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Special Note Regarding Forward-Looking Statements

        This Annual Report on Form 10-K contains certain forward-looking statements, including without limitation, statements concerning our
operations, economic performance and financial condition. These forward-looking statements are made pursuant to the safe harbor provisions of
the Private Securities Litigation Reform Act of 1995. Forward-looking statements are developed by combining currently available information
with our beliefs and assumptions and are generally identified by the words "believe," "expect," "anticipate" and other similar expressions.
Forward-looking statements do not guarantee future performance, which may be materially different from that expressed in, or implied by, any
such statements. Readers are cautioned not to place undue reliance on these forward-looking statements, which speak only as of their respective
dates.

        These forward-looking statements are based largely on our current beliefs, assumptions and expectations of our future performance taking
into account all information currently available to us. These beliefs, assumptions and expectations can change as a result of many possible events
or factors, not all of which are known to us or within our control, and which could materially affect actual results, performance or achievements.
Factors that may cause actual results to vary from our forward-looking statements include, but are not limited to:

�
factors described in this Annual Report on Form 10-K, including those set forth under the captions "Risk Factors" and
"Business";

�
defaults by borrowers in paying debt service on outstanding indebtedness;

�
impairment in the value of real estate property securing our loans;

�
availability of mortgage origination and acquisition opportunities acceptable to us;

�
our ability to fully integrate LNR Property LLC, a Delaware limited liability company ("LNR"), which was acquired on
April 19, 2013, into our business and achieve the benefits that we anticipate from this acquisition;

�
potential mismatches in the timing of asset repayments and the maturity of the associated financing agreements;

�
national and local economic and business conditions;

�
general and local commercial and residential real estate property conditions;

�
changes in federal government policies;

�
changes in federal, state and local governmental laws and regulations;

�
increased competition from entities engaged in mortgage lending and securities investing activities;

�
changes in interest rates; and

�
the availability of and costs associated with sources of liquidity.
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        In light of these risks and uncertainties, there can be no assurances that the results referred to in the forward-looking statements contained in
this Annual Report on Form 10-K will in fact occur. Except to the extent required by applicable law or regulation, we undertake no obligation to,
and expressly disclaim any such obligation to, update or revise any forward-looking statements to reflect changed assumptions, the occurrence
of anticipated or unanticipated events, changes to future results over time or otherwise.
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 PART I

 Item 1.    Business.

The following description of our business should be read in conjunction with the information included elsewhere in this Annual Report on
Form 10-K for the year ended December 31, 2014. This description contains forward-looking statements that involve risks and uncertainties.
Actual results could differ significantly from the results discussed in the forward-looking statements due to the factors set forth in "Risk Factors"
and elsewhere in this Annual Report on Form 10-K. References in this Annual Report on Form 10-K to "we," "our," "us," or the "Company"
refer to Starwood Property Trust, Inc. and its subsidiaries.

General

        Starwood Property Trust, Inc. ("STWD" together with its subsidiaries, "we" or the "Company") is a Maryland corporation that commenced
operations in August 2009 upon the completion of our initial public offering ("IPO"). We are focused primarily on originating, acquiring,
financing and managing commercial mortgage loans and other commercial real estate debt investments, commercial mortgage-backed securities
("CMBS"), and other commercial real estate-related debt investments in both the U.S. and Europe. We refer to the following as our target assets:

�
commercial real estate mortgage loans, including preferred equity interests;

�
CMBS; and

�
other commercial real estate-related debt investments.

        Our target assets may also include residential mortgage-backed securities ("RMBS"), certain residential mortgage loans, distressed or
non-performing commercial loans, commercial properties subject to net leases and equity interests in commercial real estate. As market
conditions change over time, we may adjust our strategy to take advantage of changes in interest rates and credit spreads as well as economic
and credit conditions.

        On April 19, 2013, we acquired the equity of LNR Property LLC ("LNR") and certain of its subsidiaries for an initial agreed upon purchase
price of approximately $859 million, which was reduced for transaction expenses and distributions occurring after September 30, 2012, resulting
in cash consideration of approximately $730 million. Immediately prior to the acquisition, an affiliate of the Company acquired the remaining
equity comprising LNR's commercial property division for a purchase price of $194 million. The portion of the LNR business acquired by us
includes the following: (i) servicing businesses in both the U.S. and Europe that manage and work out problem assets, (ii) an investment
business that is focused on selectively acquiring and managing real estate finance investments, including unrated, investment grade and
non-investment grade rated CMBS, including subordinated interests of securitization and resecuritization transactions, and high yielding real
estate loans; and (iii) a mortgage loan business which originates conduit loans for the primary purpose of selling these loans into securitization
transactions.

        We have two reportable business segments as of December 31, 2014:

�
Real estate lending (the "Lending Segment")�includes all business activities of the Company, excluding the real estate
investing and servicing segment. The Lending Segment generally represents investments in real estate-related loans and
securities that are held-for-investment.

�
Real estate investing and servicing (the "Investing and Servicing Segment")�formerly referred to as the "LNR Segment", this
segment includes all business activities of the acquired LNR business excluding the consolidation of securitization variable
interest entities ("VIEs").

1
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        On January 31, 2014, we completed the spin-off of our former single family residential ("SFR") segment to our stockholders. The
newly-formed real estate investment trust ("REIT"), Starwood Waypoint Residential Trust ("SWAY"), is listed on the New York Stock
Exchange ("NYSE") and trades under the ticker symbol "SWAY." Our stockholders received one common share of SWAY for every five shares
of our common stock held at the close of business on January 24, 2014. As part of the spin-off, we contributed $100 million to the unlevered
balance sheet of SWAY to fund its growth and operations. As of January 31, 2014, SWAY held net assets of $1.1 billion. The net assets of
SWAY consisted of approximately 7,200 units of single-family homes and residential non-performing mortgage loans as of January 31, 2014. In
connection with the spin-off, 40.1 million shares of SWAY were issued. Refer to Note 3 to our consolidated financial statements (the
"Consolidated Financial Statements") included under Item 8 herein for additional information regarding SFR segment financial information,
which has been presented within discontinued operations in the consolidated statements of operations.

        We are organized and conduct our operations to qualify as a REIT under the Internal Revenue Code of 1986, as amended (the "Code"). As
such, we will generally not be subject to U.S. federal corporate income tax on that portion of our net income that is distributed to stockholders if
we distribute at least 90% of our taxable income to our stockholders by prescribed dates and comply with various other requirements.

        We are organized as a holding company and conduct our business primarily through our various wholly-owned subsidiaries. We are
externally managed and advised by SPT Management, LLC (our "Manager") pursuant to the terms of a management agreement. Our Manager is
controlled by Barry Sternlicht, our Chairman and Chief Executive Officer. Our Manager is an affiliate of Starwood Capital Group, a
privately-held private equity firm founded and controlled by Mr. Sternlicht.

        We have elected to be taxed as a REIT for U.S. federal income tax purposes, commencing with our initial taxable year ended December 31,
2009. We also operate our business in a manner that will permit us to maintain our exemption from registration under the Investment Company
Act of 1940 as amended (the "Investment Company Act" or "1940 Act").

        Our corporate headquarters office is located at 591 West Putnam Avenue, Greenwich, Connecticut, and our telephone number is
(203) 422-8100.

Investment Strategy

        We seek to attain attractive risk-adjusted returns for our investors over the long term by sourcing and managing a diversified portfolio of
target assets, financed in a manner that is designed to deliver attractive returns across a variety of market conditions and economic cycles. Our
investment strategy focuses on a few fundamental themes:

�
origination and acquisition of real estate debt assets with an implied basis sufficiently low to weather declines in asset
values;

�
focus on real estate markets and asset classes with strong supply and demand fundamentals and/or barriers to entry;

�
structuring and financing each transaction in a manner that reflects the risk of the underlying asset's cash flow stream and
credit risk profile, and efficiently managing and maintaining the transaction's interest rate and currency exposures at levels
consistent with management's risk objectives;

�
seeking situations where our size, scale, speed, and sophistication allow us to position ourselves as a "one-stop" lending
solution for real estate owner/operators;

�
utilizing the skills, expertise, and contacts developed by our Manager over the past twenty plus years as one of the premier
global real estate investment managers to correctly anticipate trends

2
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and identify attractive risk-adjusted investment opportunities in U.S. and European real estate debt capital markets; and

�
utilizing the skills, expertise, and infrastructure we acquired through our acquisition of LNR, a market leading diversified
real estate investment management and loan servicing company, to expand and diversify our presence in various segments of
real estate lending and debt securities, including:

�
origination of small and medium sized loan transactions ($10 million to $50 million) for both investment and
securitization/gain-on-sale;

�
investment in CMBS; and

�
special servicing of commercial real estate loans in commercial real estate securitization transactions.

        In order to capitalize on the changing sets of investment opportunities that may be present in the various points of an economic cycle, we
may expand or refocus our investment strategy by emphasizing investments in different parts of the capital structure and different sectors of real
estate. Our investment strategy may be amended from time to time, if recommended by our Manager and approved by our board of directors,
without the approval of our stockholders. In addition to our Manager making direct investments on our behalf, we may enter into joint venture,
management or other agreements with persons that have special expertise or sourcing capabilities.

Financing Strategy

        Subject to maintaining our qualification as a REIT for U.S. federal income tax purposes and our exemption from registering under the 1940
Act, we may finance the acquisition of our target assets, to the extent available to us, through the following methods:

�
sources of private financing, including long and short-term repurchase agreements and warehouse and bank credit facilities;

�
loan sales, syndications, and/or securitizations; and

�
public or private offerings of our equity and/or debt securities.

        We may also utilize other sources of financing to the extent available to us.

Our Target Assets

        We invest in target assets secured primarily by U.S. or European collateral. We focus primarily on originating or opportunistically
acquiring commercial mortgage whole loans, B-notes, mezzanine loans, preferred equity and mortgage-backed securities. We may invest in
performing and non-performing mortgage loans and other real estate-related loans and debt investments. We may acquire target assets through
portfolio or other acquisitions. Our Manager targets desirable markets where it has expertise in the real estate collateral underlying the assets
being acquired. Our target assets include the following types of loans and other investments with respect to commercial real estate:

�
Whole mortgage loans:  loans secured by a first mortgage lien on a commercial property that provide mortgage financing to
commercial property developers or owners generally having maturity dates ranging from three to ten years;

�
B-Notes:  typically a privately negotiated loan that is secured by a first mortgage on a single large commercial property or
group of related properties and subordinated to an A Note secured by the same first mortgage on the same property or group;

3
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�
Mezzanine loans:  loans made to commercial property owners that are secured by pledges of the borrower's ownership
interests in the property and/or the property owner, subordinate to whole mortgage loans secured by first or second mortgage
liens on the property and senior to the borrower's equity in the property;

�
Construction or rehabilitation loans:  mortgage loans and mezzanine loans to finance the cost of construction or
rehabilitation of a commercial property;

�
CMBS:  securities that are collateralized by commercial mortgage loans, including:

�
senior and subordinated investment grade CMBS,

�
below investment grade CMBS, and

�
unrated CMBS;

�
Corporate bank debt:  term loans and revolving credit facilities of commercial real estate operating or finance companies,
each of which are generally secured by such companies' assets;

�
Corporate bonds:  debt securities issued by commercial real estate operating or finance companies that may or may not be
secured by such companies' assets, including:

�
investment grade corporate bonds,

�
below investment grade corporate bonds, and

�
unrated corporate bonds.;

�
Equity:  equity interests in commercial real estate properties.

        We have also invested in the following types of loans and other debt investments relating to residential real estate:

�
Non-Agency RMBS:  securities collateralized by residential mortgage loans that are not guaranteed by any U.S. Government
agency or federally chartered corporation; and

�
Residential mortgage loans:  loans secured by a first mortgage lien on residential property.

        In addition, we may invest in the following real estate related investments:

�
Net leases:  commercial properties subject to net leases, which leases typically have longer terms than gross leases, require
tenants to pay substantially all of the operating costs associated with the properties and often have contractually specified
rent increases throughout their terms;
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�
Agency RMBS:  RMBS for which a U.S. government agency or a federally chartered corporation guarantees payments of
principal and interest on the securities;

�
Commercial real estate owned ("REO"):  commercial properties purchased from CMBS trusts; and

�
Commercial non-performing loans ("NPLs"):  as part of our efforts to attain additional servicing rights in Europe, we may
acquire a minority interest in portfolios of NPLs, alongside other majority investors.

Business Segments

        We currently operate our business in two reportable segments: the Lending Segment and the Investing and Servicing Segment. Refer to
Note 23 to our Consolidated Financial Statements for our results of operations and financial position by business segment.

4
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Lending Segment

        The following table sets forth the amount of each category of investments we owned across various property types within our Lending
Segment as of December 31, 2014 and 2013 (amounts in thousands):

Face
Amount

Carrying
Value

Asset Specific
Financing

Net
Investment Vintage

December 31, 2014
First mortgages $ 3,863,318 $ 3,801,751 $ 1,803,955 $ 1,997,796 1989 - 2014
Subordinated mortgages 374,859 345,091 2,000 343,091 1998 - 2014
Mezzanine loans 1,601,453 1,605,478 57,678 1,547,800 2005 - 2014
Loans transferred as secured
borrowings 129,570 129,427 129,441 (14) N/A
Loan loss allowance � (6,031) � (6,031) N/A
RMBS�AFS(1) 270,783 207,053 101,886 105,167 2003 - 2007
CMBS�AFS(1) 93,686 100,349 � 100,349 2012 - 2013
HTM securities(2) 440,253 441,995 97,103 344,892 2013 - 2014
Equity security 14,237 15,120 � 15,120 N/A
Investments in unconsolidated
entities N/A 152,012 � 152,012 N/A
         

$ 6,788,159 $ 6,792,245 $ 2,192,063 $ 4,600,182
        
      
          
December 31, 2013
First mortgages $ 2,749,072 $ 2,701,731 $ 1,099,628 $ 1,602,103 1989 - 2013
Subordinated mortgages 442,475 407,462 4,000 403,462 1999 - 2013
Mezzanine loans 1,246,841 1,245,728 � 1,245,728 2010 - 2013
Loans transferred as secured
borrowings 180,484 180,414 181,238 (824) N/A
Loan loss allowance � (3,984) � (3,984) N/A
RMBS�AFS(1) 414,020 296,236 127,943 168,293 2003 - 2007
CMBS�AFS(1) 100,648 114,346 � 114,346 2012 - 2013
HTM securities(2) 371,700 368,318 58,467 309,851 2013
Equity security 15,133 15,247 � 15,247 N/A
Investments in unconsolidated
entities N/A 50,167 � 50,167 N/A
         

$ 5,520,373 $ 5,375,665 $ 1,471,276 $ 3,904,389
          
      
         

(1)
RMBS and CMBS available-for-sale ("AFS") securities.

(2)
Mandatorily redeemable preferred equity interests in commercial real estate entities and CMBS held-to-maturity ("HTM").

5
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        As of December 31, 2014 and 2013, our Lending Segment's investment portfolio, excluding RMBS and other investments, had the
following characteristics based on carrying values:

Collateral Property Type December 31, 2014 December 31, 2013
Office 42.1% 33.1%
Hospitality 24.7% 25.6%
Multi-family 13.1% 1.3%
Mixed Use 8.8% 16.9%
Retail 8.3% 11.7%
Industrial 1.9% 1.8%
Residential 1.1% 9.6%
      

100.0% 100.0%
      
     
       

Geographic Location December 31, 2014 December 31, 2013
North East 26.8% 20.8%
West 25.6% 25.7%
International 14.2% 15.4%
South East 12.4% 17.7%
Midwest 8.5% 5.3%
Mid Atlantic 6.4% 9.1%
South West 6.1% 6.0%
     

100.0% 100.0%
     
    
      
        Our investment process includes sourcing and screening of investment opportunities, assessing investment suitability, conducting interest
rate and prepayment analysis, evaluating cash flow and collateral performance, reviewing legal structure and servicer and originator information
and investment structuring, as appropriate, to seek an attractive return commensurate with the risk we are bearing. Upon identification of an
investment opportunity, the investment will be screened and monitored by us to determine its impact on maintaining our REIT qualification and
our exemption from registration under the 1940 Act. We will seek to make investments in sectors where we have strong core competencies and
believe market risk and expected performance can be reasonably quantified.

        We evaluate each one of our investment opportunities based on its expected risk-adjusted return relative to the returns available from other,
comparable investments. In addition, we evaluate new opportunities based on their relative expected returns compared to comparable positions
held in our portfolio. The terms of any leverage available to us for use in funding an investment purchase are also taken into consideration, as are
any risks posed by illiquidity or correlations with other securities in the portfolio. We also develop a macro outlook with respect to each target
asset class by examining factors in the broader economy such as gross domestic product, interest rates, unemployment rates and availability of
credit, among other things. We also analyze fundamental trends in the relevant target asset class sector to adjust/maintain our outlook for that
particular target asset class.

        Our primary focus has been to build a portfolio of commercial mortgage and mezzanine loans at attractive risk-adjusted returns by focusing
on the underlying real estate fundamentals and credit analysis of the borrowers. We continually monitor borrower performance and complete a
detailed, loan-by-loan formal credit review on a quarterly basis. The results of this review are incorporated into our quarterly assessment of the
adequacy of the allowance for loan losses.

6
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        The weighted average coupon for first mortgages, subordinated mortgages and mezzanine loans originated by the Lending Segment during
the year ended December 31, 2014 was 4.6%, 8.5% and 10.2%, respectively. The following table summarizes the activity in the Lending
Segment's loan portfolio and the associated changes in future funding commitments associated with these loans during the year ended
December 31, 2014 (amounts in thousands):

Principal
Balance

Future
Funding

Commitments
Balance at January 1, 2014 $ 4,531,351 $ 915,002
Acquisitions/originations/additional funding 3,004,263 1,777,111
Capitalized interest(1) 49,611 �
Loans sold (500,778) (424,940)
Loan maturities/principal repayments (1,238,434) (139,408)
Discount accretion/premium amortization 21,287 �
Unrealized foreign currency remeasurement (loss) gain (47,392) (26,762)
Capitalized cost written off � �
Change in loan loss allowance, net (2,047) �
Transfer to/from other asset classifications 57,855 �
      
Balance at December 31, 2014 $ 5,875,716 $ 2,101,003
      
    
      

(1)
Represents accrued interest income on loans whose terms do not require current payment of interest.

