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PROSPECTUS SUPPLEMENT

(To Prospectus dated November 20, 2008)

19,500,000 SHARES

Sunstone Hotel Investors, Inc.
COMMON STOCK

We are offering 19,500,000 shares of our common stock.

Our common stock currently trades on the New York Stock Exchange, or NYSE, under the symbol �SHO.� On November 8, 2010, the last
reported sale price of our common stock on the NYSE was $10.93 per share. Shares of our common stock are subject to ownership and transfer
limitations that must be applied to maintain our status as a real estate investment trust, or REIT.

See �Risk Factors� beginning on page S-5 of this prospectus supplement to obtain information about where to
read certain factors you should consider before buying shares of our common stock.

Neither the Securities and Exchange Commission, or the SEC, nor any other state or federal regulatory body has approved or disapproved of
these securities or passed upon the accuracy or adequacy of this prospectus supplement or the accompanying prospectus. Any representation to
the contrary is a criminal offense.

Per Share Total
Public offering price $ 10.25 $ 199,875,000
Underwriting discount $ 0.4356 $ 8,494,200
Proceeds to Sunstone Hotel Investors, Inc. (before expenses) $ 9.8144 $ 191,380,800
To the extent the underwriters sell more than 19,500,000 shares of common stock, the underwriters have the option to purchase up to an
additional 2,925,000 shares from us.

The underwriters expect to deliver the shares in New York, New York on or about November 15, 2010.

Edgar Filing: Sunstone Hotel Investors, Inc. - Form 424B5

Table of Contents 1



Joint Book-Running Managers

BofA Merrill Lynch J.P. Morgan      Barclays Capital
Co-Managers

Citi Morgan Stanley        UBS Investment Bank
The date of this Prospectus Supplement is November 9, 2010.
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ABOUT THIS PROSPECTUS SUPPLEMENT

You should read this prospectus supplement along with the accompanying prospectus, as well as the information incorporated by reference
herein and therein, carefully before you invest in our common stock. These documents contain important information that you should consider
before making your investment decision. This prospectus supplement and the accompanying prospectus contain the terms of this offering of
common stock. The accompanying prospectus contains information about our securities generally, some of which does not apply to the common
stock covered by this prospectus supplement. This prospectus supplement may add, update or change information contained in or incorporated
by reference in the accompanying prospectus. If the information in this prospectus supplement is inconsistent with any information contained in
or incorporated by reference in the accompanying prospectus, the information in this prospectus supplement will apply and will supersede the
inconsistent information contained in or incorporated by reference in the accompanying prospectus.

It is important for you to read and consider all of the information contained in this prospectus supplement and the accompanying prospectus
before making your investment decision. You should also read and consider the additional information incorporated by reference in this
prospectus supplement and the accompanying prospectus before making your investment decision. See �Incorporation of Certain Information by
Reference� in this prospectus supplement.

You should rely only on the information contained in or incorporated by reference in this prospectus supplement, the accompanying
prospectus and any related free writing prospectus required to be filed with the Securities and Exchange Commission, or the SEC.
Neither we nor the underwriters have authorized any other person to provide you with additional or different information. If anyone
provides you with additional or different information, you should not rely on it. Neither we nor the underwriters are making an offer to
sell the common stock in any jurisdiction where the offer or sale is not permitted.

You should assume that the information appearing in this prospectus supplement, the accompanying prospectus, any such free writing
prospectus and the documents incorporated by reference herein and therein is accurate only as of their respective dates. Our business, financial
condition, results of operations and prospects may have changed since those dates.

Unless this prospectus supplement otherwise indicates or the context otherwise requires, the terms �our,� �us� and �we� as used in this prospectus
supplement refer to Sunstone Hotel Investors, Inc. and its consolidated subsidiaries. We also use the term �Operating Partnership� to specifically
refer to Sunstone Hotel Partnership, LLC and its consolidated subsidiaries in cases where it is important to distinguish between us and the
Operating Partnership. Unless otherwise expressly stated or the context otherwise requires, all information in this prospectus supplement
assumes that the over-allotment option granted to the underwriters is not exercised in whole or in part.

This prospectus supplement and the accompanying prospectus contain registered trademarks that are the exclusive property of their respective
owners, which are companies other than us. None of the owners of these trademarks, their affiliates or any of their respective officers, directors,
agents or employees, has or will have any responsibility or liability for any information contained in this prospectus or the accompanying
prospectus supplement.

S-1
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INCORPORATION OF CERTAIN INFORMATION BY REFERENCE

The SEC�s rules allow us to incorporate by reference information into this prospectus supplement and the accompanying prospectus. This means
that we can disclose important information to you by referring you to another document. Any information referred to in this way is considered
part of this prospectus supplement and the attached prospectus from the date we file that document. Any reports filed by us with the SEC after
the date of this prospectus supplement and before the date that the offering of the securities by means of this prospectus supplement is
terminated will automatically update and, where applicable, supersede any information contained, or incorporated by reference, in this
prospectus supplement or in the accompanying prospectus.

