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This prospectus supplement relates to the issuance and sale of up to 5,000,000 shares of our common stock
from time to time through our sales agent, Cantor Fitzgerald & Co. These sales, if any, will be made pursuant to the
terms of a sales agreement between us and the sales agent.

Our common stock trades on the New York Stock Exchange (NYSE) under the symbol "CDR." Sales of shares
of our common stock under this prospectus supplement, if any, may be made in privately negotiated transactions
and/or any other method permitted by law, including sales deemed to be an "at the market" offering as defined in Rule
415 under the Securities Act of 1933, as amended, which includes sales made directly on the NYSE, the existing
trading market for our common stock, or sales made to or through a market maker other than on an exchange. The
sales agent will make all sales on a best efforts basis using commercially reasonable efforts consistent with its normal
trading and sales practices, on mutually agreed terms between the sales agent and us. On September 13, 2006, the last
reported sales price of our common stock on the NYSE was $15.66 per share.

The compensation to the sales agent for sales of common stock sold pursuant to the sales agreement will be
2.5% of the gross proceeds of the sales price per share of the shares of common stock sold. The net proceeds from any
sales under this prospectus supplement will be used as described under "Use of Proceeds" in this prospectus
supplement.

In connection with the sale of common stock on our behalf, the sales agent may be deemed to be an
"underwriter" within the meaning of the Securities Act of 1933, as amended, and the compensation of the sales agent
may be deemed to be underwriting commissions or discounts. We have agreed to provide indemnification and
contribution to the sales agent against certain liabilities, including liabilities under the Securities Act of 1933, as
amended.

You should carefully read and consider the "Risk Factors" beginning on page S-2 of this prospectus supplement
and page 3 of the accompanying prospectus. You may also wish to read the "Risk Factors" section of our Form 10-K
for the year ended December 31, 2005.

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

Cantor Fitzgerald & Co.
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You should rely only on the information contained in or incorporated by reference in this prospectus
supplement and the accompanying prospectus. We have not authorized anyone to provide you with any other
information. You should not assume that the information contained in this prospectus supplement or the
accompanying prospectus is accurate as of any date other than the date of this prospectus supplement or the
accompanying prospectus, respectively, or that information contained in any document incorporated or deemed to be
incorporated by reference is accurate as of any date other than the date of that document.

The distribution of this prospectus supplement and the accompanying prospectus in some jurisdictions may be
restricted by law. Persons who receive this prospectus supplement and the accompanying prospectus should inform
themselves about and observe any such restrictions. This prospectus supplement and the accompanying prospectus do
not constitute, and may not be used in connection with, an offer or solicitation by anyone in any jurisdiction in which
such offer or solicitation is not authorized or in which the person making such offer or solicitation is not authorized or
in which the person making such offer or solicitation is not qualified to do so or to any person to whom it is unlawful
to make such offer or solicitation.

THE COMPANY
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We were organized in 1984 and elected to be taxed as a REIT in 1986. We are a fully integrated,
self-administered and self-managed real estate company. We acquire, own, manage, lease, develop and redevelop
primarily supermarket-anchored community shopping centers and drug store-anchored convenience centers located in
nine states largely in the Northeast and mid-Atlantic regions. As of June 30, 2006, we owned 85 properties
aggregating approximately 8.9 million square feet of gross leaseable area.

We conduct our business through our operating partnership, a Delaware limited partnership. As of June 30,
2006, we owned approximately a 94.9% interest in the operating partnership.

Our principal executive offices are located at 44 South Bayles Avenue, Port Washington, NY 11050-3765, our
telephone number is (516) 767-6492 and our website address is www.cedarshoppingcenters.com.

In this prospectus supplement, the terms "we", "us" and "our" include Cedar Shopping Centers, Inc., Cedar
Shopping Centers Partnership, L.P. and their consolidated subsidiaries.

