investors who do not subscribe to
the Notes with a view to distribution. Any such investors will be individually approached by the underwriters from time to time.

Notice to Prospective Investors in the Dubai International Financial Centre

              This prospectus supplement relates to an Exempt Offer in accordance with the Offered Securities Rules of the Dubai Financial Services
Authority, or "DFSA." This prospectus supplement is intended for distribution only to persons of a type specified in the Offered Securities Rules
of the DFSA. It must not be delivered to, or relied on by, any other person. The DFSA has no responsibility for reviewing or verifying any
documents in connection with Exempt Offers. The DFSA has not approved this prospectus supplement nor taken steps to verify the information
set forth herein and has no responsibility for the prospectus supplement. The Notes to which this prospectus supplement relates may be illiquid
and/or subject to restrictions on their resale. Prospective purchasers of the Notes offered should conduct their own due diligence on the Notes. If
you do not understand the contents of this prospectus supplement you should consult an authorized financial advisor.

LEGAL MATTERS

              The legality of the Notes offered by this prospectus supplement will be passed upon for us by Clifford Chance US LLP, New York,
New York. Clifford Chance US LLP will rely upon the opinion of Venable LLP with respect to certain matters of Maryland law. Certain matters
will be passed upon for the underwriters by Simpson Thacher & Bartlett LLP, New York, New York.

EXPERTS

              The financial statements and management's assessment of the effectiveness of internal control over financial reporting (which is
included in Management's Report on Internal Control over Financial Reporting) incorporated in this prospectus supplement by reference to the
Annual Report on Form 10-K for the year ended December 31, 2012 have been so incorporated in reliance on the report of
PricewaterhouseCoopers LLP, an independent registered public accounting firm, given on the authority of said firm as experts in auditing and
accounting.
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PROSPECTUS

iSTAR FINANCIAL INC.

Common Stock
Preferred Stock

Depositary Shares
Debt Securities

and
Warrants

        We may from time to time offer our common stock, preferred stock (which we may issue in one or more series), depositary shares
representing shares of preferred stock, debt securities (which we may issue in one or more series) or warrants entitling the holders to purchase
common stock, preferred stock, depositary shares or debt securities, at an aggregate initial offering price which will not exceed $3,500,000,000.
We will determine when we sell securities, the amounts of securities we will sell and the prices and other terms on which we will sell them. We
may sell securities to or through underwriters, through agents or directly to purchasers.

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

        In each prospectus supplement we will include the following information:

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

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

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

�
The initial public offering price of the securities.

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

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

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

An investment in these securities entails certain material risks and uncertainties that should be considered. See
"Risk Factors" in Part I, Item 1a of our Annual Report on Form 10-K for the fiscal year ended December 31, 2011
and any subsequent report incorporated in this prospectus by reference.
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 ABOUT THIS PROSPECTUS

        This prospectus is part of a shelf registration statement. Under this shelf registration statement, we may sell any combination of common
stock, preferred stock, depositary shares representing shares of preferred stock, debt securities or warrants entitling the holders to purchase
common stock, preferred stock, depositary shares or debt securities in one or more offerings for total proceeds of up to $3,500,000,000. This
prospectus provides you with a general description of the securities we may offer. Each time we sell securities, we will provide a prospectus
supplement that will contain specific information about the terms of that offering. The prospectus supplement may add, update or change
information contained in this prospectus. Before you buy any of our securities, it is important for you to consider the information contained in
this prospectus and any prospectus supplement together with additional information described under the heading "Incorporation of Certain
Documents By Reference." 

 FORWARD-LOOKING STATEMENTS

        Certain statements in this prospectus, other than purely historical information, including estimates, projections, statements relating to our
business plans, objectives and expected operating results, and the assumptions upon which those statements are based, are "forward-looking
statements" within the meaning of the Private Securities Litigation Reform Act of 1995, Section 27A of the Securities Act of 1933, as amended,
or the Securities Act, and Section 21E of the Securities Exchange Act of 1934, as amended, or the Exchange Act. Forward-looking statements
are included with respect to, among other things, our current business plan, business strategy, portfolio management and liquidity. These
forward-looking statements generally are identified by the words "believe," "project," expect," "anticipate," "estimate," "intend," strategy,"
"plan," "may," "should," "will," "would," "will be," "will continue," "will likely result" and similar expressions. Forward-looking statements are
based on current expectations and assumptions that are subject to risks and uncertainties which may cause actual results or outcomes to differ
materially from those contained in the forward-looking statements.

        Important factors that we believe might cause such differences are discussed in the section entitled, "Risk Factors" in Part I, Item 1a of our
Annual Report on Form 10-K for the fiscal year ended December 31, 2011 and any subsequent report incorporated in this registration statement
by reference, or otherwise accompany the forward-looking statements contained in this prospectus. We undertake no obligation to update or
revise publicly any forward-looking statements, whether as a result of new information, future events or otherwise. In assessing all
forward-looking statements, you are urged to read carefully all cautionary statements, together with the other risks described from time to time
in our reports and documents filed with the Securities and Exchange Commission, or the SEC, and you should not place undue reliance on those
statements.

1
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 iSTAR FINANCIAL INC.

        We are a fully-integrated finance and investment company focused on the commercial real estate industry. We provide custom-tailored
investment capital to high-end private and corporate owners of real estate and invest directly across a range of real estate sectors. We are taxed
as a real estate investment trust. Our three primary business segments are lending, net leasing and real estate investment.

        Our principal executive offices are located at 1114 Avenue of the Americas, New York, New York 10036, and our telephone number is
(212) 930-9400. Our website is www.istarfinancial.com. The information on our website is not considered part of this prospectus.

 RATIO OF EARNINGS TO FIXED CHARGES

For the
Three

Months
Ended

March 31,
2012

Years Ended December 31,

2011 2010 2009 2008 2007
Ratio of earnings to combined fixed charges and preferred stock dividends(1) � � � � � 1.2x
Ratio of earnings to fixed charges(1) � � � � � 1.2x

(1)
For the three months ended March 31, 2012, our total earnings were not sufficient to cover fixed charges of $77,376 and earnings were
not sufficient to cover fixed charges and preferred dividends by $87,956. For the years ended December 31, 2011, 2010, 2009 and
2008, our total earnings were not sufficient to cover fixed charges of $68,784, $218,353, $757,283 and $276,951, respectively, and
earnings were not sufficient to cover fixed charges and preferred dividends by $111,104, $260,673, $799,603 and $319,271,
respectively.

 USE OF PROCEEDS

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

2
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 DESCRIPTION OF DEBT SECURITIES

        We intend to issue the debt securities under an indenture dated as of February 5, 2001 with US Bank Trust National Association, as trustee,
which we may supplement from time to time. The following paragraphs describe the provisions of the indenture. The indenture has been
incorporated by reference as an exhibit to the registration statement of which this prospectus is a part and you may inspect it at the office of the
trustee. If we issue the debt securities under a different indenture, we will file it and incorporate it by reference into the registration statement
and describe it in a prospectus supplement.

General

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

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

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

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

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

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

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

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

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

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

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

�
The percentage of the principal amount of the debt securities which is payable if maturity of the debt securities is accelerated
because of a default;
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�
Any special or modified events of default or covenants with respect to the debt securities;

�
Any security or collateral provisions; and

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

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

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

Form of Debt Securities

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

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

Events of Default and Remedies

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

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

�
Our default for 30 days or a period specified in a supplemental indenture, which may be no period, in payment of any
installment of interest due with regard to debt securities of any series;

�
Our default for 60 days or a period specified in a supplemental indenture, which may be no period after notice in the
observance or performance of any other covenants in the indenture; and

�
Certain events involving our bankruptcy, insolvency or reorganization.

        A supplemental indenture relating to a particular series of debt securities may modify these events of default or include other events of
default.

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

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

        The holders of a majority of the outstanding principal amount of a series of debt securities will have the right to direct the time, method and
place of conducting proceedings for any remedy available to the trustee, subject to certain limitations specified in the indenture.
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        A prospectus supplement will describe any additional or different events of default which apply to any series of debt securities.

Modification of the Indenture

        We and the trustee may:

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

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

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

        However, we may not:

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

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

Mergers and Other Transactions

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

Governing Law

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

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

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

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

�
The period during which the warrants may be exercised;

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

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

�
Any other material terms of the warrants.
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 DESCRIPTION OF COMMON STOCK AND PREFERRED STOCK

        Our authorized capital stock consists of 200,000,000 shares of common stock, $0.001 par value, including 15,000 shares of High
Performance Common Stock, and 30,000,000 shares of preferred stock, $0.001 par value, of which 4,600,000 shares are designated 8.000%
Series D Cumulative Redeemable Preferred Stock, $0.001 par value, or Series D preferred stock, 9,000,000 shares are designated 7.875%
Series E Cumulative Redeemable Preferred Stock, $0.001 par value, 4,600,000 shares are designated 7.800% Series F Cumulative Redeemable
Preferred Stock, $0.001 par value, 3,200,000 shares are designated 7.650% Series G Cumulative Redeemable Preferred Stock, $0.001 par value,
and 5,000,000 shares are designated 7.500% Series I Cumulative Redeemable Preferred Stock, $0.001 par value. We previously had authorized
and issued series of preferred stock designated Series A, B, C, and H preferred stock; however, we have retired each of those series, which
makes the shares available for re-issuance and re-designation.

Common Stock

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

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

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

High Performance Unit Program and High Performance Common Stock

        In May 2002, our stockholders approved the iStar Financial High Performance Unit, or HPU, Program. The HPU program entitled
employee participants, or HPU Holders, to receive distributions if the total rate of return on our common stock (share price appreciation plus
dividends) exceeded certain performance thresholds over a specified valuation period. We established seven HPU plans that had valuation
periods ending between 2002 and 2008 and we have not established any new HPU plans since 2005. The programs, as more fully described in
our annual proxy statements dated April 8, 2002, April 21, 2003, April 27, 2004, April 25, 2005, April 30, 2006, April 27, 2007, April 29, 2008
and April 23, 2009 are performance-based employee, director and officer compensation plans that only have material value to the participants if
we provide superior returns to our stockholders. HPU Holders purchased their interests in High Performance Common Stock for aggregate initial
purchase prices of approximately $2.8 million, $1.8 million, $1.4 million, $0.6 million, $0.7 million, $0.6 million and $0.8 million for the 2002,
2003, 2004, 2005, 2006, 2007 and 2008 plans, respectively.