We incorporate by reference into this prospectus supplement and the accompanying prospectus:

� our Annual Report on Form 10-K for the fiscal year ended December 31, 2009, filed with the SEC on February 23, 2010 (including
information specifically incorporated by reference therein from our Proxy Statement for our 2010 Annual Meeting filed with the
SEC on March 23, 2010);

� our Quarterly Reports on Form 10-Q for the quarters ended March 31, 2010, June 30, 2010 and September 30, 2010, filed with the
SEC on May 10, 2010, August 6, 2010 and November 4, 2010, respectively;

� our Current Reports on Form 8-K filed with the SEC on February 23, 2010 (but only with respect to the Form 8-K containing
Item 5.02 disclosure), February 26, 2010, May 7, 2010 and November 5, 2010;

� the description of the common stock included in our registration statement on Form 8-A, filed with the SEC on October 7, 2004,
together with any amendment or report filed with the SEC for the purpose of updating such description; and

� all documents we file with the SEC under Sections 13(a), 13(c), 14 or 15(d) of the Securities Exchange Act of 1934, as amended, or
the Exchange Act, on or after the date of this prospectus supplement and before the termination of this offering.

We are not, however, incorporating by reference any documents or portions thereof, whether specifically listed above or filed in the future, that
are not deemed �filed� with the SEC. The documents incorporated by reference in this prospectus supplement and the accompanying prospectus
and, in particular, our Annual Report on Form 10-K for the fiscal year ended December 31, 2009, filed with the SEC on February 23, 2010,
contain important information about us.

You should read �Incorporation of Certain Information by Reference� in the accompanying prospectus for information about how to obtain the
documents incorporated by reference.

S-2
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SUMMARY

The information below is a summary of the more detailed information included elsewhere in, or incorporated by reference in, this prospectus
supplement. You should read carefully the following summary in conjunction with the more detailed information contained in this prospectus
supplement, the accompanying prospectus and the information incorporated by reference herein and therein. This summary is not complete and
does not contain all of the information you should consider before purchasing shares of our common stock. You should carefully read the �Risk
Factors� section beginning on page S-5 of this prospectus supplement to determine whether an investment in our common stock is appropriate
for you.

Sunstone Hotel Investors, Inc.

We were incorporated in Maryland on June 28, 2004. We are a real estate investment trust, or REIT, under the Internal Revenue Code of 1986,
as amended, or the Code. As of the date of this prospectus supplement, we owned 31 hotels, which are comprised of 11,722 rooms, located in 13
states and in Washington, D.C. We also own a 38% equity interest in a joint venture that owns one hotel, and we own other non-hotel
investments.

Our primary business is to acquire, own, asset manage and renovate full-service hotels in the United States. As part of our ongoing portfolio
management strategy, we may also sell hotels from time to time. Our hotels are operated under nationally recognized brands, such as Marriott,
Fairmont, Hilton, Hyatt and Starwood. Our portfolio primarily consists of upper upscale and upscale full-service hotels. We also own luxury and
midscale hotels. The classifications luxury, upper upscale, upscale and midscale are defined by Smith Travel Research, an independent provider
of lodging industry statistical data.

Our hotels are operated by third-party managers pursuant to management agreements with Sunstone Hotel TRS Lessee, Inc. or its subsidiaries.
As of the date of this prospectus supplement, Interstate Hotels & Resorts, Inc. and its wholly owned subsidiary Sunstone Hotel Properties, Inc.
managed 13 of our 31 hotels. Additionally, Marriott International, Inc. or one of its wholly owned subsidiaries managed 12 of our 31 hotels, and
Davidson Hotel Company, Denihan Hospitality Group, Fairmont Hotels & Resorts (U.S.), Hilton Worldwide, Hyatt Corporation and Sage
Hospitality Resources each managed one of our 31 hotels. We have attempted to align the interests of our managers with our own interests by
structuring our management agreements to allow our managers to earn �incentive� management fees upon the attainment of certain profit
thresholds.

Our headquarters are located at 120 Vantis, Suite 350, Aliso Viejo, California 92656, and our telephone number is (949) 330-4000.

S-3
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The Offering

Common stock offered by us 19,500,000 shares

Total shares of common stock outstanding immediately after this
offering(1)

118,012,026 shares

Use of proceeds The estimated net proceeds of approximately $190.9 million from this
offering (or approximately $219.6 million if the underwriters�
over-allotment option is exercised in full) will be contributed to the
Operating Partnership in exchange for additional membership units of
the Operating Partnership. The Operating Partnership will
subsequently use the net proceeds from this offering primarily for
growth capital expenditures, future acquisitions and other general
corporate purposes, including working capital. See �Use of Proceeds.�

Distribution policy To maintain our qualification as a REIT, we intend to make quarterly
distributions to our stockholders of at least 90% of our REIT taxable
income (which excludes net capital gains and does not necessarily
equal net income as calculated in accordance with generally accepted
accounting principles).