USE OF PROCEEDS

We will contribute the net proceeds from our offering of common stock to our operating partnership. Our
operating partnership presently intends to use all the net proceeds from our offering of common stock to repay
amounts outstanding on our secured revolving credit facility and for general corporate purposes, including the
acquisition of shopping centers that are complementary to our existing portfolio, and for the development and
redevelopment of properties. We expect thereafter to borrow from time to time under our secured revolving credit
facility to provide funds for general working capital and other corporate purposes, including the acquisition of
additional properties and the redevelopment or development of existing or new properties. We have a $225 million
secured revolving credit facility with Bank of America, N.A. (as agent) and several other banks, pursuant to which we
have pledged certain of our shopping center properties as collateral for borrowings thereunder; the facility is
expandable to $300 million, subject to certain conditions, and will expire in January 2008, subject to a one year
extension option. As of June 30, 2006, based on covenants and collateral in place, we were permitted to draw up to
$201.9 million, of which approximately $77.4 million remained available as of that date. The credit facility is used to
fund acquisitions, development and redevelopment activities, capital expenditures, mortgage repayments, dividend
distributions, working capital and other general corporate purposes. The facility is subject to customary financial
covenants, including limits on leverage and other financial statement ratios. We are in the process of expanding the
facility to its full $300 million, which is expected to be completed by the end of September 2006. Borrowings
outstanding under the facility aggregated $124.5 million at June 30, 2006, and such borrowings bore interest at an
average rate of 6.6% per annum. Borrowings under the facility incurred interest at a rate of LIBOR plus 135 basis
points for the six months ended June 30, 2006; the basis points spread under the terms of the facility ranges from 120
basis points to 165 basis points over LIBOR depending upon the Company s leverage ratio, as defined.

RISK FACTORS

An investment in our common stock involves various risks, including those described below pertaining to the common
stock and those described in the accompanying prospectus beginning on page 3 that address the general risks
associated with our business. You should carefully consider such risk factors, together with the other information
contained or incorporated by reference in this prospectus supplement and the accompanying prospectus, before
acquiring shares of our common stock.

Market volatility may adversely affect the market price of our common stock.
As with other publicly traded securities, the trading price of our common stock depends on several factors, many of

which are beyond our control, including:
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general market and economic conditions;
prevailing interest rates;

the market for similar securities issued by REITs;
our credit rating; and

our financial condition and results of operations.

Holders of our outstanding preferred stock have liquidation and other rights that are senior to the rights of the
holders of our common stock.

Our board of directors has the authority to designate and issue preferred stock that may have dividend, liquidation and
other rights that are senior to those of our common stock. As of June 30, 2006, 3,550,000 shares of our Series A
preferred stock were issued and outstanding. Holders of our preferred stock are entitled to cumulative dividends
before any dividends may be declared or set aside on our common stock. Upon our voluntary or involuntary
liquidation, dissolution or winding up, before any payment is made to holders of our common stock, holders of our
preferred stock are entitled to receive a liquidation preference of $25.00 per share, plus any accrued and unpaid
distributions, plus a premium if liquidation occurs before July 28, 2009. This will reduce the remaining amount of our
assets, if any, available to distribute to holders of our common stock. In addition, holders of our preferred stock have
the right to elect two additional directors to our board of directors if six or more quarterly preferred dividends are in
arrears.

Any issuance of shares of our common stock in the future could have a dilutive effect on your investment.

We may sell shares of our common stock, or securities convertible or exchangeable into or exercisable for shares of
our common stock, in the public or private equity markets if and when conditions are favorable, even if we do not
have an immediate need for capital at any time. We could choose to issue such shares or securities for a variety of
reasons, including for investment or acquisition purposes. Raising funds by issuing shares of our common stock, or
securities convertible or exchangeable into or exercisable for shares of our common stock, will dilute the ownership of
our existing stockholders. Additionally, we may issue equity securities in the future that have rights, preferences or
privileges that are senior to your rights as a holder of our common stock.

MATERIAL UNITED STATES FEDERAL
INCOME TAX CONSIDERATIONS

The following is a summary of the material federal income tax consequences relating to the acquisition,
holding, and disposition of our common stock. This summary is based upon the Internal Revenue Code of 1986, as
amended (the "Code"), the regulations promulgated thereunder by the U.S. Treasury Department, rulings and other
administrative pronouncements issued by the IRS, and judicial decisions, all as currently in effect, and all of which are
subject to differing interpretations or to change, possibly with retroactive effect. No assurance can be given that the
IRS would not assert, or that a court would not sustain, a position contrary to any of the tax consequences described
below. No advance ruling has been or will be sought from the IRS regarding any matter discussed in this prospectus
supplement. The summary is also based upon the assumption that our operations will be in accordance with our
organizational documents. This summary is for general information only, and does not purport to discuss all aspects of
federal income taxation that may be important to a particular investor in light of its investment or tax circumstances,
or to investors subject to special tax rules, such as:

financial institutions;
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banks;

insurance companies;
broker-dealers;

regulated investment companies;

persons who hold our stock as a "hedge" or as a position in a "straddle" or as part of a "conversion
transaction";

persons who are required to mark-to-market for tax purposes;
persons that have a "functional currency" other than the U.S. dollar; and

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

and, except to the extent discussed below:
tax-exempt organizations; and

foreign investors.

This summary assumes that investors will hold our stock as capital assets, which generally means as property
held for investment.