        The 2002, 2003 and 2004 plans all exceeded their performance thresholds and are entitled to receive distributions, including upon our
liquidation, dissolution or winding-up, equivalent to the amount of dividends payable on 819,254 shares, 987,149 shares and 1,031,875 shares,
respectively, of our common stock as and when such dividends are paid on our common stock. Each of these three plans has 5,000 shares of
High Performance Common Stock associated with it. High Performance
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Common Stock carries 0.25 votes per share and is subject to redemption in certain limited circumstances.

        The remaining four plans that had valuation periods which ended in 2005, 2006, 2007 and 2008, did not meet their required performance
thresholds and none of the plans were funded. As a result, we redeemed the participants' units for approximately $1,700 resulting in HPU
Holders losing $2.4 million of aggregate contributions.

Certain Provisions of our Charter and Maryland Law

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

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

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

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

Restrictions on Ownership and Transfer

        To maintain our REIT qualification under the Internal Revenue Code of 1986, as amended, or the Internal Revenue Code, no group of five
or fewer individuals can own, actually or constructively, more than 50% in value of our issued and outstanding stock at any time during the last
half of a taxable year, which we refer to as the 5/50 Test. Additionally, at least 100 persons must beneficially own our stock during at least
335 days of a taxable year (determined without reference to any rules of attribution). To assist us in meeting these tests, our charter provides that
no person other than persons who were our stockholders as of November 3, 1999 or persons exempted by our board of directors may beneficially
or constructively own more than 9.8% of our capital stock, by value or number of shares, whichever is more restrictive; these provisions
constitute the Ownership Limit.

        Each person who is a beneficial or constructive owner of shares of stock and each person, including the stockholder of record, who is
holding shares of stock for a beneficial or constructive owner must provide us in writing any information with respect to direct, indirect and
constructive ownership of shares of stock as our board of directors deems reasonably necessary to comply with the provisions of the Internal
Revenue Code applicable to a REIT, to determine our qualification as a REIT, and to comply with the requirements of any taxing authority or
governmental agency or to determine any such compliance.

        Any issuance or transfer of shares of our stock that would result in (1) a violation of the 5/50 Test, (2) our stock being beneficially owned
by fewer than 100 persons, or (3) us otherwise failing to qualify as a REIT, shall be void and the intended transferee shall acquire no rights in
such shares of our stock. Shares of our stock issued or transferred that would cause any stockholder to own more than the
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Ownership Limit or otherwise cause us to fail to qualify as a REIT, which stockholder we refer to as a Prohibited Owner, will constitute shares
of excess stock. All excess stock will be automatically transferred, without action by the Prohibited Owner, to a trust for the exclusive benefit of
one or more charitable beneficiaries that we select, and the Prohibited Owner will not acquire any rights in the shares of excess stock. Such
automatic transfer shall be deemed to be effective as of the close of business on the day prior to the date of the transfer causing a violation. If the
transfer to the trust would not be effective for any reason to prevent a stockholder from owning more than the Ownership Limit or otherwise
cause us to fail to qualify as a REIT, then the transfer of that number of shares necessary to cause such ownership or failure will be void and the
intended transferee shall acquire no rights in such shares of our stock. The trustee of the trust shall be appointed by us and must be independent
of us and the Prohibited Owner. The Prohibited Owner shall have no right to receive dividends or other distributions with respect to, or be
entitled to vote, any excess stock held in the trust. Any dividend or other distribution paid prior to the discovery by us that excess stock has been
transferred to the trust must be paid by the recipient of the dividend or distribution to the trustee upon demand for the benefit of the charitable
beneficiaries, and any dividend or other distribution authorized but unpaid shall be paid when due to the trust. The trust shall have all dividend
and voting rights with respect to the shares of excess stock held in the trust, which rights shall be exercised for the exclusive benefit of the
charitable beneficiary. Any dividend or distribution so paid to the trust shall be held in trust for the charitable beneficiary.

        Within 60 days after the latest of (i) the date of the transfer which resulted in such transfer to the charitable trust and (ii) the date our board
of directors determines in good faith that a transfer resulting in the transfer to the charitable trust has occurred, the trustee will sell the excess
stock held in the trust to a person, designated by the trustee, whose ownership of the shares will not violate the ownership limitations set forth in
our charter. Upon such sale, any interest of the charitable beneficiary in the excess stock sold shall terminate and the trustee shall distribute the
net proceeds of the sale to the Prohibited Owner and to the charitable beneficiary as follows. The Prohibited Owner shall receive the lesser of
(a) the price paid by the Prohibited Owner for the excess stock (or, in the case of a devise, gift or other transaction in which no value was given
for such shares held by the charitable trust, the Market Price (as defined in our charter) at the time of such devise, gift or other transaction), and
(b) the price per share received by the trustee from the sale or other disposition of the excess stock held in the trust. Any net sale proceeds in
excess of the amount payable to the Prohibited Owner shall be paid immediately to the charitable beneficiary. Shares of our stock held by the
charitable trust shall be deemed to have been offered for sale to us, or our designee, at a price per share equal to the lesser of (i) the price per
share in the transaction that created such shares held by the trust (or, in the case of a devise, gift or other transaction in which no value was given
for such shares held by the trust, the Market Price at the time of such devise, gift or other transaction) and (ii) the Market Price of the shares of
our stock to which such shares held by the trust relates on the date we, or our designee, accepts such offer, or the Redemption Price. We shall
have the right to accept such offer until the trustee has sold the shares of our stock held in the charitable trust. Upon such a sale, the interest of
the charitable beneficiary in the shares of stock sold shall terminate and the trustee shall distribute the net proceeds of the sale to the purported
record transferee of such shares. If any of the foregoing restrictions on transfer of our shares held by the trust are determined to be void or
invalid, then the purported record transferee of such shares may be deemed, at our option, to have acted as our agent in acquiring such shares and
to hold such shares on our behalf.

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

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

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

�
The title of the series;

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

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

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

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

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

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

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

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

�
Any other material terms of the series.

        Holders of shares of preferred stock will not have preemptive rights.

Transfer Agent and Registrar

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

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

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

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

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

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

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

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

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

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

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

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

        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 acquisition, holding, and disposition of our common stock. For purposes of this section, references to "we," "our," "us" or "our company"
mean only iStar Financial 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
binding on the IRS only with respect to the particular taxpayers who requested and received those rulings) and judicial decisions, all as currently
in effect and all 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 regarding any matter discussed in this summary. The summary is also based upon the assumption that
the operation of our company, and of our subsidiaries and other lower-tier and affiliated entities will, in each case, be in accordance with its
applicable organizational documents. This summary is for general information only, and does not purport to discuss all aspects of U.S. federal
income taxation that may be important to a particular stockholder in light of 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, or RICs;

�
trusts and estates;

�
holders who receive our common stock through the exercise of employee stock options or otherwise as compensation;

�
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;

�
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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.
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        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 OUR COMMON STOCK TO ANY PARTICULAR STOCKHOLDER WILL DEPEND ON THE STOCKHOLDER'S
PARTICULAR TAX CIRCUMSTANCES. YOU ARE URGED TO CONSULT YOUR TAX ADVISOR REGARDING THE U.S. FEDERAL,
STATE, LOCAL, AND 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 iStar Financial�General

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

        In the opinion of Clifford Chance US LLP, commencing with our taxable year ended December 31, 2007, we have been organized and
operated in conformity with the requirements for qualification as a REIT, and our present and proposed method of operation, as represented by
us, will enable us to continue to meet the requirements for qualification as a REIT under the Internal Revenue Code. It must be emphasized that
this opinion is based and conditioned upon certain assumptions and representations made by us as to factual matters (including representations
concerning our organization, the nature and value of our assets, the types of income we earn in each taxable year and the past, present, and future
conduct of our business operations), and assumes that we will at all times operate in accordance with the method of operation described in our
organizational documents and this prospectus and that we will take no action inconsistent with our qualification as a REIT. In addition, to the
extent we make certain investments, such as investments in commercial mortgage loan securitizations, the accuracy of such opinion will also
depend on the accuracy of certain opinions rendered to us in connection with such transactions. The opinion is expressed as of the date of this
prospectus and Clifford Chance US LLP has no obligation to advise of any subsequent change in the matters stated, represented or assumed or
any subsequent change in the applicable law. Moreover, our qualification and taxation as a REIT depends upon our ability to meet, through
actual annual operating results, asset requirements, distribution levels and diversity of stock ownership and the various other requirements
imposed under the Internal Revenue Code as discussed below, the results of 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 taxed as REITs,
the qualification 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 asset 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 us. Such values may not be susceptible to a precise determination. Accordingly, no assurance can be given that the
actual results of our operation for any one taxable year will satisfy such requirements. See "�Failure to Qualify." Clifford Chance US LLP's
opinion does not foreclose the possibility that we may have to utilize one or more of the REIT savings
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provisions discussed below, which could require us to pay an excise or penalty tax (which could be significant in amount) in order to maintain
our REIT qualification. An opinion of counsel is not binding on the IRS, and no assurance can be given that the IRS will not challenge our
qualification as a REIT.

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

        Provided we qualify for taxation as a REIT, we generally will not be subject to U.S. federal corporate income tax on our net income that is
currently distributed to our stockholders. This treatment substantially eliminates the "double taxation" that generally results from an investment
in a corporation. Double taxation means taxation once at the corporate level when income is earned and once again at the stockholder level when
such income is distributed. For tax years through 2012, stockholders who are taxed at individual U.S. federal income tax rates are generally
taxed on corporate dividends at a maximum U.S. federal income tax 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 from us or 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 2012. 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 special rules for certain items, such as capital gains, recognized by REITs. See "�Taxation of
Taxable U.S. Stockholders."