New York Stock Exchange symbol SHO

(1) This number is based on 98,512,026 shares of our common stock outstanding at November 5, 2010, and does not include:

� 3,435,985 additional shares of our common stock available for future issuance under our 2004 longterm incentive plan, and 200,000
shares issuable in respect of stock options outstanding as of such date;

� 4,497,953 shares of common stock issuable upon conversion of our outstanding shares of series C cumulative convertible
redeemable preferred stock; and

� any exercise of the underwriters� over-allotment option.

S-4
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RISK FACTORS

See the information under the heading �Risk Factors� beginning on page 7 of our Annual Report on Form 10-K for the fiscal year ended
December 31, 2009, filed with the SEC on February 23, 2010, which information is incorporated by reference into this prospectus supplement,
and other information included in this prospectus supplement, the accompanying prospectus and reports we file from time to time with the SEC
that we incorporate by reference herein for a discussion of factors you should carefully consider before deciding to invest in shares of our
common stock.

S-5
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USE OF PROCEEDS

We estimate that the net proceeds to us from this offering will be approximately $190.9 million, after deducting underwriting discounts and
commissions and estimated offering expenses (or approximately $219.6 million if the underwriters� over-allotment option is exercised in full,
after deducting underwriting discounts and commissions and estimated offering expenses). We will contribute the net proceeds that we receive
from this offering to the Operating Partnership in exchange for additional membership units in the Operating Partnership. The Operating
Partnership will subsequently use the net proceeds from this offering primarily for growth capital expenditures, future acquisitions and other
general corporate purposes, including working capital.

S-6
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SPECIAL NOTE ABOUT FORWARD-LOOKING STATEMENTS

This prospectus supplement contains forward-looking statements that have been made pursuant to the provisions of the Private Securities
Litigation Reform Act of 1995. These statements relate to future events or our future financial performance. In some cases, you can identify
forward-looking statements by terminology such as �anticipate,� �believe,� �continue,� �could,� �estimate,� �expect,� �intend,� �may,� �plan,� �predict,� �project,�
�should,� �will� or the negative of such terms and other comparable terminology. These statements are only predictions. Actual events or results may
differ materially from those expressed or implied by these forward-looking statements. In evaluating these statements, you should specifically
consider the risks outlined in detail under the heading �Risk Factors� in our Annual Report on Form 10-K, filed with the Securities and Exchange
Commission on February 23, 2010, and under the heading �Risk Factors� on page S-5 of this prospectus supplement, and in the reports we file
from time to time with the SEC and incorporated by reference herein, including, but not limited to, the following factors:

� general economic and business conditions affecting the lodging and travel industry, both nationally and locally, including a
prolonged U.S. recession;

� our need to operate as a REIT and comply with other applicable laws and regulations;

� rising operating expenses;

� relationships with and requirements of franchisors and hotel brands;

� relationships with and the performance of the managers of our hotels;

� the ground or air leases for six of the 31 hotels;

� our ability to complete acquisitions and dispositions;

� competition for the acquisition of hotels;

� performance of hotels after they are acquired;

� competition from hotels not owned by us;

� the need for renovations and other capital expenditures for our hotels;

� the impact of renovations on hotel operations and delays in renovations or other developments;
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� changes in our business strategy or acquisition or disposition plans;

� our level of debt, including secured, unsecured, fixed and variable rate debt;

� financial and other covenants in our debt and preferred stock;

� impairments to our hotels and goodwill;

� potential adverse consequences related to the transfer of ownership and control of certain of our hotels to court-appointed receivers,
including potential increases in our marginal borrowing rate and increased difficulty of raising equity or debt capital or increases in
the costs of such capital;

� volatility in the capital markets and the effect on lodging demand or our ability to obtain capital on favorable terms or at all; and

� other events beyond our control.
These factors may cause our actual events to differ materially from the expectations expressed or implied by any forward-looking statement. We
do not undertake to update any forward-looking statement.

S-7
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SUPPLEMENTAL MATERIAL UNITED STATES FEDERAL INCOME TAX CONSIDERATIONS

The following is a general summary of the material United States federal income tax considerations regarding our election to be taxed as a REIT
and the ownership and disposition of our common stock. For purposes of this discussion, references to �we,� �our� and �us� mean only Sunstone Hotel
Investors, Inc., and do not include any of its subsidiaries, except as otherwise indicated. This summary does not purport to be a complete
analysis of all of the potential tax considerations relating thereto. This discussion supersedes, in its entirety, the discussion in the accompanying
prospectus under the heading �U.S. Federal Income Tax Considerations.� This summary is based on current law, is for general information only
and is not tax advice.