        As of December 31, 2014, the Lending Segment's loans held-for-investment, HTM securities and CMBS had a weighted-average maturity
of 3.7 years, inclusive of extension options that management believes are probable of exercise. The table below shows the carrying value
expected to mature annually for our loans held-for-investment, HTM securities and CMBS (amounts in thousands, except number of investments
maturing).

Year of Maturity

Number of
Investments
Maturing(1)

Carrying
Value

% of
Total

2015 8 $ 63,149 1.0%
2016 40 1,122,747 17.8%
2017 72 947,482 15.1%
2018 76 1,958,018 31.1%
2019 69 1,368,807 21.8%
2020 23 518,002 8.2%
2021 1 4,664 0.1%
2022 � � �%
2023 4 52,178 0.8%
2024 and thereafter 18 259,617 4.1%
      
Total 311 $ 6,294,664 100.0%
      
     
        

(1)
Excludes loans transferred as secured borrowings, RMBS, equity security and investments in unconsolidated entities.
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Investing and Servicing Segment

        The following table sets forth the amount of each category of investments we owned within our Investing and Servicing Segment as of
December 31, 2014 and 2013 (amounts in thousands):

Face
Amount

Carrying
Value

Asset Specific
Financing

Net
Investment

December 31, 2014
CMBS, fair value option $ 4,281,364 $ 753,553(1) $ � $ 753,553
Servicing rights intangibles N/A 190,207(2) � 190,207
Loans held-for-sale, fair value option 390,342 391,620 208,363 183,257
Loans held-for-investment 34,703 32,949 � 32,949
Investments in unconsolidated entities N/A 48,693 � 48,693
Commercial real estate N/A 39,854 14,000 25,854
        

$ 4,706,409 $ 1,456,876 $ 222,363 $ 1,234,513
          
      
          
December 31, 2013
CMBS, fair value option $ 3,871,803 $ 550,282(1) $ � $ 550,282
Servicing rights intangibles N/A 257,736(2) � 257,736
Loans held-for-sale, fair value option 209,099 206,672 129,843 76,829
Loans held-for-investment 17,144 12,781 � 12,781
Investments in unconsolidated entities N/A 76,170 � 76,170
Commercial real estate N/A � � �
          

$ 4,098,046 $ 1,103,641 $ 129,843 $ 973,798
          
      
         

(1)
Includes $519.8 million and $409.3 million of CMBS reflected in "VIE liabilities" in accordance with Accounting Standards
Codification ("ASC") 810 as of December 31, 2014 and 2013, respectively.

(2)
Includes $46.1 million and $80.6 million of servicing rights intangibles reflected in "VIE assets" in accordance with ASC 810 as of
December 31, 2014 and 2013, respectively.

        As of December 31, 2014, the Investing and Servicing Segment's CMBS and loans held-for-investment had a weighted-average expected
maturity of 8.5 years. The table below shows the carrying value expected to mature annually over the next ten years (amounts in thousands,
except number of investments maturing).

Year of Maturity

Number of
Investments
Maturing(1)

Carrying
Value

% of
Total

2015 65 $ 18,463 2.3%
2016 31 12,331 1.6%
2017 7 21,087 2.7%
2018 24 26,975 3.4%
2019 21 37,768 4.8%
2020 10 54,625 7.0%
2021 7 29,509 3.8%
2022 3 3,548 0.5%
2023 19 109,069 13.9%
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2024 112 471,920 60.0%
      
Total 299 $ 785,295 100.0%
      
     
        

(1)
Excludes loans held-for-sale.
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Regulation

        Our operations are subject, in certain instances, to supervision and regulation by state and federal governmental authorities and may be
subject to various laws and judicial and administrative decisions imposing various requirements and restrictions, which, among other things:
(1) regulate credit granting activities; (2) establish maximum interest rates, finance charges and other charges; (3) require disclosures to
customers; (4) govern secured transactions; and (5) set collection, foreclosure, repossession and claims handling procedures and other trade
practices. Although most states do not regulate commercial finance, certain states impose limitations on interest rates and other charges and on
certain collection practices and creditor remedies, and require licensing of lenders and financiers and adequate disclosure of certain contract
terms. We are also required to comply with certain provisions of the Equal Credit Opportunity Act that are applicable to commercial loans. We
intend to conduct our business so that neither we nor any of our subsidiaries are required to register as an investment company under the 1940
Act.

Competition

        We are engaged in a competitive business. In our investment activities, we compete for opportunities with numerous public and private
investment vehicles, including financial institutions, specialty finance companies, mortgage banks, pension funds, opportunity funds, hedge
funds, insurance companies, REITs and other institutional investors, as well as individuals. Many competitors are significantly larger than we
are, have well established operating histories and may have greater access to capital, more resources and other advantages over us. These
competitors may be willing to accept lower returns on their investments or to compromise underwriting standards and, as a result, our
origination volume and profit margins could be adversely affected.

Our Manager

        We are externally managed and advised by our Manager and benefit from the personnel, relationships and experience of our Manager's
executive team and other personnel of Starwood Capital Group. Pursuant to the terms of a management agreement between our Manager and us,
our Manager provides us with our management team and appropriate support personnel. Pursuant to an investment advisory agreement between
our Manager and Starwood Capital Group Management, LLC, our Manager has access to the personnel and resources of Starwood Capital
Group necessary for the implementation and execution of our business strategy.

        Our Manager is an affiliate of Starwood Capital Group, a privately-held private equity firm founded and controlled by Mr. Sternlicht.
Starwood Capital Group has invested in most major classes of real estate, directly and indirectly, through operating companies, portfolios of
properties and single assets, including multifamily, office, retail, hotel, residential entitled land and communities, senior housing, mixed-use and
golf courses. Starwood Capital Group invests at different levels of the capital structure, including equity, preferred equity, mezzanine debt and
senior debt, depending on the asset risk profile and return expectation.

        Our Manager draws upon the experience and expertise of Starwood Capital Group's team of professionals and support personnel operating
in twelve cities across six countries. Our Manager also benefits from Starwood Capital Group's dedicated asset management group operating in
offices located in the U.S. and abroad. We also benefit from Starwood Capital Group's portfolio management, finance and administration
functions, which address legal, compliance, investor relations and operational matters, asset valuation, risk management and information
technologies in connection with the performance of our Manager's duties.
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Employees

        As of December 31, 2014, the Company has 468 full-time employees, nearly all of which are within the Investing and Servicing Segment.
The majority of these employees are real estate professionals located throughout the U.S. and Europe.

Taxation of the Company

        We have elected to be taxed as a REIT under the Internal Revenue Code of 1986, as amended (the "Code"), for federal income tax
purposes. We generally must distribute annually at least 90% of our taxable income, subject to certain adjustments and excluding any net capital
gain, in order for federal corporate income tax not to apply to our earnings that we distribute. To the extent that we satisfy this distribution
requirement, but distribute less than 100% of our taxable income, we will be subject to federal corporate income tax on our undistributed taxable
income. In addition, we will be subject to a 4% nondeductible excise tax if the actual amount that we pay out to our stockholders in a calendar
year is less than a minimum amount specified under federal tax laws. Our qualification as a REIT also depends on our ability to meet various
other requirements imposed by the Code, which relate to organizational structure, diversity of stock ownership and certain restrictions with
regard to owned assets and categories of income. If we qualify for taxation as a REIT, we will generally not be subject to U.S. federal corporate
income tax on our taxable income that is currently distributed to stockholders.

        Even if we qualify as a REIT, we may be subject to certain federal excise taxes and state and local taxes on our income and property. If we
fail to qualify as a REIT in any taxable year, we will be subject to federal income taxes at regular corporate rates (including any applicable
alternative minimum tax) and will not be able to qualify as a REIT for four subsequent taxable years. REITs are subject to a number of
organizational and operational requirements under the Code.

        We utilize taxable REIT subsidiaries ("TRS") to reduce the impact of the prohibited transaction tax and to avoid penalty for the holding of
assets not qualifying as real estate assets for purposes of the REIT asset tests. Any income associated with a TRS is fully taxable because a TRS
is subject to federal and state income taxes as a domestic C corporation based upon its net income.

        See Item 1A�"Risk Factors�Risks Related to Our Taxation as a REIT" for additional tax status information.

Leverage Policies

        Refer to Item 7�"Management Discussion and Analysis of Financial Condition and Results of Operations�Leverage Policies."

Investment Guidelines

        Our board of directors has adopted the following investment guidelines:

�
our investments will be in our target assets unless otherwise approved by the board of directors;

�
no investment shall be made that would cause us to fail to qualify as a REIT for federal income tax purposes;

�
no investment shall be made that would cause us or any of our subsidiaries to be required to be registered as an investment
company under the 1940 Act;

�
not more than 25% of our equity will be invested in any individual asset without the consent of a majority of our
independent directors; and
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�
any investment of up to $50 million requires the approval of our Manager's Investment Committee; any investment in excess
of $50 million also requires the approval of our Chief Executive Officer; any investment from $150 million to $250 million
also requires the approval of the Investment Committee of our board of directors; and any investment in excess of
$250 million also requires the approval of our board of directors.

        These investment guidelines may be changed from time to time by our board of directors without the approval of our stockholders. In
addition, both our Manager and our board of directors must approve any change in our investment guidelines that would modify or expand the
types of assets in which we invest.

Available Information

        Our website address is www.starwoodpropertytrust.com. We make available free of charge through our website our Annual Reports on
Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, all amendments to those reports and other filings as soon as
reasonably practicable after such material is electronically filed with or furnished to the Securities and Exchange Commission (the "SEC"), and
also make available on our website the charters for the Audit, Compensation, Nominating and Corporate Governance and Investment
Committees of the board of directors and our Code of Business Conduct and Ethics and Code of Ethics for Principal Executive Officer and
Senior Financial Officers, as well as our corporate governance guidelines. Copies in print of these documents are available upon request to our
Corporate Secretary at the address indicated on the cover of this report. The information on our website is not a part of, nor is it incorporated by
reference into, this Annual Report on Form 10-K.

        We intend to post on our website any amendment to, or waiver of, a provision of our Code of Business Conduct and Ethics or Code of
Ethics for Principal Executive Officer and Senior Financial Officers that applies to our Chief Executive Officer, Chief Financial Officer or
persons performing similar functions and that relates to any element of the code of ethics definition set forth in Item 406 of Regulation S-K of
the Securities Act of 1933, as amended.

        To communicate with the board of directors electronically, we have established an e-mail address, BoardofDirectors@stwdreit.com, to
which stockholders may send correspondence to the board of directors or any such individual directors or group or committee of directors.

 Item 1A.    Risk Factors.

Risks Related to Our Relationship with Our Manager

We are dependent on Starwood Capital Group, including our Manager, and their key personnel, who provide services to us through the
management agreement, and we may not find a suitable replacement for our Manager and Starwood Capital Group if the management
agreement is terminated, or for these key personnel if they leave Starwood Capital Group or otherwise become unavailable to us.

        Our Manager has significant discretion as to the implementation of our investment and operating policies and strategies. Accordingly, we
believe that our success depends to a significant extent upon the efforts, experience, diligence, skill and network of business contacts of the
officers and key personnel of our Manager. The officers and key personnel of our Manager evaluate, negotiate, close and monitor a substantial
portion of our investments; therefore, our success depends on their continued service. The departure of any of the officers or key personnel of
our Manager could have a material adverse effect on our performance.

        We offer no assurance that our Manager will remain our investment manager or that we will continue to have access to our Manager's
officers and key personnel. The initial term of our management agreement with our Manager, and the initial term of the investment advisory
agreement
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between our Manager and Starwood Capital Group Management, LLC expired on August 17, 2012, with automatic one-year renewals thereafter.
If the management agreement and the investment advisory agreement are terminated and no suitable replacement is found to manage us, we may
not be able to execute our business plan.

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

        We are subject to conflicts of interest arising out of our relationship with Starwood Capital Group, including our Manager. Specifically,
Mr. Sternlicht, our Chairman and Chief Executive Officer, Jeffrey G. Dishner, one of our directors, and certain of our executive officers are
executives of Starwood Capital Group.

        Our Manager and executive officers may have conflicts between their duties to us and their duties to, and interests in, Starwood Capital
Group and its other investment funds. Currently, Starwood Global Opportunity Fund VIII, Starwood Global Opportunity Fund IX and Starwood
Capital Hospitality Fund II Global (collectively, the "Starwood Private Real Estate Funds") collectively have the right to invest 25% of the
equity capital proposed to be invested by any investment vehicle managed by an entity controlled by Starwood Capital Group in debt interests
relating to real estate. Our co-investment rights are subject to, among other things, (i) the determination by our Manager that the proposed
investment is suitable for us, and (ii) our Manager's sole discretion as to whether or not to exclude from our investment portfolio at any time any
"medium-term loan to own" investment, which our Manager considers to be mortgage loans or other real estate-related loan or debt investments
where the proposed originator or acquirer of any such investment has the intent and/or expectation of foreclosing on, or otherwise acquiring the
real property securing the loan or investment at any time between 18 and 48 months of its origination or acquisition of the loan or investment. In
addition, in the case of opportunities to invest in a portfolio of assets including both equity and debt real estate related investments, we would not
have the co-investment rights described above if our Manager determines that less than 50% of the aggregate anticipated investment returns
from the portfolio is expected to come from our target assets. Since we are subject to the judgment of our Manager in the application of our
co-investment rights, we may not always be allocated 75% of each co-investment opportunity in our target asset classes. Our independent
directors periodically review our Manager's and Starwood Capital Group's compliance with the co-investment provisions described above, but
they do not approve each co-investment by the Starwood Private Real Estate Funds and us unless the amount of capital we invest in the proposed
co-investment otherwise requires the review and approval of our independent directors pursuant to our investment guidelines. Pursuant to the
exclusivity provisions of the Starwood Private Real Estate Funds, our investment strategy may not include either (i) equity interests in real estate
or (ii) "near-term loan to own" investments, in each case (of both (i) and (ii)) if such investments are expected, at the time such investment is
made, to produce an internal rate of return ("IRR") in excess of 14%. Therefore, our board of directors does not have the flexibility to expand
our investment strategy to include equity interests in real estate or "near- term loan to own" investments with such an IRR expectation.

        Our Manager, Starwood Capital Group and their respective affiliates may sponsor or manage a U.S. publicly traded investment vehicle that
invests generally in real estate assets but not primarily in our target assets, or a potential competing vehicle. Our Manager and Starwood Capital
Group have also agreed that for so long as the management agreement is in effect and our Manager and Starwood Capital Group are under
common control, no entity controlled by Starwood Capital Group will sponsor or manage a potential competing vehicle or private or foreign
competing vehicle, unless Starwood Capital Group adopts a policy that either (i) provides for the fair and equitable allocation of investment
opportunities among all such vehicles and us, or (ii) provides us the right to co-invest with such vehicles, in each case subject to the suitability of
each investment opportunity for the particular
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vehicle and us and each such vehicle's and our availability of cash for investment. To the extent that we have co-investment rights with these
vehicles in the future, there can be no assurance that these future rights will entitle us to a similar percentage allocation as we currently have with
respect to the Starwood Private Real Estate Funds.

        In addition, as described above, on January 31, 2014 we distributed all of the common shares of SWAY, our former wholly-owned
subsidiary, to our stockholders of record on January 24, 2014, which completed the spin-off of our portfolio of single-family rental homes and
distressed and non-performing residential mortgage loans. Pursuant to a co-investment and allocation agreement dated January 31, 2014 among
SWAY's external manager, SWAY and Starwood Capital Group (the "Co-Investment Agreement"), Starwood Capital Group has agreed that
neither it nor any entity controlled by it (including us) will sponsor or manage any U.S. publicly traded entity (other than SWAY) that invests
primarily in single-family residential rental homes or distressed and non-performing single-family residential mortgage loans for so long as the
management agreement between SWAY and SWAY's external manager is in effect and SWAY's external manager and Starwood Capital Group
are under common control. However, SWAY's external manager and Starwood Capital Group and their respective affiliates, including our
Manager, may sponsor or manage (1) a U.S. publicly traded entity (including us) that invests generally in real estate assets, including rental
homes or distressed and non-performing single-family residential mortgage loans, so long as any such entity does not invest primarily in
single-family residential rental homes or distressed and non-performing single-family residential mortgage loans, or (2) a private or foreign
entity that invests primarily in single-family residential rental homes or distressed and non-performing single-family residential mortgage loans;
provided that, in each case, Starwood Capital Group will adopt a policy that either (a) provides for the fair and equitable allocation of investment
opportunities between any such entity and SWAY or (b) provides SWAY the right to co-invest with any such entity, in each case subject to the
suitability of each investment opportunity for any such entity and SWAY and any such entity's and SWAY's availability of cash for investment.

        To the extent that our Manager and Starwood Capital Group adopt one or both of the investment allocation policies described in the
preceding two paragraphs in the future, we may nonetheless compete with one or more of these vehicles, including SWAY, for investment
opportunities sourced by our Manager and Starwood Capital Group. As a result, we may either not be presented with the opportunity or may
have to compete with these vehicles, including SWAY, to acquire these investments. Some or all of our executive officers, the members of the
investment committee of our Manager and other key personnel of our Manager would likely be responsible for selecting investments for these
vehicles, including SWAY, and they may choose to allocate favorable investments to one or more of these vehicles, including SWAY, instead of
to us.

        Pursuant to the Co-Investment Agreement, if an investment proposed to be made by any entity controlled by Starwood Capital Group
(including us) or SWAY consists of single-family rental homes and/or distressed and non-performing single-family residential mortgage loans
(or a portfolio that contains equity interests relating to real estate, if SWAY's external manager determines that more than 50% of the aggregate
anticipated investment returns from the portfolio are expected to come from single-family rental homes and/or distressed and non-performing
single-family residential mortgage loans), SWAY will have the right to invest at least 75% of the equity capital proposed to be invested in such
investment. Whether any entity controlled by Starwood Capital Group (including us) or SWAY exercises all or any part of its co-investment
right will be subject to, among other things, the determination by the sponsor, manager (including our Manager) or general partner, as the case
may be, of each entity controlled by Starwood Capital Group (including us) that the investment is suitable for such entity and the determination
by SWAY's external manager (also an affiliate of Starwood Capital Group) that the investment is suitable for SWAY.