        Even if we qualify for taxation as a REIT, however, we will be subject to U.S. federal income taxation as follows:

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

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

�
If we have: (1) net income from the sale or other disposition of "foreclosure property" which is held primarily for sale to
customers in the ordinary course of business; or (2) other nonqualifying income from foreclosure property, we will be
required to pay tax at the highest corporate rate (currently 35%) on this income. In general, foreclosure property is property
acquired through foreclosure after a default on a loan secured by the property or on a lease of the property. See "�Income
Tests�Foreclosure Property" below;

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

�
If we fail to satisfy the 75% or 95% gross income tests, as described below, but have, nevertheless, maintained our
qualification as a REIT because we meet certain other requirements, we will be subject to a tax equal to 100% of the gross
income attributable to the greater of either (a) the amount by which 75% of our gross income exceeds the amount qualifying
under the 75% test for the taxable year or (b) the amount by which 95% of our gross income exceeds the amount of our
income qualifying under the 95% test for the taxable year, multiplied in either case by a fraction intended to reflect our
profitability;
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�
If we fail to satisfy any of the REIT asset tests, as described below, other than a failure of the 5% or 10% REIT asset test that
does not exceed a statutory de minimis amount, as described more fully below, but our failure is due to reasonable cause 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 or the product of the highest corporate tax rate (currently 35%) and the net income generated by the
nonqualifying assets during the period in which we failed to satisfy the asset tests;

�
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 asset test requirement) and that 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;

�
We may be required to pay monetary penalties to the IRS in certain circumstances, including if we fail to meet
record-keeping requirements intended to monitor our compliance with rules relating to the composition of our stockholders,
as described below in "�Requirements for Qualification as a REIT;"

�
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, and certain taxable mortgage pools to the extent our shares
are held in record name by specified tax-exempt organizations not subject to tax on unrelated business taxable income. To
the extent that we own a REMIC residual interest or a taxable mortgage pool through a taxable REIT subsidiary, we will not
be subject to this tax. For a discussion of "excess inclusion income," see "Certain U.S. Federal Income Tax
Consequences�Effect of Subsidiary Entities�Taxable Mortgage Pools" and "�Excess Inclusion Income;"

�
We will be required to pay a 4% excise tax on the amount by which our annual distributions to our stockholders is less than
the sum of: (1) 85% of our ordinary income for the year; (2) 95% of our REIT capital gain net income for the year; and
(3) any undistributed taxable income from prior periods;

�
If we acquire an asset from a corporation which is or has been a C corporation (which generally includes a corporation that is
not a REIT or an S corporation) in a transaction in which the basis of the asset in our hands is determined by reference to the
basis of the asset in the hands of the C corporation, and we subsequently recognize gain on the disposition of the asset within
the ten-year period beginning on the date on which we acquired the asset, then we would be required to pay tax at the highest
regular corporate tax rate on this gain to the extent the fair market value of the asset exceeds our adjusted tax basis in the
asset, in each case, determined as of the date on which we acquired the asset. The results described in this paragraph assume
that no election will be made under Treasury regulation Section 1.337(d)-7 for the C corporation to be subject to an
immediate tax when the asset is acquired;

�
We will be subject to a 100% tax on any "redetermined rents," "redetermined deductions" or "excess interest." In general,
redetermined rents are rents from real property that are overstated as a result of services furnished by a "taxable REIT
subsidiary" of our company to any of our tenants. Redetermined deductions and excess interest represent amounts that are
deducted by our taxable REIT subsidiary for amounts paid to us that are in excess of the amounts that would have been
deducted based on arm's length negotiations;

�
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 our 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
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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. Stockholders that are U.S. corporations will also appropriately adjust their earnings and profits
for the retained capital gains in accordance with Treasury Regulations to be promulgated; and

�
If we own subsidiaries or interests in entities that are C corporations for U.S. federal income tax purposes, including taxable
REIT subsidiaries, the earnings of such corporations will generally be subject to 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, franchise property and other taxes. We could also be subject to tax in situations and on transactions not
presently contemplated.

Requirements for Qualification as a REIT

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;

(2)
that issues transferable shares or transferable certificates to its beneficial owners;

(3)
that would be taxable as a domestic corporation, but for its election to be taxed as a REIT;

(4)
that is not a financial institution or an insurance company under the Internal Revenue Code;

(5)
that is owned by 100 or more persons;

(6)
not more than 50% in value of the outstanding stock of which is owned, actually or constructively, by five or fewer
individuals, as defined in the Internal Revenue Code to include certain entities, during the last half of each year; and

(7)
that meets other tests, and satisfies all of the relevant filing and other administrative requirements established by the IRS that
must be met to elect and maintain REIT qualification, described below, including with respect to the nature of its income and
assets, and the amount of its distributions.

        The Internal Revenue Code provides that conditions (1) to (4) must be met during the entire year and that condition (5) must be met during
at least 335 days of a year of twelve months, or during a proportionate part of a shorter taxable year. Conditions (5) and (6) do not apply to the
first taxable year for which an election is made to be taxed as a REIT.

        We believe that we currently satisfy conditions (1) through (7) above. In addition, our charter provides for restrictions regarding ownership
and transfer of our stock. These restrictions are intended to assist us in satisfying the share ownership requirements described in (5) and
(6) above. These restrictions, however, may not ensure that we will, in all cases, be able to satisfy the share ownership requirements described in
(5) and (6) above. If we fail to satisfy these share ownership requirements, our qualification as a REIT would terminate. If, however, we comply
with the rules contained in applicable Treasury regulations that require us to determine the actual ownership of our shares and we do not know,
and would not have known through the exercise of reasonable diligence, that we failed to meet the requirement described in condition (6) above,
we would not be disqualified as a REIT.

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

Ownership of a Partnership Interest

        In the case of a REIT that is a partner in a partnership, Treasury regulations provide that the REIT is deemed to own its proportionate share
of the partnership's assets and to earn its proportionate share of the partnership's gross income based on its pro rata share of capital interests in
the partnership for purposes of the REIT asset and gross income tests described below. In addition, the assets and gross income of the
partnership generally are deemed to retain the same character in the hands of the REIT. For purposes of the 10% value test only, however, the
determination of a REIT's interest in partnership assets will be based on the REIT's proportionate interest in any securities issued by the
partnership, excluding certain securities described in the Internal Revenue Code. Thus, our proportionate share of the assets and income of
partnerships in which we own an equity interest are treated as our assets and items of income for purposes of applying the REIT asset and gross
income 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 and operations may affect our ability to qualify as a REIT, even though we may have no control, or only
limited influence, over the partnership. A summary of certain rules governing the U.S. federal income taxation of partnerships and their partners
is provided below in "�Tax Aspects of Investments in Partnerships."

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 REIT subsidiary is any corporation, other than a taxable REIT subsidiary, that is wholly-owned by a REIT, by other
disregarded subsidiaries or by a combination of 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 income 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 person 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 purposes. 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 generally 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 "�Income Tests."

Taxable REIT Subsidiaries

        A "taxable REIT subsidiary" is a corporation which, together with a REIT that owns an interest in such corporation, makes an election to be
treated as a taxable REIT subsidiary. A REIT may own up to 100% of the stock of a taxable REIT subsidiary. A REIT is not treated as holding
the assets of a taxable REIT subsidiary or as receiving any income that the taxable REIT subsidiary earns. Rather, 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 from 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 does not include the assets and income of taxable REIT subsidiaries in determining the parent's compliance with the REIT requirements,
such entities may be used by the parent REIT to undertake
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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 non-qualifying hedging income or
inventory sales).

        We hold a significant amount of assets in one or more taxable REIT subsidiaries, including assets that we have acquired through
foreclosure, assets that may be treated as dealer property, and other assets that could adversely affect our ability to qualify as a REIT if held
directly by us. However, we are subject to the limitation that securities of taxable REIT subsidiaries may not represent more than 25% of our
total assets. The values of some of our assets, including assets that we hold through taxable REIT subsidiaries may not be precisely determined,
and values are subject to change in the future. Accordingly, there can be no assurance that we have met or will be able to continue to comply
with the 25% limitation. If dividends are paid to us by one or more domestic taxable REIT subsidiaries we may own, then a portion of the
dividends that we distribute to stockholders who are taxed at individual rates generally will be eligible through 2012 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."

        The 25% limitation on the value of taxable REIT subsidiaries that we hold limits the extent to which we can conduct activities through a
taxable REIT subsidiary or expand the activities that we conduct through a taxable REIT subsidiary. In addition, we may from time to time need
to make distributions from a taxable REIT subsidiary in order to keep the value of our taxable REIT subsidiaries below 25% of our total assets.
However, taxable REIT subsidiary dividends will generally not constitute qualifying income for purposes of the 75% REIT gross income test.
See "�Income Tests." While we will monitor our compliance with both this income test and the limitation on the percentage of our assets
represented by taxable REIT subsidiary securities, and intend to conduct our affairs so as to comply with both, the two may at times be in
conflict with one another. It is possible that we may wish to distribute a dividend from a taxable REIT subsidiary in order to reduce the value of
our taxable REIT subsidiaries below 25% of our assets, but be unable to do so without violating the 75% REIT gross income test. Although there
are other measures we can take in such circumstances in order to remain in compliance with the requirements for REIT qualification, there can
be no assurance that we will be able to comply with both of these tests in all market conditions.

        Certain restrictions imposed on taxable REIT subsidiaries are intended to ensure that such entities will be subject to appropriate levels of
U.S. federal income taxation. First, if a taxable REIT subsidiary has a debt to equity ratio as of the close of the taxable year exceeding 1.5 to 1, it
may not deduct interest payments made in any year to an affiliated REIT to the extent that such payments exceed, generally, 50% of the taxable
REIT subsidiary's adjusted taxable income for that year (although the taxable REIT subsidiary may carry forward to, and deduct in, a succeeding
year the disallowed interest amount if the 50% test is satisfied in that year). In addition, if a taxable REIT subsidiary pays interest, rent or
another amount to a REIT that exceeds the amount that would be paid to an unrelated party in an arm's length transaction, the REIT generally
will be subject to an excise tax equal to 100% of such excess. Finally, a taxable REIT subsidiary's ability to derive income from lodging and
health care related properties is subject to certain limitations under the Internal Revenue Code.

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;
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�
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.

        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 may enter into financing and securitization arrangements that give rise to taxable mortgage pools.

        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 a 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 separate entities for U.S. federal income tax purposes, 100% of the equity
interests in the taxable mortgage pool, the taxable mortgage pool will be a qualified REIT subsidiary and, therefore, ignored as an entity separate
from the REIT for U.S. federal income tax purposes and would not generally affect the tax qualification of the REIT. 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 expect 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 intend 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.

Income Tests

        We must meet two annual gross income requirements to qualify as a REIT. First, each year we must derive at least 75% of our gross
income, excluding gross income from prohibited transactions and certain hedging and foreign currency transactions, from investments relating to
real property or mortgages on real property, including "rents from real property." Dividends received from and gains from the disposition of
shares of REITs, interest income derived from mortgage loans secured by real property (including certain types of mortgage-backed securities),
and gains from the sale of real estate assets, as well as certain kinds of temporary investments. Second, each year we must derive at least 95% of
our gross income, excluding gross income from prohibited transactions and certain hedging and foreign currency transactions, from investments
meeting the 75% test described above, or from dividends, interest and gain from the sale or disposition of stock or securities. For these purposes,
the term "interest" generally does not include any interest of which the amount received depends on the income or profits of any person. An
amount will generally not be excluded from the term "interest," however, if such amount is based on a fixed percentage of gross receipts or sales.

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 and the highest principal amount of the loan outstanding during a taxable year exceeds the fair market value of the real property
on the date of our commitment to make or purchase the mortgage loan, the interest income will be apportioned between the real property and the
other property, and our income from the arrangement will qualify for purposes of the 75% gross income test only to the extent that the
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interest is allocable to the real property. Even if a 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.

