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$25,000,000
<= GLADSTONE COMMERCIAL CORPORATION

Common Stock

On November 4, 2009, we entered into an Open M&8kkt Agreement with Jefferies & Company, Inc.tiegato
the shares of our common stock, par value, $0.@0%lpare, offered by this prospectus supplementtend
accompanying prospectus.

In accordance with the terms of the Open Marke¢ 3aireement, we may offer and sell shares of ommgon stocl
from time to time through Jefferies & Company, las.our sales agent. Sales of such shares, if\dihipe made by
means of ordinary brokers’ transactions on the Bg<global Market at market prices, in privately okgted
transactions, crosses or block transactions antuatier transactions as may be agreed betweerduieffieries &
Company, Inc., including a combination of any afgl transactions. Under the terms of the Open Ni&#&e
Agreement, we also may sell shares to Jefferieo&@any, Inc. as a principal for its own accourd gtice agreed
upon at the time of sale.

Our common stock is listed on the Nasdaq Globalkgtamnder the symbol “GOODON November 3, 2009, the |
reported sale price of our common stock on the Blga€&lobal Market was $12.79 per share.

Please carefully read and consider the informatiomlescribed under “Risk Factors” on page S-3 of this
prospectus supplement, under “Risk Factors” in theaccompanying prospectus on page 3 and undeltém 1A.
Risk Factors” in our Annual Report on Form 10-K for the year ended December 31, 2008 before making an
investment decision.

Neither the Securities and Exchange Commission n@ny state securities commission has approved or
disapproved of these securities or determined if ik prospectus is truthful or complete. Any represetation to
the contrary is a criminal offense.

Jefferies & Company, Inc. will receive from us arguission of 2% of the gross proceeds of any stsulkekthrough
it pursuant to this prospectus supplement. JeEe&&i€ompany, Inc. will use its commercially reasblezefforts to
place on our behalf any shares to be offered hyndgr the Open Market Sale Agreement.

Jefferies & Company
The date of this prospectus supplement is Noverhp2009
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You should rely only on the information containadr incorporated by reference into this prospestysplement
and accompanying prospectus or in any free wrpiragpectus that we may provide you. If the desionipof the

offering varies between this prospectus supplerardtthe accompanying prospectus, you should rethen

information in this prospectus supplement. Neithemor Jefferies & Company, Inc. have authorizegbae to
provide you with information different from thatmained in this prospectus. If anyone provideswih different
or inconsistent information, you should not relyibriwWe are offering to sell, and seeking offerbtry, shares of ot
common stock only in jurisdictions where offers aades are permitted. You should assume that fbenation
contained in or incorporated by reference into hspectus supplement and the accompanying prinspisc
accurate only as of the date on the front covehisfprospectus supplement, the accompanying pcasper the
date of the document incorporated by referencappicable. Our business, financial condition, lssof operation

and prospects may have changed since those dates.




About This Prospectus Supplement

This document is presented in two parts. The figst is this prospectus supplement, which desctirespecific
terms of this offering and other information comiérg Gladstone Commercial Corporation. The secartlip the
accompanying prospectus, which provides more gémgoaimation concerning our company and the s¢iesrive
may offer from time to time. We may also authoine or more “free writing” prospectuses (i.e., terit
communications concerning the offering that arepaot of this prospectus supplement) that may cometerial
information relating to the offering.

Some of the information in the accompanying progpmedoes not apply to this offering. To the extaat any
statement made in this prospectus supplement ctaiith statements made in the accompanying pobspethe
statements made in this prospectus supplemenb&illeemed to modify or supersede those made in the
accompanying prospectus.

You should rely only on the information containedreorporated by reference in this prospectus kupent, the
accompanying prospectus and any free writing prasigeprepared by or on behalf of us. We have mat, a
Jefferies & Company, Inc. has not, authorized ahgioperson to provide you with different inforneeti If anyone
provides you with different or inconsistent infortioa, you should not rely on it. We are not, anflefees &
Company, Inc. is not, making an offer to sell theseurities in any jurisdiction where the offersate is not
permitted.

The rules of the Securities and Exchange CommissioS8EC, allow us to incorporate by referenceatert
information into this prospectus supplement and the accompanying prospectus. You should readgtbispectus
supplement, any related free writing prospectuswheamay authorize and the accompanying prospeicicisding
the documents incorporated by reference that ageritbed under “Incorporation by Reference” in ghiespectus
supplement. You should carefully consider the imfation described under “Risk Factors” on page $Bis
prospectus supplement, under “Risk Factors” on Bagfethe accompanying prospectus and under “ItArRRisk
Factors” in our Annual Report on Form 10-K for §fear ended December 31, 2008 before making antimees
decision.

Important Information Regarding Forward-Looking Statements

This prospectus supplement, the accompanying pcaspand the documents incorporated by referenegrhend
therein contain forward-looking statements withia meaning of Section 27A of the Securities Act@33, as
amended, and Section 21E of the Securities Exchaogef 1934, as amended, that involve substarisis and
uncertainties. All statements, other than statemehhistorical fact, including statements regagdur strategy,
future operations, prospects, future financial s future revenues, cash flow from operationsilable cash,
operating costs, capital and other expenditureanfiing plans, capital structure, contractual @bians, legal
proceedings and claims, future economic performamemagement’s plans, goals and objectives fordutu
operations and growth and markets for our planmedyzts and stock, are forward-looking statemértis. words
“anticipate,” “believe,” “estimate,” “expect,” “i®nd,” “may,” “plan,” “predict,” “project,” “will” and “would” and
similar expressions are intended to identify fovlmoking statements, although not all forward-limokstatements
contain these identifying words.

We may not actually achieve the plans, intentiansxpectations disclosed in our forward-lookingest@ents, and
you should not place undue reliance on our for-looking statements. Actual results or events caiiffer
materially from the plans, intentions and expeotaidisclosed in the forwatdeking statements we make. We h
described important factors in the information utedd and incorporated by reference in this prosgesipplement
and the accompanying prospectus that we believiel cawise actual results or events to differ matgrieom the
forward-looking statements that we make. PleaséRis& Factors” in this prospectus supplementhia t
accompanying prospectus and under “ltem 1A Riskdfatin our Annual Report on Form 10-K for the yeaded
December 31, 2008 for more information.

You should consider the risk factors and otherioaaty statements made in this prospectus suppleten
accompanying prospectus and in the documents veegarate by reference as being applicable to klted
forward-looking statements wherever they appeardd/aot assume any obligation to update any ford@oking
statements except as required by law.




Prospectus Supplement Summary

Our Company

We are a real estate investment trust, or REIT Waa incorporated under the General CorporatiomsLaf
the State of Maryland on February 14, 2003 prirgddl the purpose of investing in and owning nessked
industrial and commercial real property and seletyimaking long-term industrial and commercial tgage
loans. Most of our portfolio of real estate we eutty own is leased to a wide cross section ofrieneanging
from small businesses to large public companiesynséwhich are corporations that do not have iyl
rated debt. We have in the past entered into, miead in the future to enter into, purchase agre¢srier real
estate having triple net leases with terms of axiprately 10 to 15 years and built in rental incesagJnder a
triple net lease, the tenant is required to pagdirating, maintenance and insurance costs ahdside
taxes with respect to the leased property. We ntlyrewn a total of 64 properties with 50 tenamtshiese
properties and hold one mortgage loan.

We conduct substantially all of our activities, luding the ownership of all of our properties, tingb
Gladstone Commercial Limited Partnership, a Delavianited partnership that we refer to as our Otiega
Partnership. We control our Operating Partnerdimipugh our ownership of GCLP Business Trust II, a
Massachusetts business trust, which is the geparader of our Operating Partnership, and of GCluBiBess
Trust |, a Massachusetts business trust, whictentlyrholds all of the limited partnership unitsauir
Operating Partnership. We expect that our Operdemgnership may issue limited partnership ungsiftime
to time in exchange for industrial and commeraéail property. Limited partners who hold limited fparship
units in our Operating Partnership will be entittededeem these units for cash or, at our electibares of
our common stock on a one-for-one basis at any.time

Our Operating Partnership is also the sole memb@&tazstone Lending, LLC, which we refer to as Glade
Lending. Gladstone Lending is a Delaware limitedbility company that was formed to hold all of oceal
estate mortgage loans

Our executive offices are located at 1521 Westhrddrive, Suite 200, McLean, Virginia 22102, and our
telephone number is (703) 287-5800. Our websikecigted at www.GladstoneCommercial.com. Information
on or accessible through our website is not pamoincorporated by reference into, this prospectu




The Offering

Common stock offered Shares with an aggregate offering price of up & ®ilion

Use of proceeds

We currently intend to use the net proceeds froarstile of common stock offered hereby:

* to pay down borrowings under our line of cre

* to invest in additional net leased industrial anchmercial real properties in accordance with our
investment objectives and to pay real estate iklateuisition expense

* to make or invest in mortgage loans in accordarite aur investment objectives;

* to purchase shares of our Preferred Stock on the omarket if we deem such purchases to be an
appropriate use of our capital in light of markenditions.