THE FEDERAL INCOME TAX TREATMENT OF HOLDERS OF OUR COMMON STOCK DEPENDS IN
SOME INSTANCES ON DETERMINATIONS OF FACT AND INTERPRETATIONS OF COMPLEX
PROVISIONS OF FEDERAL INCOME TAX LAW FOR WHICH NO CLEAR PRECEDENT OR AUTHORITY
MAY BE AVAILABLE. IN ADDITION, THE TAX CONSEQUENCES OF HOLDING OUR COMMON STOCK
TO ANY PARTICULAR STOCKHOLDER WILL DEPEND ON THE STOCKHOLDER S PARTICULAR TAX
CIRCUMSTANCES. YOU ARE URGED TO CONSULT YOUR TAX ADVISOR REGARDING THE FEDERAL,
STATE, LOCAL, AND FOREIGN INCOME AND OTHER TAX CONSEQUENCES TO YOU IN LIGHT OF
YOUR PARTICULAR INVESTMENT OR TAX CIRCUMSTANCES OF ACQUIRING, HOLDING,
EXCHANGING, OR OTHERWISE DISPOSING OF OUR COMMON STOCK.

Taxation of the Company

We have elected to be taxed as a REIT, commencing with our taxable year ending December 31, 1986, upon the
filing of our federal income tax return for that year. We believe that we were organized and have operated in such a
manner as to qualify for taxation as a REIT, and intend to continue to operate in such a manner.

The law firm of Stroock & Stroock & Lavan LLP has acted as our tax counsel since 1998. We expect to receive
an opinion of Stroock & Stroock & Lavan LLP to the effect that we are organized in conformity with the requirements
for qualification as a REIT under the Code, and that our actual method of operation will enable us to continue to meet
the requirements for qualification and taxation as a REIT. It must be emphasized that the opinion of Stroock &
Stroock & Lavan LLP is based on various assumptions relating to our organization and operation, and is conditioned
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upon representations and covenants made by our management regarding our organization, assets and the past, present
and future conduct of our business operations. While we intend to operate so that we will continue to qualify as a
REIT, given the highly complex nature of the rules governing REITs, the ongoing importance of factual
determinations, and the possibility of future changes in our circumstances, no assurance can be given by Stroock &
Stroock & Lavan LLP or us that we will so qualify for any particular year. The opinion, a copy of which will be filed
as an exhibit to the registration statement of which this prospectus supplement is a part, is expressed as of the date
issued, and does not cover subsequent periods. Counsel will have no obligation to advise us or the holders of our stock
of any subsequent change in the matters stated, represented or assumed, or of any subsequent change in the applicable
law. You should be aware that opinions of counsel are not binding on the IRS or the courts, and no assurance can be
given that the IRS will not challenge the conclusions set forth in such opinions or that a court would not sustain such a
challenge.

Qualification and taxation as a REIT depends on our ability to meet on a continuing basis, through actual
operating results, distribution levels, and diversity of stock ownership, various qualification requirements imposed
upon REITs by the Code, the compliance with which will not be reviewed by Stroock & Stroock & Lavan LLP. In
addition, our ability to qualify as a REIT depends in part upon the operating results, organizational structure and entity
classification for federal income tax purposes of certain affiliated entities, the status of which may not have been
reviewed by Stroock & Stroock & Lavan LLP. Our ability to qualify as a REIT also requires that we satisfy certain
asset tests, some of which depend upon the fair market values of assets directly or indirectly owned by us. Such values
may not be susceptible to a precise determination. Accordingly, no assurance can be given that the actual results of
our operations for any taxable year satisfy such requirements for qualification and taxation as a REIT.

Taxation of REITS in General

As indicated above, qualification and taxation as a REIT depends upon our ability to meet, on a continuing
basis, various qualification requirements imposed upon REITs by the Code. The material qualification requirements
are summarized below under " Requirements for Qualification General." While we intend to operate so that we
continue to qualify as a REIT, no assurance can be given that the IRS will not challenge our qualification, or that we
will be able to continue to operate in accordance with the REIT requirements in the future. See " Failure to Qualify."

Provided that we continue to qualify as a REIT, we will generally be entitled to a deduction for dividends that
we pay and therefore will not be subject to federal corporate income tax on our net income that is currently distributed
to our stockholders. This treatment substantially eliminates the "double taxation" at the corporate and stockholder
levels that generally results from investment in a corporation. Rather, income generated by a REIT generally is taxed
only at the stockholder level upon a distribution of dividends by the REIT.