        In the event that we invest in a mortgage loan that is not fully secured by real property and is secured by other property, we are required to
apportion our annual interest income to the real property security based on a fraction, the numerator of which is the value of the real property
securing the loan, determined when we commit to acquire the loan, and the denominator of which is the highest "principal amount" of the loan
during the year. Revenue Procedure 2011-16 interprets the "principal amount" of the loan to be the face amount of the loan, despite the Internal
Revenue Code requiring taxpayers to treat gain attributable to any market discount, that is the difference between the purchase price of the loan
and its face amount, for all purposes (other than certain withholding and information reporting purposes) as interest. Any mortgage loan that we
invest in that is not fully secured by real property may therefore be subject to the interest apportionment rules and the position taken in IRS
Revenue Procedure 2011-16 as described above.

        In addition, if we modify a distressed debt investment of ours by an agreement with the borrower, and if the modification is treated as a
"significant modification" under the applicable Treasury regulations, the modified debt will be considered to have been reissued to us in a
debt-for-debt exchange with the borrower. In that event, we may generally be required to reapportion the interest income to the real property
security based on the value of the real property at the time of the modification, which may have reduced considerably. In Revenue Procedure
2011-16, the IRS announced a safe harbor under which a REIT is not required to reapportion the interest income on a mortgage loan upon a
modification of the loan if the modification was occasioned by a default or would present a substantially reduced risk of default, and certain
other requirements are met. Revenue Procedure 2011-16 may therefore allow us to modify our distressed debt investments without adversely
affecting the qualification of interest income from such debt investments for purposes of the 75% gross income test. However, we may enter into
modifications of distressed debt investments that do not qualify for the safe harbor provided in Revenue Procedure 2011-16,which could
adversely affect our ability to satisfy the 75% gross income test.

        To the extent that the terms of a loan provide for contingent interest that is based on the cash proceeds realized upon the sale of the property
securing the loan (or 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 will 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 limitation 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 of 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 includable in gross income by us with respect to a regular or residual interest in a REMIC is generally treated as interest on an
obligation secured by a mortgage on real property for purposes of the 75% gross income test. If, however, less than 95% of the assets of a
REMIC consist of real estate assets, we will be treated as receiving directly our proportionate share of the income of the REMIC, which would
generally include non-qualifying income for purposes of the 75% gross income test.
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        We have and may continue to invest in mezzanine loans, which are loans secured by equity interests in an entity that directly or indirectly
owns real property, rather than by a direct mortgage of the real property. The IRS has issued Revenue Procedure 2003-65, which provides a safe
harbor applicable to mezzanine loans. Under the Revenue Procedure, if a mezzanine loan meets each of the requirements contained in the
Revenue Procedure, (1) the mezzanine loan will be treated by the IRS as a real estate-asset for purposes of the asset tests described below, and
(2) interest derived from the mezzanine loan will be treated as qualifying mortgage interest for purposes of the 75% income test. Although the
Revenue Procedure provides a safe harbor on which taxpayers may rely, it does not prescribe rules of substantive tax law. We treat certain
mezzanine loans that may not meet all of the requirements for reliance on this safe harbor as real estate assets giving rise to qualifying mortgage
interest for purposes of the REIT asset and income requirements, or otherwise not adversely affecting our qualification as a REIT. Hence, there
can be no assurance that the IRS will not challenge the qualification of such assets as real estate assets or the interest generated by these loans as
qualifying income under the 75% REIT gross income test. If such a challenge were to cause us to fail the REIT asset tests described below or the
75% REIT gross income test, we could be required to pay a penalty tax or fail to qualify as a REIT.

        We also hold certain participation interests, including B Notes, in mortgage loans and mezzanine loans originated by other lenders. B Notes
are interests in underlying loans created by virtue of participations or similar agreements to which the originator of the loan is a party, along with
one or more participants. The borrower on the underlying loan is typically not a party to the participation agreement. The performance of this
investment depends upon the performance of the underlying loan and, if the underlying borrower defaults, the participant typically has no
recourse against the originator of the loan. The originator often retains a senior position in the underlying loan and grants junior participations
which absorb losses first in the event of a default by the borrower. We generally treat our participation interests as qualifying real estate assets
for purposes of the REIT asset tests described below and interest that we derive from such investments as qualifying mortgage interest for
purposes of the 75% gross income test. The appropriate treatment of participation interests for U.S. federal income tax purposes is not entirely
certain, however, and no assurance can be given that the IRS will not challenge our treatment of our participation interests. In the event of a
determination that such participation interests do not qualify as real estate assets, or that the income that we derive from such participation
interests does not qualify as mortgage interest for purposes of the REIT asset and income tests, we could be subject to a penalty tax, or could fail
to qualify as a REIT.

Rents from Real Property

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

�
The amount of lease income may not be based in whole or in part on the income or profits of any person. "Rents from real
property" may, however, include lease income based on a fixed percentage of receipts or sales. Some of the leases we have
entered into provide for participation or similar rights in the net cash flow of the lessee in the excess of a threshold amount.
Any amount received or accrued that is attributable to any such participation or similar rights would cause all rents received
or accrued by us with respect to such lease to fail to qualify as "rents from real property." We have not received or accrued
and do not expect to receive or accrue any amount attributable to any participation or similar rights with respect to these
leases which, together with other nonqualifying income (for purposes of the 75% or 95% gross income tests) received or
accrued during the same taxable year, would have caused or would cause us to violate the 75% or 95% gross income test for
that taxable year;

�
Lease income received from a tenant will not qualify as "rents from real property" if we, or an actual or constructive owner
of 10% or more of us, actually or constructively owns 10% or more of such tenant;
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�
Lease income attributable to personal property leased in connection with a lease of real property does not exceed 15% of the
total lease income received under the lease;

�
We generally may not render services to tenants of the property, other than through an independent contractor from whom
we derive no revenue. We may, however, provide services that are "usually or customarily rendered" in connection with the
rental of space for occupancy only and are not otherwise considered "rendered to the occupant" of the property. In addition,
we may provide a de minimis amount of non-customary services. Finally, we may provide certain non-customary services to
tenants through a taxable REIT subsidiary.

        We intend to maintain our REIT qualification by carefully monitoring any potential nonqualifying income for purposes of the 75% and
95% gross income tests discussed above. If we fail to satisfy one or both of the 75% or 95% gross income tests for any year, we may still qualify
as a REIT if we are entitled to relief under the Internal Revenue Code. Generally, we may be entitled to relief if:

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

�
we attach a schedule of the sources of our income to our U.S. federal income tax return.

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

Foreclosure Property

        We generally will be subject to tax at the maximum corporate rate (currently 35%) on any net income from foreclosure property, including
any gain from the disposition of the foreclosure property, other than income that would otherwise constitute qualifying income for purposes of
the 75% gross income test. Foreclosure property is real property and any personal property incident to such real property (1) that is acquired by a
REIT as a result of the REIT having bid on the property at foreclosure or having otherwise reduced 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. 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
below, even if the property would otherwise constitute inventory or dealer property in the hands of the selling REIT. We have made foreclosure
property elections with respect to certain of our properties, and we expect to make the foreclosure property election with respect to other
property we acquire through foreclosure if the election is available (which may not be the case if we were to acquire "distressed loans"). The
income related to such properties for which a foreclosure property election is made that otherwise would be nonqualifying for purposes of the
REIT gross income tests, and is therefore subject to U.S. federal income tax at a 35% rate, could be material.

Prohibited Transaction Income

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

Fee income

        We may receive various fees in connection with our operations. The fees generally will be qualifying income for purposes of both the 75%
and 95% gross income tests if they are received in consideration for entering into an agreement to make a loan secured by a mortgage on, or an
interest in, real property and the fees are not determined by income or profits. Other fees are not qualifying income for purposes of either gross
income test. Any fees earned by a taxable REIT subsidiary are not included for purposes of the REIT gross income tests.

Dividend income

        We may receive distributions from taxable REIT subsidiaries or other corporations that are not REITs or qualified REIT subsidiaries. These
distributions are generally classified as dividend income to the extent of the earnings and profits of the distributing corporation. Such
distributions generally constitute qualifying income for purposes of the 95% gross income test, but not the 75% gross income test. Any
dividends received by us from a REIT will be qualifying income in our hands for purposes of both the 95% and 75% gross income tests.

Hedging Transactions

        We may enter into hedging transactions with respect to one or more of our assets or liabilities. Our hedging transactions could take a variety
of forms, including interest rate swaps or cap agreements, options, futures contracts, forward rate agreements, or similar financial instruments.
Except to the extent provided by Treasury regulations, any income from a hedging transaction we enter into (1) in the normal course of our
business primarily to manage risk 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, originated or entered into, including gain from the sale or disposition of such a
transaction, and (2) primarily to manage risk of currency fluctuations with respect to any item of income or gain that would be qualifying income
under the 75% or 95% income tests that is clearly identified as such before the close of the day on which it was acquired, originated or entered
into, will not constitute gross income for purposes of the 75% or 95% gross income test.

        Except to the extent provided by Treasury regulations, any income from a hedging transaction to manage risk 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 by us to
acquire or own real estate assets, which is clearly identified as such before the close of the day on which it was acquired, originated or entered
into, including gain from the disposition of such a transaction, will not constitute gross income for purposes of the 95% gross income test (but
generally will constitute non-qualifying gross income for purposes of the 75% income test).

        To the extent we enter into other types of hedging transactions, the income from those transactions is likely to be treated as non-qualifying
income for purposes of both the 75% and 95% gross income tests. We intend to structure any hedging transactions in a manner that does not
jeopardize our ability to qualify as a REIT.

Foreign Investments

        To the extent that we make investments and incur obligations in currencies other than the U.S. dollar, we may generate foreign currency
gains and losses. Foreign currency gain that qualifies as "real
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estate foreign exchange gain" is excluded from both the 75% and 95% income tests, while income from foreign currency gains that qualifies as
"passive foreign exchange gain" is excluded from the 95% income test, but is treated as non-qualifying income for the 75% income test.

        "Real estate foreign exchange gain" is foreign currency gain attributable to (i) any item of income or gain which qualifies for purposes of
the 75% income test, (ii) the acquisition or ownership of obligations secured by mortgages on real property or interests in real property; or
(iii) becoming or being the obligor under debt obligations secured by mortgages on real property or on interests in real property. Real estate
foreign exchange gain also includes foreign currency gain attributable to a qualified business unit, or QBU, of the REIT if the QBU meets the
75% income test for the taxable year and the 75% asset test at the close of each quarter of the taxable year that the REIT directly or indirectly
owned an interest in the QBU. "Passive foreign exchange gain" includes all real estate foreign exchange gain plus foreign currency gain
attributable to (i) any item of income or gain which qualifies for purposes of the 95% income test, (ii) the acquisition or ownership of debt
obligations and (iii) becoming or being the obligor under debt obligations. The Treasury Department has the authority to expand the definition of
real estate foreign exchange gain and passive foreign exchange gain to include other items of foreign currency gain.