        Our board of directors has adopted a policy with respect to any proposed investments by our directors or officers or the officers of our
Manager, which we refer to as the covered persons, in any of
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our target asset classes. This policy provides that any proposed investment by a covered person for his or her own account in any of our target
asset classes will be permitted if the capital required for the investment does not exceed the personal investment limit. To the extent that a
proposed investment exceeds the personal investment limit, we expect that our board of directors will only permit the covered person to make
the investment (i) upon the approval of the disinterested directors, or (ii) if the proposed investment otherwise complies with terms of any other
related party transaction policy our board of directors has adopted. Subject to compliance with all applicable laws, these individuals may make
investments for their own account in our target assets which may present certain conflicts of interest not addressed by our current policies.

        We pay our Manager substantial base management fees regardless of the performance of our portfolio. Our Manager's entitlement to a base
management fee, which is not based upon performance metrics or goals, might reduce its incentive to devote its time and effort to seeking
investments that provide attractive risk-adjusted returns for our portfolio. This in turn could hurt both our ability to make distributions to our
stockholders and the market price of our common stock.

        Excluding LNR, we do not have any employees except for Andrew Sossen, our Chief Operating Officer, Executive Vice President, General
Counsel and Chief Compliance Officer, and Rina Paniry, our Chief Financial Officer and Treasurer, whom Starwood Capital Group has
seconded to us exclusively. Mr. Sossen and Ms. Paniry are also employees of other entities affiliated with our Manager and, as a result, are
subject to potential conflicts of interest in service as our employees and as employees of such entities.

        See also "Certain agreements with SWAY may not reflect terms that would have resulted from arm's-length negotiations among
unaffiliated third parties" for a discussion of additional conflicts of interest related to the spin-off of SWAY.

The management agreement with our Manager was not negotiated on an arm's-length basis and may not be as favorable to us as if it had
been negotiated with an unaffiliated third party and may be costly and difficult to terminate.

        Certain of our executive officers and three of our seven directors are executives of Starwood Capital Group. Our management agreement
with our Manager was negotiated between related parties and its terms, including fees payable, may not be as favorable to us as if it had been
negotiated with an unaffiliated third party.

        Termination of the management agreement with our Manager without cause is difficult and costly. Our independent directors will review
our Manager's performance and the management fees annually and the management agreement may be terminated annually upon the affirmative
vote of at least two-thirds of our independent directors based upon: (i) our Manager's unsatisfactory performance that is materially detrimental to
us, or (ii) a determination that the management fees payable to our Manager are not fair, subject to our Manager's right to prevent termination
based on unfair fees by accepting a reduction of management fees agreed to by at least two-thirds of our independent directors. Our Manager
will be provided 180 days prior notice of any such a termination. Additionally, upon such a termination, the management agreement provides
that we will pay our Manager a termination fee equal to three times the sum of the average annual base management fee and incentive fee
received by our Manager during the prior 24-month period before such termination, calculated as of the end of the most recently completed
fiscal quarter. These provisions may increase the cost to us of terminating the management agreement and adversely affect our ability to
terminate our Manager without cause.
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        The initial term of our management agreement with our Manager, and the initial term of the investment advisory agreement between our
Manager and Starwood Capital Group Management, LLC expired on August 17, 2012, with automatic one-year renewals thereafter; provided,
however, that our Manager may terminate the management agreement annually upon 180 days prior notice. If the management agreement is
terminated and no suitable replacement is found to manage us, we may not be able to execute our business plan.

        Pursuant to the management agreement, our Manager does not assume any responsibility other than to render the services called for
thereunder and is not responsible for any action of our board of directors in following or declining to follow its advice or recommendations. Our
Manager maintains a contractual as opposed to a fiduciary relationship with us. Under the terms of the management agreement, our Manager, its
officers, members, personnel, any person controlling or controlled by our Manager and any person providing sub-advisory services to our
Manager will not be liable to us, any subsidiary of ours, our directors, our stockholders or any subsidiary's stockholders or partners for acts or
omissions performed in accordance with and pursuant to the management agreement, except because of acts constituting bad faith, willful
misconduct, gross negligence, or reckless disregard of their duties under the management agreement. In addition, we have agreed to indemnify
our Manager, its officers, stockholders, members, managers, directors, personnel, any person controlling or controlled by our Manager and any
person providing sub-advisory services to our Manager with respect to all expenses, losses, damages, liabilities, demands, charges and claims
arising from acts or omissions of our Manager not constituting bad faith, willful misconduct, gross negligence, or reckless disregard of duties,
performed in good faith in accordance with and pursuant to the management agreement.

The incentive fee payable to our Manager under the management agreement is payable quarterly and is based on our core earnings and
therefore, may cause our Manager to select investments in more risky assets to increase its incentive compensation.

        Our Manager is entitled to receive incentive compensation based upon our achievement of targeted levels of core earnings. In evaluating
investments and other management strategies, the opportunity to earn incentive compensation based on core earnings may lead our Manager to
place undue emphasis on the maximization of core earnings at the expense of other criteria, such as preservation of capital, in order to achieve
higher incentive compensation. Investments with higher yield potential are generally riskier or more speculative. This could result in increased
risk to the value of our investment portfolio.

        Core earnings is a non-GAAP measure and is defined as GAAP net income (loss) excluding non-cash equity compensation expense, the
incentive fee, depreciation and amortization of real estate (to the extent that we own properties), any unrealized gains, losses or other non-cash
items recorded in net income for the period, regardless of whether such items are included in other comprehensive income or loss, or in net
income. The amount is adjusted to exclude one-time events pursuant to changes in GAAP and certain other non-cash adjustments as determined
by our Manager and approved by a majority of our independent directors.

Certain agreements with SWAY may not reflect terms that would have resulted from arm's-length negotiations among unaffiliated third
parties.

        The terms of the agreements related to SWAY's separation from us, including a separation and distribution agreement between us and
SWAY, dated January 16, 2014 (the "Separation Agreement"), and the Co-Investment Agreement, were negotiated in the context of the
separation while SWAY was still a part of us and, accordingly, may not reflect terms that would have resulted from arm's-length negotiations
among unaffiliated third parties.
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        In the Separation Agreement, we have agreed to indemnify SWAY and its affiliates and representatives against losses arising from: (a) any
liability of ours or our subsidiaries (excluding any liabilities related to SWAY); (b) any failure of us and our subsidiaries (other than SWAY and
its subsidiaries) (collectively, the "Starwood Group") to pay, perform or otherwise promptly discharge any liability listed under (a) above in
accordance with their respective terms, whether prior to, at or after the time of effectiveness of the Separation Agreement; (c) any breach by any
member of the Starwood Group of any provision of the Separation Agreement and any agreements ancillary thereto (if any), subject to any
limitations of liability provisions and other provisions applicable to any such breach set forth therein; and (d) any untrue statement or alleged
untrue statement of a material fact or omission or alleged omission to state a material fact required to be stated therein or necessary to make the
statements therein not misleading, with respect to all information contained in SWAY's information statement or the registration statement of
which SWAY's information statement is a part that relates solely to any assets owned, directly or indirectly by us, other than SWAY's initial
portfolio of assets, which includes all of our single-family rental homes and distressed and non-performing residential mortgage loans and
certain cash transferred to SWAY or its subsidiaries by us. Any indemnification payments that we may be required to make could have a
significantly negative effect on our liquidity and results of operations.

        See "There are various conflicts of interest in our relationship with Starwood Capital Group, including our Manager, which could result in
decisions that are not in the best interests of our stockholders" for additional information regarding the SWAY Co-Investment Agreement.

Our conflicts of interest policy may not adequately address all of the conflicts of interest that may arise with respect to our investment
activities and also may limit the allocation of investments to us.

        In order to avoid any actual or perceived conflicts of interest with our Manager, Starwood Capital Group, any of their affiliates or any
investment vehicle sponsored or managed by Starwood Capital Group or any of its affiliates, which we refer to as the Starwood parties, we have
adopted a conflicts of interest policy to specifically address some of the conflicts relating to our investment opportunities. Although under this
policy the approval of a majority of our independent directors is required to approve (i) any purchase of our assets by any of the Starwood
parties and (ii) any purchase by us of any assets of any of the Starwood parties, there is no assurance that this policy will be adequate to address
all of the conflicts that may arise or will address such conflicts in a manner that results in the allocation of a particular investment opportunity to
us or is otherwise favorable to us. In addition, the Starwood Private Real Estate Funds currently, and additional competing vehicles (such as
SWAY) may in the future, participate in some of our investments, possibly at a more senior level in the capital structure of the underlying
borrower and related real estate than our investment. Our interests in such investments may also conflict with the interests of these entities in the
event of a default or restructuring of the investment. Participating investments will not be the result of arm's length negotiations and will involve
potential conflicts between our interests and those of the other participating entities in obtaining favorable terms. Since certain of our executives
are also executives of Starwood Capital Group, the same personnel may determine the price and terms for the investments for both us and these
entities and there can be no assurance that any procedural protections, such as obtaining market prices or other reliable indicators of fair value,
will prevent the consideration we pay for these investments from exceeding their fair value or ensure that we receive terms for a particular
investment opportunity that are as favorable as those available from an independent third party.

Our board of directors has approved very broad investment guidelines for our Manager and does not approve each investment and financing
decision made by our Manager unless required by our investment guidelines.

        Our Manager is authorized to follow very broad investment guidelines which enable our Manager to make investments on our behalf in a
wide array of assets. Our board of directors will periodically
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review our investment guidelines and our investment portfolio but will not, and will not be required to, review all of our proposed investments,
except if the investment requires us to commit either at least $150 million of capital or 25% of our equity in any individual asset. In addition, in
conducting periodic reviews, our board of directors may rely and may make investments through affiliates primarily on information provided to
them by our Manager. Furthermore, our Manager may use complex strategies, and transactions entered into by our Manager may be costly,
difficult or impossible to unwind by the time they are reviewed by our board of directors. Our Manager (or such affiliates) has great latitude
within the broad parameters of our investment guidelines in determining the types and amounts of target assets it decides are attractive
investments for us, which could result in investment returns that are substantially below expectations or that result in losses, which would
materially and adversely affect our business operations and results. Further, decisions made and investments and financing arrangements entered
into by our Manager may not fully reflect the best interests of our stockholders.

        New investments may not be profitable (or as profitable as we expect), may increase our exposure to certain industries, may increase our
exposure to interest rate, foreign currency, real estate market or credit market fluctuations, may divert managerial attention from more profitable
opportunities, and may require significant financial resources. A change in our investment strategy may also increase any guarantee obligations
we agree to incur or increase the number of transactions we enter into with affiliates. Moreover, new investments may present risks that are
difficult for us to adequately assess, given our lack of familiarity with a particular type of investment or other reasons. The risks related to new
investments or the financing risks associated with such investments could adversely affect our results of operations, financial condition and
liquidity, and could impair our ability to make distributions to our stockholders.

Risks Related to Our Company

Our board of directors may change any of our investment strategy or guidelines, financing strategy or leverage policies without stockholder
consent.

        Our investment strategy underwent a change in connection with our spin-off of SWAY. We were not required to, and did not, obtain
stockholder consent for the spin-off of SWAY. Our board of directors may further change any of our investment strategy or guidelines,
financing strategy or leverage policies with respect to investments, acquisitions, growth, operations, indebtedness, capitalization and
distributions at any time without the consent of our stockholders, which could result in an investment portfolio with a different risk profile. Any
change in our investment strategy may increase our exposure to interest rate risk, default risk and real estate market fluctuations. These changes
could adversely affect our financial condition, results of operations, the market price of our common stock and our ability to make distributions
to our stockholders.

We are highly dependent on information systems and systems failures could significantly disrupt our business, which may, in turn,
negatively affect the market price of our common stock and our ability to make distributions to our stockholders.

        Our business is highly dependent on communications and information systems of Starwood Capital Group. Any failure or interruption of
Starwood Capital Group's systems could cause delays or other problems, which could have a material adverse effect on our operating results and
negatively affect the market price of our common stock and our ability to make distributions to our stockholders.

Terrorist attacks and other acts of violence or war may affect the real estate industry and our business, financial condition and results of
operations.

        The terrorist attacks on September 11, 2001 disrupted the U.S. financial markets, including the real estate capital markets, and negatively
impacted the U.S. economy in general. Any future terrorist
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attacks, the anticipation of any such attacks, the consequences of any military or other response by the U.S. and its allies, and other armed
conflicts could cause consumer confidence and spending to decrease or result in increased volatility in the U.S. and worldwide financial markets
and economy. The economic impact of these events could also adversely affect the credit quality of some of our loans and investments and the
properties underlying our interests.

        We may suffer losses as a result of the adverse impact of any future attacks and these losses may adversely impact our performance and
may cause the market value of our common stock to decline or be more volatile. A prolonged economic slowdown, a recession or declining real
estate values could impair the performance of our investments and harm our financial condition and results of operations, increase our funding
costs, limit our access to the capital markets or result in a decision by lenders not to extend credit to us. We cannot predict the severity of the
effect that potential future terrorist attacks would have on us. Losses resulting from these types of events may not be fully insurable.

We have not established a minimum distribution payment level and no assurance can be given that we will be able to make distributions to
our stockholders in the future at current levels or at all.

        We are generally required to distribute to our stockholders at least 90% of our taxable income each year for us to qualify as a REIT under
the Code, which requirement we currently intend to satisfy through quarterly distributions of all or substantially all of our REIT taxable income
in such year, subject to certain adjustments. We have not established a minimum distribution payment level, and our ability to pay distributions
may be adversely affected by a number of factors, including the risk factors contained in this Annual Report on Form 10-K. Although we have
made, and anticipate continuing to make, quarterly distributions to our stockholders, our board of directors has the sole discretion to determine
the timing, form and amount of any future distributions to our stockholders, and such determination will depend on our earnings, our financial
condition, debt covenants, maintenance of our REIT qualification and other factors as our board of directors may deem relevant from time to
time. We believe that a change in any one of the following factors could adversely affect our results of operations and impair our ability to
continue to pay distributions to our stockholders:

�
the profitability of the investment of the net proceeds from our equity offerings;

�
our ability to make profitable investments;

�
margin calls or other expenses that reduce our cash flow;

�
defaults in our asset portfolio or decreases in the value of our portfolio; and

�
the fact that anticipated operating expense levels may not prove accurate, as actual results may vary from estimates.

        As a result, no assurance can be given that we will be able to continue to make distributions to our stockholders in the future or that the
level of any future distributions we do make to our stockholders will achieve a market yield or increase or even be maintained over time, any of
which could materially and adversely affect us.

        In addition, distributions that we make to our stockholders are generally taxable to our stockholders as ordinary income. However, a portion
of our distributions may be designated by us as long-term capital gains to the extent that they are attributable to capital gain income recognized
by us or may constitute a return of capital to the extent that they exceed our earnings and profits as determined for tax purposes. A return of
capital is not taxable, but has the effect of reducing the basis of a stockholder's investment in our common stock.
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Changes in accounting rules could occur at any time and could impact us in significantly negative ways that we are unable to predict or
protect against.

        As has been widely publicized, the SEC, the Financial Accounting Standards Board and other regulatory bodies that establish the
accounting rules applicable to us have recently proposed or enacted a wide array of changes to accounting rules. Moreover, in the future these
regulators may propose additional changes that we do not currently anticipate. Changes to accounting rules that apply to us could significantly
impact our business or our reported financial performance in negative ways that we cannot predict or protect against. We cannot predict whether
any changes to current accounting rules will occur or what impact any codified changes will have on our business, results of operations, liquidity
or financial condition.

Failure to maintain effective internal control over financial reporting in accordance with Section 404 of the Sarbanes-Oxley Act could have
a material adverse effect on our business and stock price.

        As a public company, we are required to maintain effective internal control over financial reporting in accordance with Section 404 of the
Sarbanes-Oxley Act of 2002. Internal control over financial reporting is complex and may be revised over time to adapt to changes in our
business, or changes in applicable accounting rules. We cannot assure you that our internal control over financial reporting will be effective in
the future or that a material weakness will not be discovered with respect to a prior period for which we believe that internal controls were
effective. If we are not able to maintain or document effective internal control over financial reporting, our independent registered public
accounting firm may not be able to certify as to the effectiveness of our internal control over financial reporting as of the required dates. Matters
impacting our internal controls may cause us to be unable to report our financial information on a timely basis, or may cause us to restate
previously issued financial information, and thereby subject us to adverse regulatory consequences, including sanctions or investigations by the
SEC, or violations of applicable stock exchange listing rules. There could also be a negative reaction in the financial markets due to a loss of
investor confidence in us and the reliability of our financial statements. Confidence in the reliability of our financial statements is also likely to
suffer if we or our independent registered public accounting firm reports a material weakness in our internal control over financial reporting.
This could materially adversely affect us by, for example, leading to a decline in our stock price and impairing our ability to raise capital.

The spin-off of SWAY may not have the benefits that we anticipated.

        The spin-off of SWAY may not have the full or any of the strategic and financial benefits that we anticipated, or such benefits may be
delayed or may not materialize at all. The anticipated benefits of a spin-off of our single-family rental homes and distressed and non-performing
residential mortgage loans were based on a number of assumptions, which may prove incorrect. In the event that the spin-off does not have these
anticipated benefits, the costs associated with the transaction could have a negative effect on our ability to make distributions to our
stockholders.

Risks Related to Sources of Financing

Our access to sources of financing may be limited and thus our ability to maximize our returns may be adversely affected.

        Our financing sources currently include our credit agreement, our master repurchase agreements, our convertible senior notes and common
stock offerings. Subject to market conditions and availability, we may seek additional sources of financing in the form of bank credit facilities
(including term loans and revolving facilities), repurchase agreements, warehouse facilities, structured financing arrangements, public and
private equity and debt issuances and derivative instruments, in addition to transaction or asset specific funding arrangements.
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        Our access to additional sources of financing will depend upon a number of factors, over which we have little or no control, including:

�
general market conditions;

�
the market's view of the quality of our assets;

�
the market's perception of our growth potential;

�
our current and potential future earnings and cash distributions; and

�
the market price of the shares of our common stock.

        A dislocation and/or weakness in the capital and credit markets could adversely affect one or more private lenders and could cause one or
more of our private lenders to be unwilling or unable to provide us with financing or to increase the costs of that financing. In addition, if
regulatory capital requirements imposed on our private lenders change, they may be required to limit, or increase the cost of, financing they
provide to us. In general, this could potentially increase our financing costs and reduce our liquidity or require us to sell assets at an inopportune
time or price.