The Jobs and Growth Tax Relief Reconciliation Act of 2003, or the 2003 Act, reduced the rate at which
individual stockholders are taxed on corporate dividends from a maximum of 38.6% (as ordinary income) to a
maximum of 15% (the same as long-term capital gains) for the 2003 through 2008 tax years. The Tax Increase
Prevention and Reconciliation Act of 2005 extended the lower capital gains and dividend rates through taxable years
beginning on or before December 31, 2010. In 2011, the maximum tax rate on long-term capital gains will return to
20% and the maximum rate on dividends will be 39.6%.Dividends received by stockholders from us or from other
entities that are taxed as REITs, however, are generally not eligible for the reduced rates and will continue to be taxed
at rates applicable to ordinary income.

Net operating losses, foreign tax credits and other tax attributes of a REIT generally do not pass through to the
stockholders of the REIT, subject to special rules for certain items such as capital gains recognized by REITs. See

"Material United States Federal Income Tax Considerations Taxation of Stockholders."

If we continue to qualify as a REIT, we will nonetheless be subject to federal tax in the following
circumstances:
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We will be taxed at regular corporate rates on any undistributed income, including undistributed net
capital gains.

We may be subject to the "alternative minimum tax" on our items of tax preference, including any
deductions of net operating losses.

We will be subject to a 100% tax on net income derived from "prohibited transactions" (which are, in
general, certain sales or other dispositions of property (other than "foreclosure property") held primarily
for sale to customers in the ordinary course of business).

If we should fail to satisfy the 75% gross income test or the 95% gross income test, as discussed below,
but nonetheless maintain our qualification as a REIT because other requirements are met, we will be
subject to a 100% tax on the amount by which we fail such test adjusted to reflect our profitability.

If we should fail to satisfy certain asset tests, as discussed below, but nonetheless maintain our
qualification as a REIT because we meet certain other requirements, we will be subject to a tax equal to
the greater of (a) $50,000 or (b) the amount determined by multiplying (i) the net income generated by the
assets that caused the failure by (ii) the highest corporate tax rate.

If we should fail to distribute during each calendar year at least the sum of (a) 85% of our REIT ordinary
income for such year, (b) 95% of our REIT capital gain net income for such year, and (c) any
undistributed taxable income from prior periods, we would be subject to a 4% excise tax on the excess of
the required distribution over the sum of (i) the amounts actually distributed plus (ii) retained amounts on
which income tax is paid at the corporate level.

If we have (i) net income from the sale or other disposition of "foreclosure property" (defined generally as
property acquired through foreclosure or otherwise as a result of a default on a loan secured by the
property or a lease of such property) that is held primarily for sale to customers in the ordinary course of
business or (ii) other non-qualifying income from foreclosure property, we will be subject to tax on such
income at the highest corporate income tax rate.

We may be required to pay monetary penalties to the IRS in certain circumstances, including if we fail to

(a) meet record keeping requirements intended to monitor our compliance with rules relating to the
composition of a REIT s stockholders, as described below in " Requirements for Qualification General" or
(b) satisty certain REIT qualification requirements, other than the income tests or asset tests, and the

failure is due to reasonable cause and not willful neglect.

A 100% tax may be imposed on some items of income and expense that are directly or constructively paid
between a REIT and a taxable REIT subsidiary (as described below) if and to the extent that the IRS
successfully adjusts the reported amounts of these items.

If we acquire appreciated assets from a corporation that is not a REIT (i.e., a corporation taxable under
subchapter C of the Code) in a transaction in which the adjusted tax basis of the assets in our hands is
determined by reference to the adjusted tax basis of the assets in the hands of the subchapter C
corporation, we may be subject to tax on such appreciation at the highest corporate income tax rate then
applicable if we subsequently recognize gain on a disposition of any such assets during the ten-year period
following their acquisition from the subchapter C corporation.

We will be subject to tax at the highest corporate income tax rate on the portion of any excess inclusion
we derive from REMIC residual interests that is equal to the percentage of our stock that is owned by

"disqualified organizations" (generally, tax-exempt entities not subject to tax on unrelated business
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income, including governmental organizations).

We may elect to retain and pay income tax on our net long-term capital gain. In that case, a domestic
stockholder would be taxed on its proportionate share of our undistributed long-term capital gain (to the
extent that a timely designation of such gain is made by us to the stockholder) and would receive a credit
or refund for its proportionate share of the tax we paid.

In addition, we and our subsidiaries may be subject to a variety of taxes, including payroll taxes and state, local,
and foreign income, property and other taxes on their assets and operations. We could also be subject to tax in
situations and on transactions not presently contemplated.