        We may recognize foreign currency gains that are not treated as qualifying income for purposes of the 95% and 75% gross income tests. In
addition, income we derive from foreign real property held through a foreign corporation may not be treated as qualifying income for purposes
of the 95% gross income test (and will not be treated as qualifying income for purposes of the 75% gross income test). To reduce the risk of
non-qualifying foreign currency gains adversely affecting our REIT qualification, we may be required to defer the repatriation of cash from
foreign jurisdictions or to employ other structures that could affect the timing, character or amount of income we receive or expense we incur
from our non-U.S. dollar denominated assets and obligations. While we intend to manage our non-U.S. dollar denominated assets and
obligations in a manner that does not jeopardize our ability to qualify as a REIT, there can be no assurance that the IRS will not challenge our
qualification as a REIT as a result of foreign currency gains derived from such assets and obligations.

Phantom income

        Due to the nature of the assets in which we will invest, we may be required to recognize taxable income from those assets in advance of our
receipt of cash flow on or proceeds from disposition of such assets, and may be required to report taxable income in early periods that exceeds
the economic income ultimately realized on such assets.

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

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

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

        We may hold or acquire distressed debt investments that are subsequently modified by agreement with the borrower. If the amendments to
the outstanding debt are "significant modifications" under the applicable Treasury regulations, the modified debt will be considered to have been
reissued to us in a debt-for-debt exchange with the borrower. In that event, particularly in the case of a debt instrument acquired at a discount to
its face amount, we may be required to recognize taxable income to the extent the principal amount of the modified debt exceeds our adjusted
tax basis in the unmodified debt, and would hold the modified loan with a cost basis equal to its principal amount for U.S. federal tax purposes.

        Finally, we may be required under the terms of indebtedness that we incur to use cash received from interest payments to make principal
payments on that indebtedness, with the effect of recognizing income but not having a corresponding amount of cash available for distribution to
our stockholders.

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

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 may be treated as a taxable mortgage pool for U.S. federal income tax purposes. If all or a
portion of our company is considered a taxable mortgage pool, our qualification as a REIT generally should not be impaired; however, a portion
of our taxable income may be characterized as "excess inclusion income." In addition, if we acquire residual interest in a REMIC, a portion of
our income derived from such residual interest may also be characterized as excess inclusion income.

        IRS guidance indicates that our excess inclusion income will be allocated among our stockholders in proportion to our dividends paid. A
stockholder's share of our excess inclusion income (i) would not be allowed to be offset by any net operating losses otherwise available to the
stockholder, (ii) would be subject to tax as unrelated business taxable income in the hands of most tax-exempt stockholders, and (iii) would
result in the application of U.S. federal income tax withholding at a rate of 30%, without reduction for any otherwise applicable income tax
treaty, in the hands of a non-U.S. stockholder. In addition, we will be subject to tax at the highest U.S. federal corporate income tax rate on our
excess inclusion income allocated to "disqualified organizations" (generally, tax-exempt investors that are not subject to U.S. federal income tax
on unrelated business taxable income, including governmental organizations and charitable remainder trusts) that hold our stock in record name.
Further, the IRS has taken the position that broker/dealers and nominees holding our stock in "street name" on behalf of disqualified
organizations are subject to U.S. federal income tax at the highest U.S. federal corporate income tax rate on our excess inclusion income
allocated to such disqualified organizations. Similarly, a regulated investment company or other pass-through entity may be subject to U.S.
federal income tax at the highest U.S. federal corporate income tax rate on our excess inclusion income to the extent such entities are owned by
disqualified organizations.
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        Although we have owned investments that produced excess inclusion income in the past, we have not owned any such assets for a number
of years. It is not part of our investment strategy to own such assets, and our intent is not to expose our stockholders to excess inclusion income.
Stockholders are urged to consult their tax advisors with regard to the U.S. federal, state and local income tax consequences to them of excess
inclusion income.

Asset Tests

        At the close of each quarter of each of our taxable years, we must satisfy four tests relating to the nature and diversification of our assets.
First, at least 75% of the value of our total assets must be real estate assets, cash, cash items and government securities. For purposes of this test,
real estate assets include real estate mortgages, real property, interests in other REITs and stock or debt instruments held for one year or less that
are purchased with the proceeds of a stock offering or a long-term public debt offering. In addition, any regular or residual interests we hold in a
REMIC are generally treated as a real estate asset for purposes of the asset tests described above. If, however, less than 95% of the assets of a
REMIC consist of real estate assets, we will be treated as holding our proportionate share of the assets of the REMIC, which generally would
include assets both qualifying and not qualifying as real estate assets. Second, not more than 25% of our total assets may be represented by
securities, other than those securities includable in the 75% asset class. Third, of the investments included in the 25% asset class and, except for
investments in REITs, qualified REIT subsidiaries and taxable REIT subsidiaries, the value of any one issuer's securities that we hold may not
exceed 5% of the value of our total assets, and we may not own more than 10% of the total vote or value of the outstanding securities of any one
issuer. Fourth, not more than 25% of the value of our total assets may be represented by securities in one or more taxable REIT subsidiaries.

        The 5% and 10% asset tests do not apply to securities of taxable REIT subsidiaries, qualified REIT subsidiaries or securities that are "real
estate assets" for purposes of the 75% gross asset test described above. 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 estate, any obligation 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 for purposes of applying the 10% value test to securities issued by the partnership, (b) any debt instrument issued by a partnership (other
than straight debt or another 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 another excluded security) will not be considered a security issued 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 money if (i) the debt is not convertible, directly or indirectly, into stock, (ii) the interest rate and interest payment dates are not
contingent on profits, the borrower's discretion, or similar factors other than certain contingencies relating to the timing and amount of principal
and interest payments, as described in the Internal Revenue Code and (iii) in the case of an issuer which is a corporation or a partnership,
securities that otherwise would be considered straight debt will not be so considered if we, and any of our "controlled taxable REIT subsidiaries"
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 issuer, our interest as a partner in the partnership).

        We expect that any real property and temporary investments that we acquire will generally be qualifying assets for purposes of the 75%
asset test, except to the extent that less than 95% of the assets of a REMIC in which we own an interest consists of "real estate assets." Mortgage
loans will generally be qualifying assets for purposes of the 75% asset test to the extent that the principal balance
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of each mortgage loan does not exceed the value of the associated real property. In the event that we invest in a mortgage loan that is fully
secured by both real property and other property, Revenue Procedure 2011-16 may apply to determine what portion of the mortgage loan will be
treated as a real estate asset for purposes of the 75% asset test. Pursuant to Revenue Procedure 2011-16, the IRS has announced that it will not
challenge a REIT's treatment of a loan as a real estate asset in its entirety to the extent that the value of the loan is equal to or less than the value
of the real property securing the loan at the relevant testing date. In addition, uncertainties exist regarding the application of Revenue Procedure
2011-16, particularly with respect to the proper treatment under the asset tests of mortgage loans acquired at a discount that increase in value
following their acquisition, and no assurance can be given that the IRS would not challenge our treatment of such assets. In addition, if we
modify a distressed debt investment of ours by an agreement with the borrower, and if the modification is treated as a "significant modification"
under the applicable Treasury regulations, the modified debt may be considered to have been reissued to us in a debt-for-debt exchange with the
borrower. In that event, we may generally be required to redetermine the portion of the loan that is treated as a real estate asset for purposes of
the REIT asset tests. In Revenue Procedure 2011-16, the IRS has provided a safe harbor under which a REIT is not required to redetermine the
value of real property securing a mortgage loan for purposes of the REIT asset tests in the event of a significant modification of the loan if the
modification meets certain requirements. See "�Income Tests�Interest Income." However, we may enter into modifications of distressed debt
investments that do not qualify for the safe harbor provided in Revenue Procedure 2011-16,which could adversely affect our ability to satisfy the
REIT asset tests. Accordingly, there can be no assurance that the IRS will not contend that our interests in mortgage loans cause a violation of
the REIT asset tests.

        We hold certain loans to one or more of our taxable REIT subsidiaries that are secured by real property. We treat these mortgage loans as
qualifying assets for purposes of the REIT assets tests to the extent that they are secured by real property under the rules described above. As a
result, we do not treat such loans as subject to the limitation that securities from taxable REIT subsidiaries must constitute less than 25% of our
total assets. While we believe that loans to a taxable REIT subsidiary are treated as qualifying real estate assets for purposes of the REIT asset
tests to the extent they are secured by real property, the U.S. federal income tax treatment of such loans is not entirely clear. If the IRS were to
successfully challenge our treatment of these mortgage loans as qualifying real estate assets, our ability to meet the REIT asset tests and other
REIT requirements could be adversely affected.

        Certain of our mezzanine loans may qualify for the safe harbor in Revenue Procedure 2003-65 pursuant to which certain loans secured by a
first priority security interest in ownership interests in a partnership or limited liability company will be treated as qualifying assets for purposes
of the 75% real estate asset test, the 5% asset test and the 10% vote or value test. See "�Income Tests." We may make some mezzanine loans that
do not qualify for that safe harbor and that do not qualify as "straight debt" securities or for one of the other exclusions from the definition of
"securities" for purposes of the 10% value test. We intend to make such investments in such a manner as not to fail the asset tests described
above. However, to the extent that our mezzanine loans do not meet all of the requirements for reliance on the safe harbor set forth in the
Revenue Procedure, there can be no assurance that the IRS will not challenge the tax treatment of these loans.

        The asset tests must be satisfied not only on the last day of the calendar quarter in which we acquire securities in the applicable issuer, but
also on the last day of the calendar quarter in which we increase our ownership of securities of such issuer. After initially meeting the asset tests
at the close of any quarter, we will not lose our status as a REIT for failure to satisfy the asset tests at the end of a later quarter solely by reason
of changes in asset values. If we fail to satisfy an asset test because we acquire or increase our ownership interest in securities or other property
during a quarter, we can cure this failure by disposing of sufficient non-qualifying assets within 30 days after the close of the quarter. If we fail
the 5% asset test or the 10% asset test at the end of any quarter, and the such failure is not
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cured within 30 days thereafter, we may dispose of sufficient assets (generally, within six months after the last day of the quarter in which our
identification of the failure to satisfy those asset tests occurred) to cure the violation, provided that the non-permitted assets do not exceed the
lesser of 1% of our assets at the end of the relevant quarter or $10,000,000. If we fail any of the other asset tests, or our failure of the 5% and
10% asset tests is in excess of this amount, as long as the failure was due to reasonable cause and not willful neglect, we are permitted to avoid
disqualification as a REIT, after the thirty day cure period, by taking steps, including the disposition of sufficient assets to meet the asset tests
(generally within six months after the last day of the quarter in which our identification of the failure to satisfy the REIT asset test occurred), and
paying a tax equal to the greater of $50,000 or 35% of the net income generated by the nonqualifying assets during the period in which we failed
to satisfy the relevant asset test. See "�Relief from Violations; Reasonable Cause."