See “Use of Proceeds” below.

Nasdaq Global Market symbol
GOOD

Current distribution rate

We currently make distributions to stockholdersaamonthly basis at the rate of $0.125 per commanesh
See “Dividend Policy” below.

Risk factors

See “Risk Factors” and other information includednaorporated by reference in this prospectus kupent
and in the accompanying prospectus for a discussifactors you should carefully consider beforeidimg
to invest in our common stock.
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Risk Factors

You should carefully consider the risks describedar “Risk Factors” in the accompanying prospectupage 3
and under “Item 1A. Risk Factors” in our Annual Repn Form 10-K for the year ended December 30820
together with the other information contained iis firospectus supplement and in any other docuni@sggporatec
by reference into this prospectus supplement befaieing an investment in our common stock. If ahthe
circumstances or events described in these sedimhé the documents we incorporate by referenteaby arises
or occurs, our business, results of operation$y flaws, financial condition, and ability to payvdiends could be
materially adversely affected. In any such casentlarket price of our common stock could declimg, you may
lose all or part of your investment. This prospedupplement, the accompanying prospectus andthereents we
incorporate by reference also contain forward-loglstatements that involve risks and uncertain@es.actual
results could differ materially from those antidigéin these forward-looking statements as a resulertain
factors, including the risks mentioned above.
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Use of Proceeds

We estimate the net proceeds of this offering tajg@oximately $24.0 million after deducting satesnmissions
and paying offering expenses of approximately $dildon. We intend to use the net proceeds of tfiermg:

* to pay down borrowings under our line of cre

« to invest in additional net leased industrial anchmercial real properties in accordance with ouegtment
objectives and to pay real estate related acouisékpenses

» to make or invest in mortgage loans in accordaritie eur investment objectives;

* to purchase shares of our Preferred Stock on tbe pyarket if we deem such purchases to be an ajgeop
use of our capital in light of market conditiol

Our line of credit matures on December 29, 2009loAg as we are in compliance with covenants undetine of
credit, we have the option to extend the line efidrfor an additional year, and we currently itéa exercise this
option. We must notify KeyBank of our intentiongrercise the renewal option 45 days prior to theuntg date
and pay an extension fee of 0.20% of the total ciment outstanding at the date of notification. Tierest rate
charged on the advances under the facility is basdtie LIBOR, the prime rate or the federal furate, depending
on market conditions, and adjusts periodically. Theent rate under the line of credit is approxeha2.2% (based
on LIBOR).

Until we use our net proceeds for one of the puep@bove, substantially all of the net proceedbebffering may
be invested in short-term, highly liquid investnmgnbcluding government obligations, bank certifésaof deposit,
short-term debt obligations and interest-bearirgpants or other authorized investments as detedibgeus.
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Price Range of Common Stock

Our common stock is traded on the Nasdag Globak&tamder the symbol “GOODThe following table sets for
the high and low sales prices of the common stocktfe periods indicated, as reported by the Na&lagal
Market and the dividends declared by us for thetias completed fiscal years and the current figear through
November 3, 200¢

Dividends Paid Per

@ High Low Common Share
First Quarter $20.7¢ $18.9i $0.36(
Second Quarte $20.4¢ $18.7¢ $0.36(
Third Quarter $20.25 $16.9( $0.36(
Fourth Quarter $19.9¢ $14.7¢ $0.36(

2008
First Quarter $18.5C $14.81 $0.37¢
Second Quarte $18.5( $15.3¢ $0.37¢
Third Quarter $17.3¢ $13.9¢ $0.37¢
Fourth Quarter $15.8¢ $ 6.37 $0.37¢

2009
First Quarter $10.2C $ 5.3¢ $0.37¢
Second Quarte $16.21 $ 8.2C $0.37¢
Third Quarter $14.5C $11.2¢ $0.37¢
Fourth Quarter (through November 3, 20( $14.1¢ $11.8¢ $0.12¢

On November 3, 2009, the closing price of our commstock, as reported by the Nasdaq Global Markas, $12.7¢
per share.

Dividend Policy

In order to maintain our qualification as a REITe are required to distribute dividends, other tbapital gain
dividends, to our stockholders in an amount attlegsal to (1) the sum of (a) 90% of our “real esstavestment
trust taxable income,” computed without regard® dividends paid deduction, and our net capitail, gand

(b) 90% of the net after-tax income, if any, froondclosure property minus (2) the sum of certamg of non-cash
income.
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Capitalization

The following table sets forth our cash and casfivedents and our capitalization as of Septembe2809 (1) on
an actual basis and (2) on an as adjusted basfl¢ot to the assumed sale of our common stothkdraggregate
amount of $25 million offered at an assumed pric1®.79 per share, which was the closing priceusfcommon
stock on November 3, 2009, less estimated salesigsions and offering expenses payable by us.

You should read this table in conjunction with éinancial statements incorporated by reference timoprospectu
supplement and the accompanying prospectus.

As of September 30, 2009

Actual As Adjusted

(Unaudited)
Cash and cash equivalel $ 2,787,390 $ 26,802,39
Notes payabli 253,372,91 253,372,91
Borrowings under line of crec 31,800,00 31,800,00

Stockholder’ equity:
Redeemable preferred stock, $0.001 par value,ifji@ilation preference:

2,300,000 shares authorized, 2,150,000 sharedissittoutstandin 2,15( 2,15(
Common stock, $0.001 par value per share: 47,70G0b8ares authorized,

8,563,264 shares issued and outstanding, actu@@,000 shares authorized,

10,517,916 shares issued and outstanding, as edl 8,56: 10,51¢
Additional paic-in capital 170,622,58 194,635,62
Notes receivabl— employee: (2,551,60) (2,551,60)
Accumulated distributions in excess of net incc (46,760,63) (46,760,63)
Total stockholder equity 121,321,06 145,336,05
Total capitalization(1 $406,493,97  $430,508,97

(1) Total capitalization does not include the balarfceash and cash equivaler

The foregoing table assumes solely for purposdtustration that we sell our common stock in agEgate amou
of $25 million at a price of $12.79 per share, |t reported sale price of our common stock onewdver 3, 2009,
less estimated sales commissions and offering eggehe amounts and prices at which will sellehaf our
common stock in this offering will vary dependiragdely on the market price of our common stockattime of
each sale.
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Description of Common Stock

Subject to the provisions of our articles of inamgtion regarding restrictions on the transfer ewdership of our
capital stock, each holder of common stock is kewtito one vote for each share held and, excepteagded with
respect to any other class or series of capitakgtourrently consisting of Series A Preferred 8tand Series B
Preferred Stock), the holders of the common stadsess the exclusive voting power. Stockholdensaddnave the
right to cumulate their votes in elections of diogs. Accordingly, holders of a majority of thelussl and
outstanding common stock will have the right taceldl of our directors and otherwise control tlfiias of
Gladstone Commercial.

Holders of common stock are entitled to receivéddinds on a pro rata basis upon declaration ofldis by our
board of directors, provided that required dividgriflany, on any outstanding preferred stock @ufty consisting
of Series A Preferred Stock and Series B Prefeéstedk) have been provided for or paid. Dividendsayable
only out of funds legally available for the paymentividends.

Holders of our common stock have no preferencevexsion, exchange, sinking fund, redemption or aiggat right:
and have no preemptive rights to subscribe forafrour securities. Subject to the restrictions ramsfer of shares
contained in our articles of incorporation, all s&of common stock have equal dividend, liquidatiad other
rights.




Additional United States Federal Tax Considerations

The following discussion supplements, and if inéstesit with, replaces, the discussion under théi@apCertain
United States Federal Tax Considerations” beginnimgage 23 of the accompanying prospectus.