        To the extent structured financing arrangements are unavailable, we may have to rely more heavily on additional equity issuances, which
may be dilutive to our stockholders, or on less efficient forms of debt financing that require a larger portion of our cash flow from operations,
thereby reducing funds available for our operations, future business opportunities, cash distributions to our stockholders and other purposes. We
cannot assure you that we will have access to such equity or debt capital on favorable terms (including, without limitation, cost and term) at the
desired times, or at all, which may cause us to curtail our asset acquisition activities and/or dispose of assets, which could negatively affect our
results of operations.

We may incur significant debt, which will subject us to increased risk of loss and may reduce cash available for distributions to our
stockholders.

        Our outstanding indebtedness currently includes our credit agreement, our repurchase agreements and our convertible notes. Subject to
market conditions and availability, we may incur additional debt through bank credit facilities (including term loans and revolving facilities),
repurchase agreements, warehouse facilities and structured financing arrangements, public and private debt issuances and derivative instruments,
in addition to transaction or asset specific funding arrangements. The percentage of leverage we employ will vary depending on our available
capital, our ability to obtain and access financing arrangements with lenders and the lenders' and rating agencies' estimate of the stability of our
investment portfolio's cash flow. Our governing documents contain no limitation on the amount of debt we may incur. We may significantly
increase the amount of leverage we utilize at any time without approval of our board of directors. However, under our current repurchase
agreements and bank credit facility, our total leverage may not exceed 75% of total assets (as defined therein), as adjusted to remove the impact
of bona-fide loan sales that are accounted for as financings and the consolidation of VIEs pursuant to GAAP. In addition, we may leverage
individual assets at substantially higher levels. Incurring substantial debt could subject us to many risks that, if realized, would materially and
adversely affect us, including the risk that:

�
our cash flow from operations may be insufficient to make required payments of principal of and interest on the debt or we
may fail to comply with all of the other covenants contained in the debt, which is likely to result in (i) acceleration of such
debt (and any other debt containing a cross-default or cross-acceleration provision) that we may be unable to repay from
internal funds or to refinance on favorable terms, or at all, (ii) our inability to borrow unused amounts under our financing
arrangements, even if we are current in payments on borrowings under those arrangements and/or (iii) the loss of some or all
of our assets to foreclosure or sale;
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�
our debt may increase our vulnerability to adverse economic and industry conditions with no assurance that investment
yields will increase with higher financing costs;

�
we may be required to dedicate a substantial portion of our cash flow from operations to payments on our debt, thereby
reducing funds available for operations, future business opportunities, stockholder distributions or other purposes; and

�
we may not be able to refinance debt that matures prior to the investment it was used to finance on favorable terms, or at all.

We are subject to margin calls from our lenders under our financing facilities.

        Subject to certain conditions, our credit facility lenders retain the sole discretion over the market value of loans and/or securities that serve
as collateral for the borrowings under our financing facilities for purposes of determining whether we are required to pay margin to such lenders.

Interest rate fluctuations could significantly decrease our results of operations and cash flows and the market value of our investments.

        Our primary interest rate exposures relate to the following:

�
changes in interest rates may affect the yield on our investments and the financing cost of our debt, as well as the
performance of our interest rate swaps that we utilize for hedging purposes, which could result in operating losses for us
should interest expense exceed interest income;

�
declines in interest rates may reduce the yield on existing floating rate assets and/or the yield on prospective investments;

�
changes in the level of interest rates may affect our ability to source investments;

�
increases in the level of interest rates may negatively impact the value of our investments and our ability to realize gains
from the disposition of assets;

�
increases in the level of interest rates may increase the credit risk of our assets by negatively impacting the ability of our
borrowers to pay debt service on our floating rate loan assets, refinance our assets upon maturity, and can negatively impact
the value of the real estate collateral supporting our investments through the impact increases in interest rates can have on
property valuation capitalization rates; and

�
changes in interest rates and/or the differential between U.S. dollar interest rates and those of non-dollar currencies in which
we invest can adversely affect the value of our non-dollar assets and/or associated currency hedging transactions.

Our warehouse facilities may limit our ability to acquire assets, and we may incur losses if the collateral is liquidated.

        We utilize warehouse facilities pursuant to which we accumulate mortgage loans in anticipation of a securitization financing, which assets
are pledged as collateral for such facilities until the securitization transaction is consummated. In order to borrow funds to acquire assets under
any future warehouse facilities, we expect that our lenders thereunder would have the right to review the potential assets for which we are
seeking financing. We may be unable to obtain the consent of a lender to acquire assets that we believe would be beneficial to us and we may be
unable to obtain alternate financing for such assets. In addition, no assurance can be given that a securitization transaction would be
consummated with respect to the assets being warehoused. If the securitization is not consummated, the lender could liquidate the warehoused
collateral and we would then have to pay any amount by which the original purchase price of the collateral assets exceeds its sale price, subject
to negotiated
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caps, if any, on our exposure. In addition, regardless of whether the securitization is consummated, if any of the warehoused collateral is sold
before the consummation, we would have to bear any resulting loss on the sale. No assurance can be given that we will be able to obtain future
warehouse facilities on favorable terms, or at all.

The utilization of any of our repurchase facilities is subject to the pre-approval of the lender.

        We utilize repurchase agreements to finance the purchase of certain investments. In order for us to borrow funds under a repurchase
agreement, our lender must have the right to review the potential assets for which we are seeking financing and approve such assets in its sole
discretion. Accordingly, we may be unable to obtain the consent of a lender to finance an investment and alternate sources of financing for such
asset may not exist.

A failure to comply with restrictive covenants in our repurchase agreements and financing facilities would have a material adverse effect on
us, and any future financings may require us to provide additional collateral or pay down debt.

        We are subject to various restrictive covenants contained in our existing financing arrangements and may become subject to additional
covenants in connection with future financings. Our credit agreement contains covenants that restrict our ability to incur additional debt or liens,
make certain investments or acquisitions, merge, consolidate or transfer or dispose of substantially all assets or otherwise dispose of property
and assets, pay dividends and make certain other restricted payments, change the nature of our business, and enter into transactions with
affiliates. The credit agreement, as well as our master repurchase agreements, each requires us to maintain compliance with various financial
covenants, including a minimum tangible net worth and cash liquidity, and specified financial ratios, such as total debt to total assets and
EBITDA to fixed charges. These covenants may limit our flexibility to pursue certain investments or incur additional debt. If we fail to meet or
satisfy any of these covenants, we would be in default under these agreements, and our lenders could elect to declare outstanding amounts due
and payable, terminate their commitments, require the posting of additional collateral and enforce their interests against existing collateral. We
may also be subject to cross-default and acceleration rights and, with respect to collateralized debt, the posting of additional collateral and
foreclosure rights upon default. Further, this could also make it difficult for us to satisfy the distribution requirements necessary to maintain our
status as a REIT for U.S. federal income tax purposes.

        These types of financing arrangements also involve the risk that the market value of the loans pledged or sold by us to the repurchase
agreement counterparty or provider of the bank credit facility may decline in value, in which case the lender may require us to provide additional
collateral or to repay all or a portion of the funds advanced. We may not have the funds available to repay our debt at that time, which would
likely result in defaults unless we are able to raise the funds from alternative sources, which we may not be able to achieve on favorable terms or
at all. Posting additional collateral would reduce our liquidity and limit our ability to leverage our assets. If we cannot meet these requirements,
the lender could accelerate our indebtedness, increase the interest rate on advanced funds and terminate our ability to borrow funds from them,
which could materially and adversely affect our financial condition and ability to implement our business plan. In addition, in the event that the
lender files for bankruptcy or becomes insolvent, our loans may become subject to bankruptcy or insolvency proceedings, thus depriving us, at
least temporarily, of the benefit of these assets. Such an event could restrict our access to bank credit facilities and increase our cost of capital.
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If one or more of our Manager's executive officers are no longer employed by our Manager, financial institutions providing any financing
arrangements we may have may not provide future financing to us, which could materially and adversely affect us.

        If financial institutions with whom we seek to finance our investments require that one or more of our Manager's executives continue to
serve in such capacity and if one or more of our Manager's executives are no longer employed by our Manager, it may constitute an event of
default and the financial institution providing the arrangement may have acceleration rights with respect to outstanding borrowings and
termination rights with respect to our ability to finance our future investments with that institution. If we are unable to obtain financing for our
accelerated borrowings and for our future investments under such circumstances, we could be materially and adversely affected.

We directly or indirectly utilize non-recourse securitizations, and such structures expose us to risks that could result in losses to us.

        We utilize non-recourse securitizations of our investments in mortgage loans to the extent consistent with the maintenance of our REIT
qualification and exemption from the Investment Company Act, in order to generate cash for funding new investments and/or to leverage
existing assets. In most instances, this involves us transferring our loans to a special purpose securitization entity in exchange for cash. In some
sale transactions, we also retain a subordinated interest in the loans sold. The securitization of our portfolio investments might magnify our
exposure to losses on those portfolio investments because the subordinated interest we retain in the loans sold would be subordinate to the senior
interest in the loans sold, and we would, therefore, absorb all of the losses sustained with respect to a loan sold before the owners of the senior
interest experience any losses. Moreover, we cannot be assured that we will be able to access the securitization market in the future, or be able to
do so at favorable rates. The inability to consummate securitizations of our portfolio investments to finance our investments on a long-term basis
could require us to seek other forms of potentially less attractive financing or to liquidate assets at an inopportune time or price, which could
adversely affect our performance and our ability to grow our business.

We may not have the ability to raise funds on acceptable terms necessary to settle conversions of our outstanding convertible notes or to
purchase our outstanding convertible notes upon a fundamental change.

        As of December 31, 2014, we had $1.5 billion in principal amount of convertible notes outstanding. If a fundamental change within the
meaning of our outstanding convertible notes occurs, holders of those notes will have the right to require us to purchase for cash any or all of
their notes. The fundamental change purchase price will equal 100% of the principal amount of the notes to be purchased, plus accrued and
unpaid interest. In addition, upon conversion of the convertible notes, we will be required to make cash payments in respect of the notes being
converted, unless we elect to settle the conversion entirely in shares of our common stock. However, we may not have sufficient funds at the
time we are required to purchase the notes surrendered therefor or to make cash payments on the notes being converted, and we may not be able
to arrange necessary financing on acceptable terms. If we were unable to raise necessary funding on acceptable terms, our operating results and
financial position could be negatively impacted if we were required to repurchase the notes or to pay cash upon conversion.

Risks Related to Hedging

We enter into hedging transactions that could expose us to contingent liabilities in the future.

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

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

        Subject to maintaining our qualification as a REIT, we pursue various hedging strategies to seek to reduce our exposure to adverse changes
in interest rates. Our hedging activity varies in scope based on the level and volatility of interest rates, exchange rates, the types of assets held
and other changing market conditions. Hedging may fail to protect or could adversely affect us because, among other things:

�
interest rate, currency and/or credit hedging can be expensive and may result in us receiving less interest income;

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

�
due to a credit loss, prepayment or asset sale, the duration of the hedge may not match the duration of the related asset or
liability;

�
the amount of income that a REIT may earn from hedging transactions (other than hedging transactions that satisfy certain
requirements of the Code or that are done through a TRS) to offset losses is limited by U.S. federal tax provisions governing
REITs;

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

�
the hedging counterparty owing money in the hedging transaction may default on its obligation to pay.

        In addition, we may fail to recalculate, readjust and execute hedges in an efficient manner.

        Any hedging activity in which we engage may materially and adversely affect our results of operations and cash flows. Therefore, while we
may enter into such transactions seeking to reduce risks, unanticipated changes in interest rates, credit spreads or currencies may result in poorer
overall investment performance than if we had not engaged in any such hedging transactions. In addition, the degree of correlation between price
movements of the instruments used in a hedging strategy and price movements in the portfolio positions or liabilities being hedged may vary
materially. Moreover, for a variety of reasons, we may not seek to establish a perfect correlation between such hedging instruments and the
portfolio positions or liabilities being hedged. Any such imperfect correlation may prevent us from achieving the intended hedge and expose us
to risk of loss.

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

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

We may fail to qualify for, or choose not to elect, hedge accounting treatment.

        We record derivative and hedging transactions in accordance with GAAP. Under these standards, we may fail to qualify for, or choose not
to elect, hedge accounting treatment for a number of reasons, including if we use instruments that do not meet the definition of a derivative (such
as short sales), we fail to satisfy hedge documentation and hedge effectiveness assessment requirements or our instruments are not highly
effective. If we fail to qualify for, or chose not to elect, hedge accounting treatment, our operating results may be volatile because changes in the
fair value of the derivatives that we enter into may not be offset by a change in the fair value of the related hedged transaction or item.

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

        Subject to maintaining our qualification as a REIT, we enter into derivative contracts that could require us to fund cash payments in the
future under certain circumstances (e.g., the early termination of the derivative agreement caused by an event of default or other early
termination event, or the decision by a counterparty to request margin securities it is contractually owed under the terms of the derivative
contract). The amount due would be equal to the unrealized loss of the open swap positions with the respective counterparty and could also
include other fees and charges. These economic losses may materially and adversely affect our results of operations and cash flows.

Risks Related to Our Investments

We may not be able to identify additional assets that meet our investment objective.

        We cannot assure you that we will be able to identify additional assets that meet our investment objective, that we will be successful in
consummating any investment opportunities we identify or that one or more investments we may make will yield attractive risk-adjusted returns.
Our inability to do any of the foregoing likely would materially and adversely affect our results of operations and cash flows and our ability to
make distributions to our stockholders.

The lack of liquidity in our investments may adversely affect our business.

        The lack of liquidity of our investments in real estate loans and investments, other than certain of our investments in mortgage-backed
securities ("MBS"), may make it difficult for us to sell such investments if the need or desire arises. Many of the securities we purchase are not
registered under the relevant securities laws, resulting in a prohibition against their transfer, sale, pledge or their disposition except in a
transaction that is exempt from the registration requirements of, or otherwise in accordance with, those laws. In addition, certain investments
such as B-Notes, mezzanine loans and bridge and other loans are also particularly illiquid investments due to their short life, their potential
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unsuitability for securitization and the greater difficulty of recovery in the event of a borrower default. As a result, many of our current
investments are, and our future investments will be, illiquid and if we are required to liquidate all or a portion of our portfolio quickly, we may
realize significantly less than the value at which we have previously recorded our investments. Further, we may face other restrictions on our
ability to liquidate an investment in a business entity to the extent that we or our Manager has or could be attributed with material non-public
information regarding such business entity. As a result, our ability to vary our portfolio in response to changes in economic and other conditions
may be relatively limited, which could adversely affect our results of operations and financial condition.

Our investments may be concentrated and are subject to risk of default.

        While we seek to diversify our portfolio of investments, we are not required to observe specific diversification criteria, except as may be set
forth in the investment guidelines adopted by our board of directors. Therefore, our investments in our target assets may at times be concentrated
in certain property types that are subject to higher risk of foreclosure, or secured by properties concentrated in a limited number of geographic
locations. To the extent that our portfolio is concentrated in any one region or type of asset, downturns relating generally to such region or type
of asset may result in defaults on a number of our investments within a short time period, which may reduce our net income and the value of our
common stock and accordingly reduce our ability to make distributions to our stockholders.

Difficult conditions in the mortgage, commercial and residential real estate markets may cause us to experience market losses related to our
holdings.

        Our results of operations are materially affected by conditions in the real estate markets, the financial markets and the economy generally.
Concerns about the real estate market, as well as inflation, energy costs, geopolitical issues and the availability and cost of credit, have
contributed to increased volatility and diminished expectations for the economy and markets going forward. The residential mortgage market has
been affected by changes in the lending landscape and there is no assurance that these conditions have stabilized or that they will not worsen.
The disruption in the residential mortgage market has an impact on new demand for homes, which weigh on future home price performance.
There is a strong correlation between home price growth rates and mortgage loan delinquencies. Deterioration in the real estate market may
cause us to experience losses related to our assets and to sell assets at a loss. Declines in the market values of our investments may adversely
affect our results of operations and credit availability, which may reduce earnings and, in turn, cash available for distribution to our stockholders.

Our preferred equity investments involve a greater risk of loss than conventional debt financing.

        We make preferred equity investments. These investments involve a higher degree of risk than conventional debt financing due to a variety
of factors, including their non-collateralized nature and subordinated ranking to other loans and liabilities of the entity in which such preferred
equity is held. Accordingly, if the issuer defaults on our investment, we would only be able to proceed against such entity in accordance with the
terms of the preferred security, and not against any property owned by such entity. Furthermore, in the event of bankruptcy or foreclosure, we
would only be able to recoup our investment after all lenders to, and other creditors of, such entity are paid in full. As a result, we may lose all or
a significant part of our investment, which could result in significant losses.

Our increased emphasis on commercial construction lending may expose us to increased lending risks.

        Our increased emphasis on commercial construction lending may expose us to increased lending risks. At December 31, 2014, our loan
portfolio consisted of $1.0 billion of commercial real estate construction loans. Construction loans generally expose a lender to greater risk of
non-payment and
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loss than permanent commercial mortgage loans because repayment of the loans often depends on the borrower's ability to secure permanent
"take-out" financing which requires the successful completion of construction and stabilization of the project, or operation of the property with
an income stream sufficient to meet operating expenses, including debt service on such replacement financing. For construction loans, increased
risks include the accuracy of the estimate of the property's value at completion of construction and the estimated cost of construction�all of which
may be affected by unanticipated construction delays and cost over-runs. Such loans typically involve an expectation that the borrower's
sponsors will contribute sufficient equity funds in order to keep the loan "in balance" and the sponsors' failure or inability to meet this obligation
could result in delays in construction or an inability to complete construction. Commercial construction loans also expose the lender to
additional risks of contractor non-performance, or borrower disputes with contractors resulting in mechanic's or materialmen's liens on the
property and possible further delay in construction. In addition, since such loans generally entail greater risk than mortgage loans on income
producing property, we may need to increase our allowance for loan losses in the future to account for the likely increase in probable incurred
credit losses associated with such loans. Further, as the lender under a construction loan, we may be obligated to fund all or a significant portion
of the loan at one or more future dates. We may not have the funds available at such future date(s) to meet our funding obligations under the
loan. In that event, we would likely be in breach of the loan unless we are able to raise the funds from alternative sources, which we may not be
able to achieve on favorable terms or at all. In addition, many of our construction loans have multiple lenders and if another lender fails to fund
we could be faced with the choice of either funding for that defaulting lender or suffering a delay or protracted interruption in the progress of
construction.

We operate in a highly competitive market for investment opportunities and competition may limit our ability to acquire desirable
investments in our target assets and could also affect the pricing of these securities.