The information in this summary is based on:

� the Internal Revenue Code of 1986, as amended, or the Internal Revenue Code;

� current, temporary and proposed Treasury Regulations promulgated under the Internal Revenue Code;

� the legislative history of the Internal Revenue Code;

� current administrative interpretations and practices of the Internal Revenue Service; and

� court decisions;
in each case, as of the date of this summary. In addition, the administrative interpretations and practices of the Internal Revenue Service include
its practices and policies as expressed in private letter rulings that are not binding on the Internal Revenue Service except with respect to the
particular taxpayers who requested and received those rulings. The sections of the Internal Revenue Code and the corresponding Treasury
Regulations that relate to the qualification and taxation as a REIT are highly technical and complex. This summary is qualified in its entirety by
the applicable Internal Revenue Code provisions, Treasury Regulations, and related administrative and judicial interpretations thereof. Future
legislation, Treasury Regulations, administrative interpretations and practices and/or court decisions may change or adversely affect the tax
considerations described in this summary. Any such change could apply retroactively to transactions preceding the date of the change. We have
not requested and do not intend to request a ruling from the Internal Revenue Service that we qualify as a REIT or concerning the treatment of
the common stock offered by this prospectus supplement, and the statements in this summary are not binding on the Internal Revenue Service or
any court. Thus, we can provide no assurance that the tax considerations contained in this summary will not be challenged by the Internal
Revenue Service or will be sustained by a court if so challenged.

This summary assumes that our common stock is held as a �capital asset� (generally, property held for investment within the meaning of
Section 1221 of the Internal Revenue Code). Your tax treatment will vary depending on your particular situation. This discussion does not
purport to deal with all aspects of taxation that may be relevant to holders of our common stock in light of their personal investment or tax
circumstances, or to holders who receive special treatment under the United States federal income tax laws except to the extent discussed
specifically herein. Holders of our common stock receiving special treatment include, without limitation:

� banks, insurance companies or other financial institutions;

� brokers or dealers in securities or commodities;
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� traders in securities;

� expatriates and certain former citizens or long-term residents of the United States;

� tax-exempt organizations;

� persons who are subject to the alternative minimum tax;

� persons who hold our common stock as a position in a �straddle� or as part of a �hedging,� �conversion� or other risk reduction transaction;

S-8
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� persons deemed to sell our common stock under the constructive sale provisions of the Internal Revenue Code;

� United States persons that have a functional currency other than the United States dollar;

� except to the extent specifically discussed below, non-U.S. holders (as defined below); or

� persons that are S corporations, REITs, regulated investment companies, partnerships or other passthrough entities.
In addition, this discussion does not address any state, local or foreign tax consequences associated with the ownership of our common stock or
our election to be taxed as a REIT.

You are urged to consult your tax advisor regarding the specific tax consequences to you of:

� the acquisition, ownership and sale or other disposition of our common stock, including the United States federal, state, local,
foreign and other tax consequences;

� our election to be taxed as a REIT for United States federal income tax purposes; and

� potential changes in applicable tax laws.
Taxation of the Company

General

We elected to be taxed as a REIT under Sections 856 through 860 of the Internal Revenue Code, commencing with our taxable year ended
December 31, 2004. We believe we have been organized and have operated in a manner which allows us to qualify for taxation as a REIT under
the Internal Revenue Code commencing with our taxable year ended December 31, 2004. We currently intend to continue to be organized and
operate in this manner. However, qualification and taxation as a REIT depend upon our ability to meet the various qualification tests imposed
under the Internal Revenue Code, including through actual annual operating results, asset composition, distribution levels and diversity of stock
ownership. Accordingly, no assurance can be given that we have been organized and have operated, or will continue to be organized and
operate, in a manner so as to qualify or remain qualified as a REIT. See ��Failure to Qualify.�

Latham & Watkins LLP has rendered an opinion to us to the effect that, commencing with our taxable year ended December 31, 2004, we have
been organized and have operated in conformity with the requirements for qualification and taxation as a REIT, and that our proposed method of
operation will enable us to continue to meet the requirements for qualification and taxation as a REIT under the Internal Revenue Code. It must
be emphasized that this opinion was based on various assumptions and representations as to factual matters, including representations made by
us in a factual certificate provided by one of our officers. In addition, this opinion was based upon our factual representations set forth in this
prospectus supplement and the accompanying prospectus. Moreover, our qualification and taxation as a REIT depend upon our ability to meet
the various qualification tests imposed under the Internal Revenue Code which are discussed below, including through actual annual operating
results, asset composition, distribution levels and diversity of stock ownership, the results of which have not been and will not be reviewed by
Latham & Watkins LLP. Accordingly, no assurance can be given that our actual results of operation for any particular taxable year have satisfied
or will satisfy those requirements. See ��Failure to Qualify.� Further, the anticipated income tax treatment described in this prospectus supplement
may be changed, perhaps retroactively, by legislative, administrative or judicial action at any time. Latham & Watkins LLP has no obligation to
update its opinion subsequent to its date.