Requirements for Qualification General
The Code defines a REIT as a corporation, trust or association:
(a) that is managed by one or more trustees or directors;

(b) the beneficial ownership of which is evidenced by transferable shares, or by transferable certificates of
beneficial interest;

(c) that would be taxable as a domestic corporation but for the special Code provisions applicable to REITsS;
(d) thatis neither a financial institution nor an insurance company subject to specific provisions of the Code;
(e) the beneficial ownership of which is held by 100 or more persons;

(f)  in which, during the last half of each taxable year, not more than 50% in value of the outstanding stock is
owned, directly or indirectly, by five or fewer "individuals" (as defined in the Code to include specified
entities); and

(g) which meets other tests described below, including with respect to the nature of its income and assets.

The Code provides that conditions (a) through (d) must be met during the entire taxable year, and that condition
(e) must be met during at least 335 days of a taxable year of 12 months, or during a proportionate part of a shorter
taxable year. Our charter provides restrictions regarding transfers of our shares, which are intended to assist us in
satisfying the share ownership requirements described in conditions (e) and (f) above.

To monitor compliance with the share ownership requirements, we are generally required to maintain records
regarding the actual ownership of our shares. To do so, we must demand written statements each year from the record
holders of significant percentages of our stock in which the record holders are to disclose the actual owners of the
shares, i.e., the persons required to include in gross income the dividends paid by us. A list of those persons failing or
refusing to comply with this demand must be maintained as part of our records. Failure by us to comply with these
record keeping requirements could subject us to monetary penalties. A stockholder that fails or refuses to comply with
the demand is required by Treasury regulations to submit a statement with its tax return disclosing the actual
ownership of the shares and other information.

In addition, a corporation generally may not elect to become a REIT unless its taxable year is the calendar year.
We satisfy this requirement.
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Effect of Subsidiary Entities

Ownership of Partnership Interests. In the case of a REIT that is a partner in a partnership, the REIT is deemed
to own its proportionate share (based on its capital interest or, in the case of the 10% value test (as defined below
under " Asset Tests" ), based on its capital interest and its interest in certain debt securities issued by the partnership)
of the partnership s assets, and to earn its proportionate share of the partnership s income, for purposes of the asset and
gross income tests applicable to REITs as described below. In addition, the assets and gross income of the partnership
are deemed to retain the same character in the hands of the REIT. Thus, our proportionate share of the assets and items
of income of any subsidiary partnership are treated as our assets and items of income for purposes of applying the
REIT requirements described below. A summary of certain rules governing the federal income taxation of
partnerships and their partners is provided below in "Tax Aspects of Investments in Affiliated Partnerships."

Disregarded Subsidiaries. If a REIT owns a corporate subsidiary that is a "qualified REIT subsidiary," that
subsidiary is disregarded for federal income tax purposes, and all assets, liabilities and items of income, deduction and
credit of the subsidiary are treated as assets, liabilities and items of income, deduction and credit of the REIT itself,
including for purposes of the gross income and asset tests applicable to REITs as summarized below. A qualified
REIT subsidiary is any corporation, other than a "taxable REIT subsidiary" as described below, that is wholly-owned
by a REIT, or by other disregarded subsidiaries, or by a combination of the two. Other entities that are wholly-owned
by a REIT, including single member limited liability companies, are also generally disregarded as separate entities for
federal income tax purposes, including for purposes of the REIT income and asset tests. Disregarded subsidiaries,
along with partnerships in which we hold an equity interest, are sometimes referred to herein as "pass-through
subsidiaries."

In the event that a disregarded subsidiary of ours ceases to be wholly-owned for example, if any equity interest
in the subsidiary is acquired by a person other than us or another disregarded subsidiary of ours the subsidiary s
separate existence would no longer be disregarded for federal income tax purposes. Instead, it would have multiple
owners and would be treated as either a partnership or a taxable corporation. Such an event could, depending on the
circumstances, adversely affect our ability to satisfy the various asset and gross income requirements applicable to
REITs, including the requirement that REITs generally may not own, directly or indirectly, more than 10% of the
securities of another corporation. See " Income Tests" and " Asset Tests."

Taxable Subsidiaries. A REIT, in general, may jointly elect with subsidiary corporations, whether or not
wholly-owned, to treat the subsidiary corporation as a taxable REIT subsidiary, or TRS. The separate existence of a
TRS or other taxable corporation, unlike a disregarded subsidiary as discussed above, is not ignored for federal
income tax purposes. Accordingly, such an entity would generally be subject to corporate income tax on its earnings,
which may reduce the cash flow generated by us and our subsidiaries in the aggregate, and our ability to make
distributions to our stockholders.