        We operate in a highly competitive market for investment opportunities. Our profitability depends, in large part, on our ability to acquire
our target assets at attractive prices. In acquiring our target assets, we compete with a variety of institutional investors, including other REITs,
commercial and investment banks, specialty finance companies, public and private funds (including other funds managed by Starwood Capital
Group), commercial finance and insurance companies and other financial institutions. Many of our competitors are substantially larger and have
considerably greater financial, technical, marketing and other resources than we do. Several other REITs have recently raised significant
amounts of capital and may have investment objectives that overlap with ours, which may create additional competition for investment
opportunities. Some competitors may have a lower cost of funds and access to funding sources that may not be available to us, such as funding
from the U.S. government, if we are not eligible to participate in programs established by the U.S. government. Many of our competitors are not
subject to the operating constraints associated with REIT tax compliance or maintenance of an exemption from the Investment Company Act. In
addition, some of our competitors may have higher risk tolerances or different risk assessments, which could allow them to consider a wider
variety of investments and establish more relationships than us. Furthermore, competition for investments in our target assets may lead to the
price of such assets increasing, which may further limit our ability to generate desired returns. We cannot assure you that the competitive
pressures we face will not have a material adverse effect on our business, financial condition and results of operations. Also, as a result of this
competition, desirable investments in our target assets may be limited in the future and we may not be able to continue to take advantage of
attractive investment opportunities from time to time, as we can provide no assurance that we will be able to identify and make investments that
are consistent with our investment objectives.
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The commercial mortgage loans we acquire and the mortgage loans underlying our CMBS investments are subject to the ability of the
commercial property owner to generate net income from operating the property as well as the risks of delinquency and foreclosure.

        Commercial mortgage loans are secured by multifamily or commercial property and are subject to risks of delinquency and foreclosure, and
risks of loss that may be greater than similar risks associated with loans made on the security of single-family residential property. The ability of
a borrower to repay a loan secured by an income-producing property typically is dependent primarily upon the successful operation of such
property rather than upon the existence of independent income or assets of the borrower. If the net operating income of the property is reduced,
the borrower's ability to repay the loan may be impaired. Net operating income of an income-producing property can be adversely affected by,
among other things,

�
tenant mix;

�
success of tenant businesses;

�
property management decisions;

�
property location, condition and design;

�
competition from comparable types of properties;

�
changes in laws that increase operating expenses or limit rents that may be charged;

�
changes in national, regional or local economic conditions and/or specific industry segments, including the credit and
securitization markets;

�
declines in regional or local real estate values;

�
declines in regional or local rental or occupancy rates;

�
increases in interest rates, real estate tax rates and other operating expenses;

�
costs of remediation and liabilities associated with environmental conditions;

�
the potential for uninsured or underinsured property losses;

�
changes in governmental laws and regulations, including fiscal policies, zoning ordinances and environmental legislation
and the related costs of compliance; and

�
acts of God, terrorist attacks, social unrest and civil disturbances.

        In the event of any default under a mortgage loan held directly by us, we will bear a risk of loss of principal to the extent of any deficiency
between the value of the collateral and the principal and accrued interest of the mortgage loan, which could have a material adverse effect on our
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cash flow from operations and limit amounts available for distribution to our stockholders. In the event of the bankruptcy of a mortgage loan
borrower, the mortgage loan to such borrower will be deemed to be secured only to the extent of the value of the underlying collateral at the time
of bankruptcy (as determined by the bankruptcy court), and the lien securing the mortgage loan will be subject to the avoidance powers of the
bankruptcy trustee or debtor-in-possession to the extent the lien is unenforceable under state law. Foreclosure of a mortgage loan can be an
expensive and lengthy process, which could have a substantial negative effect on our anticipated return on the foreclosed mortgage loan.

Our investments in CMBS are generally subject to losses.

        Our investments in CMBS are subject to losses. In general, losses on a mortgaged property securing a mortgage loan included in a
securitization will be borne first by the equity holder of the
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property, then by a cash reserve fund or letter of credit, if any, then by the holder of a mezzanine loan or B-Note, if any, then by the "first loss"
subordinated security holder (generally, the "B-Piece" buyer) and then by the holder of a higher-rated security. In the event of default and the
exhaustion of any equity support, reserve fund, letter of credit, mezzanine loans or B-Notes, and any classes of securities junior to those in which
we invest, we will not be able to recover all of our investment in the securities we purchase. In addition, if the underlying mortgage portfolio has
been overvalued by the originator, or if the values subsequently decline and, as a result, less collateral is available to satisfy interest and principal
payments due on the related CMBS, there would be an increased risk of loss. The prices of lower credit quality securities are generally less
sensitive to interest rate changes than more highly rated investments, but more sensitive to adverse economic downturns or individual issuer
developments.

Dislocations, illiquidity and volatility in the market for commercial real estate as well as the broader financial markets could adversely affect
the performance and value of commercial mortgage loans, the demand for CMBS and the value of CMBS investments.

        In past years, the real estate and securitization markets, as well as global financial markets and the economy generally, have experienced
significant dislocations, illiquidity and volatility. While the United States economy may technically be out of the recession, any recovery could
be fragile and may not be sustainable for any specific period of time. In particular, the pace of progress, or the lack of progress, of federal deficit
reduction talks in the United States may cause continued volatility. Furthermore, many state and local governments in the United States are
experiencing, and are expected to continue to experience, severe budgetary constraints. Recently enacted financial reform legislation in the
United States, including associated risk retention rules, could also adversely affect the availability of credit for commercial real estate. Further,
the global financial markets have recently experienced increased volatility due to uncertainty surrounding the level and sustainability of the
sovereign debt of various countries. We cannot assure you that dislocations in the commercial mortgage loan market will not occur in the future.

        Challenging economic conditions have affected the financial strength of many commercial, multi-family and other tenants and have
resulted in increased rent delinquencies and decreased occupancy. Continuing economic challenges may lead to decreased occupancy, decreased
rents or other declines in income from, or the value of, commercial, multi-family and manufactured housing community real estate.

        In past years, declining commercial real estate values, coupled with tighter underwriting standards for commercial real estate loans,
prevented many commercial borrowers from refinancing their mortgages, which resulted in increased delinquencies and defaults on commercial,
multi-family and other mortgage loans. Past declines in commercial real estate values have also resulted in reduced borrower equity, further
hindering borrowers' ability to refinance in an environment of increasingly restrictive lending standards and giving them less incentive to cure
delinquencies and avoid foreclosure. The lack of refinancing opportunities in past years has impacted and could impact in the future, in
particular, mortgage loans that do not fully amortize and on which there is a substantial balloon payment due at maturity, because borrowers
generally expect to refinance these types of loans on or prior to their maturity date. There is a substantial amount of U.S. mortgage loans with
balloon payment obligations in excess of their respective current property values that are maturing over the coming three years. Finally,
declining commercial real estate values and the associated increases in loan-to-value ratios would result in lower recoveries on foreclosure and
an increase in losses above those that would have been realized had commercial property values remained the same or continued to increase.
Continuing defaults, delinquencies and losses would further decrease property values, thereby resulting in additional defaults by commercial
mortgage borrowers, further credit constraints and further declines in property values.

29

Edgar Filing: STARWOOD PROPERTY TRUST, INC. - Form 10-K

40



Table of Contents

        In addition to credit factors previously affecting CMBS, the fallout from the downturn in the RMBS market and markets for other
asset-backed and structured products in past years could reemerge and affect the CMBS market by contributing to a decline in the market value
and liquidity of securitized investments such as CMBS, even if such CMBS are performing as expected. All of these factors may impact the
demand for CMBS and the value of CMBS investments, especially subordinated classes of CMBS.

If our Manager overestimates the yields or incorrectly prices the risks of our investments, we may experience losses.

        Our Manager values our potential investments based on yields and risks, taking into account estimated future losses on the mortgage loans
and the underlying collateral included in the securitization's pools, and the estimated impact of these losses on expected future cash flows and
returns. Our Manager's loss estimates may not prove accurate, as actual results may vary from estimates. In the event that our Manager
underestimates the asset level losses relative to the price we pay for a particular investment, we may experience losses with respect to such
investment.

Real estate valuation is inherently subjective and uncertain.

        The valuation of real estate and therefore the valuation of any underlying security relating to loans made by us is inherently subjective due
to, among other factors, the individual nature of each property, its location, the expected future rental revenues from that particular property and
the valuation methodology adopted. In addition, where we invest in construction loans, initial valuations will assume completion of the project.
As a result, the valuations of the real estate assets against which we will make loans are subject to a degree of uncertainty and are made on the
basis of assumptions and methodologies that may not prove to be accurate, particularly in periods of volatility, low transaction flow or restricted
debt availability in the commercial or residential real estate markets.

Any investments in corporate bank debt and debt securities of commercial real estate operating or finance companies are subject to the
specific risks relating to the particular companies and to the general risks of investing in real estate-related loans and securities, which may
result in significant losses.

        We may invest in corporate bank debt and in debt securities of commercial real estate operating or finance companies. These investments
involve special risks relating to the particular company, including its financial condition, liquidity, results of operations, business and prospects.
In particular, the debt securities are often non-collateralized and may also be subordinated to its other obligations. We also invest in debt
securities of companies that are not rated or are rated non-investment grade by one or more rating agencies. Investments that are not rated or are
rated non-investment grade have a higher risk of default than investment grade rated assets and therefore may result in losses to us. We have not
adopted any limit on such investments.

        These investments also subject us to the risks inherent with real estate-related investments, including:

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

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

�
risks generally incident to interests in real property; and

�
risks specific to the type and use of a particular property.

        These risks may adversely affect the value of our investments in commercial real estate operating and finance companies and the ability of
the issuers thereof to make principal and interest payments in a timely manner, or at all, and could result in significant losses.
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Investments in non-conforming and non-investment grade rated loans or securities involve increased risk of loss.

        Many of our investments do not conform to conventional loan standards applied by traditional lenders and either are not rated or rated as
non-investment grade by the rating agencies. The non-investment grade ratings for these assets typically result from the overall leverage of the
loans, the lack of a strong operating history for the properties underlying the loans, the borrowers' credit history, the properties' underlying cash
flow or other factors. As a result, these investments have a higher risk of default and loss than investment grade rated assets. Any loss we incur
may be significant and may reduce distributions to our stockholders and adversely affect the market value of our common stock. There are no
limits on the percentage of unrated or non-investment grade rated assets we may hold in our investment portfolio.

Any credit ratings assigned to our investments are subject to ongoing evaluations and revisions and we cannot assure you that those ratings
will not be downgraded.

        Some of our investments are rated by Moody's Investors Service, Inc., Fitch Ratings, Inc., Standard & Poor's Ratings Services, DBRS, Inc.,
Kroll Bond Rating Agency, Inc. or Morningstar Credit Ratings, LLC. Any credit ratings on our investments are subject to ongoing evaluation by
credit rating agencies, and we cannot assure you that any such ratings will not be changed or withdrawn by a rating agency in the future if, in its
judgment, circumstances warrant. If rating agencies assign a lower-than-expected rating or reduce or withdraw, or indicate that they may reduce
or withdraw, their ratings of our investments in the future, the value of these investments could significantly decline, which would adversely
affect the value of our investment portfolio and could result in losses upon disposition or the failure of borrowers to satisfy their debt service
obligations to us.

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

        We invest in B-Notes. A B-Note is a mortgage loan typically (i) secured by a first mortgage on a single large commercial property or group
of related properties and (ii) subordinated to an A-Note secured by the same first mortgage on the same collateral. As a result, if a borrower
defaults, there may not be sufficient funds remaining for a B-Note holder after payment to the A-Note holder. However, because each
transaction is privately negotiated, B-Notes can vary in their structural characteristics and risks. For example, the rights of holders of B-Notes to
control the process following a borrower default may vary from transaction to transaction. Further, B-Notes typically are secured by a single
property and so reflect the risks associated with significant concentration. Significant losses related to our B-Notes would result in operating
losses for us and may limit our ability to make distributions to our stockholders.

Our mezzanine loans involve greater risks of loss than senior loans secured by income-producing properties.

        We invest in mezzanine loans, which sometimes take the form of subordinated loans secured by second mortgages on the underlying
property or more commonly take the form of loans secured by a pledge of the ownership interests of either the entity owning the property or a
pledge of the ownership interests of the entity that owns the interest in the entity owning the property. These types of assets involve a higher
degree of risk than long-term senior mortgage lending secured by income-producing real property, because the loan may become unsecured as a
result of foreclosure by the senior lender. In the event of a bankruptcy of the entity providing the pledge of its ownership interests as security, we
may not have full recourse to the assets of such entity, or the assets of the entity may not be sufficient to satisfy our mezzanine loan. If a
borrower defaults on our mezzanine loan or debt senior to our loan, or in the event of a borrower bankruptcy, our mezzanine loan will be
satisfied only after the senior debt. As a result, we may not recover some or all of our investment. In addition, mezzanine loans may
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have higher loan-to-value ratios than conventional mortgage loans, resulting in less equity in the property and increasing the risk of loss of
principal. Significant losses related to our mezzanine loans would result in operating losses for us and may limit our ability to make distributions
to our stockholders.

Bridge loans involve a greater risk of loss than traditional investment-grade mortgage loans with fully insured borrowers.

        We may acquire bridge loans secured by first lien mortgages on a property to borrowers who are typically seeking short-term capital to be
used in an acquisition, construction or rehabilitation of a property, or other short-term liquidity needs. The typical borrower under a bridge loan
has usually identified an undervalued asset that has been under-managed and/or is located in a recovering market. If the market in which the
asset is located fails to recover according to the borrower's projections, or if the borrower fails to improve the quality of the asset's management
and/or the value of the asset, the borrower may not receive a sufficient return on the asset to satisfy the bridge loan, and we bear the risk that we
may not recover some or all of our initial expenditure.

        In addition, borrowers usually use the proceeds of a conventional mortgage to repay a bridge loan. A bridge loan therefore is subject to the
risk of a borrower's inability to obtain permanent financing to repay the bridge loan. Bridge loans are also subject to risks of borrower defaults,
bankruptcies, fraud, losses and special hazard losses that are not covered by standard hazard insurance. In the event of any default under bridge
loans held by us, we bear the risk of loss of principal and non-payment of interest and fees to the extent of any deficiency between the value of
the mortgage collateral and the principal amount and unpaid interest of the bridge loan. To the extent we suffer such losses with respect to our
bridge loans, the value of our company and the price of our shares of common stock may be adversely affected.

We purchase securities backed by subprime or alternative documentation residential mortgage loans, which are subject to increased risks.

        We own non-agency RMBS backed by collateral pools of mortgage loans that have been originated using underwriting standards that are
less restrictive than those used in underwriting "prime" mortgage loans. These lower standards include mortgage loans made to borrowers
having imperfect or impaired credit histories, mortgage loans where the amount of the loan at origination is 80% or more of the value of the
mortgaged property, mortgage loans made to borrowers with low credit scores, mortgage loans made to borrowers who have other debt that
represents a large portion of their income and mortgage loans made to borrowers whose income is not required to be disclosed or verified. Due
to economic conditions, including increased interest rates and lower home prices, as well as aggressive lending practices, subprime mortgage
loans have in recent periods experienced increased rates of delinquency, foreclosure, bankruptcy and loss, and they are likely to continue to
experience delinquency, foreclosure, bankruptcy and loss rates that are higher, and that may be substantially higher, than those experienced by
mortgage loans underwritten in a more traditional manner. Thus, because of the higher delinquency rates and losses associated with subprime
mortgage loans and alternative documentation, or Alt-A, mortgage loans, the performance of non-agency RMBS backed by subprime mortgage
loans and Alt-A mortgage loans that we acquire could be correspondingly adversely affected, which could adversely impact our results of
operations, financial condition and business.

The residential mortgage loans that underlie the RMBS we acquire, are subject to risks particular to investments secured by mortgage loans
on residential real estate property.

        Residential mortgage loans are secured by single family residential property and are subject to risks of delinquency and foreclosure and
risks of loss. The ability of a borrower to repay a loan secured
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by a residential property typically is dependent upon the income and/or assets of the borrower. A number of factors may impair borrowers'
abilities to repay their loans, including:

�
changes in the borrowers' income or assets;

�
acts of God, which may result in uninsured losses;

�
acts of war or terrorism, including the consequences of events;

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

�
changes in governmental laws and regulations, including fiscal policies, zoning ordinances and environmental legislation
and the related costs of compliance;

�
costs of remediation and liabilities associated with environmental conditions; and

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

        In the event of the bankruptcy of a mortgage loan borrower, the mortgage loan to such borrower will be deemed to be secured only to the
extent of the value of the underlying collateral at the time of bankruptcy (as determined by the bankruptcy court), and the lien securing the
mortgage loan will be subject to the avoidance powers of the bankruptcy trustee or debtor-in-possession to the extent the lien is unenforceable
under state law.

        We may acquire non-agency RMBS, which are backed by residential real estate property but, in contrast to agency RMBS, their principal
and interest are not guaranteed by federally chartered entities such as the Federal National Mortgage Association and the Federal Home Loan
Mortgage Corporation and, in the case of the Government National Mortgage Association, the U.S. government. Our investments in RMBS are
subject to the risks of defaults, foreclosure timeline extension, fraud, home price depreciation and unfavorable modification of loan principal
amount, interest rate and amortization of principal, accompanying the underlying residential mortgage loans. To the extent that assets underlying
our investments are concentrated geographically, by property type or in certain other respects, we may be subject to certain of the foregoing risks
to a greater extent. In the event of defaults on the residential mortgage loans that underlie our investments in agency RMBS and the exhaustion
of any underlying or any additional credit support, we may not realize our anticipated return on our investments and we may incur a loss on
these investments.

Prepayment rates may adversely affect the value of our investment portfolio.

        The value of our investment portfolio is affected by prepayment rates on our mortgage assets. In many cases, borrowers are not prohibited
from making prepayments on their mortgage loans. Prepayment rates are influenced by changes in interest rates and a variety of economic,
geographic and other factors beyond our control, including, without limitation, housing and financial markets and relative interest rates on fixed
rate mortgage loans, and adjustable rate mortgage loans, or ARMs, and consequently prepayment rates cannot be predicted.