        We believe that our holdings of securities and other assets will comply with the foregoing REIT asset test requirements, and we intend to
monitor our compliance with such tests on an ongoing basis. There can be no assurance, however, that we will continue to be successful in this
effort. We do not expect to obtain independent appraisals to support our conclusions as to the total value of our assets or the value of any
particular security or other asset. Moreover, the values of some of our assets may not be precisely valued, and values are subject to change in the
future. Furthermore, the proper classification of an instrument as debt or equity for U.S. federal income tax purposes may be uncertain in some
circumstances and we may not meet the IRS safe harbor described above with respect to one or more of our mezzanine loans, which could affect
the application of the REIT asset tests. Accordingly, there can be no assurance that the IRS will not contend that our assets do not meet the
requirements of the REIT asset tests.

Relief from Violations; Reasonable Cause

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

Annual Distribution Requirements

        To qualify as a REIT, we are required to distribute dividends, other than capital gain dividends, to our stockholders in an amount at least
equal to the sum of: (1) 90% of our "REIT taxable income;" and (2) 90% of our after tax net income, if any, from foreclosure property; minus
(3) the excess of the sum of certain items of non-cash income over 5% of our "REIT taxable income." In general, "REIT
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taxable income" means taxable ordinary income without regard to the dividends paid deduction. We have recorded net operating losses and may
record significant net operating losses in the future, which may reduce our taxable income in future periods and lower or eliminate entirely our
obligation to pay dividends for such periods in order to maintain our REIT qualification. In addition, in order to qualify as a REIT for any given
taxable year, we are required to distribute prior to the end of such year any earnings and profits from any non-REIT taxable year. We believe
that we have satisfied this requirement.

        We are required to distribute income, if any, in the taxable year in which it is earned or in the following taxable year if such dividend
distributions are declared in October, November or December of the taxable year, payable to stockholders of record on a specified date during
such period and paid during January of the following year. Such distributions are treated as paid by us and received by our stockholders on
December 31 of the year in which they are declared. In addition, at our election, a distribution for a taxable year may be declared before we
timely file our tax return and paid on or before our first regular dividend payment following such declaration, provided such payment is made
during the twelve-month period following the close of our taxable year. These distributions are taxable to holders of common stock in the year in
which paid, even though these distributions relate to our prior year for purposes of our 90% distribution requirement.

        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," we will be subject to tax at regular
corporate 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 case, 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 between the designated amounts included in their long-term capital gains and the tax deemed
paid with respect to their proportionate shares. Stockholders that are U.S. corporations would also appropriately adjust their earnings and profits
for the retained capital gains in accordance with Treasury Regulations to be promulgated.

        From time to time we may not have sufficient cash or other liquid assets to meet the above distribution requirements due to timing
differences between the actual receipt of cash and payment of expenses, and the inclusion of income and deduction of expenses in arriving at our
taxable income. For example, we may acquire debt instruments or notes whose face value may exceed their issue price as determined for U.S.
federal income tax purposes, resulting in original issue discount, such that we will be required to include in our income a portion of the original
issue discount each year that the instrument is held before we receive any corresponding cash. Furthermore, we will likely invest in assets that
accrue market discount, which may require us to defer a portion of the interest deduction for interest paid on debt incurred to acquire or carry
such assets. If these timing differences occur, in order to meet the REIT distribution requirements, we may need to arrange for short-term, or
possibly long-term, borrowings, or to pay dividends in the form of taxable stock dividends. In the case of a taxable stock dividend, stockholders
would be required to include the dividend as income and would be required to satisfy the tax liability associated with the distribution with cash
from other sources including sales of our common stock. In addition, various aspects of such a taxable stock dividend are uncertain and have not
yet been addressed by the IRS, and the guidance that has been provided by the IRS has imposed certain limitations on the ability of a REIT to
satisfy the REIT distribution requirements with a taxable stock dividend. Both a taxable stock distribution and sale of common stock resulting
from such distribution could adversely affect the price of our common stock.
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        Under certain circumstances, we may be able to rectify a failure to meet a distribution requirement for a year by paying "deficiency
dividends" to our stockholders in a later year, which may be included in our deduction for dividends paid for the earlier year. Thus, we may be
able to avoid being subject to tax on amounts distributed as deficiency dividends. We will be required, however, to pay interest based upon the
amount of any deduction claimed for deficiency dividends. In addition, we will be subject to a 4% excise tax on the excess of the required
distribution over the amounts actually distributed if we should fail to distribute each year at least the sum of 85% of our ordinary income for the
year, 95% of our capital gain income for the year, and any undistributed taxable income from prior periods. We intend to make timely
distributions so that we are not subject to the 4% excise tax.

Recordkeeping Requirements

        We are required to maintain records and request on an annual basis information from specified stockholders. These requirements are
designed to assist us in determining the actual ownership of our outstanding stock and maintaining our qualification as a REIT.

Failure to Qualify

        In the event 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 and not due to wilful neglect,
(2) we pay a penalty of $50,000 for each failure to satisfy a requirement for qualification as a REIT and (3) the violation does not include a
violation of the gross income or asset tests described above (for which other specified relief provisions are 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 qualify for taxation as a REIT in any taxable year, and the relief provisions of the Internal Revenue Code do not apply, we will
be subject to tax, including any applicable alternative minimum tax, and possibly increased state and local taxes, on our taxable income at
regular corporate rates. Such taxation would reduce the cash available for distribution by us to our stockholders. Distributions to our
stockholders in any year in which we fail to qualify as a REIT will not be deductible by us and we will not be required to distribute any amounts
to our stockholders. In this situation, to the extent of current and accumulated earnings and profits, and, subject to limitations of the Internal
Revenue Code, distributions to our stockholders through 2012 will generally be taxable to stockholders who are individual U.S. stockholders at a
maximum rate of 15%, and dividends received by our corporate U.S. stockholders may be eligible for the dividends received deduction. Unless
entitled to relief under specific statutory provisions, we would also be disqualified from taxation as a REIT for the four taxable years following
the year during which we lost our qualification. It is not possible to state whether in all circumstances we would be entitled to statutory relief.

Tax Aspects of Investments in Partnerships

General

        We may hold investments through entities that are classified as partnerships for U.S. federal income tax purposes. In general, partnerships
are "pass-through" entities that are not subject to U.S. federal income tax. Rather, partners are allocated their proportionate shares of the items of
income, gain, loss, deduction and credit of a partnership, and are subject to tax on such items without regard to whether the partners receive a
distribution from the partnership. We will include in our income our proportionate share of these partnership items for purposes of the various
REIT gross income tests, based on our capital interest in such partnership, and we will include our share of partnership items in our computation
of our taxable income. Moreover, for purposes of the REIT asset tests, we will include our proportionate share of assets held by subsidiary
partnerships (other than for purposes of
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the 10% value test, for which the determination of our interest in partnership assets will be based on our proportionate interest in any securities
issued by the partnership, excluding for these purposes certain excluded securities as described in the Internal Revenue Code). See "�Effect of
Subsidiary Entities�Ownership of a Partnership Interest" above. Consequently, to the extent that we hold an equity interest in a partnership, the
partnership's assets and operations may affect our ability to qualify as a REIT, even though we may have no control, or only limited influence,
over the partnership.

Entity Classification

        The investment by us in partnerships involves special tax considerations, including the possibility of a challenge by the IRS of the status of
any of our subsidiary partnerships as a partnership, as opposed to an association taxable as a corporation, for U.S. federal income tax purposes. If
any of these entities were treated as an association for U.S. federal income tax purposes, it would be taxable as a corporation and, therefore,
would be subject to an entity-level tax on its net income. In such a situation, the character of our assets and items of our gross income would
change and could preclude us from satisfying the REIT asset tests (particularly the tests generally preventing a REIT from owning more than
10% of the voting securities, or more than 10% of the value of the securities, of a corporation) or the gross income tests as discussed in
"�Requirements for Qualification as a REIT�Asset Tests" and "�Income Tests" above, and in turn could prevent us from qualifying as a REIT. See
"�Requirements for Qualification as a REIT�Failure to Qualify," below, for a discussion of the effect of our failure to meet these tests for a taxable
year. In addition, any change in the status of any of our subsidiary partnerships for U.S. federal income tax purposes might be treated as a
taxable event, in which case we could have taxable income that is subject to the REIT distribution requirements without receiving any cash.

Allocations with Respect to Partnership Properties

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

        To the extent that any of our subsidiary partnerships acquire appreciated (or depreciated) properties by way of capital contributions,
allocations would need to be made in a manner consistent with these requirements. As a result, we could be allocated greater or lesser amounts
of depreciation and taxable income in respect of such contributed properties than would have been the case if all of the partnership's assets had
been acquired in exchange for cash at their agreed upon fair market value.

Taxation of Taxable U.S. Stockholders

        When we use the term "U.S. stockholder," we mean a beneficial owner of shares of our stock who is, for U.S. federal income tax purposes:

�
a citizen or resident of the United States;

�
a corporation, or other entity treated as a corporation for U.S. federal income tax purposes created or organized in or under
the laws of the United States or of any state thereof or in the District of Columbia, unless Treasury regulations provide
otherwise;
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�
an estate the income of which is subject to U.S. federal income taxation regardless of its source; or

�
a trust (a) whose administration is subject to the primary supervision of a United States court and which has one or more
United States persons who have the authority to control all substantial decisions of the trust or (b) that has a valid election in
place to be treated as a U.S. person.

        If a partnership (or other entity treated as a partnership for U.S. tax purposes) holds shares of our stock, the tax treatment of a partner in the
partnership will generally depend upon the status of the partner and the activities of the partnership. If you are a partner of a partnership holding
shares of our stock, you should consult your tax advisor regarding the consequences of the ownership and disposition of shares of our stock.

Distributions Generally

        Provided that we continue to qualify as a REIT, distributions out of our current or accumulated earnings and profits, other than capital gain
dividends will generally be taxable to our U.S. stockholders as ordinary income. For this purpose, our earnings and profits will be allocated first
to our outstanding preferred shares, and then to our outstanding common shares. Provided we qualify as a REIT, our dividends will not be
eligible for the dividends received deduction generally available to U.S. stockholders that are corporations.