Provided we qualify for taxation as a REIT, we generally will not be required to pay United States federal corporate income taxes on our REIT
taxable income that is currently distributed to our stockholders. This treatment substantially eliminates the �double taxation� that ordinarily results
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from investment in a C corporation. A C corporation is a corporation that is generally required to pay tax at the corporate-level.
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Double taxation generally means taxation that occurs once at the corporate level when income is earned and once again at the stockholder level
when the income is distributed. We will be required to pay United States federal income tax, however, as follows:

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

� We may be required to pay the �alternative minimum tax� on our items of tax preference under some circumstances.

� If we have: (a) net income from the sale or other disposition of �foreclosure property� which is held primarily for sale to customers in
the ordinary course of business; or (b) other nonqualifying income from foreclosure property, we will be required to pay tax at the
highest corporate rate on this income. Foreclosure property generally is defined as property we acquired through foreclosure or after
a default on a loan secured by the property or a lease of the property and for which an election is in effect.

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

� If we fail to satisfy the 75% gross income test or the 95% gross income test, as described below, but have otherwise maintained our
qualification as a REIT because certain other requirements are met, we will be required to pay a tax equal to (a) the greater of (i) the
amount by which 75% of our gross income exceeds the amount qualifying under the 75% gross income test and (ii) the amount by
which 95% of our gross income (90% for our taxable year ended on December 31, 2004) exceeds the amount qualifying under the
95% gross income test, multiplied by (b) a fraction intended to reflect our profitability.

� If we fail to satisfy any of the REIT asset tests (other than a de minimis failure of the 5% or 10% asset tests), as described below, due
to reasonable cause and not due to willful neglect, and we nonetheless maintain our REIT qualification because of specified cure
provisions, we will be required to pay a tax equal to the greater of $50,000 or the highest corporate tax rate multiplied by the net
income generated by the nonqualifying assets that caused us to fail such test.

� If we fail to satisfy any provision of the Internal Revenue Code that would result in our failure to qualify as a REIT (other than a
violation of the REIT gross income tests or certain violations of the asset tests described below) and the violation is due to reasonable
cause and not due to willful neglect, we may retain our REIT qualification but will be required to pay a penalty of $50,000 for each
such failure.

� We will be required to pay a 4% excise tax to the extent we fail to distribute during each calendar year at least the sum of (a) 85% of
our REIT ordinary income for the year, (b) 95% of our REIT capital gain net income for the year, and (c) any undistributed taxable
income from prior periods.

� If we acquire any asset from a corporation which is or has been a C corporation in a transaction in which the basis of the asset in our
hands is determined by reference to the basis of the asset in the hands of the C corporation (as we expect occurred as a result of
certain merger transactions entered into in connection with our initial public offering in October 2004), and we subsequently
recognize gain on the disposition of the asset during the ten-year period beginning on the date on which we acquired the asset, then
we generally will be required to pay tax at the highest regular corporate tax rate on this gain to the extent of the excess of (a) the fair
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market value of the asset over (b) our adjusted basis in the asset, in each case determined as of the date on which we acquired the
asset. The results described in this paragraph with respect to the recognition of gain assume that the C corporation refrains from
making an election to receive different treatment under existing Treasury Regulations on its tax return for the year in which we
acquire the asset from the C corporation.

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

� Certain of our subsidiaries are taxable REIT subsidiaries, the earnings of which will be subject to United States federal corporate
income tax.

Requirements for Qualification as a REIT

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

(1) that is managed by one or more trustees or directors;

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

(3) that would be taxable as a domestic corporation but for special Internal Revenue Code provisions applicable to REITs;

(4) that is not a financial institution or an insurance company within the meaning of certain provisions of the Internal Revenue Code;

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

(6) not more than 50% in value of the outstanding stock of which is owned, actually or constructively, by five or fewer individuals,
including certain specified entities, during the last half of each taxable year; and

(7) that meets other tests, described below, regarding the nature of its income and assets and the amount of its distributions.
The Internal Revenue Code provides that conditions (1) to (4), inclusive, must be met during the entire taxable year and that condition (5) must
be met during at least 335 days of a taxable year of twelve months, or during a proportionate part of a taxable year of less than twelve months.
Conditions (5) and (6) do not apply until after the first taxable year for which an election is made to be taxed as a REIT. For purposes of
condition (6), the term �individual� includes a supplemental unemployment compensation benefit plan, a private foundation or a portion of a trust
permanently set aside or used exclusively for charitable purposes, but generally does not include a qualified pension plan or profit sharing trust.