        We generally receive payments from principal payments that are made on our mortgage assets, including residential mortgage loans
underlying the agency RMBS or the non-agency RMBS that we acquire. When borrowers prepay their residential mortgage loans faster than
expected, it results in prepayments that are faster than expected on the RMBS. Faster than expected prepayments could adversely affect our
profitability and our ability to recoup our cost of certain investments purchased at a premium over par value, including in the following ways:

�
We may purchase RMBS that have a higher interest rate than the prevailing market interest rate at the time. In exchange for
this higher interest rate, we may pay a premium over the par value to acquire our mortgage asset. In accordance with GAAP,
we may amortize this premium over the estimated term of our mortgage asset. If our mortgage asset is prepaid in whole or in
part
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prior to its maturity date, however, we may be required to expense the allocable portion of the premium at the time of the
prepayment.

�
Prepayment rates generally increase when interest rates fall and decrease when interest rates rise, making it unlikely that we
would be able to reinvest the proceeds of any prepayment in mortgage assets of similar quality and terms (including yield).
If we are unable to invest in similar mortgage assets, we would be adversely affected.

        While we seek to minimize prepayment risk to the extent practical, in selecting investments we must balance prepayment risk against other
risks and the potential returns of each investment. No strategy can completely insulate us from prepayment risk.

Interest rate mismatches between our agency RMBS backed by ARMs and our borrowings used to fund our purchases of these assets may
reduce our net interest income and cause us to suffer a loss during periods of rising interest rates.

        To the extent that we invest in agency RMBS backed by ARMs, we may finance these investments with borrowings that have interest rates
that adjust more frequently than the interest rates of those agency RMBS or the ARMs that back those RMBS. Accordingly, if short-term interest
rates increase, our borrowing costs may increase faster than the interest rates on agency RMBS backed by ARMs adjust. As a result, in a period
of rising interest rates, we could experience a decrease in net income or a net loss. In most cases, the interest rates on our agency RMBS and on
our borrowings will not be identical, thereby potentially creating an interest rate mismatch between our investments and our borrowings. While
the historical spread between relevant short-term interest rate indices has been relatively stable, there have been periods when the spread
between these indices was volatile. During periods of changing interest rates, these interest rate index mismatches could reduce our net income
or produce a net loss, and adversely affect our ability to make distributions and the market price of our common stock.

        In addition, agency RMBS backed by ARMs are typically subject to lifetime interest rate caps which limit the amount that interest rates can
increase through the maturity of the agency RMBS. However, our borrowings under repurchase agreements typically are not subject to similar
restrictions. Accordingly, in a period of rapidly increasing interest rates, the interest rates paid on our borrowings could increase without
limitation while caps could limit the interest rates on these types of agency RMBS. This problem is magnified for agency RMBS backed by
ARMs that are not fully indexed. Further, some agency RMBS backed by ARMs may be subject to periodic payment caps that result in a portion
of the interest being deferred and added to the principal outstanding. As a result, we may receive less cash income on these types of agency
RMBS than we need to pay interest on our related borrowings. These factors could reduce our net interest income and cause us to suffer a loss
during periods of rising interest rates.

Risks of cost overruns and noncompletion of renovation of the properties underlying rehabilitation loans may result in significant losses.

        The renovation, refurbishment or expansion by a borrower under a mortgaged property involves risks of cost overruns and noncompletion.
Estimates of the costs of improvements to bring an acquired property up to standards established for the market position intended for that
property may prove inaccurate. Other risks may include rehabilitation costs exceeding original estimates, possibly making a project
uneconomical, environmental risks and rehabilitation and subsequent leasing of the property not being completed on schedule. If such
renovation is not completed in a timely manner, or if it costs more than expected, the borrower may experience a prolonged impairment of net
operating income and may not be able to make payments on our investment, which could result in significant losses.
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Interest rate fluctuations could reduce our ability to generate income on our investments and may cause losses.

        Changes in interest rates affect our net interest income, which is the difference between the interest income we earn on our interest-earning
investments and the interest expense we incur in financing these investments. Changes in the level of interest rates also may affect our ability to
originate and acquire assets, the value of our assets and our ability to realize gains from the disposition of assets. Changes in interest rates may
also affect borrower default rates. In a period of rising interest rates, our interest expense could increase, while the interest we earn on our
fixed-rate debt investments would not change, adversely affecting our profitability. Our operating results depend in large part on differences
between the income from our assets, net of credit losses, and our financing costs. We anticipate that for any period during which our assets are
not match-funded, the income from such assets will respond more slowly to interest rate fluctuations than the cost of our borrowings.
Consequently, changes in interest rates may significantly influence our net income. Interest rate fluctuations resulting in our interest expense
exceeding interest income would result in operating losses for us.

We may experience a decline in the fair value of our assets.

        A decline in the fair value of our assets may require us to recognize an "other-than-temporary" impairment against such assets under GAAP
if we were to determine that, with respect to any assets in unrealized loss positions, we do not have the ability and intent to hold such assets to
maturity or for a period of time sufficient to allow for recovery to the amortized cost of such assets. If such a determination were to be made, we
would recognize unrealized losses through earnings and write down the amortized cost of such assets to a new cost basis, based on the fair value
of such assets on the date they are considered to be other-than-temporarily impaired. Such impairment charges reflect non-cash losses at the time
of recognition; subsequent disposition or sale of such assets could further affect our future losses or gains, as they are based on the difference
between the sale price received and adjusted amortized cost of such assets at the time of sale.

Some of our portfolio investments are recorded at fair value and, as a result, there is uncertainty as to the value of these investments.

        Some of our portfolio investments are in the form of positions or securities that are not publicly traded. The fair value of securities and
other investments that are not publicly traded may not be readily determinable. We value these investments quarterly at fair value, as determined
in accordance with GAAP, which include consideration of unobservable inputs. Because such valuations are subjective, the fair value of certain
of our assets may fluctuate over short periods of time and our determinations of fair value may differ materially from the values that would have
been used if a ready market for these securities existed. The value of our common stock could be adversely affected if our determinations
regarding the fair value of these investments were materially higher than the values that we ultimately realize upon their disposal.

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

        To the extent we foreclose on properties with respect to which we have extended mortgage loans, we may be subject to environmental
liabilities arising from such foreclosed properties. Under various U.S. federal, state and local laws, an owner or operator of real property may
become liable for the costs of removal of certain hazardous substances released on its property. These laws often impose liability without regard
to whether the owner or operator knew of, or was responsible for, the release of such hazardous substances.
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        The presence of hazardous substances may adversely affect an owner's ability to sell real estate or borrow using real estate as collateral. To
the extent that an owner of a property underlying one of our debt investments becomes liable for removal costs, the ability of the owner to make
payments to us may be reduced, which in turn may adversely affect the value of the relevant mortgage asset held by us and our ability to make
distributions to our stockholders.

        If we foreclose on any properties underlying our investments, the presence of hazardous substances on a property may adversely affect our
ability to sell the property and we may incur substantial remediation costs, thus harming our financial condition. The discovery of material
environmental liabilities attached to such properties could have a material adverse effect on our results of operations and financial condition and
our ability to make distributions to our stockholders.

We may invest in triple net leases. Negative market conditions or adverse events affecting tenants, or the industries in which they operate,
could have an adverse impact on any triple net lease in which we invest.

        When we enter into triple net leases, cash flow from operations depends in part on the ability to lease space to tenants on economically
favorable terms. We could be adversely affected by various facts and events over which we have limited or no control, such as:

�
lack of demand in areas where our properties are located;

�
inability to retain existing tenants and attract new tenants;

�
oversupply of space and changes in market rental rates;

�
our tenants' creditworthiness and ability to pay rent, which may be affected by their operations, prevailing economic
conditions and competition within their industries from other operators;

�
defaults by and bankruptcies of tenants, failure of tenants to pay rent on a timely basis, or failure of tenants to comply with
their contractual obligations; and

�
economic or physical decline of the areas where the properties are located.

        At any time, any tenant may experience a downturn in its business that may weaken its operating results or overall financial condition. As a
result, a tenant may delay lease commencement, fail to make rental payments when due, decline to extend a lease upon its expiration, become
insolvent or declare bankruptcy. Any tenant bankruptcy or insolvency, leasing delay or failure to make rental payments when due could result in
the termination of the tenant's lease and material losses to us.

        If tenants do not renew their leases as they expire, we may not be able to rent or sell the related properties. Furthermore, leases that are
renewed, and some new leases for properties that are re-leased, may have terms that are less economically favorable than expiring lease terms, or
may require us to incur significant costs, such as renovations, tenant improvements or lease transaction costs. Negative market conditions may
cause us to sell vacant properties for less than their carrying value, which could result in impairments. Any of these events could adversely affect
cash flow from operations and our ability to make distributions to stockholders and service indebtedness. A significant portion of the costs of
owning property, such as real estate taxes, insurance and maintenance, are not necessarily reduced when circumstances cause a decrease in rental
revenue from the properties. Tenants in weakened financial condition may not be able to pay these costs of ownership, and we may be unable to
recover these operating expenses from them.

        Further, the occurrence of a tenant bankruptcy or insolvency could diminish the income we receive from the tenant's lease or leases. In
addition, a bankruptcy court might authorize the tenant to terminate its leases with us. If that happens, our claim against the bankrupt tenant for
unpaid future rent would be subject to statutory limitations that most likely would be substantially less than the remaining rent we are owed
under the leases. In addition, any claim we have for unpaid past rent, if
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any, may not be paid in full. As a result, tenant bankruptcies may have a material adverse effect on our results of operations.

Investments outside the U.S. that are denominated in foreign currencies subject us to foreign currency risks, which may adversely affect our
distributions and our REIT status.

        Our investments outside the U.S. denominated in foreign currencies subject us to foreign currency risk due to potential fluctuations in
exchange rates between foreign currencies and the U.S. dollar. As a result, changes in exchange rates of any such foreign currency to U.S.
dollars may affect our income and distributions and may also affect the book value of our assets and the amount of stockholders' equity.

        Changes in foreign currency exchange rates used to value a REIT's foreign assets may be considered changes in the value of the REIT's
assets. These changes may adversely affect our status as a REIT. Further, bank accounts in foreign currency which are not considered cash or
cash equivalents may adversely affect our status as a REIT.

The ongoing Eurozone crisis may have an adverse effect on investments in Europe, and the break-up of the Eurozone, or the exit of any
member state, would create uncertainty and could affect our investments directly.

        Some of our investments are secured by European collateral. The ongoing situation relating to the sovereign debt of several countries,
including Greece, Ireland, Italy, Spain and Portugal, together with the risk of contagion to other, more financially stable countries, has
exacerbated the difficult global financial situation. The situation has also raised a number of uncertainties regarding the stability and overall
standing of the European Monetary Union. Any further deterioration in the global or Eurozone economy could have a significant adverse effect
on our activities and the value of our European collateral.

        In addition, we currently hold, and may acquire additional assets that are denominated in Euros (including loans secured on such assets),
such as assets in continental Europe. Any further deterioration in the Eurozone economy could have a material adverse effect on the value of our
investment in such assets and amplify the currency risks faced by us.

        If any country were to leave the Eurozone, or if the Eurozone were to break up entirely, the treatment of debt obligations previously
denominated in Euros is uncertain. A number of issues would be raised, such as whether obligations which are expressed to be payable in Euros
would be re-denominated into a new currency. The answer to this and other questions is uncertain and would depend on the way in which the
break-up occurred and also on the nature of the transaction; the law governing it; which courts have jurisdiction in relation to it; the place of
payment; and the place of incorporation of the payor. If we were to hold any investments in Euros at the time of any Eurozone exits or break-up,
this uncertainty and potential re-denomination could have a material adverse effect on the value of our investments and the income from them.

We may make equity investments in commercial real estate assets, which would subject us to the general risks of owning commercial real
estate.

        We recently expanded the assets that we target for investment to include equity interests in commercial real estate assets. We have not
made significant investments in this asset class previously and there can be no assurance that we will make any equity investments in
commercial real estate assets or, if we make such investments, that they will be successful. As the competition for new opportunities in certain of
our traditional target assets has increased, we have become more selective in our investment activities under current market conditions. To the
extent that we make equity investments in commercial real estate assets, the economic performance and value of these investments
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can be adversely affected by many factors that are generally applicable to most real estate, including the following:

�
changes in the national, regional, local and international economic climate;

�
local conditions, such as oversupply of space or a reduction in demand for real estate in the areas in which they are located;

�
competition from other available space;

�
the attractiveness of the real estate to tenants;

�
increases in operating costs if these costs cannot be passed through to tenants;

�
the financial condition of tenants and the ability to collect rent from tenants;

�
vacancies, changes in market rental rates and the need to periodically renovate, repair and re-let space;

�
changes in interest rates and the availability of financing;

�
changes in zoning laws and taxation, government regulation and potential liability under environmental or other laws or
regulations;

�
acts of God, including, without limitation, earthquakes, hurricanes and other natural disasters, or acts of war or terrorism, in
each case which may result in uninsured or underinsured losses; and

�
decreases in the underlying value of real estate.

        Certain significant expenditures associated with an investment in commercial real estate assets (such as mortgage payments, real estate
taxes and maintenance costs) generally do not decline when circumstances cause a reduction in income from the asset. Because real estate
investments are relatively illiquid, our ability to vary any investments in commercial real estate assets promptly in response to economic or other
conditions would be limited. This relative illiquidity could impede our ability to respond to adverse changes in the performance of such
investments. No assurances can be given that the value of any equity investment in commercial real estate assets that we may acquire would not
decrease in the future.

We will face risks associated with acquisitions of commercial real estate assets.

        Our acquisition of equity interests in commercial real estate assets is subject to, and the success of those assets may be adversely affected
by various risks, including those described below:

�
we and our manager may be unable to meet required closing conditions;

�
we may be unable to finance acquisitions on favorable terms or at all;

�
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�
our manager's estimates of the costs of repositioning or renovating acquired commercial real estate assets may be inaccurate;

�
we may not be able to obtain adequate insurance coverage for acquired commercial real estate assets;

�
acquisitions may be located in markets where we and our manager have a lack of market knowledge or understanding of the
local economy, lack of business relationships in the area and unfamiliarity with local governmental and permitting
procedures;
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�
our manager may be unable to quickly and efficiently integrate new acquisitions of commercial real estate assets into our
existing operations, and therefore our results of operations and financial condition could be adversely affected; and

�
we may acquire equity interests in commercial real estate assets through a joint venture, and such investments could be
adversely affected by our lack of sole decision-making authority and reliance upon a co-venturer's financial condition. In
addition, if we co-invest with affiliates of our manager, we may be obligated to pay fees to such affiliates and would be
subject to a variety of conflicts of interest with such affiliates, including conflicts similar to those described under the section
captioned "Risk Factors�Risks Related to Our Relationship with Our Manager."

        We may make equity investments in commercial real estate assets subject to both known and unknown liabilities and without any recourse,
or with only limited recourse to the seller thereof. As a result, if a liability were asserted against us arising from our ownership of those assets,
we might have to pay substantial sums to settle it, which could adversely affect us. Unknown liabilities with respect to commercial real estate
assets might include:

�
claims by tenants, vendors or other persons arising from dealing with the former owners of the assets;

�
liabilities incurred in the ordinary course of business;

�
claims for indemnification by general partners, directors, officers and others indemnified by the former owners of the assets;
and

�
liabilities for clean-up of undisclosed environmental contamination.

Risks Related to Our Organization and Structure

Certain provisions of Maryland law could inhibit changes in control.

        Certain provisions of the Maryland General Corporation Law, or the MGCL, may have the effect of deterring a third party from making a
proposal to acquire us or of impeding a change in control under circumstances that otherwise could provide the holders of our common stock
with the opportunity to realize a premium over the then-prevailing market price of our common stock. We are subject to the "business
combination" provisions of the MGCL that, subject to limitations, prohibit certain business combinations (including a merger, consolidation,
share exchange, or, in circumstances specified in the statute, an asset transfer or issuance or reclassification of equity securities) between us and
an "interested stockholder" (defined generally as any person who beneficially owns 10% or more of our then outstanding voting capital stock or
an affiliate or associate of ours who, at any time within the two-year period prior to the date in question, was the beneficial owner of 10% or
more of our then outstanding voting capital stock) or an affiliate thereof for five years after the most recent date on which the stockholder
becomes an interested stockholder. After the five-year prohibition, any business combination between us and an interested stockholder generally
must be recommended by our board of directors and approved by the affirmative vote of at least (i) 80% of the votes entitled to be cast by
holders of outstanding shares of our voting capital stock and (ii) two-thirds of the votes entitled to be cast by holders of voting capital stock of
the corporation other than shares held by the interested stockholder with whom or with whose affiliate the business combination is to be effected
or held by an affiliate or associate of the interested stockholder. These super-majority vote requirements do not apply if our common
stockholders receive a minimum price, as defined under Maryland law, for their shares in the form of cash or other consideration in the same
form as previously paid by the interested stockholder for its shares. These provisions of the MGCL do not apply, however, to business
combinations that are approved or exempted by a board of directors prior to the time that the interested stockholder becomes an interested
stockholder. Pursuant to the statute, our board of
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directors has by resolution exempted business combinations between us and any other person, provided that such business combination is first
approved by our board of directors (including a majority of our directors who are not affiliates or associates of such person).

        The "control share" provisions of the MGCL provide that "control shares" of a Maryland corporation (defined as shares which, when
aggregated with other shares controlled by the stockholder (except solely by virtue of a revocable proxy), entitle the stockholder to exercise one
of three increasing ranges of voting power in electing directors) acquired in a "control share acquisition" (defined as the direct or indirect
acquisition of ownership or control of "control shares") have no voting rights except to the extent approved by our stockholders by the
affirmative vote of at least two-thirds of all the votes entitled to be cast on the matter, excluding votes entitled to be cast by the acquirer of
control shares, our officers and our personnel who are also our directors. Our bylaws contain a provision exempting from the control share
acquisition statute any and all acquisitions by any person of shares of our stock. There can be no assurance that this provision will not be
amended or eliminated at any time in the future.

        The "unsolicited takeover" provisions of the MGCL permit our board of directors, without stockholder approval and regardless of what is
currently provided in our charter or bylaws, to implement takeover defenses, some of which (for example, a classified board) we do not yet have.
These provisions may have the effect of inhibiting a third party from making an acquisition proposal for us or of delaying, deferring or
preventing a change in control of us under the circumstances that otherwise could provide the holders of shares of common stock with the
opportunity to realize a premium over the then current market price.

Our authorized but unissued shares of common and preferred stock may prevent a change in control.