Taxation of the Company as a REIT

The Housing and Economic Recovery Act of 2008herRecovery Act, amended certain rules relatirtgstation o
REITs. The changes that may relate to us includédtowing:

» Under the Recovery Act, any income of a REIT frofmedging transaction entered into after July 30820
including gain from the sale or disposition of sictiansaction, is excluded from gross income toppses of
both the 75% gross income test and the 95% grassne test, provided that such transaction is gtedentified
as a hedging transaction before the close of thedavhich it was acquired, originated or entergd {or such
other times as may be prescribed by regulations)h edging income for transactions entered intorcafter
January 1, 2005, but on or before July 30, 2008, ex&luded from the 95% gross income test butheo?5%
gross income test. The term “hedging transactias,tised above, generally means any transactiomteeiato in
the normal course of our business primarily to nganésk of (1) interest rate changes or fluctuatiosith respect
to borrowings made or to be made by us to acquicay real estate assets, or (2) for hedgingstrations entere
into after July 30, 2008, currency fluctuationshwigéspect to an item of qualifying income undertb&6 or 95%
gross income test. For a discussion of the 75%0&A6l gross income tests, see “Certain United Sksdsral Tax
Consideration— Income Tes!” beginning on page 26 of the accompanying prospe

» The Recovery Act increased the percentage of theevad a REIT's assets that may be represente@tyries of
one or more taxable REIT subsidiaries from 20%5% 2for taxable years beginning after July 30, 2088 a
discussion of the quarterly asset tests imposdgEii's, see “Certain United States Federal Tax Clemations —
Asset Test” beginning on page 28 of the accompanying prospe
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Plan of Distribution

We have entered into an Open Market Sale Agreemigimtlefferies & Company, Inc. under which we mssuie
and sell shares of our common stock from timenteetthrough Jefferies & Company, Inc. as our sajesita Sales «
the shares, if any, will be made by means of orgibaokers’ transactions on the Nasdaq Global Maakenarket
prices, in privately negotiated transactions, aes® block transactions and such other transactienimay be
agreed between us and Jefferies & Company, Indyding a combination of any of these transactidmler the
terms of the Open Market Sale Agreement, we alspsah shares to Jefferies & Company, Inc. as acgal for its
own account at a price agreed upon at the timalef s

When requested by us, Jefferies & Company, Ind.offiér the shares of common stock subject to émm$ and
conditions of the Open Market Sale Agreement, wiigly be on a daily basis for periods of time, treotvise, or &
we may otherwise agree with Jefferies & Compang, We will designate the maximum amount of shafes o
common stock to be sold through Jefferies & Compémy: when we request Jefferies & Company, Inadso.
Jefferies & Company, Inc. has agreed, subjectdde¢hms and conditions of the Open Market Sale ément, to
use its commercially reasonable efforts to placewmbehalf all of the designated shares of comatock. We may
instruct Jefferies & Company, Inc. not to placershaf common stock at or below a price designbyeds. We or
Jefferies & Company, Inc. may suspend the offedhghares of common stock under the Open Market Sal
Agreement upon proper notice to the other party.

If we and Jefferies & Company, Inc. so agree, Jieffe& Company, Inc. may act as principal in conimecwith the
placement of the securities offered hereby.

We will pay Jefferies & Company, Inc. a commissemual to 2% of the gross proceeds of any shardslisaiugh it
pursuant to this prospectus supplement, and resebiefferies & Company, Inc. for up to $150,00@ofegal
expenses. The estimated offering expenses payghls, lin addition to such commission and legal esps, are
approximately $335,000, which includes legal, actimg and printing costs and various other fees@ated with
registering the shares of common stock.

Jefferies & Company, Inc. will provide written cinmfiation to us following the close of trading oretiNasdaq
Global Market each day on which shares of commocksare sold under the Open Market Sale Agreeniamh
confirmation will include the number of shares soldthat day, the aggregate gross proceeds ofsslieh and the
commission payable by us to Jefferies & Compang, Settlement for sales of common stock will occunless
otherwise agreed, on the third business day foligwihe date on which such sales were made.

In connection with the sale of our common stocloanbehalf, Jefferies & Company, Inc. may be deetodzk an
“underwriter” within the meaning of the Securitiést of 1933, and the compensation paid to Jeffefi€ompany,
Inc. may be deemed to be underwriting commissioriiszounts.

We have agreed to indemnify Jefferies & Compang, &gainst certain liabilities, including liabiés under the
Securities Act of 1933, as amended, and liabiligsing from breaches of representations and whesacontained
in the Open Market Sale Agreement. We have alseealgto contribute to payments Jefferies & Compérg, may
be required to make in respect of such liabilities.

If Jefferies & Company, Inc. or we have reasondbdve that the exemptive provisions set forth ileRL01(c)(1) ©
Regulation M under the Securities Exchange ActS¥4lare not satisfied, that party will promptly ifothe other
and sales of common stock under the Open Market Sgieement will be suspended until that or otxengptive
provisions have been satisfied in the judgmeneéfedies & Company, Inc. and us.

The offering of shares of common stock pursuarhéoOpen Market Sale Agreement will terminate ufenearlier
of (i) the sale of all shares of common stock stiitje the Open Market Sale Agreement, (ii) the taation of the
Open Market Sale Agreement according to its teryneither Jefferies & Company, Inc. or us, or (Nipvember 4,
2012.

Jefferies & Company, Inc. has provided, and mapéfuture provide, various investment banking, ocmrcial
banking, financial advisory and other servicess@nd our affiliates for which services it has reed, and may in
the future receive, customary fees. In the coufsis business, Jefferies & Company, Inc. may atyivrade our
securities for its own account or for the accowitsustomers, and, accordingly, Jefferies & Compaémy. may at
any time hold long or short positions in such sities:
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Legal Matters

The validity of the shares offered hereby will Esged upon for us by Cooley Godward Kronish LLP5t&Rg
Virginia. Jones Day is counsel for Jefferies & Camy, Inc. in connection with this offering.

Experts

The financial statements and management’s assessitbe effectiveness of internal control overafiicial
reporting (which is included in Management’'s Remortinternal Control over Financial Reporting) irnparated in
this prospectus supplement by reference to the AlnRaport on Form 10-K for the year ended Decer3tie2008,
have been so incorporated in reliance on the reyidticewaterhouseCoopers LLP, an independenstexgd publi
accounting firm, given on the authority of saidrfins experts in auditing and accounting.

Incorporation by Reference

The SEC allows us to “incorporate by reference”ittiermation we file with it, which means that warcdisclose
important business, financial and other informatimgou in this prospectus supplement by referying to
documents containing this information. The inforimatincorporated by reference is deemed to be tagbéhnis
prospectus supplement. We incorporate by refergmnoehis prospectus supplement the documentdllis¢éow and
any documents we file with the SEC under Secti@{g)1 13(c), 14 or 15(d) of the Securities ExchaAgeof 1934
as amended, after the date of this prospectusemmgpit (which filed documents do not include anytiparthereof
not deemed to be “filed” for purposes of SectioroL&he Securities Exchange Act of 1934, as amenaled
otherwise subject to the liabilities of that Sexjio

» Annual Report on Form 10-K for the fiscal year esh@ecember 31, 2008 filed with the SEC on Febr2&xy
20009;

* Quarterly Report oForm 1(-Q for the quarter ended March 31, 2009 filed with 8#C on May 4, 200¢
» Quarterly Report oForm 1(-Q for the quarter ended June 30, 2009 filed withSB€ on July 30, 200¢

» Quarterly Report on Form 10-Q for the quarter englegtember 30, 2009 filed with the SEC on Novendher
2009;

« Definitive Proxy Statement on Schedule 14A filedhathe SEC on March 25, 2009; a
» Current Reports oForm &K filed with the SEC on March 31, 2009, July 1, 2@®@ November 4, 200

All documents that we file after the date of thisgpectus supplement pursuant to Section 13(a}),1B4 or 15(d)
of the Securities Exchange Act of 1934, as amersteal| be deemed incorporated by reference insopgtospectus
supplement. The reports and other documents thétenafter the date of this prospectus supplemehtupdate,
supplement and supersede the information in thlispgactus supplement. We do not, however, incorpdmat
reference in this prospectus supplement any doctseerportions thereof that are not deemed “filetith the SEC,
including any information furnished pursuant tant2.02 or Item 7.01 of our current reports on F8K after the
date of this prospectus supplement unless, angeiwehe extent, specified in such current reports

We will provide you with a copy of any or all ofaflinformation that has been incorporated by refarénto this
prospectus supplement but not delivered with thisjpectus supplement at no cost to you upon writteral
request to Gladstone Commercial Corporation, 152%t8fanch Drive, Suite 200, McLean, VA 22102, Aflitam
Investor Relations, telephone: (703) 287-5839.




Where You Can Find More Information

This prospectus supplement and the accompanyirgpectus are part of a registration statement om SBwhich
we have filed with the SEC. You can obtain a copthe registration statement from the SEC at ttdresk listed
above or from the SE€'website. This prospectus supplement and the gmmying prospectus do not contain al
the information set forth in the registration staémt or the exhibits and schedules that are paheofegistration
statement. For further information about us andommnmon stock, you should refer to the registrasimement.