We believe that we have been organized, have operated and have issued sufficient shares of capital stock with sufficient diversity of ownership
to allow us to satisfy conditions (1) through (7) inclusive, during the relevant time periods. In addition, our charter documents provide for
restrictions regarding ownership and transfer of our shares which are intended to assist us in continuing to satisfy the ownership requirements
described in conditions (5) and (6) above. These stock ownership and transfer restrictions are described in the accompanying prospectus under
the heading �Restrictions on Ownership and Transfer.� These restrictions, however, may not ensure that we will, in all cases, be able to satisfy the
share ownership requirements described in conditions (5) and (6) above. If we fail to satisfy these share ownership requirements, except as
provided in the next two sentences, our status as a REIT will terminate. See ��Failure to Qualify.� If, however, we comply with the rules contained
in applicable Treasury Regulations that require us to ascertain the actual ownership of our shares and we do not know, or would not have known
through the exercise of reasonable diligence, that we failed to meet the requirement described in condition (6) above, we will be treated as
having met this requirement.

In addition, we may not maintain our status as a REIT unless our taxable year is the calendar year. We have and will continue to have a calendar
taxable year.
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Ownership of Interests in Partnerships and Limited Liability Companies

In the case of a REIT which is a partner in a partnership or a member in a limited liability company treated as a partnership for federal income
tax purposes, Treasury Regulations provide that the REIT will be deemed to own its proportionate share of the assets of the partnership or
limited liability company, as the case may be, based on its interest in partnership capital, subject to special rules relating to the 10% REIT asset
test described below. Also, the REIT will be deemed to be entitled to its proportionate share of the income of that entity. The assets and gross
income of the partnership or limited liability company retain the same character in the hands of the REIT for purposes of Section 856 of the
Code, including satisfying the gross income tests and the asset tests. Thus, our pro rata share of the assets and items of income of our operating
partnership, including our operating partnership�s share of these items of any partnership or limited liability company treated as a partnership or
disregarded entity for federal income tax purposes in which it owns an interest, is treated as our assets and items of income for purposes of
applying the requirements described in this summary, including the income and asset tests described below. A brief summary of the rules
governing the federal income taxation of partnerships and limited liability companies is set forth below in ��Tax Aspects of Our Operating
Partnership, the Subsidiary Partnerships and the Limited Liability Companies.�

We have control of our operating partnership and most of the subsidiary partnerships and limited liability companies and intend to operate them
in a manner consistent with the requirements for our qualification as a REIT. We may from time to time be a limited partner or non-managing
member in some of our partnerships and limited liability companies. If a partnership or limited liability company in which we own an interest
takes or expects to take actions that could jeopardize our status as a REIT or require us to pay tax, we may be forced to dispose of our interest in
such entity. In addition, it is possible that a partnership or limited liability company could take an action which could cause us to fail a REIT
income or asset test, and that we would not become aware of such action in time to dispose of our interest in the partnership or limited liability
company or take other corrective action on a timely basis. In that case, we could fail to qualify as a REIT unless we were entitled to relief, as
described below.

Ownership of Interests in Qualified REIT Subsidiaries

We may, from time to time, own interests in subsidiary corporations that are treated as �qualified REIT subsidiaries� under the Internal Revenue
Code. A corporation will qualify as our qualified REIT subsidiary if we own 100% of its outstanding stock and if we do not elect with the
subsidiary to treat it as a �taxable REIT subsidiary,� as described below. A corporation that is a qualified REIT subsidiary is not treated as a
separate corporation for United States federal income tax purposes, and all assets, liabilities and items of income, deduction and credit of a
qualified REIT subsidiary are treated as assets, liabilities and items of income, deduction and credit (as the case may be) of the parent REIT for
all purposes under the Internal Revenue Code (including all REIT qualification tests). A qualified REIT subsidiary is disregarded for purposes of
the REIT asset tests, as described below in ��Asset Tests.�

Ownership of Interests in Subsidiary REITs

We own an indirect interest in Pension Holding Corporation (�Times Square Hotel REIT�) which has elected to be taxed as a REIT under Sections
856 through 860 of the Internal Revenue Code commencing with its initial taxable year ended December 31, 2007. Provided that Times Square
Hotel REIT qualifies as a REIT, our interest in Times Square Hotel REIT will be treated as a qualifying real estate asset for purposes of the
REIT asset tests and any dividend income or gains derived by us from Times Square Hotel REIT will generally be treated as income that
qualifies for purposes of the REIT gross income tests. To qualify as a REIT, Times Square Hotel REIT must independently satisfy the various
REIT qualification requirements described in this summary. If Times Square Hotel REIT were to fail to qualify as a REIT, and certain relief
provisions do not apply, it would be treated as a regular taxable corporation and its income would be subject to United States federal income tax.
In addition, a failure of Times Square Hotel REIT to qualify as a REIT would have an adverse effect on our ability to comply with the REIT
income and asset tests, and thus our ability to qualify as a REIT.
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Ownership of Interests in Taxable REIT Subsidiaries