A parent REIT is not treated as holding the assets of a taxable subsidiary corporation or as receiving any income
that the subsidiary earns. Rather, the stock issued by the subsidiary is an asset in the hands of the parent REIT, and the
REIT recognizes as income, the dividends, if any, that it receives from the subsidiary. This treatment can affect the
income and asset test calculations that apply to the REIT, as described below. Because a parent REIT does not include
the assets and income of such subsidiary corporations in determining the parent s compliance with the REIT
requirements, such entities may be used by the parent REIT to indirectly undertake activities that the REIT rules might
otherwise preclude it from doing directly or through pass-through subsidiaries (for example, activities that give rise to
certain categories of income such as management fees or foreign currency gains).

Income Tests

In order to maintain qualification as a REIT, we annually must satisfy two gross income requirements. First, at
least 75% of our gross income for each taxable year, excluding gross income from sales of inventory or dealer
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property in "prohibited transactions", must be derived from investments relating to real property or mortgages on real
property, including "rents from real property," dividends from other REITS, interest derived from mortgage loans
secured by real property and gains from the sale of real estate assets, as well as income from some kinds of temporary
investments. Second, at least 95% of our gross income in each taxable year, excluding gross income from prohibited
transactions, must be derived from some combination of such income from investments in real property (i.e., income
that qualifies under the 75% income test described above), as well as other dividends, interest, and gain from the sale
or disposition of stock or securities, which need not have any relation to real property.

Rents received by us will qualify as "rents from real property" in satisfying the gross income requirements
described above, only if several conditions are met, including the following. If rent is partly attributable to personal
property leased in connection with a lease of real property, the portion of the total rent that is attributable to the
personal property will not qualify as "rents from real property" unless it constitutes 15% or less of the total rent
received under the lease. Moreover, for rents received to qualify as "rents from real property," the REIT generally
must not operate or manage the property or furnish or render services to the tenants of such property, other than
through an "independent contractor” from which the REIT derives no revenue. We and our affiliates are permitted,
however, to perform services that are "usually or customarily rendered" in connection with the rental of space for
occupancy only and are not otherwise considered rendered to the occupant of the property. In addition, we and our
affiliates may directly or indirectly provide non-customary services to tenants of our properties without disqualifying
all of the rent from the property if the payment for such services does not exceed 1% of the total gross income from
the property. For purposes of this test, the income received from such non-customary services is deemed to be at least
150% of the direct cost of providing the services. Moreover, we are permitted to provide services to tenants or others
through a TRS without disqualifying the rental income received from tenants for purposes of the REIT income
requirements. Also, rental income will qualify as rents from real property only to the extent that we do not directly or
constructively hold a 10% or greater interest, as measured by vote or value, in the lessee s equity, unless the lessee is a
TRS and certain other requirements are met.

To the extent that a REIT derives income from the rental of real property where all or a portion of the amount of
rental income payable is contingent, such income generally will qualify for purposes of the gross income tests only if
it is based upon the sales, and not the profits, of the lessee. This limitation does not apply, however, where the lessee
leases substantially all of its interest in the property to tenants or subtenants, to the extent that the rental income
derived by lessee would qualify as rents from real property had it been earned directly by a REIT.

If we fail to satisfy one or both of the 75% or 95% gross income tests for any taxable year, we may still qualify
as a REIT for the year if we are entitled to relief under applicable provisions of the Code. These relief provisions will
be generally available if our failure to meet these tests was due to reasonable cause and not due to willful neglect, we
attach to our tax return a schedule of the sources of our income, and any incorrect information on the schedule was not
due to fraud with intent to evade tax. It is not possible to state whether we would be entitled to the benefit of these
relief provisions in all circumstances. If these relief provisions are inapplicable to a particular set of circumstances
involving us, we will not qualify as a REIT. As discussed above under " Taxation of REITs in General," even where
these relief provisions apply, a tax would be imposed upon the amount by which we fail to satisfy the particular gross
income test.

Asset Tests

At the close of each calendar quarter, we must also satisfy four tests relating to the nature of our assets. First, at
least 75% of the value of our total assets must be represented by some combination of "real estate assets", cash, cash
items, U.S. government securities, and, under some circumstances, stock or debt instruments purchased with new
capital. For this purpose, real estate assets include interests in real property, such as land, buildings, leasehold interests
in real property, stock of other corporations that qualify as REITs, and some kinds of mortgage backed securities and
mortgage loans. Assets that do not qualify for purposes of the 75% test are subject to the additional asset tests
described below.
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The second asset test is that the value of any one issuer s securities owned by us (other than securities issued by
a TRS) may not exceed 5% of the value of our total assets. Third, we may not own more than 10% of any one issuer s
outstanding securities (other than securities of a TRS), as measured by either voting power or value (the prohibition on
owning more than 10%, as measured by value, of any one issuer s outstanding securities is sometimes referred to
herein as the "10% value test"). Fourth, the aggregate value of all securities issued by TRSs and held by us may not
exceed 20% of the value of our total assets. The 10% value test does not apply to "straight debt" having specified
characteristics.