We file annual, quarterly and current reports, pretatements and other information with the SEQuU Wy inspec
and copy this information at the SEC’s Public Refee Room at 100 F Street, N.E., Washington, 2@549. You
can call the SEC at 1-800-SEC-0380further information on the operation of the RalReference Room. You ¢
view our electronically filed reports, proxy statemts and other information at the SEC’s websiteywsgc.gov, or
our website, www.gladstonecommercial.com. Infororaincluded on our website is not part of this pextus
supplement or the accompanying prospectus.




PROSPECTUS

<= GLADSTONE COMMERCIAL CORPORATION

$300,000,000
Shares of Common Stock
Shares of Preferred Stock

We may offer and sell from time to time securiii@®ne or more offerings up to an aggregate daltaount of
$300,000,000 of securities. This prospectus previdel with a general description of the securitiesmay offer.

We may offer and sell the following securities:

* shares of common stock; a

 shares of preferred stock, which may be convertititeour shares of common stoi

Each time securities are sold using this prospeetaswill provide a supplement to this prospectoistaining
specific information about the offering. The suppé:t may also add, update or change informatiotagoed in thi
prospectus. You should read this prospectus and@mylement before you invest.

The securities will be offered directly to investar through underwriters, dealers or agents. Tipplements 1
this prospectus will provide the specific termgaraf plan of distribution.

To ensure that we maintain our qualification asa estate investment trust under the applicalaeigions of
the Internal Revenue Code of 1986, as amended,rehipeof our equity securities by any person igettito
certain limitations. See “Certain Provisions of Mand Law and of our Articles of Incorporation aBglaws —
Restrictions on Ownership of Shares.”

Our common stock is traded on the Nasdag Globak&tamder the symbol “GOOD.” On December 18, 2007,
the last reported sale price of our common stoctherNasdaq Global Market was $15.75. The appkcplbspectt
supplement will contain information, where applilglas to any other listing on the Nasdaq Globatlkéaor any
other securities exchange of the securities covieyeslich prospectus.

We maintain our executive offices at 1521 Westhnadbdve, Suite 200, McLean, Virginia 22102. Our
telephone number is (703) 287-5800.

Please see page 3 for risk factors relating to anvestment in Gladstone Commercial
Corporation which you should consider.
Neither the Securities and Exchange Commission n@ny state securities commission has approved or

disapproved of these securities or determined if ik prospectus is truthful or complete. Any represetation to
the contrary is a criminal offense.

The date of this prospectus is December 19, 2




You should rely only on the information contained i or incorporated by reference in this prospectusWe
have not authorized anyone to provide you with infanation different from that contained in or incorporated
by reference in this prospectus. We are offering teell, and seeking offers to buy, the securities sleribed in
this prospectus only in jurisdictions where offersand sales are permitted. The information containedh this
prospectus is accurate only as of the date of thisospectus, regardless of the time of delivery ohts
prospectus or of any sale of shares. You should nassume that the information appearing in this propectus
or any applicable prospectus supplement or the docoents incorporated by reference herein or thereing
accurate as of any date other than their respectivedates. Our business, financial condition, resultsf
operation and prospects may have changed since tleodates.
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PROSPECTUS SUMMARY

As used in this prospectus, references to “we,"r,dtus,” the “Company” and the “REIT” are to
Gladstone Commercial Corporation and, except asctigext otherwise requires, its wholly owned
subsidiaries Gladstone Commercial Limited Partngrstbladstone Commercial Partners, LLC, Gladstone
Lending LLC and Gladstone Commercial Advisers, References to the “Operating Partnership” are to
Gladstone Commercial Limited Partnership, a Delagvimited partnership, which we control through our
ownership of GCLP Business Trust I, a Massachsidrisiness trust, which is the general partnerwf o
Operating Partnership, and of GCLP Business TruatMassachusetts business trust, which curremgtsh
all of the limited partnership units of our Operadi Partnership. When we use the term “Adviser” we a
referring to our Adviser, Gladstone Management @ogpion. The Operating Partnership is also the sole
member of Gladstone Lending, LLC, which we refdraiein as “Gladstone Lending.” Gladstone Lendisg i
a Delaware limited liability company created to tialll real estate mortgage loans issued by the @jirag
Partnership.

We were incorporated under the General Corporatém of the State of Maryland on February 14, 2003
primarily for the purpose of investing in and owguinet leased industrial and commercial real egtatperty
and selectively making long-term industrial and ooencial mortgage loans to creditworthy entitieshjBat to
certain restrictions and limitations, the businesthe Company is managed by the Adviser. Moshef t
portfolio of real estate we currently own is leat®a wide cross section of tenants ranging froralkm
businesses to large public companies, many of wdichot have publicly rated debt. We have in th&t pa
entered into, and intend in the future to entes,iptirchase agreements for real estate that higle et
leases with terms of 10 to 15 years and built makincreases. Under a triple net lease, the tasaaquired
to pay all operating, maintenance and insurances @ogl real estate taxes with respect to the lgasgedrty.
We are actively communicating with buyout funds\l restate brokers and other third parties to locate
properties for potential acquisition or mortgageficing in an effort to build our portfolio. At Sember 30,
2007, we owned 47 properties totaling approximabeymillion square feet, and had one mortgage loan
outstanding. All of our properties are fully leased all tenants and borrowers are current anchgagi
accordance with their leases and loan, respectively

We conduct substantially all of our activities,luding the ownership of all of our properties, tigb our
Operating Partnership, which was formed on May22®3. We control our Operating Partnership throoigh
ownership of GCLP Business Trust I, a Massachsigrisiness trust, which is the general partneuof o
Operating Partnership, and of GCLP Business TrustMassachusetts business trust, which curreottishall
of the limited partnership units of our OperatirgtRership. We expect the Operating Partnershigstee
limited partnership units from time to time in eacige for industrial and commercial real property. B
structuring our acquisitions in this manner, thikese of the real estate will generally be ableléder the
realization of gains until they redeem the limidtnership units. Limited partners who hold lirdite
partnership units in the Operating Partnership béllentitled to redeem these units for cash muaelection,
shares of our common stock on a one-for-one basisyatime. Whenever we issue common stock for,cash
we will be obligated to contribute any net proceesgsreceive from the sale of the stock to the Opega
Partnership and the Operating Partnership wiliuin, be obligated to issue an equivalent numbdinofed
partnership units to us. The Operating Partnensfilpistribute the income it generates from iteogtions to
Gladstone Commercial Partners, LLC and its limjgadners, including us, on a pro rata basis. WE imil
turn, distribute the amounts we receive from them@png Partnership to our stockholders in the fofm
monthly cash distributions. We have historicallyemded, and intend to continue to operate, so qaadtify as
a REIT for federal tax purposes, thereby genemllyiding federal and state income taxes on theilligions
we make to our stockholders.

The Operating Partnership is also the sole ment@tamstone Lending. Gladstone Lending is a
Delaware limited liability company that was formed January 27, 2004 to hold all of our real estadetgage
loans.

Our Adviser is a registered investment adviseramdffiliate of ours. Our Adviser is responsible fo
managing our business on a day-to-day basis ariddnotifying and making acquisitions and disposiidhat
it believes meet our investment criteria.




RECENT DEVELOPMENTS

On October 15, 2007, through wholly-owned subsidgmwe borrowed $16.0 million pursuant to a long-
term note payable from Countrywide Commercial Resthte Finance, which is collateralized by security
interests in our Mt. Pocono, Pennsylvania propenty,Raleigh, North Carolina property and our Masohio
property in the amounts of approximately $5.4 miilli$5.6 million and $5.0 million, respectively.ehote
accrues interest at a rate of 6.63% per year anthayenot repay this note prior to the last threenths of the
term, or we would be subject to a substantial preygnt penalty. The note has a maturity date of Nder 8,
2017. We used the proceeds from the note to pay dlevoutstanding balance on the line of credit.

On November 13, 2007, we, through our Operatingneeship, exercised an option under our existing
credit agreement with KeyBank National Associatioincrease the current maximum availability unther
credit agreement from $75 million to $95 milliorh& credit agreement was originally established on
December 29, 2006.

ABOUT THIS PROSPECTUS

This prospectus is part of a registration statertteattwe filed with the SEC using a “shelf” regigton
process or continuous offering process. Underdhdf registration process, we may, from time noetj sell
the securities described in this prospectus inanmaore offerings. This prospectus provides younait
general description of the securities that mayflered by us. We may also file, from time to tinae,
prospectus supplement or an amendment to the nagist statement of which this prospectus formar p
containing specific information about us and thenteof the securities being offered. That prospectu
supplement or amendment may include additionalfestors or other special considerations applictble
those securities. Any prospectus supplement or dment may also add, update, or change informatichis
prospectus. If there is any supplement or amendrgeatshould rely on the information in that prosipe
supplement or amendment.