A taxable REIT subsidiary of ours is an entity treated as a corporation (other than a REIT) in which we directly or indirectly hold stock, and that
has made a joint election with us to be treated as a taxable REIT subsidiary. A taxable REIT subsidiary generally also includes any entity treated
as a corporation (other than a REIT) with respect to which a taxable REIT subsidiary owns securities possessing more than 35% of the total
voting power or value of the outstanding securities of such corporation. A taxable REIT subsidiary generally may engage in any business,
including the provision of customary or non-customary services to tenants of its parent REIT, except that a taxable REIT subsidiary may not
directly or indirectly operate or manage a lodging or healthcare facility or directly or indirectly provide to any other person (under a franchise,
license or otherwise) rights to any brand name under which any lodging or healthcare facility is operated. A taxable REIT subsidiary is subject to
United States federal income tax, and state and local income tax where applicable, as a regular C corporation. In addition, a taxable REIT
subsidiary may be prevented from deducting interest on debt funded directly or indirectly by its parent REIT if certain tests regarding the taxable
REIT subsidiary�s debt to equity ratio and interest expense are not satisfied. We currently own interests in several taxable REIT subsidiaries, and
may acquire interests in additional taxable REIT subsidiaries in the future. Our ownership of securities of our taxable REIT subsidiaries will not
be subject to the 5% or 10% asset tests described below. See ��Asset Tests.�

Income Tests

We must satisfy two gross income requirements annually to maintain our qualification as a REIT:

� First, in each taxable year, we must derive directly or indirectly at least 75% of our gross income, excluding gross income from
prohibited transactions, certain hedging transactions entered into after July 30, 2008, and certain foreign currency gains recognized
after July 30, 2008, from (a) certain investments relating to real property or mortgages on real property, including �rents from real
property� and, in certain circumstances, interest, or (b) some types of temporary investments; and

� Second, in each taxable year, we must derive at least 95% of our gross income, excluding gross income from prohibited transactions,
certain hedging transactions entered into on or after January 1, 2005, and certain foreign currency gains recognized after July 30,
2008, from the real property investments described above, dividends, interest and gain from the sale or disposition of stock or
securities, or from any combination of the foregoing.

For these purposes, the term �interest� generally does not include any amount received or accrued, directly or indirectly, if the determination of all
or some of the amount depends in any way on the income or profits of any person. However, an amount received or accrued generally will not
be excluded from the term �interest� solely by reason of being based on a fixed percentage or percentages of receipts or sales.

Rents we receive from a tenant will qualify as �rents from real property� for the purpose of satisfying the gross income requirements for a REIT
described above only if all of the following conditions are met:

� The amount of rent is not based in any way on the income or profits of any person. However, an amount we receive or accrue
generally will not be excluded from the term �rents from real property� solely because it is based on a fixed percentage or percentages
of receipts or sales;

� We do not, and an actual or constructive owner of 10% or more of our capital stock, does not, actually or constructively own 10% or
more of the interests in the assets or net profits of the tenant, or, if the tenant is a corporation, 10% or more of the voting power or
value of all classes of stock of the tenant. Rents we receive from such a tenant that is our taxable REIT subsidiary, however, will not
be excluded from the definition of �rents from real property� if the property to which the rents relate is a qualified lodging facility and
such property is operated on behalf of the taxable REIT subsidiary by a person who is an independent contractor and certain other
requirements are met, as described below. Our taxable REIT subsidiaries will be subject to United States federal income tax on their
income from the operation of these properties.
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� Rent attributable to personal property, leased in connection with a lease of real property, is not greater than 15% of the total rent we
receive under the lease. If this condition is not met, then the portion of rent attributable to the personal property will not qualify as
�rents from real property;� and

� We generally do not operate or manage the property or furnish or render services to our tenants, subject to a 1% de minimis
exception and except as provided below. We may, however, 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. Examples of
such services include the provision of light, heat, or other utilities, trash removal and general maintenance of common areas. In
addition, we may employ an independent contractor from whom we derive no revenue to provide customary services, or a taxable
REIT subsidiary, which may be wholly or partially owned by us, to provide both customary and non-customary services to our
tenants without causing the rent we receive from those tenants to fail to qualify as �rents from real property.� Any amounts we receive
from a taxable REIT subsidiary with respect to the taxable REIT subsidiary�s provision of non-customary services will, however, be
nonqualifying income under the 75% gross income test and, except to the extent received through the payment of dividends, the 95%
gross income test.