Notwithstanding the general rule, as noted above, that for purposes of the REIT income and asset tests, a REIT
is treated as owning its share of the underlying assets of a subsidiary partnership, if a REIT holds indebtedness issued
by a partnership, the indebtedness will be subject to, and may cause a violation of, the asset tests, unless it is a
qualifying mortgage asset or otherwise satisfies the rules for "straight debt," or at least 75% of the partnership s gross
income (excluding income from prohibited transactions) is qualifying income for purposes of the 75% gross income
test described above under " Income Tests." Similarly, although stock of another REIT is a qualifying asset for
purposes of the REIT asset tests, non-mortgage debt held by us that is issued by another REIT may not so qualify.

We believe that our holdings of assets comply, and will continue to comply, with the foregoing REIT asset
requirements, and we intend to monitor compliance on an ongoing basis. No independent appraisals have been
obtained, however, to support our conclusions as to the value of our total assets. Accordingly, there can be no
assurance that the IRS will not contend that our interests in our subsidiaries or in the securities of other issuers will not
cause a violation of the REIT asset requirements.

If we should fail to satisfy the asset tests at the end of a calendar quarter, we would not lose our REIT status if
(a) we satisfied the asset tests at the end of the preceding calendar quarter and (b) the discrepancy between the value
of our assets and the asset test requirements arose from changes in the market values of our assets and was not wholly
or partly caused by the acquisition of one or more non-qualifying assets. If we did not satisfy the condition described
in clause (b) of the preceding sentence, we still could avoid disqualification by eliminating any discrepancy within 30
days after the close of the calendar quarter in which it arose.

In the event that we violate the second or third asset tests described above at the end of any calendar quarter
(and such violation is not cured within 30 days), we will not lose our REIT status if (a) the failure is de minimis (up to
the lesser of 1% of our assets or $10 million) and (b) we dispose of assets or otherwise comply with the asset tests
within six months after the last day of the quarter in which we identified such violation. In the event of a more than de
minimis violation of these tests and for violations of any of the other asset tests (where such violation is not cured
within 30 days), as long as the violation was due to reasonable cause and not to willful neglect, we will not lose our
REIT qualification if we (a) dispose of assets or otherwise comply with the asset tests within six months after the last
day of the quarter in which we identified such violation, (b) file a schedule with the IRS describing the assets that
caused such violation in accordance with regulations promulgated by the Secretary of Treasury and (c) pay a tax equal
to the greater of (1) $50,000 or (2) the amount determined by multiplying (i) the net income generated by the assets
that caused the failure during the period in which we failed to satisfy the assets test by (ii) the highest corporate tax
rate.

Annual Distribution Requirements

In order to continue to qualify as a REIT, we are required to distribute dividends, other than capital gain
dividends, to our stockholders in an amount at least equal to:

(a) the sum of (1) 90% of our "REIT taxable income" (computed without regard to our deduction for
dividends paid and net capital gains) and (2) 90% of the after tax net income, if any, from foreclosure property, minus

(b) the sum of specified items of non-cash income.
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These distributions must be paid in the taxable year to which they relate, or in the following taxable year if
declared before we timely file our tax return for the year and if paid with or before the first regular dividend payment
after such declaration. In addition, any dividends declared in the last three months of the taxable year, payable to
stockholders of record on a specified date during such period, will be treated as paid on December 31 of such year if
such dividends are distributed during January of the following year. In order for distributions to be counted for this
purpose, and to give rise to a tax deduction by us, they must not be "preferential dividends." A dividend is not a
preferential dividend if it is pro rata among all outstanding shares of stock within a particular class, and is in
accordance with the preferences among different classes of stock as set forth in our organizational documents.

To the extent that we distribute at least 90%, but less than 100%, of our "REIT taxable income," as adjusted, we
will be subject to tax at ordinary corporate tax rates on the retained portion. We may elect to retain, rather than
distribute, our net long-term capital gains and pay tax on such gains. In this case, we could elect to have our
stockholders include their proportionate share of such undistributed long-term capital gains in income, and to receive a
corresponding credit or refund for their share of the tax paid by us. Our stockholders would then increase the adjusted
basis of our common stock by the difference between the designated amounts included in their long-term capital gains
and the tax deemed paid with respect to their shares.