        Our charter authorizes us to issue additional authorized but unissued shares of common or preferred stock. In addition, our board of
directors may, without stockholder approval, amend our charter to increase the aggregate number of our shares of stock or the number of shares
of stock of any class or series that we have authority to issue and classify or reclassify any unissued shares of common or preferred stock and set
the preferences, rights and other terms of the classified or reclassified shares. As a result, our board of directors may establish a series of shares
of common or preferred stock that could delay or prevent a transaction or a change in control that might involve a premium price for our shares
of common stock or otherwise be in the best interest of our stockholders.

Maintenance of our exemption from registration under the Investment Company Act imposes significant limits on our operations.

        We intend to continue to conduct our operations so that neither we nor any of our subsidiaries are required to register as an investment
company under the Investment Company Act. Because we are a holding company that conducts our businesses primarily through wholly-owned
subsidiaries, the securities issued by these subsidiaries that are excepted from the definition of "investment company" under Section 3(c)(1) or
Section 3(c)(7) of the Investment Company Act, together with any other investment securities we own, may not have a combined value in excess
of 40% of the value of our adjusted total assets on an unconsolidated basis. This requirement limits the types of businesses in which we may
engage through our subsidiaries. In addition, the assets we and our subsidiaries may acquire are limited by the provisions of the Investment
Company Act and the rules and regulations promulgated under the Investment Company Act, which may adversely affect our performance.

        If the value of securities issued by our subsidiaries that are excepted from the definition of "investment company" by Section 3(c)(1) or
3(c)(7) of the Investment Company Act, together with any other investment securities we own, exceeds 40% of our adjusted total assets on an
unconsolidated basis, or if one or more of such subsidiaries fail to maintain an exception or exemption from the
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Investment Company Act, we could, among other things, be required either (i) to substantially change the manner in which we conduct our
operations to avoid being required to register as an investment company or (ii) to register as an investment company under the Investment
Company Act, either of which could have an adverse effect on us and the market price of our securities. If we were required to register as an
investment company under the Investment Company Act, we would become subject to substantial regulation with respect to our capital structure
(including our ability to use leverage), management, operations, transactions with affiliated persons (as defined in the Investment Company Act),
portfolio composition, including restrictions with respect to diversification and industry concentration, and other matters.

        In August 2011, the SEC solicited public comment on a wide range of issues relating to Section 3(c)(5)(C) of the Investment Company Act,
including the nature of the assets that qualify for purposes of the exemption and whether mortgage REITs should be regulated in a manner
similar to investment companies. There can be no assurance that the laws and regulations governing the Investment Company Act status of
REITs, including the Division of Investment Management of the SEC providing more specific or different guidance regarding these exemptions,
will not change in a manner that adversely affects our operations. If we or our subsidiaries fail to maintain an exception or exemption from the
Investment Company Act, we could, among other things, be required to (i) change the manner in which we conduct our operations to avoid
being required to register as an investment company, (ii) effect sales of our assets in a manner that, or at a time when, we would not otherwise
choose to do so, or (iii) register as an investment company (which, among other things, would require us to comply with the leverage constraints
applicable to investment companies), any of which could negatively affect the value of our common stock, the sustainability of our business
model, and our ability to make distributions to our stockholders, which could, in turn, materially and adversely affect us and the market price of
our common stock.

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

        If the market value or income potential of real estate-related investments declines as a result of increased interest rates, prepayment rates or
other factors, we may need to increase our real estate investments and income and/or liquidate our non-qualifying assets in order to maintain our
REIT qualification or exemption from the Investment Company Act. If the decline in real estate asset values and/or income occurs quickly, this
may be especially difficult to accomplish. This difficulty may be exacerbated by the illiquid nature of any non-qualifying assets that we may
own. We may have to make investment decisions that we otherwise would not make absent the REIT and Investment Company Act
considerations.

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

        Under Maryland law generally, a director's actions will be upheld if he or she performs his or her duties in good faith, in a manner he or she
reasonably believes to be in our best interests and with the care that an ordinarily prudent person in a like position would use under similar
circumstances. In addition, our charter limits the liability of our directors and officers to us and our stockholders for money damages, except for
liability resulting from:

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

�
active and deliberate dishonesty by the director or officer that was established by a final judgment as being material to the
cause of action adjudicated.

        Our charter authorizes us to indemnify our directors and officers for actions taken by them in those capacities to the maximum extent
permitted by Maryland law. Our bylaws require us to indemnify
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each director or officer, to the maximum extent permitted by Maryland law, in the defense of any proceeding to which he or she is made, or
threatened to be made, a party by reason of his or her service to us. In addition, we may be obligated to fund the defense costs incurred by our
directors and officers. As a result, we and our stockholders may have more limited rights against our directors and officers than might otherwise
exist absent the current provisions in our charter and bylaws or that might exist with other companies.

Our charter contains provisions that make removal of our directors difficult, which could make it difficult for our stockholders to effect
changes to our management.

        Our charter provides that a director may only be removed for cause upon the affirmative vote of holders of two-thirds of the votes entitled
to be cast in the election of directors. Vacancies may be filled only by a majority of the remaining directors in office, even if less than a quorum.
These requirements make it more difficult to change our management by removing and replacing directors and may prevent a change in control
of our company that is in the best interests of our stockholders.

Ownership limitations may restrict change of control or business combination opportunities in which our stockholders might receive a
premium for their shares.

        In order for us to qualify as a REIT, no more than 50% in value of our outstanding capital stock may be owned, directly or indirectly, by
five or fewer individuals during the last half of any calendar year. "Individuals" for this purpose include natural persons, private foundations,
some employee benefit plans and trusts, and some charitable trusts. To preserve our REIT qualification, our charter generally prohibits any
person from directly or indirectly owning more than 9.8% in value or in number of shares, whichever is more restrictive, of the outstanding
shares of our capital stock or more than 9.8% in value or in number of shares, whichever is more restrictive, of the outstanding shares of our
common stock. This ownership limitation could have the effect of discouraging a takeover or other transaction in which holders of our common
stock might receive a premium for their shares over the then prevailing market price or which holders might believe to be otherwise in their best
interests.

Risks Related to Our Taxation as a REIT

If we do not qualify as a REIT or fail to remain qualified as a REIT, we will be subject to tax as a regular corporation and could face a
substantial tax liability, which would reduce the amount of cash available for distribution to our stockholders.

        We intend to continue to operate in a manner that will allow us to qualify as a REIT for federal income tax purposes. We have not
requested nor obtained a ruling from the Internal Revenue Service, or the IRS, as to our REIT qualification. Our qualification as a REIT depends
on our satisfaction of certain asset, income, organizational, distribution, stockholder ownership and other requirements on a continuing basis.
Our ability to satisfy the asset tests depends upon our analysis of the characterization and fair values of our assets, some of which are not
susceptible to a precise determination, and for which we will not obtain independent appraisals. Our compliance with the REIT income and
quarterly asset requirements also depends upon our ability to successfully manage the composition of our income and assets on an ongoing basis.
Moreover, the proper classification of an instrument as debt or equity for federal income tax purposes may be uncertain in some circumstances,
which could affect the application of the REIT qualification requirements as described below. Accordingly, there can be no assurance that the
IRS will not contend that our interests in subsidiaries or in securities of other issuers will not cause a violation of the REIT requirements.

        If we were to fail to qualify as a REIT in any taxable year, we would be subject to federal income tax, including any applicable alternative
minimum tax, on our taxable income at regular corporate rates, and distributions made to our stockholders would not be deductible by us in
computing our taxable
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income. Any resulting corporate tax liability could be substantial and would reduce the amount of cash available for distribution to our
stockholders, which in turn could have an adverse impact on the value of our common stock. Unless we were entitled to relief under certain
Code provisions, we also would be disqualified from taxation as a REIT for the four taxable years following the year in which we failed to
qualify as a REIT.

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

        The maximum tax rate applicable to income from "qualified dividends" payable to domestic stockholders that are individuals, trusts and
estates is currently 20%. Dividends payable by REITs, however, generally are not eligible for the reduced rates. Although this legislation does
not adversely affect the taxation of REITs or dividends payable by REITs, the more favorable rates applicable to regular corporate qualified
dividends could cause investors who are individuals, trusts and estates to perceive investments in REITs to be relatively less attractive than
investments in the stocks of non-REIT corporations that pay dividends, which could adversely affect the value of the stock of REITs, including
our common stock.

REIT distribution requirements could adversely affect our ability to continue to execute our business plan.

        We generally must distribute annually at least 90% of our taxable income, subject to certain adjustments and excluding any net capital gain,
in order for federal corporate income tax not to apply to earnings that we distribute. To the extent that we satisfy this distribution requirement,
but distribute less than 100% of our taxable income, we will be subject to federal corporate income tax on our undistributed taxable income. In
addition, we will be subject to a 4% nondeductible excise tax if the actual amount that we pay out to our stockholders in a calendar year is less
than a minimum amount specified under federal tax laws. We intend to continue to make distributions to our stockholders to comply with the
REIT requirements of the Code.

        From time to time, we may generate taxable income greater than our income for financial reporting purposes prepared in accordance with
GAAP, or differences in timing between the recognition of taxable income and the actual receipt of cash may occur. For example, we may be
required to accrue income from mortgage loans, MBS, and other types of debt securities or interests in debt securities before we receive any
payments of interest or principal on such assets. We may also 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 U.S. Treasury regulations, the
modified debt may be considered to have been reissued to us at a gain in a debt-for-debt exchange with the borrower, with gain recognized by us
to the extent that the principal amount of the modified debt exceeds our cost of purchasing it prior to modification.

        We may also 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.

        As a result, we may find it difficult or impossible to meet distribution requirements from our ordinary operations in certain circumstances.
In particular, where we experience differences in timing between the recognition of taxable income and the actual receipt of cash, the
requirement to distribute a substantial portion of our taxable income could cause us to: (i) sell assets in adverse market conditions, (ii) borrow on
unfavorable terms, (iii) distribute amounts that would otherwise be invested in future acquisitions, capital expenditures or repayment of debt or
(iv) make a taxable distribution of our shares, as part of a distribution in which stockholders may elect to receive shares (subject to a limit
measured as a percentage of the total distribution), in order to comply with REIT requirements. These alternatives could increase our costs or
reduce our equity. Thus, compliance with the REIT
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requirements may hinder our ability to grow, which could adversely affect the value of our common stock.

We may choose to make distributions to our stockholders in our own stock, or make a distribution of a subsidiary's common stock, in which
case our stockholders could be required to pay income taxes in excess of the cash dividends they receive.

        We may in the future distribute taxable dividends that are payable in cash and shares of our common stock at the election of each
stockholder. We may also determine to distribute a taxable dividend in the stock of a subsidiary in connection with a spin-off or other
transaction, as in the case of our spin-off of SWAY on January 31, 2014. Taxable stockholders receiving such distributions will be required to
include the full amount of the distribution as ordinary income to the extent of our current and accumulated earnings and profits for U.S. federal
income tax purposes. As a result, stockholders may be required to pay income taxes with respect to such dividends in excess of the cash
dividends received. If a U.S. stockholder sells the stock that it receives as a dividend in order to pay this tax, the sale proceeds may be less than
the amount included in income with respect to the dividend, depending on the market price of our stock at the time of the sale. Furthermore, with
respect to certain non-U.S. stockholders, we may be required to withhold U.S. tax with respect to such dividends, including in respect of all or a
portion of such dividend that is payable in stock. In addition, if a significant number of our stockholders determine to sell shares of our common
stock in order to pay taxes owed on dividends, it may put downward pressure on the trading price of our common stock.

        It is unclear whether and to what extent we will be able to pay taxable dividends in cash and stock. Moreover, various aspects of such a
taxable cash/stock dividend are uncertain and have not yet been addressed by the IRS. No assurance can be given that the IRS will not impose
additional requirements in the future with respect to taxable cash/stock dividends, including on a retroactive basis, or assert that the requirements
for such taxable cash/stock dividends have not been met.

The stock ownership limit imposed by the Code for REITs and our charter may restrict our business combination opportunities.

        In order for us to maintain our qualification as a REIT under the Code, not more than 50% in value of our outstanding stock may be owned,
directly or indirectly, by five or fewer individuals (as defined in the Code to include certain entities) at any time during the last half of each
taxable year following our first year. Our charter, with certain exceptions, authorizes our board of directors to take the actions that are necessary
and desirable to preserve our qualification as a REIT. Unless exempted by our board of directors, no person may own more than 9.8% of the
aggregate value of our outstanding capital stock. Our board may grant an exemption in its sole discretion, subject to such conditions,
representations and undertakings as it may determine. The ownership limits imposed by the tax law are based upon direct or indirect ownership
by "individuals," but only during the last half of a tax year. The ownership limits contained in our charter key off of the ownership at any time
by any "person," which term includes entities. These ownership limitations in our charter are common in REIT charters and are intended to
provide added assurance of compliance with the tax law requirements, and to minimize administrative burdens. However, these ownership limits
might also delay or prevent a transaction or a change in our control that might involve a premium price for our common stock or otherwise be in
the best interest of our stockholders.

Even if we remain qualified as a REIT, we may face other tax liabilities that reduce our cash flow.

        Even if we remain qualified for taxation as a REIT, we may be subject to certain federal, state and local taxes on our income and assets,
including taxes on any undistributed income, tax on income from some activities conducted as a result of a foreclosure, and state or local
income, property and transfer taxes, such as mortgage recording taxes. In addition, in order to continue to meet the REIT
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qualification requirements, prevent the recognition of certain types of non-cash income, or to avert the imposition of a 100% tax that applies to
certain gains derived by a REIT from dealer property or inventory, we may hold a significant amount of our assets through our TRS or other
subsidiary corporations that will be subject to corporate-level income tax at regular rates. In addition, if we lend money to a TRS, the TRS may
be unable to deduct all or a portion of the interest paid to us, which could result in an even higher corporate-level tax liability. Any of these taxes
would decrease cash available for distribution to our stockholders.

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

        To qualify as a REIT for federal income tax purposes, we must satisfy ongoing tests concerning, among other things, the sources of our
income, the nature and diversification of our assets, the amounts that we distribute to our stockholders and the ownership of our stock. We may
be required to make distributions to stockholders at disadvantageous times or when we do not have funds readily available for distribution, and
may be unable to pursue investments that would be otherwise advantageous to us in order to satisfy the source-of-income or asset-diversification
requirements for qualifying as a REIT. In addition, in certain cases, the modification of a debt instrument could result in the conversion of the
instrument from a qualifying real estate asset to a wholly or partially non-qualifying asset that must be contributed to a TRS or disposed of in
order for us to maintain our REIT status. Compliance with the source-of-income requirements may also limit our ability to acquire debt
instruments at a discount from their face amount. Thus, compliance with the REIT requirements may hinder our ability to make and, in certain
cases, to maintain ownership of, certain attractive investments.

Complying with REIT requirements may force us to liquidate otherwise attractive investments.

        To qualify as a REIT, we must ensure that at the end of each calendar quarter, at least 75% of the value of our assets consists of cash, cash
items, government securities and qualified REIT real estate assets, including certain mortgage loans and certain kinds of MBS. The remainder of
our investment in securities (other than government securities and qualified real estate assets) generally cannot include more than 10% of the
outstanding voting securities of any one issuer or more than 10% of the total value of the outstanding securities of any one issuer. In addition, in
general, no more than 5% of the value of our assets (other than government securities and qualified real estate assets) can consist of the
securities of any one issuer, and no more than 25% of the value of our total securities can be represented by securities of one or more TRSs. If
we fail to comply with these requirements at the end of any calendar quarter, we must correct the failure within 30 days after the end of the
calendar quarter or qualify for certain statutory relief provisions to avoid losing our REIT qualification and suffering adverse tax consequences.
As a result, we may be required to liquidate from our portfolio otherwise attractive investments. These actions could have the effect of reducing
our income and amounts available for distribution to our stockholders.

Our failure to qualify as a REIT would potentially give rise to a claim for damages from SWAY.

        In connection with the spin-off of SWAY, we represented in the Separation Agreement that we have no knowledge of any fact or
circumstance that would cause us to fail to qualify as a REIT. We also covenanted in the Separation Agreement to use our reasonable best efforts
to maintain our REIT status for each of our taxable years ending on or before December 31, 2014 (unless we obtain an opinion from a nationally
recognized tax counsel or a private letter ruling from the IRS, on which SWAY can rely, substantially to the effect that our failure to maintain
our REIT status will not prevent SWAY from making a valid REIT election for any taxable year, or otherwise cause SWAY to fail to qualify for
taxation as a REIT for any taxable year). In the event of a breach of this representation or
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covenant, SWAY may be able to seek damages from us, which could have a significantly negative effect on our liquidity and results of
operations.

The failure of assets subject to repurchase agreements to qualify as real estate assets could adversely affect our ability to qualify as a REIT.

        We have entered into financing arrangements that are structured as sale and repurchase agreements pursuant to which we would nominally
sell certain of our assets to a counterparty and simultaneously enter into an agreement to repurchase these assets at a later date in exchange for a
purchase price. Economically, these agreements are financings which are secured by the assets sold pursuant thereto. We believe that we would
be treated for REIT asset and income test purposes as the owner of the assets that are the subject of any such sale and repurchase agreement
notwithstanding that such agreement may transfer record ownership of the assets to the counterparty during the term of the agreement. It is
possible, however, that the IRS could assert that we did not own the assets during the term of the sale and repurchase agreement, in which case
we could fail to qualify as a REIT.

We may be required to report taxable income for certain investments in excess of the economic income we ultimately realize from them.

        We may acquire debt instruments in the secondary market for less than their face amount. The discount at which such debt instruments are
acquired may reflect doubts about their ultimate collectability rather than current market interest rates. The amount of such discount will
nevertheless generally 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. Payments on residential mortgage loans are ordinarily
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. In addition, we may acquire distressed debt investments
that are subsequently modified by agreement with the borrower. If the amendments to the outstanding debt are "significant modifications" under
applicable U.S. Treasury regulations, the modified debt may be considered to have been reissued to us at a gain in a debt-for-debt exchange with
the borrower. In that event, we may be required to recognize taxable gain to the extent the principal amount of the modified debt exceeds our
adjusted tax basis in the unmodified debt, even if the value of the debt or the payment expectations have not changed.

        Moreover, some of the MBS that we acquire may have been issued with original issue discount. We will be required to report such original
issue discount based on a constant yield method and will be taxed based on the assumption that all future projected payments due on such MBS
will be made. If such MBS turns out not to be fully collectible, an offsetting loss deduction will become available only in the later year that
collectability is provable.