Most or all of our rental income is derived from leases of hotels to our taxable REIT subsidiaries. In order for the rent payable under each of
these leases to constitute �rents from real property,� each lease must be respected as a true lease for federal income tax purposes and must not be
treated as a service contract, joint venture, or some other type of arrangement. We believe that the each lease is a true lease for federal income
tax purposes. However, this determination is inherently a question of fact, and we cannot assure you that the Internal Revenue Service will not
successfully assert a contrary position. If any lease is not respected as a true lease, part or all of the payments that we receive as rent from our
taxable REIT subsidiary with respect to such lease may not be considered rent or may not otherwise satisfy the various requirements for
qualification as �rents from real property.� In that case, we may not be able to satisfy either the 75% or 95% gross income test and, as a result,
could fail to qualify as a REIT.

Also, as described above, our taxable REIT subsidiaries may not operate or manage a lodging facility or provide rights to any brand name under
which any lodging facility is operated. However, rents we receive from a lease of a hotel to our taxable REIT subsidiary will constitute �rents
from real property� if the following conditions are satisfied:

� First, the hotel must be a �qualified lodging facility.� A qualified lodging facility is a hotel, motel or other establishment more than
one-half of the dwelling units in which are used on a transient basis, unless wagering activities are conducted at or in connection with
such facility by any person who is engaged in the business of accepting wagers and who is legally authorized to engage in such
business at or in connection with such facility. Accordingly, we will not be permitted to have gambling or wagering activity on the
premises of any of our hotels or to earn income from gambling or wagering activities; and

� Second, the hotel manager must be an �eligible independent contractor.� An eligible independent contractor is an independent
contractor that, at the time the management contract is entered into, is actively engaged in the trade or business of operating qualified
lodging facilities for any person not related to us or any of our taxable REIT subsidiaries. For this purpose, an independent contractor
means any person (i) that does not own (taking into account relevant attribution rules) more than 35% of our capital stock, and
(ii) with respect to which no person or group owning directly or indirectly (taking into account relevant attribution rules) 35% or
more of our capital stock owns 35% or more directly or indirectly (taking into account relevant attribution rules) of the ownership
interest in the contractor.

We believe each hotel that we lease to our taxable REIT subsidiaries is a qualified lodging facility, and each hotel manager engaged by our
taxable REIT subsidiaries to manage each hotel is an eligible independent
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contractor. Furthermore, while we will monitor the activities of the eligible independent contractors to maximize the value of our hotel
investments, neither we nor our taxable REIT subsidiary lessees will directly or indirectly operate or manage our hotels. Thus, we believe that
the rents we derive from our taxable REIT subsidiaries with respect to the leases of our hotels will qualify as �rents from real property.�

We generally do not intend, and as the managing member of our operating partnership, do not intend to permit our operating partnership, to take
actions we believe will cause us to fail to satisfy the rental conditions described above. Notwithstanding the foregoing, we may have taken and
may continue to take actions which fail to satisfy one or more of the above conditions to the extent that we determine, based on the advice of our
tax counsel, that those actions will not jeopardize our tax status as a REIT. In addition, with respect to the limitation on the rental of personal
property, we have not obtained appraisals of the real property and personal property leased to tenants. Accordingly, there can be no assurance
that the Internal Revenue Service will agree with our determinations of value.

From time to time, we may enter into hedging transactions with respect to one or more of our assets or liabilities. Our hedging activities may
include entering into interest rate swaps, caps, and floors, options to purchase these items, and futures and forward contracts. Income from a
hedging transaction, including gain from the sale or disposition of such a transaction, that is clearly identified as a hedging transaction as
specified in the Internal Revenue Code will not constitute gross income and thus will be exempt from the 95% gross income test to the extent
such a hedging transaction is entered into on or after January 1, 2005, and from the 75% gross income test to the extent such hedging transaction
is entered into after July 30, 2008. Income and gain from a hedging transaction, including gain from the sale or disposition of such a transaction
will be treated as nonqualifying income for purposes of the 75% gross income test if entered into on or prior to July 30, 2008 and will be treated
as qualifying income for purposes of the 95% gross income test if entered into prior to January 1, 2005. The term �hedging transaction,� as used
above, generally means any transaction we enter into in the normal course of our business primarily to manage risk of (1) interest rate changes or
fluctuations with respect to borrowings made or to be made by us to acquire or carry real estate assets, or (2) for hedging transactions entered
into after July 30, 2008, currency fluctuations with respect to an item of qualifying income under the 75% or 95% gross income test. To the
extent that we do not properly identify such transactions as hedges, we hedge other risks or we hedge with other types of financial instruments,
the income from those transactions is not likely to be treated as qualifying income for purposes of the gross income tests. We intend to structure
any hedging transactions in a manner that does not jeopardize our status as a REIT.

To the extent our taxable REIT subsidiaries pay dividends, we generally will derive our allocable share of such dividend income through our
interest in our operating partnership. Such dividend income will qualify under the 95%, but not the 75%, REIT gross income test.

We believe that the aggregate amount of our nonqualifying income, from all sources, in any taxable year will not exceed the limit on
nonqualifying income under the gross income tests. If we fail to satisfy one or both of th
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