To the extent that a REIT has available net operating losses carried forward from prior tax years, such losses
may reduce the amount of distributions that it must make in order to comply with the REIT distribution requirements.
Such losses, however, will generally not affect the character, in the hands of stockholders, of any distributions that are
actually made by the REIT, which are generally taxable to stockholders to the extent that the REIT has current or
accumulated earnings and profits. See " Taxation of Stockholders Taxation of Taxable Domestic Stockholders
Distributions."

If we should fail to distribute during each calendar year (or by the end of January following such calendar year
in the case of distributions with declaration and record dates falling in the last three months of the calendar year) at
least the sum of (a) 85% of our REIT ordinary income for such year, (b) 95% of our REIT capital gain net income for
such year, and (c) any undistributed taxable income from prior periods, we would be subject to a 4% excise tax on the
excess of such required distribution over the sum of (x) the amounts actually distributed and (y) the amounts of
income retained on which we have paid corporate income tax. We intend to make timely distributions so that we are
not subject to the 4% excise tax.

It is possible that we, from time to time, may not have sufficient cash to meet the distribution requirements due
to timing differences between (a) the actual receipt of cash, including receipt of distributions from our subsidiaries,
and (b) the inclusion of items in income by us for federal income tax purposes. In the event that such timing
differences occur, in order to meet the distribution requirements, it might be necessary to arrange for short-term, or
possibly long-term, borrowings, or to pay dividends in the form of taxable in-kind distributions of property.

We may be able to rectify a failure to meet the distribution requirements for a year by paying "deficiency
dividends" to stockholders in a later year, which may be included in our deduction for dividends paid for the earlier
year. In this case, we may be able to avoid losing our REIT status or being taxed on amounts distributed as deficiency
dividends. However, we will be required to pay interest and a penalty based on the amount of any deduction taken for
deficiency dividends.

Failure To Qualify

If we fail to qualify for taxation as a REIT in any taxable year, and the relief provisions do not apply, we would
be subject to tax, including any applicable alternative minimum tax, on our taxable income at regular corporate rates.
Distributions to stockholders in any year in which we are not a REIT would not be deductible by us, nor would they
be required to be made. In this situation, to the extent of current and accumulated earnings and profits, all distributions
to stockholders that are individuals will generally be taxable at capital gains rates (through 2010), and, subject to
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limitations of the Code, corporate distributees may be eligible for the dividends received deduction. Unless we are
entitled to relief under specific statutory provisions, we would also be disqualified from re-electing to be taxed as a
REIT for the four taxable years following the year during which qualification was lost. It is not possible to state
whether, in all circumstances, we would be entitled to this statutory relief.

In the event that we fail to satisfy one or more requirements for qualification as a REIT, other than the 75% and
the 95% gross income tests and other than the asset tests, each of which is subject to the cure provisions described
above, we will retain our REIT qualification if (i) the violation is due to reasonable cause and not willful neglect and
(ii) we pay a penalty of $50,000 for each failure.

Prohibited Transactions

Net income derived from a prohibited transaction is subject to a 100% tax. The term "prohibited transaction"
generally includes a sale or other disposition of property that is held primarily for sale to customers in the ordinary
course of a trade or business. We intend to conduct our operations so that no asset owned by us or our pass-through
subsidiaries will be held for sale to customers, and that a sale of any such asset will not be in the ordinary course of
our business. Whether property is held "primarily for sale to customers in the ordinary course of a trade or business"
depends, however, on the particular facts and circumstances. No assurance can be given that any property sold by us
will not be treated as property held for sale to customers, or that we can comply with certain safe-harbor provisions of
the Code that would automatically prevent such treatment.

Tax Aspects of Investments in Affiliated Partnerships
General

We may hold investments through entities that are classified as partnerships for federal income tax purposes. In
general, partnerships are "pass-through" entities that are not subject to federal income tax. Rather, partners are
allocated their proportionate shares of the items of income, gain, loss, deduction and credit of a partnership, and are
potentially subject to tax on these items, without regard to whether the partners receive a distribution from the
partnership. We will include in our income our proportionate share of these partnership items for purposes of the
various REIT income tests (based solely on our capital interest in the partnership) and in the computation of our REIT
taxable income (based on the entire partnership agreement). Moreover, for purposes of the REIT asset tests, we will
include our proportionate share of assets held by subsidiary partnerships (based on our capital interest in the
partnership or, in the case of the 10% value test (as defined above under "Taxation of the Company Asset Tests"),
based on our capital interest in the partnership and our interest in certain debt securities issued by the partnership). See
"Taxation of the Company Effect of Subsidiary Entities Ownership of Partnership Interests."

Entity Classification

The investment by us in partnerships involves special tax considerations, including the possibility of a challenge
by the IRS of the status of