This prospectus and any accompanying prospectysesupnt do not contain all of the information
included in the registration statement. For furhéormation, we refer you to the registration staéent and
any amendments to such registration statementdimg its exhibits. Statements contained in thaspectus
and any accompanying prospectus supplement ab®pttivisions or contents of any agreement or other
document are not necessarily complete. If the SE@&s and regulations require that an agreement or
document be filed as an exhibit to the registratisiement, please see that agreement or docuaremt f
complete description of these matters.

You should read both this prospectus and any pobspsupplement together with additional informatio
described below under the heading “Where You Cad More Information.” Information incorporated by
reference with the SEC after the date of this prosips, or information included in any prospectyspéement
or an amendment to the registration statement aftwthis prospectus forms a part, may add, upduate,
change information in this prospectus or any progmesupplement. If information in these subseqfikmgs,
prospectus supplements or amendments is inconisigiitrnthis prospectus or any prospectus supplentieat
information incorporated by reference or includedhe subsequent prospectus supplement or amendvilient
supersede the information in this prospectus oreamljer prospectus supplement. You should notrasshat
the information in this prospectus or any prospestupplement is accurate as of any date otherttizgadgate
on the front of each document.




RISK FACTORS

You should carefully consider the risk factorsfeeth below as well as the other information inchddor
incorporated by reference in this prospectus. Aregtiment in the securities offered by this progeicivolves a
significant degree of risk, including but not ligdtto the risks described below. Additional riskd ancertainties
not currently known to us or that we currently deerbe immaterial may also materially and adversdfect our
business operations. Any of the following risksi¢dooaterially and adversely affect our businessafficial
condition or results of operations. In such cas®j gould lose a portion of your original investment

Real estate industry risks

We are subject to certain risks associated with real estate ownership and lending which could reduce the value
of our investments.

Our investments include net leased industrial ardrercial property and mortgage loans secured dhysimial
and commercial real estate. Our performance, angdhue of our investments, is subject to risksdieat to the
ownership and operation of these types of properineluding:

« changes in the general economic clim

« changes in local conditions such as an oversud@pace or reduction in demand for real est
« changes in interest rates and the availabilityredricing;

« competition from other available space; :

« changes in laws and governmental regulations, dietuthose governing real estate usage, zonindeatms.

Competition for the acquisition of real estate may impede our ability to make acquisitions or increase the cost of
these acquisitions.

We compete for the acquisition of properties withny other entities engaged in real estate investmen
activities, including financial institutions, insttional pension funds, other REITSs, other pubfid @rivate real
estate companies and private real estate invedJtoese competitors may prevent us from acquirirgirdele
properties or may cause an increase in the pricewwa pay for real estate. Our competitors may lygeater
resources than we do, and may be willing to payenior certain assets or may have a more compatji#eating
philosophy with our acquisition targets. In partamularger REITs may enjoy significant competitadvantages th
result from, among other things, a lower cost gifiteh and enhanced operating efficiencies. Our cgtitgrs may
also adopt transaction structures similar to onhéch would decrease our competitive advantagdfariog flexible
transaction terms. In addition, the number of exgtiand the amount of funds competing for suitablestment
properties may increase, resulting in increasedasieinand increased prices paid for these properties.

Risks related to our tenants, borrowers and propelies

Highly leveraged tenants or borrowers may be unable to pay rent or make mortgage payments, which could
adversely affect our cash available to make distributions to our stockholders.

Some of our tenants or borrowers may have beemtiggestructured using leverage or been acquined i
leveraged transaction. Tenants or borrowers tleasualoject to significant debt obligations may behia to make
their rent or mortgage payments if there are a@dvehanges to their businesses or economic conglificanants that
have experienced leveraged restructurings or aitigais will generally have substantially greatebtdend
substantially lower net worth than they had prthte leveraged transaction. In addition, the paytroérent and
debt service may reduce the working capital avigladleveraged entities and prevent them from tiegdhe
resources necessary to remain competitive in theustries.

In situations where management of the tenant aola@r will change after a transaction, it may biialilt for
our Adviser to determine with certainty the likelgd of the tenant’s or borrower’s business sucagdof its




ability to pay rent or make mortgage payments thhowt the lease or loan term. These companies @énare
more vulnerable to adverse economic and businesfitmns, and increases in interest rates.

Leveraged tenants and borrowers are more susafdiblankruptcy than unleveraged tenants. Bankyuyita
tenant or borrower could cause:

« the loss of lease or mortgage payments t
e an increase in the costs we incur to carry thegntgpmccupied by such tena
« areduction in the value of our securities

* a decrease in distributions to our stockhold

Under bankruptcy law, a tenant who is the subjébiaakruptcy proceedings has the option of contigur
terminating any unexpired lease. If a bankruptéterminates a lease with us, any claim we migivetfor breach
of the lease (excluding a claim against collateeaiuring the claim) will be treated as a generakaared claim. Ot
claim would likely be capped at the amount the n¢maved us for unpaid rent prior to the bankruptoyelated to
the termination, plus the greater of one year'sdgaayments or 15% of the remaining lease paynpaytsble under
the lease (but no more than three years’ lease @atgn In addition, due to the long-term naturewfleases and
terms providing for the repurchase of a propertytgytenant, a bankruptcy court could re-charamainet lease
transaction as a secured lending transactionatfitlere to occur, we would not be treated as theeowf the
property, but might have additional rights as aused creditor.

Net leases may not result in fair market lease rates over time.

We expect a large portion of our rental incomedme from net leases and, net leases frequentlydealie
tenant greater discretion in using the leased ptpplean ordinary property leases, such as thd tmgfreely
sublease the property, to make alterations inghedd premises and to terminate the lease pritsr éapiration
under specified circumstances. Further, net leasetypically for longer lease terms and, thusiehie an increased
risk that contractual rental increases in futurargewill fail to result in fair market rental ratdaring those years. As
a result, our income and distributions to our shmt#ters could be lower than it would otherwisefhee did not
engage in net leases.

Many of our tenants are small and medium size businesses, which exposes us to additional risks unique to these
entities.

Leasing real property or making mortgage loansrialsand medium-sized businesses exposes us tmbanu
of unique risks related to these entities, inclgdime following:

« Small and medium-sized businesses may have lifiritattial resources and may not be able to maki the
lease or mortgage payment#\ small or medium-sized tenant or borrower is nlikely to have difficulty
making its lease or mortgage payments when it éapeses adverse events, such as the failure toitseet
business plan, a downturn in its industry or negagiconomic condition:

» Small and medium-sized businesses typically hawewar product lines and smaller market shares than
large businessesBecause our target tenants and borrowers are srbaliinesses, they will tend to be more
vulnerable to competitorsictions and market conditions, as well as gene@@mic downturns. In additio
our target tenants and borrowers may face inteosgetition, including competition from companiegtwi
greater financial resources, more extensive dewedmp, manufacturing, marketing and other capad¢ditind
a larger number of qualified managerial and teciimersonnel

» There is generally little or no publicly availabilgformation about our target tenants and borrowerglany
of our tenants and borrowers are likely to be gelyaowned businesses, about which there is gdpditde
or no publicly available operating and financidbimation. As a result, we will rely on our Adviser
perform due diligence investigations of these témand borrowers, their operations and their pretspéVe
may not learn all of the material information wesddo know regarding these businesses through our
investigations




< Small and medium-sized businesses generally hasgtedictable operating resultsNe expect that many
of our tenants and borrowers may experience sififluctuations in their operating results, mapnf time
to time be parties to litigation, may be engagedhpidly changing businesses with products subjeat
substantial risk of obsolescence, may require ankbist additional capital to support their operasipto
finance expansion or to maintain their competipesitions, may otherwise have a weak financialtjposor
may be adversely affected by changes in the busityede. Our tenants and borrowers may not meet net
income, cash flow and other coverage tests tygidgaposed by their senior lenders. The failure térzant o
borrower to satisfy financial or operating covemsantiposed by senior lenders could lead to defamlts
potentially, foreclosure on credit facilities, whicould additionally trigger cross-defaults in athe
agreements. If this were to occur, it is possibbg the ability of the tenant or borrower to mag&euired
payments to us would be jeopardiz

« Small and medium-sized businesses are more likddg Hependent on one or two persofigpically, the
success of a small or medium-sized business afsends on the management talents and efforts obone
two persons or a small group of persons. The deéhbility or resignation of one or more of thpsesons
could have a material adverse impact on our temaborrower and, in turn, on v

« Small and medium-sized businesses may have linpegting histories. While we intend to target as
tenants and borrowers stable companies with prtraek records, we may lease properties or lend sntme
new companies that meet our other investment iit€enants or borrowers with limited operatingdies
will be exposed to all of the operating risks thew businesses face and may be particularly subte{id,
among other risks, market downturns, competitiespures and the departure of key executive offi

We may not have funding for future tenant improvements.