        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 C corporations. An exception applies, however, and individual U.S.
stockholders are taxed at such rates on dividends designated by and received from REITs, to the extent that the dividends are attributable to
(i) "REIT taxable income" that the REIT previously retained in the prior year, and on which it was subject to corporate level tax, (ii) dividends
received by the REIT from taxable domestic C corporations (including taxable REIT subsidiaries) and certain foreign corporations or
(iii) income from sales of appreciated property acquired from C corporations in carryover basis transactions that has been subject to tax at the
REIT level.

        To the extent that we make distributions in excess of our current and accumulated earnings and profits, these distributions will be treated as
a tax-free return of capital to each U.S. stockholder, and will reduce the adjusted tax basis which each U.S. stockholder has in its shares of stock
by the amount of the distribution, but not below zero. Return of capital distributions in excess of a U.S. stockholder's adjusted tax basis in its
shares will be taxable as capital gain, provided that the shares have been held as capital assets, and will be taxable as long-term capital gain if the
shares have been held for more than one year.

        Dividends we declare in October, November, or December of any year and pay to a stockholder of record on a specified date in any of
those months will be treated as both paid by us and received by the stockholder on December 31 of that year, provided we pay the dividend in
January of the following year. Stockholders may not include in their own income tax returns any of our net operating losses or capital losses, or
any credits for foreign taxes incurred by us. In addition stockholders are not allowed to use any of their net operating losses to offset any portion
of our dividends treated as excess inclusion income. See "�Excess Inclusion Income." As required by IRS guidance, we intend to notify our
stockholders if a portion of a dividend paid by us is attributable to excess inclusion income.

Capital Gain Distributions

        Distributions designated as net capital gain dividends will be taxable to U.S. stockholders as capital gain income. Such capital gain income
will be taxable to U.S. stockholders at a maximum rate of 15%
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(through 2012) in the case of U.S. stockholders who are individuals and 35% for 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 income tax rate for U.S. stockholders who
are individuals to the extent of previously claimed depreciation deductions. U.S. stockholders that are corporations may be required to treat up to
20% of certain capital gain dividends as ordinary income.

Retention of Net Capital Gains

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

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

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

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

Passive Activity Losses and Investment Interest Limitations

        Distributions we make and gain arising from the sale or exchange by a U.S. stockholder of our shares will not be treated as passive activity
income. As a result, U.S. stockholders will not be able to apply any "passive losses" against income or gain relating to our stock. Distributions
we make, to the extent they do not constitute a return of capital, generally will be treated as investment income for purposes of computing the
investment interest limitation but the foregoing rule will not apply to distributions representing dividends to the extent such amounts are taxed at
the preferential rates as discussed below unless the U.S. stockholders elect to be taxed on such amounts at a higher rate.

Dispositions of Stock

        If you are a U.S. stockholder and you sell or dispose of your shares of stock, you will recognize gain or loss for U.S. federal income tax
purposes in an amount equal to the difference between the amount of cash and the fair market value of any property you receive on the sale or
other disposition and your adjusted tax basis in the shares of stock. In general, a U.S. stockholder's adjusted tax basis will equal the U.S.
stockholder's acquisition cost, 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 of capital. In general, capital gains recognized by individuals and other non-corporate U.S.
stockholders upon the sale or disposition of shares of our stock will be subject to a maximum U.S. federal income tax rate of 15% for taxable
years through 2012, if the shares are held for more than 12 months, and will be taxed at ordinary income rates (of up to 35% through 2012) if the
shares are held for 12 months or less. Gains recognized by U.S. stockholders that are 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 to 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 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 are generally available only to offset capital gain income of the U.S. stockholder but not
ordinary income (except in the case of individuals, who may offset up to $3,000 of ordinary income each year). In addition, if you are a U.S.
stockholder and you recognize loss upon the sale or other disposition of stock that you have
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held for six months or less, the loss you recognize will be treated as a long-term capital loss to the extent you received distributions from us
which were required to be treated as long-term capital gains.

        If a U.S. stockholder recognizes a loss upon a subsequent disposition of shares of our common stock in an amount that exceeds a prescribed
threshold, it is possible that the provisions of the Treasury regulations involving "reportable transactions" could apply, with a resulting
requirement to separately disclose the loss generating transaction to the IRS. While these regulations are directed towards "tax shelters," they are
broadly written, and apply to transactions that would not typically be considered tax shelters. In addition, legislative proposals have been
introduced in Congress, which, if enacted, would impose significant penalties for failure to comply with these requirements. You should consult
your tax advisor concerning any possible disclosure obligation with respect to the receipt or disposition of shares of our common stock, or
transactions that might be undertaken directly or indirectly by us. Moreover, you should be aware that we and other participants in transactions
involving us (including their advisors) might be subject to disclosure or other requirements pursuant to these regulations.

Medicare tax on unearned income

        Recently enacted legislation requires certain U.S. stockholders that are individuals, estates or trusts to pay an additional 3.8% tax on, among
other things, dividends on and capital gains from the sale or other disposition of stock for taxable years beginning after December 31, 2012. U.S.
stockholders should consult their tax advisors regarding the effect, if any, of this legislation on their ownership and disposition of our common
stock.

Legislation relating to foreign accounts

        Under recently enacted legislation, certain payments made after December 31, 2013 to "foreign financial institutions" in respect of accounts
of U.S. stockholders at such financial institutions may be subject to withholding at a rate of 30%. U.S. stockholders should consult their tax
advisors regarding the effect, if any, of this legislation on their ownership and disposition of our common stock. See "Legislation Relating to
Foreign Accounts" below.

Taxation of Tax-Exempt Stockholders

        Except as provided below, the IRS has ruled that amounts distributed as dividends by a REIT do not constitute unrelated business taxable
income when received by a tax-exempt entity, provided that the shares of the REIT are not otherwise used in an unrelated trade or business.
Based on that ruling, provided that a tax-exempt stockholder has not held its shares as "debt financed property" within the meaning of the
Internal Revenue Code (i.e., where the acquisition or holding of the property is financed through a borrowing by the tax exempt stockholder), the
shares are not otherwise used in a unrelated trade or business, and we do not hold an asset that gives rise to "excess inclusion income" (see
"�Taxable Mortgage Pools" and "�Excess Inclusion Income") dividend income on our stock and income from the sale of our stock should not be
unrelated business taxable income to a tax-exempt stockholder. We may engage in transactions that would result in a portion of our dividend
income being considered "excess inclusion income," and accordingly, a portion of our dividends received by a tax-exempt stockholder could be
treated as unrelated businesses taxable income. See "�Taxation of Tax-Exempt Stockholders; Excess Inclusion Income."

        For tax-exempt stockholders which 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, income from an investment in our shares will constitute unrelated business taxable income unless the
organization is able to properly claim a deduction for amounts set aside or placed in reserve for certain purposes so as to offset the income
generated by its investment in our shares. These prospective investors should consult their tax advisors concerning these "set aside" and reserve
requirements.
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        Notwithstanding the above, however, a portion of the dividends paid by a "pension-held REIT" may be treated as unrelated business taxable
income as to any pension trust which:

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

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

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

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

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

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

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

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

�
the total gross income of the REIT.

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

Excess Inclusion Income

        A portion of our net income (and, therefore, a portion of the dividends payable by us) may be treated as excess inclusion income from a
residual interest in a REMIC or taxable mortgage pool, which may constitute unrelated business taxable income to a tax-exempt stockholder. See
"�Excess Inclusion Income." Although we do not currently own any residual interests in a REMIC or taxable mortgage pool, it is possible that we
may own such interests in the future. Prospective stockholders should consult their tax advisors regarding the U.S. federal income tax
consequences to them of incurring excess inclusion income.

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

Taxation of Non-U.S. Stockholders

        The rules governing U.S. federal income taxation of beneficial owners of our stock that are not U.S. stockholders, or Non-U.S.
stockholders, are complex and no attempt will be made herein to provide more than a summary of such rules.

        PROSPECTIVE NON-U.S. STOCKHOLDERS SHOULD CONSULT THEIR TAX ADVISORS TO DETERMINE THE IMPACT OF
FOREIGN, U.S. FEDERAL, STATE, AND LOCAL INCOME TAX LAWS WITH REGARD TO AN INVESTMENT IN OUR SECURITIES
AND OF OUR ELECTION TO BE TAXED AS A REIT INCLUDING ANY REPORTING REQUIREMENTS.
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not designated by us as capital gain dividends or retained
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capital gains will be treated as dividends of ordinary income to the extent that they are made out of our current or accumulated earnings and
profits. Such distributions will generally be subject to a withholding tax equal to 30% of the distribution unless an applicable tax treaty reduces
or eliminates that tax. However, if income from an investment in our stock is treated as effectively connected with the Non-U.S. stockholder's
conduct of a U.S. trade or business, the Non-U.S. stockholder generally will be subject to U.S. federal income tax at graduated rates, in the same
manner as U.S. stockholders are taxed with respect to such distributions (and also may be subject to the 30% branch profits tax in the case of a
Non-U.S. stockholder that is a corporation). We expect to withhold U.S. income tax at the rate of 30% on the gross amount of any distributions
made to a Non-U.S. stockholder unless: (1) a lower treaty rate applies and any required form, such as an IRS Form W-8BEN, evidencing
eligibility for that reduced rate is provided by the Non-U.S. stockholder to us; or (2) the Non-U.S. stockholder provides us with an IRS
Form W-8ECI certifying that the distribution is effectively connected income.

        Any portion of the dividends paid to Non-U.S. stockholders that is treated as excess inclusion income will not be eligible for exemption
from the 30% withholding tax or a reduced treaty rate. See "�Excess Inclusion Income."