        Finally, in the event that any debt instruments or MBS 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 as it accrues, despite doubt as to its ultimate collectability. Similarly, we may be required to accrue interest
income with respect to subordinate MBS at its stated rate regardless of whether corresponding cash payments are received or are ultimately
collectible. In each case, while we would in general ultimately have an offsetting loss deduction available to us when such interest was
determined to be uncollectible, the utility of that deduction could depend on our having taxable income in that later year or thereafter.
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The "taxable mortgage pool" rules may increase the taxes that we or our stockholders may incur, and may limit the manner in which we
effect future securitizations.

        Securitizations could result in the creation of taxable mortgage pools for federal income tax purposes. As a REIT, so long as we own 100%
of the equity interests in a taxable mortgage pool, we generally would not be adversely affected by the characterization of the securitization as a
taxable mortgage pool. Certain categories of stockholders, however, such as foreign stockholders eligible for treaty or other benefits,
stockholders with net operating losses, and certain tax-exempt stockholders that are subject to unrelated business income tax, could be subject to
increased taxes on a portion of their dividend income from us that is attributable to the taxable mortgage pool. In addition, to the extent that our
stock is owned by tax-exempt "disqualified organizations," such as certain government-related entities and charitable remainder trusts that are
not subject to tax on unrelated business income, we may incur a corporate level tax on a portion of our income from the taxable mortgage pool.
In that case, we may reduce the amount of our distributions to any disqualified organization whose stock ownership gave rise to the tax.
Moreover, we would be precluded from selling equity interests in these securitizations to outside investors, or selling any debt securities issued
in connection with these securitizations that might be considered to be equity interests for tax purposes. These limitations may prevent us from
using certain techniques to maximize our returns from securitization transactions.

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

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

Our investments in construction loans will require us to make estimates about the fair value of land improvements that may be challenged by
the IRS.

        We may invest in construction loans, the interest from which will be qualifying income for purposes of the REIT income tests, provided
that the loan value of the real property securing the construction loan is equal to or greater than the highest outstanding principal amount of the
construction loan during any taxable year. For purposes of construction loans, the loan value of the real property is the fair value of the land plus
the reasonably estimated cost of the improvements or developments (other than personal property) that will secure the loan and that are to be
constructed from the proceeds of the loan. There can be no assurance that the IRS would not challenge our estimate of the loan value of the real
property.

The failure of a mezzanine loan to qualify as a real estate asset could adversely affect our ability to qualify as a REIT.

        We invest in mezzanine loans, for which the IRS has provided a safe harbor but not rules of substantive law. Pursuant to the safe harbor, if
a mezzanine loan meets certain requirements, it will be treated by the IRS as a real estate asset for purposes of the REIT asset tests, and interest
derived from the mezzanine loan will be treated as qualifying mortgage interest for purposes of the REIT 75% income test. We may acquire
mezzanine loans that do not meet all of the requirements of this safe harbor. In the event we own a mezzanine loan that does not meet the safe
harbor, the IRS could
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challenge such loan's treatment as a real estate asset for purposes of the REIT asset and income tests and, if such a challenge were sustained, we
could fail to qualify as a REIT.

Liquidation of assets may jeopardize our REIT qualification.

        To qualify as a REIT, we must comply with requirements regarding our assets and our sources of income. If we are compelled to liquidate
our investments to repay obligations to our lenders, we may be unable to comply with these requirements, ultimately jeopardizing our
qualification as a REIT, or we may be subject to a 100% tax on any resultant gain if we sell assets that are treated as dealer property or
inventory.

Complying with REIT requirements may limit our ability to hedge effectively and may cause us to incur tax liabilities.

        The REIT provisions of the Code substantially limit our ability to hedge our liabilities. Any income from a hedging transaction we enter
into to manage risk of interest rate changes with respect to borrowings made or to be made to acquire or carry real estate assets does not
constitute "gross income" for purposes of the 75% or 95% gross income tests. To the extent that 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 of the gross income tests.
As a result of these rules, we intend to limit our use of advantageous hedging techniques or implement those hedges through a domestic TRS.
This could increase the cost of our hedging activities because our TRS would be subject to tax on gains or expose us to greater risks associated
with changes in interest rates than we would otherwise want to bear. In addition, losses in our TRS will generally not provide any tax benefit,
except for being carried forward against future taxable income in the TRS.

Qualifying as a REIT involves highly technical and complex provisions of the Code.

        Qualification as a REIT involves the application of highly technical and complex Code provisions for which only limited judicial and
administrative authorities exist. Even a technical or inadvertent violation could jeopardize our REIT qualification. Our qualification as a REIT
will depend on our satisfaction of certain asset, income, organizational, distribution, stockholder ownership and other requirements on a
continuing basis. In addition, our ability to satisfy the requirements to qualify as a REIT depends in part on the actions of third parties over
which we have no control or only limited influence, including in cases where we own an equity interest in an entity that is classified as a
partnership for U.S. federal income tax purposes.

Risks Related to Our Common Stock

The market price and trading volume of our common stock could be volatile and the market price of our common stock could decline,
resulting in a substantial or complete loss of your investment.

        The stock markets, including the NYSE, which is the exchange on which our common stock is listed, have experienced significant price
and volume fluctuations. Overall weakness in the economy and other factors have recently contributed to extreme volatility of the equity
markets generally, including the market price of our common stock. As a result, the market price of our common stock has been and may
continue to be volatile, and investors in our common stock may experience a decrease in the value of their shares, including decreases unrelated
to our operating performance or prospects. Some of the factors that could negatively affect our stock price or result in fluctuations in the price or
trading volume of our common stock include:

�
our actual or projected operating results, financial condition, cash flows and liquidity, or changes in business strategy or
prospects;
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�
actual or perceived conflicts of interest with our Manager or Starwood Capital Group and individuals, including our
executives;

�
equity issuances by us, or share resales by our stockholders, or the perception that such issuances or resales may occur;

�
actual or anticipated accounting problems;

�
publication of research reports about us or the real estate industry;

�
changes in market valuations of similar companies;

�
adverse market reaction to the level of leverage we employ;

�
additions to or departures of our Manager's or Starwood Capital Group's key personnel;

�
speculation in the press or investment community;

�
our failure to meet, or the lowering of, our earnings estimates or those of any securities analysts;

�
increases in market interest rates, which may lead investors to demand a higher distribution yield for our common stock and
would result in increased interest expenses on our debt;

�
failure to maintain our REIT qualification;

�
uncertainty regarding our exemption from the Investment Company Act;

�
price and volume fluctuations in the stock market generally; and

�
general market and economic conditions, including the current state of the credit and capital markets.

        In the past, securities class action litigation has often been instituted against companies following periods of volatility in their share price.
This type of litigation could result in substantial costs and divert our management's attention and resources.

There may be future dilution of our common stock as a result of additional issuances of our securities, which could adversely impact our
stock price.

        Our board of directors is authorized under our charter to, among other things, authorize the issuance of additional shares of our common
stock or the issuance of shares of preferred stock or additional securities convertible or exchangeable into equity securities, without stockholder
approval. Future issuances of our common stock or shares of preferred stock or securities convertible or exchangeable into equity securities may
dilute the ownership interest of our existing stockholders. Because our decision to issue additional equity or convertible or exchangeable
securities in any future offering will depend on market conditions and other factors beyond our control, we cannot predict or estimate the
amount, timing or nature of our future issuances. Additionally, any convertible or exchangeable securities that we issue may have rights,
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common stock, or the availability of shares for future sales, on the market price of our common stock. Sales of substantial amounts of common
stock or the perception that such sales could occur may adversely affect the prevailing market price for our common stock.
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Risks Related to LNR's Business and the Company's Acquisition of LNR

The acquisition of LNR, and particularly its special servicing business, exposes us to risks that we did not face prior to the acquisition.

        LNR derives a substantial portion of its cash flows from the special servicing of pools of commercial mortgage loans. As special servicer,
LNR typically receives fees based upon the outstanding balance of the loans that are being specially serviced by LNR. We anticipate that the
balance of loans in special servicing where LNR acts as special servicer will decline significantly over the next several years and that LNR's
servicing fees will likewise decline materially. The special servicing industry is highly competitive, and LNR's inability to compete successfully
with other firms to maintain its existing servicing portfolio and obtain future servicing opportunities could have a material and adverse impact on
LNR's future cash flows and results of operations, which, in turn, could adversely affect our results of operations if the special servicing
portfolio declines more than we projected in our underwriting of the acquisition. Because the right to appoint the special servicer for securitized
mortgage loans generally resides with the holder of the "controlling class" position in the relevant trust and may migrate to holders of different
classes of securities as additional losses are realized, LNR's ability to maintain its existing servicing rights and obtain future servicing
opportunities may require, in many cases, the acquisition of additional CMBS. Accordingly, LNR's ability to compete effectively may depend,
in part, on the availability of additional debt or equity capital to fund these purchases. Additionally, LNR's existing servicing portfolio is subject
to "run off," meaning that mortgage loans serviced by it may be prepaid prior to maturity, refinanced with a mortgage not serviced by LNR, or
liquidated through foreclosure, deed-in-lieu of foreclosure or other liquidation processes, or repaid through standard amortization of principal,
resulting in lower servicing fees and/or lower returns on the subordinated securities owned by LNR. Improving economic conditions and
property prices, and declines in interest rates and greater availability of mortgage financing, could reduce the incidence of assets going into
special servicing and reduce LNR's revenues from special servicing, including as a result of lower fees under new arrangements. The fair value
of LNR's servicing rights may decrease under the foregoing circumstances, resulting in losses.

        LNR's conduit operations are subject to volatile market conditions and significant competition. In addition, the conduit business may suffer
losses as a result of ineffective or inadequate hedges and credit issues.

        LNR's businesses outside of the United States subject it to currency risks. Most of LNR Europe's investments and liabilities are
denominated in currencies other than U.S. dollars. LNR generally does not hedge currency risk. As a result, unfavorable changes in exchange
rates could result in losses independent of the performance of the underlying business.

LNR operates a special servicing business, which has certain unique risks.

        In connection with the special servicing of mortgage loans, a special servicer may, at the direction of the directing certificateholder,
generally take actions with respect to the specially serviced mortgage loans that could adversely affect the holders of some or all of the more
senior classes of CMBS. We may hold subordinated CMBS and we may or may not be the directing holder in any CMBS transaction in which
LNR also acts as special servicer. We may have conflicts of interest in exercising LNR's rights as holder of subordinated classes of CMBS and
in owning the entity that also acts as the special servicer for such transactions. It is possible that LNR, acting as the directing certificateholder for
a CMBS transaction, may direct special servicer actions that conflict with the interests of certain other classes of the CMBS issued in that
transaction. The special servicer is not permitted to take actions that are prohibited by law or that violate the applicable servicing standard or the
terms of the applicable CMBS documentation or the applicable mortgage loan documentation, and LNR is subject to the risk of claims asserted
by mortgage loan borrowers and the holders of other classes of CMBS that it has violated applicable law or, if applicable, the servicing standard
and its other obligations under such CMBS documentation or mortgage loan documentation, as a result of actions it may take.
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We may not realize all of the anticipated benefits of the LNR acquisition or such benefits may take longer to realize than expected.

        The success of the LNR acquisition depends, in part, on our ability to realize the anticipated benefits from successfully integrating LNR's
business with ours. The combination of two independent companies is a complex, costly and time-consuming process. As a result, we are and
will continue to be required to devote significant management attention and resources to integrating the business practices and operations of
LNR. The integration process may disrupt our business and, if implemented ineffectively, could preclude us from realizing all of the potential
benefits we expect to realize with respect to the acquisition. Our failure to meet the challenges involved in integrating successfully our
operations and LNR's operations or otherwise to realize the anticipated benefits of the transaction could cause an interruption of, or a loss of
momentum in, our business and could seriously harm our results of operations. In addition, the overall integration of the two companies may
result in material unanticipated problems, expenses, liabilities, competitive responses, loss of business relationships and diversion of
management's attention, and may cause our stock price to decline.

        In addition, even once our operations and LNR's are fully integrated, we may not realize the full benefits of the acquisition within the
anticipated time frame, or at all.

LNR's business is subject to an evolving regulatory environment that may affect certain aspects of its current business.

        LNR acquires subordinated securities issued by and acts as special servicer for securitizations. As a result of the dislocation of the credit
markets, the securitization industry is becoming subject to additional regulation. In particular, pursuant to the Dodd-Frank Wall Street Reform
and Consumer Protection Act (the "Dodd-Frank Act"), various federal agencies have promulgated a rule that generally requires issuers in
securitizations to retain 5% of the risk associated with the securities. While the rule as adopted will generally allow the purchase of the CMBS
"B-Piece" by a party not affiliated with the issuer to satisfy the risk retention requirement, current CMBS B-Pieces are generally not large
enough to fully satisfy the 5% requirement. The CMBS industry is currently in negotiations with those federal agencies to allow additional third
parties to partner with traditional B-Piece buyers and purchase the securities immediately senior to the B-Piece in order to satisfy the 5%
requirement in the rule. No assurance can be given that the agencies will permit such an arrangement. Accordingly, when the rule takes effect in
2015, buyers of B-Pieces such as LNR may be required to purchase larger B-Pieces, potentially reducing returns on such investments.
Additionally, the SEC recently promulgated additional regulations with respect to securitizations, which regulations generally include additional
disclosure and reporting requirements. The additional regulations took effect in late November 2014, but compliance dates for the additional
regulations will occur in late November 2015 and late November 2016. Certain of the regulations could pose additional risks to our participation
in future securitizations or could reduce the economic incentives of participating in future securitizations.

Many of the assets that we acquired in the acquisition of LNR were acquired by, or are ownership interests in, entities subject to entity level
or foreign taxes, which cannot be passed through to, or used by, our stockholders to reduce taxes they owe.

        Most of the assets that we acquired in the acquisition of LNR are held through a TRS, which is subject to entity level taxes on income that it
earns. We anticipate such taxes to materially increase the taxes paid by our TRSs. In addition, certain of the assets that we acquired in the
acquisition of LNR include entities organized or assets located in foreign jurisdictions. Taxes that we or such entities pay in foreign jurisdictions
may not be passed through to, or used by, our stockholders as a foreign tax credit or otherwise.
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We may bear the costs of certain pre-closing taxes.

        The acquisition of LNR involved the purchase of the LNR companies, a significant portion of which were historically C corporations for
federal income tax purposes, some of which are currently under audit by the IRS. While the sellers of LNR have generally agreed to pay (or
indemnify us) for any pre-closing tax liabilities, such indemnity obligations are generally limited to the amount of the purchase price for LNR
and, in certain situations, limited to certain maximum amounts with respect to certain LNR entities, as agreed upon by the sellers and us.
Furthermore, because any such pre-existing tax liabilities may not be assessed by the federal or state taxing authorities, or may not be settled
with such taxing authorities, prior to the release of the escrowed funds to the sellers, there can be no assurance that we will be able to enforce
payment or indemnification by the sellers of or with respect to any such pre-closing tax liabilities. While the sponsors of the sellers are providing
a limited guarantee on certain pre-closing tax liabilities, such guarantee is limited to certain specified entities and certain specified amounts, as
agreed to between us, the sellers and such sponsors. Accordingly, such LNR companies may become liable for pre-closing taxes, which
pre-closing taxes may, in the event of an inability to enforce the indemnity or in the event of a tax liability in excess of the agreed upon caps on
such liabilities, be borne by us.

Our consolidated financial statements changed materially as a result of our acquisition of LNR as we now consolidate the assets and
liabilities of CMBS pools in which LNR owns the controlling class of subordinated securities and is considered the "primary beneficiary."

        As a result of our acquisition of LNR, we are now required to consolidate the assets and liabilities of certain CMBS pools in which LNR
owns the controlling class of subordinated securities into our financial statements, even though the value of the subordinated securities may
represent a small interest relative to the size of the pool. Under GAAP, companies are required to consolidate VIEs in which they are determined
to be the primary beneficiary. A VIE must be consolidated only by its primary beneficiary, which is defined as the party who, along with its
affiliates and agents, has a potentially significant interest in the entity and controls the entity's significant decisions. As a result of the foregoing,
our financial statements are more complex and may be more difficult to understand than if we did not consolidate the CMBS pools.

LNR's business includes investment in subordinated CMBS. The risks of investment in CMBS are magnified in LNR's case, where the
principal payments received by the CMBS trust are made in priority to the higher rated securities.

        CMBS are subject to the various risks that relate to the pool of underlying commercial mortgage loans and any other assets in which the
CMBS represents an interest. In addition, CMBS are subject to additional risks arising from the geographic, property type and other types of
concentrations in the pool of underlying commercial mortgage loans which risks are magnified by the subordinated nature of the CMBS in
which LNR invests. In the event of defaults on the mortgage loans in the CMBS trusts, LNR will bear a risk of loss on its related subordinated
CMBS to the extent of deficiencies between the value of the collateral and the principal, accrued interest and unpaid fees and expenses on the
mortgage loans, which may be offset to some extent by the special servicing fees received by LNR on those mortgage loans. The yield to
maturity on the CMBS will depend largely upon the price paid for the CMBS, which are generally sold at a discount at issuance and trade at
even steeper discounts in the secondary markets. Further, the yield to maturity on CMBS will depend, in significant part, upon the rate and
timing of principal payments on the underlying mortgage loans, including both voluntary prepayments, if permitted, and involuntary
prepayments, such as prepayments resulting from casualty or condemnation, defaults and liquidations or repurchases upon breaches of
representations and warranties or document defects. Any changes in the weighted average lives of CMBS may adversely affect yield on the
CMBS. Prepayments resulting in a shortening of weighted average lives of CMBS
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may be made at a time of low interest rates when we may be unable to reinvest the resulting payment of principal on the CMBS at a rate
comparable to that being earned on the CMBS, while delays and extensions resulting in a lengthening of those weighted average lives may occur
at a time of high interest rates when we may have been able to reinvest scheduled principal payments at higher rates.

        The exercise of remedies and successful realization of liquidation proceeds relating to commercial mortgage loans underlying CMBS may
be highly dependent on the performance of LNR as special servicer. LNR attempts to underwrite investments on a "loss-adjusted" basis, which
projects a certain level of performance. However, there can be no assurance that this underwriting will accurately predict the timing or
magnitude of such losses. To the extent that this underwriting has incorrectly anticipated the timing or magnitude of losses, our business may be
adversely affected. Some of the mortgage loans underlying the CMBS are already in default and additional loans may default in the future. In th
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