When a tenant at one of our properties does netwvéts lease or otherwise vacates its space iroboar
buildings, it is likely that, in order to attrach® or more new tenants, we will be required to edpmibstantial funds
for tenant improvements and tenant refurbishmentse vacated space. We cannot assure you thailineawe
sufficient sources of funding available to us focls purposes in the future.

Our real estate investments may include special use and single or multi-tenant properties that may be difficult to
sell or re-lease upon tenant defaults or early lease terminations.

We focus our investments on commercial, industénal retail properties, a number of which include
manufacturing facilities, special use storage oralause facilities and special use single or matiant properties.
These types of properties are relatively illiquadhpared to other types of real estate and finaasisbts. This
illiquidity will limit our ability to quickly chang our portfolio in response to changes in econamither
conditions. With these properties, if the currease is terminated or not renewed or, in the chaamrtgage loan,
if we take such property in foreclosure, we maydigiired to renovate the property or to make rentessions in
order to lease the property to another tenantlbtteeproperty. In addition, in the event we avecgd to sell the
property, we may have difficulty selling it to arfjaother than the tenant or borrower due to theeg purpose for
which the property may have been designed.

These and other limitations may affect our abiidysell or re-lease properties without adverselgating
returns to our stockholders.

The inability of a tenant in a single tenant property to pay rent will reduce our revenues.

Since most of our properties are occupied by deitggant, the success of our investments will bé&nally
dependent on the financial stability of these téndrease payment defaults by these tenants cdulersely affect
our cash flows and cause us to reduce the amouigtoibutions to stockholders. In the event okfedlt by a
tenant, we may experience delays in enforcing igints as landlord and may incur substantial cosfgatecting our
investment and re-leasing our property. If a laagserminated, there is no assurance that we wilitle to lease the
property for the rent previously received or sedl property without incurring a loss.




Liability for uninsured losses could adversely affect our financial condition.

Losses from disaster-type occurrences (such asawwaarthquakes) may be either uninsurable ornsotrable
on economically viable terms. Should an uninsuesd bccur, we could lose our capital investmemtnticipated
profits and cash flow from one or more properties.

Potential liability for environmental matters could adversely affect our financial condition.

Our purchase of industrial, commercial and retaiperties subjects us to the risk of liabilitieglanfederal,
state and local environmental laws. Some of thass tould subject us to:

« responsibility and liability for the cost of remdwa remediation of hazardous substances releasedio
properties, generally without regard to our knowleaf or responsibility for the presence of the
contaminants

« liability for the costs of removal or remediatiohhmzardous substances at disposal facilities éosgns who
arrange for the disposal or treatment of thesetanbss; an:

« potential liability for common law claims by thighrties for damages resulting from environmental
contaminants

We generally include provisions in our leases mgénants responsible for all environmental lidiedi and fo
compliance with environmental regulations, and negg tenants to reimburse us for damages or dostshich we
have been found liable. However, these provisiofiswet eliminate our statutory liability or preale third party
claims against us. Even if we were to have a lelgdin against a tenant to enable us to recovermamunts we are
required to pay, there are no assurances that wlbe able to collect any money from the tenamnt: €»sts of
investigation, remediation or removal of hazardsuisstances may be substantial. In addition, theepiee of
hazardous substances on one of our propertiesedaiiure to properly remediate a contaminategerty, could
adversely affect our ability to sell or lease theperty or to borrow using the property as collalter

We obtain environmental site assessments, or ESAsll of our properties at the time of acquisitidhe ESA
are intended to identify potential environmentatteonination. The ESAs include a historical revidvihe property
a review of certain public records, a preliminaryastigation of the site and surrounding properseseening for
the presence of hazardous substances and undedgtmrage tanks, and the preparation and issudrecevdtten
report.

The ESAs that we have obtained have not revealg@@avironmental liability or compliance concernattive
believe would have a material adverse effect orboginess, assets, results of operations or liglidor are we
aware of any such liability. Nevertheless, it isgble that these ESAs do not reveal all environaidiabilities or
that there are material environmental liabilitiezompliance concerns that we are not aware of elher, we
cannot assure you that (i) future laws, ordinameaggulations will not impose material environnadiiability, or
(i) the current environmental condition of a prayewill not be affected by the condition of propies in the
vicinity of the property (such as the presencesaking underground storage tanks) or by third esutinrelated to
us.

Risks related to our Adviser

We are dependent upon our key management personnel, who are employed by our Adviser, for our future
success, particularly David Gladstone, Terry Lee Brubaker and George Stelljes||].

We are dependent on our senior management andkah@nanagement members to carry out our busimeks a
investment strategies. Our future success deperalsignificant extent on the continued service @atdination of
our senior management team, particularly David &tae, our chairman and chief executive officerryeee
Brubaker, our vice chairman and chief operatingceff and George Stelljes Ill, our president aniéfanvestment
officer, all of whom are subject to an employmemteement with our Advisor. The departure of anpuf
executive officers or key employees could have ter@ adverse effect on our ability to implement business
strategy and to achieve our investment objectives.




Our success depends on the performance of our Adviser and if our Adviser makes inadvisable investment or
management decisions, our operations could be materially adversely impacted.

Our ability to achieve our investment objectived &mpay distributions to our stockholders is defgsr upon
the performance of our Adviser in evaluating patnnvestments, selecting and negotiating proppurchases and
dispositions and mortgage loans, selecting terandhorrowers, setting lease or mortgage loan tarrds
determining financing arrangements. Accomplishimggse objectives on a casffective basis is largely a function
our Adviser's marketing capabilities, managemerthefinvestment process, ability to provide competattentive
and efficient services and our access to finansmgces on acceptable terms. Our stockholdersi@epportunity
to evaluate the terms of transactions or other @mimor financial data concerning our investmenmis aust rely
entirely on the analytical and management abilidesur Adviser and the oversight of our board wéctors. If our
Adviser or our board of directors makes inadvisaiestment or management decisions, our operatiounlsl be
materially adversely impacted. As we grow, our Advimay be required to hire, train, supervise aadage new
employees. Our Advises'failure to effectively manage our future growtiukel have a material adverse effect on
business, financial condition and results of openat

We may have conflicts of interest with our Adviser and other affiliates.

Our Adviser manages our business and locates, aealrecommends and negotiates the acquisitionraeal
estate investments. At the same time, our adviagrgement permits our Adviser to conduct other cercial
activities and provide management and advisoryieeswo other entities, including Gladstone Cagtaiporation,
Gladstone Investment Corporation and Gladstone IGorgoration, an entity affiliated with our chairmBavid
Gladstone. Moreover, all of our officers and dicestare also officers and directors of Gladstongit@aCorporatio
and Gladstone Investment Corporation, which agtinehke loans to and invest in small and mediumesize
companies. As a result, we may from time to timeeheonflicts of interest with our Adviser in its megement of
our business and with Gladstone Capital and Gladstavestment, which may arise primarily from thedlvement
of our Adviser, Gladstone Capital, Gladstone Inwvesit, Gladstone Land and their affiliates in othetivities that
may conflict with our business.

Examples of these potential conflicts include:

» our Adviser may realize substantial compensatioa@ount of its activities on our behg
* we may experience competition with our affiliates financing transaction:
« our Adviser may earn fee income from our borrowmrenants; an

« our Adviser and other affiliates such as GladstBapital, Gladstone Investment and Gladstone Lanttco
compete for the time and services of our officerd directors

These and other conflicts of interest between dsoam Adviser and other affiliates could have aanat
adverse effect on the operation of our businesstandelection or management of our real estatsinvents.

Our Adviser isnot obligated to provide a waiver of the incentive fee, which could negatively impact our
earnings and our ability to maintain our current level of, or increase, distributionsto our stockholders.

On January 1, 2007, the Amended Advisory Agreerhename effective. In addition to providing for s&a
management fee based on our stockholders equyagneement contemplates a quarterly incentivdbésed on
our funds from operations. Our Adviser has theitgltib issue a full or partial waiver of the incimt fee for current
and future periods, however our Adviser is not nexglito issue this waiver. If our Adviser does issue this waive
in future quarters, it could negatively impact earnings and may compromise our ability to maintaincurrent
level of, or increase, distributions to our stodkleos, which could have a material adverse impaauw stock price

We may be obligated to pay our Adviser incentive compensation even if weincur aloss.