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

        For any year in which we qualify as a REIT, distributions that are attributable to gain from sales or exchanges of a U.S. real property
interest, which includes certain interests in U.S. real property, but generally does not include mortgage loans, will be taxed to a Non-U.S.
stockholder under the provisions of the Foreign Investment in Real Property Tax Act of 1980, or FIRPTA. We hold both assets that constitute
U.S. real property interests and assets that do not. To the extent our assets do not constitute U.S. real property interests, distributions by us from
the sales of such assets will not be subject to tax under the FIRPTA rules. Under FIRPTA, distributions attributable to gain from sales of U.S.
real property interests are taxed to a Non-U.S. stockholder as if such gain were effectively connected with a U.S. business. Non-U.S.
stockholders thus would be taxed at the normal capital gain rates applicable to U.S. stockholders, and will also be subject to a U.S. federal
withholding tax on such distributions. Distributions subject to FIRPTA also may be subject to the 30% branch profits tax in the hands of a
Non-U.S. stockholder that is a corporation. However, the FIRPTA withholding tax will not apply to any capital gain dividend with respect to any
class of our stock which is regularly traded on an established securities market located in the United States if the Non-U.S. stockholder did not
own more than 5% of such class of stock at any time during the taxable year. Instead, any such capital gain dividend will be treated as a
distribution subject to the rules applicable to ordinary dividends discussed above. Also, the branch profits tax will not apply to such a
distribution.
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        Gain recognized by a Non-U.S. stockholder upon a sale of our stock generally will not be taxed under FIRPTA if we are a "domestically
controlled REIT," which is a REIT in which at all times during a specified testing period less than 50% in value of the stock was held directly or
indirectly by Non-U.S. persons. Although we currently believe that we are a domestically controlled REIT, because our stock is publicly traded,
no assurance can be given that we are or will remain a domestically controlled REIT. Even if we do not qualify as a domestically controlled
REIT, an alternative exemption to tax under FIRPTA might be available if either (a) we are not (and have not been for the five year period prior
to the sale) a U.S. real property holding corporation (as defined in the Internal Revenue Code and applicable Treasury regulations to generally
include a corporation, 50% or more of the assets of which consist of U.S. real property interests) or (b) the selling Non-U.S. stockholder owns,
actually or constructively, 5% or less of our stock throughout a specified testing period and our shares are regularly traded (as defined in
applicable Treasury regulations) on an established securities market. If we did not qualify as a domestically controlled REIT and a Non-U.S.
stockholder does not qualify for the above exception, amounts realized by such Non-U.S. stockholder upon a sale of our stock generally would
be subject to withholding under FIRPTA at a rate of 10%.

        Notwithstanding the foregoing, if a Non-U.S. stockholder disposes of our stock during the 30-day period preceding a dividend payment,
and such Non-U.S. stockholder (or a person related to such Non-U.S. stockholder) acquires or enters into a contract or option to acquire our
stock within 61 days of the 1st day of the 30-day period described above, and any portion of such dividend payment would, but for the
disposition, be subject to tax under FIRPTA to such Non-U.S. stockholder, then such Non-U.S. stockholder will be subject to tax under FIRPTA
in an amount that, but for the disposition, would have been subject to tax under FIRPTA.

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

Backup Withholding and Information Reporting

        We 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 the 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 to no loss of exemption from backup withholding and otherwise complies with applicable requirements of the
backup withholding rules. A U.S. stockholder that does not provide his or her correct taxpayer identification number or social security number
may also be subject to penalties imposed by the IRS. 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 made 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.
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        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 the beneficial owner 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. related 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.

        Backup withholding is not an additional tax. 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.

Legislation Relating to Foreign Accounts

        Recently enacted legislation may impose withholding taxes on U.S. source payments made after December 31, 2013 to "foreign financial
institutions" and certain other non-U.S. entities, and on disposition proceeds of U.S. securities realized after December 31, 2014. Recently
enacted legislation may impose withholding taxes on certain types of payments made to "foreign financial institutions" and certain other
non-U.S. entities. Under this legislation, the failure to comply with additional certification, information reporting and other specified
requirements could result in withholding tax being imposed on payments of dividends and sales proceeds to U.S. stockholders (as defined in
above) who own shares of our common stock through foreign accounts or foreign intermediaries and certain non-U.S. stockholders. The
legislation imposes a 30% withholding tax on dividends on, and gross proceeds from the sale or other disposition of, our common stock paid to a
foreign financial institution or to a foreign entity other than a financial institution, unless (i) the foreign financial institution undertakes certain
diligence and reporting obligations or (ii) the foreign entity that is not a financial institution either certifies it does not have any substantial
United States owners or furnishes identifying information regarding each substantial United States owner. If the payee is a foreign financial
institution, it must enter into an agreement with the United States Treasury requiring, among other things, that it undertake to identify accounts
held by certain United States persons or United States-owned foreign entities, annually report certain information about such accounts, and
withhold 30% on payments to account holders whose actions prevent it from complying with these reporting and other requirements. Prospective
investors should consult their tax advisors regarding this legislation.

State, Local and Foreign Taxation

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

Sunset of Reduced Tax Rate Provisions

        Several of the tax considerations described herein are subject to a sunset provision. The sunset provisions generally provide that for taxable
years beginning after December 31, 2012, certain provisions that are currently in the Internal Revenue Code will revert back to a prior version of
those provisions. These provisions include those related to the reduced maximum income tax rate for capital gain of 15% (rather than 20%) for
taxpayers taxed at individual rates, qualified dividend income,
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including the application of the 15% capital gain rate to qualified dividend income, and certain other tax rate provisions described herein. The
impact of this reversion is not discussed herein. Consequently, prospective stockholders should consult their own tax advisors regarding the
effect of sunset provisions on an investment in our common stock.

Possible Legislative or Other Actions Affecting REITs

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

        We may sell the securities offered by this prospectus to one or more underwriters for public offering and sale by them or we may sell the
securities to investors directly or through agents. Any underwriter or agent involved in the offer and sale of the securities will be named in the
applicable prospectus supplement.

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

        Securities may also be sold in one or more of the following transactions: (a) block transactions (which may involve crosses) in which a
broker-dealer may sell all or a portion of the securities as agent but may position and resell all or a portion of the block as principal to facilitate
the transaction; (b) purchases by a broker-dealer as principal and resale by the broker-dealer for its own account pursuant to a prospectus
supplement; (c) a special offering, an exchange distribution or a secondary distribution in accordance with applicable New York Stock Exchange
or other stock exchange rules; (d) ordinary brokerage transactions and transactions in which a broker-dealer solicits purchasers; (e) sales "at the
market" to or through a market maker or into an existing trading market, on an exchange or otherwise, for shares; and (f) sales in other ways not
involving market makers or established trading markets, including direct sales to purchasers. Broker-dealers may also receive compensation
from purchasers of these securities which is not expected to exceed that customary in the types of transactions involved.

        Any underwriting compensation paid by us to underwriters or agents in connection with the offering of securities, and any discounts,
concessions or commissions allowed by underwriters to participating dealers, will be set forth in the applicable prospectus supplement.
Underwriters, dealers and agents participating in the distribution of the securities may be deemed to be underwriters, and any discounts and
commissions received by them and any profit realized by them on resale of the securities may be deemed to be underwriting discounts and
commissions, under the Securities Act. Underwriters, dealers and agents may be entitled, under agreements entered into with us, to
indemnification against and contribution toward civil liabilities, including liabilities under the Securities Act.

        Any securities issued hereunder (other than common stock) will be new issues of securities with no established trading market. Any
underwriters or agents to or through whom such securities are sold by us for public offering and sale may make a market in such securities, but
such underwriters or agents will not be obligated to do so and may discontinue any market making at any time without notice. We cannot assure
you as to the liquidity of the trading market for any such securities.

        In connection with the offering of the securities described in this prospectus and an accompanying prospectus supplement, certain
underwriters and selling group members and their respective affiliates, may engage in transactions that stabilize, maintain or otherwise affect the
market price of the security being offered. These transactions may include stabilization transactions effected in accordance with Rule 104 of
Regulation M promulgated by the SEC pursuant to which these persons may bid for or purchase securities for the purpose of stabilizing their
market price.

        The underwriters in an offering of these securities may also create a "short position" for their account by selling more equity securities or a
larger principal amount of debt securities in connection
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with the offering than they are committed to purchase from us. In that case, the underwriters could cover all or a portion of the short position by
either purchasing the securities in the open market following completion of the offering or by exercising any over-allotment option granted to
them by us. In addition, the managing underwriter may impose "penalty bids" under contractual arrangements with other underwriters, which
means that they can reclaim from an underwriter (or any selling group member participating in the offering) for the account of the other
underwriters, the selling concession for the securities that is distributed in the offering but subsequently purchased for the account of the
underwriters in the open market. Any of the transactions described in this paragraph or comparable transactions that are described in an
accompanying prospectus supplement may result in the maintenance of the price of our securities at a level above that which might otherwise
prevail in the open market. None of the transactions described in this paragraph or in an accompanying prospectus supplement are required to be
taken by any underwriters and, if they are undertaken, may be discontinued at any time.

        Any underwriters and their affiliates may be customers of, engage in transactions with and perform services for us in the ordinary course of
business.

 LEGAL MATTERS

        Clifford Chance US LLP, 31 West 52nd Street, New York, New York 10019, will pass upon the validity of the securities we are offering by
this prospectus. If the validity of any securities is also passed upon by counsel for the underwriters of an offering of those securities, that counsel
will be named in the prospectus supplement relating to that offering. Clifford Chance US LLP will rely upon the opinion of Venable LLP with
respect to certain matters of Maryland law.

 EXPERTS

        The financial statements and management's assessment of the effectiveness of internal control over financial reporting (which is included in
Management's Report on Internal Control over Financial Reporting) incorporated in this Registration Statement by reference to the Annual
Report on Form 10-K for the year ended December 31, 2011 have been so incorporated in reliance on the report of
PricewaterhouseCoopers LLP, an independent registered public accounting firm, given on the authority of said firm as experts in auditing and
accounting.

 INCORPORATION OF CERTAIN DOCUMENTS BY REFERENCE

        We are incorporating by reference in this prospectus the following documents which we have previously filed with the Securities and
Exchange Commission under the File Number 001-15371:

(1)
Annual Report on Form 10-K for fiscal year ended December 31, 2011.

(2)
Definitive Proxy Statement dated April 12, 2012.

(3)
Quarterly Report on Form 10-Q for the fiscal quarter ended March 31, 2012.

(4)
Current Reports on Form 8-K filed on March 23, 2012, May 4, 2012 and May 11, 2012.

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

        Whenever after the date of this prospectus we file reports or documents under Section 13(a), 13(c), 14 or 15(d) of the Exchange Act, those
reports and documents will be deemed to be part of this prospectus from the time they are filed. If anything in a report or document we file after
the date of this prospectus changes anything in it, this prospectus will be deemed to be changed by that subsequently filed report or document
beginning on the date the report or document is filed.
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        We will provide to each person to whom a copy of this prospectus is delivered a copy of any or all of the information that has been
incorporated by reference in this prospectus, but not delivered with this prospectus. We will provide this information at no cost to the requestor
upon written or oral request addressed to iStar Financial Inc., 1114 Avenue of the Americas, New York, New York 10036, attention: Investor
Relations Department (Telephone: (212) 930-9400).

 INFORMATION WE FILE

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

        Reports, proxy statements and other information we file also can be inspected at the offices of the New York Stock Exchange, 20 Broad
Street, New York, New York 10005.
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