On January 1, 2007, the Amended Advisory Agreerhename effective and entitled our Adviser to inent
compensation based on our FFO, which rewards tiwésAdif our quarterly FFO (before giving effectany




incentive fee) exceeds 1.75% (7% annualized) otatat stockholders’ equity (less the recorded galfiany
preferred stock). Our pre-incentive fee FFO foeimive compensation purposes excludes the effeantyf
unrealized gains, losses or other items that daffiett realized net income that we may incur mfibcal quarter,
even if such losses result in a net loss on otersiant of operations for that quarter. Thus, we beyequired to
pay our Adviser incentive compensation for a figpsrter even if we incur a net loss for that cgrart

Financing Risks

Our business strategy relies heavily on external financing, which may expose us to risks associated with
leverage such asrestrictions on additional borrowing and payment of distributions, risks associated with
balloon payments, and risk of loss of our equity upon foreclosure.

Our current business strategy involves the usevarhge so that we may make more investments tbafdw
otherwise be possible in order to maximize poténgimrns to stockholders. If the income generaigdur
properties and other assets fails to cover our skatvice, we could be forced to reduce or eliminlid&ributions to
our stockholders and may experience losses. Webm@agw on a secured or unsecured basis.

Our ability to achieve our investment objectivedl i affected by our ability to borrow money irffizient
amounts and on favorable terms. We expect that Méaevrow money that will be secured by our prapes and
that these financing arrangements will containaustry covenants such as those that limit our gbikithout the
prior consent of the lender, to further mortgagedbplicable property or to discontinue insurarmescage. In
addition, our short-term line of credit containgdany other credit facility we might enter intdilely to contain
certain customary restrictions, requirements aheérdimitations on our ability to incur indebtedseand will
specify debt ratios that we will be required to ntain. Accordingly, we may be unable to obtaindlegree of
leverage we believe to be optimal, which may caissto have less cash for distribution to stockhmsldean we
would have with an optimal amount of leverage. Gsg of leverage could also make us more vulnetatde
downturn in our business or the economy gener@tgre is also a risk that a significant increastératio of our
indebtedness to the measures of asset value udethhgial analysts may have an adverse effechemtarket pric
of our common stock.

Some of our debt financing arrangements may requsi® make lump-sum or “balloon” payments at mgtur
Our ability to make a balloon payment at maturstyincertain and may depend upon our ability tointatdditional
financing or to sell the financed property. At time the balloon payment is due, we may not be tabfefinance th
balloon payment on terms as favorable as the @idfian or sell the property at a price sufficismtnake the
balloon payment, which could adversely affect thmant of distributions to our stockholders.

We intend to acquire additional properties by using $95 million short-term line of credit and byntinuing
to seek longerm financing, where we will borrow all or a porti of the purchase price of a potential acquisiéind
securing the loan with a mortgage on some or adunfexisting real property. To date we have olag@in
approximately $202 million in long-term financinghich we have used to acquire additional propertfese are
unable to make our debt payments as required deterould foreclose on the property securing iglarhis could
cause us to lose part or all of our investmentizhgproperty which in turn could cause the valuewfsecurities or
the amount of distributions to our stockholderbéaeduced.

Failure to hedge effectively against interest rate changes may adversely affect our results of operations.

We may experience interest rate volatility in costima with mortgage loans on our properties or otfegiable-
rate debt that we may obtain from time to time. Seently have one variable rate loan, certainwfleases
contain escalations based on market interest ratelsthe interest rate on our existing line of itrisdvariable. We
mitigate this risk by structuring such provisionsbontain a minimum interest rate or escalatioe,ras applicable.
We are also exposed to the effects of interestatsd@ges as a result of the holding of our cashcasd equivalents
in short-term, interegbearing investments. A significant change in irgerates could have an adverse impact ol
results of our operations. To date we have notredtmto any derivative contracts, however certdiour mortgage
loans and properties have embedded derivativewiform of interest rate floors and ceilings. Theswedded
derivatives do not require separate accounting ugtiement of Financial Accounting Standards N3, 1
“Accounting for Derivative Instruments and Hedgifgtivities.”




Risks of being a REIT

We may not qualify asa REIT for federal income tax purposes, which would subject usto federal income tax on
our taxable income at regular corporate rates, thereby reducing the amount of funds available for paying
distributions to our stockholders.

We have historically operated and intend to comtitaioperate in a manner that will allow us to duals a
REIT for federal income tax purposes. Our qualifmaas a REIT depends on our ability to meet vaio
requirements set forth in the Internal Revenue Gmuieerning, among other things, the ownershipuof o
outstanding common stock, the nature of our asetssources of our income and the amount of airiliitions to
our stockholders. The REIT qualification requiretsesre extremely complex, and interpretations efféderal
income tax laws governing qualification as a REl& lémited. Accordingly, we cannot be certain that will be
successful in operating so as to qualify as a REtTany time new laws, interpretations or courtigiens may
change the federal tax laws relating to, or thefakdincome tax consequences of, qualification REH. It is also
possible that future economic, market, legal, tagther considerations may cause our board of wire¢o revoke
our REIT election, which it may do without stocktet approval.

If we lose or revoke our REIT status, we will famFious tax consequences that will substantiatlyce the
funds available for distribution to you because:

» we would not be allowed a deduction for distribndo stockholders in computing our taxable incomwe,
would be subject to federal income tax at regutaiparate rates and we might need to borrow moneglbr
assets in order to pay any such i

« we also could be subject to the federal alternatir@mum tax and possibly increased state and local
taxes; anc

 unless we are entitled to relief under statutogyvjmions, we would be prevented from re-qualifyindoe
taxed as a REIT for the four taxable years follaytine year during which we ceased to qua

In addition, if we fail to qualify as a REIT, digiutions to stockholders would be taxable to thiemixof our current
and accumulated earnings and profits, and, thethetextent that the amount by which the balaneioh
distribution exceeds the stockholder’s adjustedshassuch stockholder’s stock of the REIT. If were taxed as a
regular corporation, corporate distributees migheligible for the dividends received deductior, lwa would not
be required to make distributions to stockholders.

We have not sought a ruling from the I nternal Revenue Service that we qualify asa REIT, nor do we intend to
do so in the future.

An IRS determination that we do not qualify as d R&ould deprive our stockholders of the tax betsedif our
REIT status only if the IRS determination is uphel@ourt or otherwise becomes final. To the extkat we
challenge an IRS determination that we do not fuab a REIT, we may incur legal expenses that doeduce our
funds available for distribution to our stockholslef\s a result of all these factors, our failurgtalify as a REIT
could impair our ability to expand our business eaide capital, and would adversely affect the ealfiour
common stock.

Failureto makerequired distributions or to satisfy certain income requirements would subject usto tax.

In order to qualify as a REIT, each year we musitridiute to our stockholders at least 90% of oxalée
income, other than any net capital gains. To thergxthat we satisfy the distribution requiremeunt distribute less
than 100% of our taxable income, we will be subfjedederal corporate income tax on our undistediutcome. In
addition, we will incur a 4% nondeductible exciag bn the amount, if any, by which our distribugan any year
are less than the sum of:

» 85% of our ordinary income for that ye
* 95% of our capital gain net income for that yeaqd

» 100% of our undistributed taxable income from pyiears.




In addition, each year at least 95% of our groserime must be derived from passive sources in stateeand
securities, and at least 75% of our gross incomst imel derived from real estate sources. If wetdasdlatisfy either ¢
these gross income tests, but nonetheless corttroqugalify as a REIT because we meet certain odgiirements,
we will incur a tax of up to 100% on the greateth excess of 95% of our gross income over theuataf our
qualifying income, or the excess of 75% of our grim&ome over the amount of our qualifying income.

We intend to pay out our income to our stockholdiei manner intended to satisfy the distributiequiremen
applicable to REITs and to satisfy the foregoingsgrincome tests and, thus, avoid corporate incares and the
4% excise tax. Differences in timing between tteognition of income and the related cash receipth@effect of
required debt amortization payments could requsréolborrow money or sell assets to pay out enadigiur taxabl
income to satisfy the distribution requirement émdvoid corporate income tax and the 4% exciséntaxparticula
year. In the future, we may borrow funds to payritigtions to our stockholders and the limited pars of oul
Operating Partnership. Any funds that we borrow Mr@ubject us to interest rate and other markksris

Because we must distribute a substantial portion of our net income to qualify asa REIT, we will belargely
dependent on third-party sources of capital to fund our future capital needs.

To qualify as a REIT, we generally must distribteteur stockholders at least 90% of our taxablerime each
year, excluding capital gains. Because of thigithistion requirement, it is not likely that we wile able to fund
significant portion of our future capital needs;lirding property acquisitions, from retained eagsinTherefore, we
will likely rely on public and private debt and etyucapital to fund our business. This capital may be available
on favorable terms or at all. Our access to addilicapital depends on a number of things, incigidie market's
perception of our growth potential and our curmd potential future earnings. Moreover, additiateit
financings may substantially increase our leverage.

Other Risks

We are subject to restrictions that may discourage a change of control. Certain provisions contained in our
articles of incorporation and Maryland law may prohibit or restrict a change of control.

 Our articles of incorporation prohibit ownershiprobre than 9.8% of the outstanding shares of opitala
stock by one person. This restriction may discoarmghange of control and may deter individualsrtities
from making tender offers for our capital stock,iethoffers might otherwise be financially attraetito our
stockholders or which might cause a change in amagemen

« Our board of directors are divided into three aassvith the term of the directors in each clagsrang eveny
third year. At each annual meeting of stockholdrs,successors to the class of directors whosedgpires
at such meeting will be elected to hold office dalerm expiring at the annual meeting of stockhaldeld in
the third year following the year of their electidkfter election, a director may only be removedoloy
stockholders for cause. Election of directors taggered terms with limited rights to remove dioestmake:
it more difficult for a hostile bidder to acquirerttrol of us. The existence of this provision magatively
impact the price of our securities and may discgeithird-party bids to acquire our securities. Trisvision
may reduce any premiums paid to stockholders imaage in control transactic

Certain provisions of Maryland law applicable topushibit business combinations with:

« any person who beneficially owns 10% or more ofithiéng power of our common stock, referred toas a
“interested stockhold¢’

« an affiliate of ours who, at any time within thedyear period prior to the date in question, wamtarested
stockholder; o

« an affiliate of an interested stockhold
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These prohibitions last for five years after thestmecent date on which the interested stockhdddeame an
interested stockholder. Thereafter, any busines®amation with the interested stockholder mustdmmmended
by our board of directors and approved by therafftive vote of at least 80% of the votes entittete cast by
holders of our outstanding shares of common stadkta&o-thirds of the votes entitled to be cast bidbrs of our
common stock other than shares held by the ineatestbckholder. These requirements could haveffaet ®f
inhibiting a change in control even if a changeamtrol were in our stockholders’ interest. Thesa/sions of
Maryland law do not apply, however, to business loimiations that are approved or exempted by ourdbofr
directors prior to the time that someone becomeastanested stockholder.

Market conditions could adversely affect the market price and trading volume of our securities.

The market price of our common and preferred sitoak be highly volatile and subject to wide fluciaas anc
the trading volume in our common and preferredistoay fluctuate and cause significant price vaoiaito occur.
We cannot assure you that the market price of oomgon stock will not fluctuate or decline signifitly in the
future. Some market conditions that could negatiedect our share price or result in fluctuatiomshe price or
trading volume of our securities include:

« price and volume fluctuations in the stock marketf time to time, which are often unrelated to the
operating performance of particular compan

« significant volatility in the market price and tiag volume of shares of REITs, real estate companiethe
companies in our sector, which is not necessaglbted to the performance of those compai

* price and volume fluctuations in the stock marketaesult of terrorist attacks, or speculatiorarding
future terrorist attacks, in the United Stateslmoad;

« actual or anticipated variations in our quarteghexating results or distribution

« changes in our funds from operations or earningsates or the publication of research reports abewr
the real estate industry genera

« actions by institutional stockholde!
« speculation in the press or investment commul
« changes in regulatory policies or tax guidelinestipularly with respect to REITS; al

* Investor confidence in the stock mark

Shares of common stock eligible for future sale may have adverse effects on our share price.

We cannot predict the effect, if any, of futureesabf common stock, or the availability of sha@sffiture
sales, on the market price of our common stoclesSall substantial amounts of common stock (inclydimares of
common stock issuable upon the conversion of wfitair operating partnership that we may issue ftiome to
time), or the perception that these sales couldmmeaay adversely affect prevailing market priog@sdur common
stock.

An increase in market interest rates may have an adver se effect on the market price of our securities.

One of the factors that investors may consideleitiding whether to buy or sell our common stockm@ferred
stock is our distribution rate as a percentageuofsbare price, relative to market interest rdfanarket interest
rates increase, prospective investors may desingheer distribution yield on our securities or ssekurities paying
higher dividends or interest. The market pricewf gecurities likely will be based primarily on tearnings that we
derive from rental income with respect to our prtips, interest earned on our mortgage loans andetated
distributions to stockholders, and not from theenhying appraised value of the properties themsel@s a result,
interest rate fluctuations and capital market coowl$ are likely to affect the market price of eecurities, and such
effects could be significant. For instance, if net rates rise without a corresponding increaseiirdistribution
rate, the market price of our common stock coultrel®se because potential investors may requirgreehi
distribution yield on our common stock as marké¢san interest-bearing securities, such as baoisds,
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Additionally, because both our Series A and SeaBi€seferred Stock is entitled to receive divideatla fixed rate
(and any series of preferred stock we may authanizkissue in the future will also likely receivigidends at a
fixed rate), any increase in interest rates idyike result in a decrease in the market pricewf®eries A and
Series B Preferred Stock or any future series efigpred stock.

Legislative or regulatory action could adversely affect investors.

In recent years, numerous legislative, judicial adchinistrative changes have been made in the goma of
the federal and state income tax laws applicabieviestments in REIT shares. Additional changesitdaws are
likely to continue to occur in the future, and vanot assure you that any such changes will natradly affect the
taxation of our stockholders. Any such changesdcbale an adverse effect on an investment in arestor on the
market value or the resale potential of our prapsrt

If our Operating Partnership fails to maintain its status as a partnership or other form of pass-through entity
for federal income tax purposes, itsincome may be subject to taxation.

As we hold all of the ownership interests in oure@gting Partnership, it is currently disregardedificome tax
purposes. We intend that it will qualify as a parship for income tax purposes upon the admisdi@uditional
partners; however, if the IRS were to successtililgllenge the status of our Operating Partnershig @artnership,
it would be taxable as a corporation. In such evbig would reduce the amount of distributiong thar Operating
Partnership could make to us. This could also téswur losing REIT status and becoming subject tmrporate
level tax on our own income. This would substahtiegduce our cash available to pay distributiond te return
on your investment. In addition, if any of the &r8 through which our Operating Partnership ovspiioperties, in
whole or in part, loses its characterization agwrnership for federal income tax purposes, it \ida¢ subject to
taxation as a corporation, thereby reducing distiims to our Operating Partnership. Such a recheriaation of ai
underlying property owner could also threaten dailitg to maintain REIT status.

Our potential participation in joint ventures creates additional risk.

We may participate in joint ventures or purchasspprties jointly with other unaffiliated entitieEhere are
additional risks involved in these types of tranises. These risks include the potential of ounfeienture partner
becoming bankrupt or our economic or businessestsrdiverging. These diverging interests couldyragrother
things, expose us to liabilities of the joint vengtin excess of our proportionate share of thedsliies. The
partition rights of each owner in a jointly owneaperty could reduce the value of each portiorhefdivided

property.
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FORWARD-LOOKING STATEMENTS

Some of the statements contained in or incorporiaye@ference in this prospectus constitute forwaodking
statements under Section 27A of the SecuritiesofA&033, as amended (the “Securities Act”), andiBer@1E of
the Securities Exchange Act of 1934, as amended'Bkchange Act”), including statements made wébpect to
possible or assumed future results of our busidiess)cial condition, liquidity, results of operatis, plans and
objectives. When we use the words “believe,” “exgeanticipate,” “estimate” or similar expressignsge intend to
identify forward-looking statements. You should ptace undue reliance on these forward-lookingestants.
Statements regarding the following subjects aredod-looking by their nature:

* our business strateg

» pending transaction

 our projected operating resul

« our ability to obtain future financing arrangemel
 estimates relating to our future distributio
 our understanding of our competitic

* market trends

* estimates of our future operating expenses, inctugayments to our Adviser under the terms of owisary
agreement

 projected capital expenditures; €
« use of the proceeds of our credit facilities, magtg notes payable, and other future capital ressuicany.

These statements involve known and unknown riskserainties and other factors that may causetsgsul
levels of activity, growth, performance, tax conseces or achievements to be materially diffenahfany future
results, levels of activity, growth, performanaes tonsequences or achievements expressed or dnfyglisuch
forward-looking statements.

The forward-looking statements are based on ouefisehssumptions and expectations of our future
performance, taking into account all informatiomrently available to us. Although we believe thatge beliefs,
assumptions and expectations are reasonable, wetogimarantee future results, levels of activigrformance,
growth or achievements. These beliefs, assump#ndsxpectations can change as a result of magjbpevents
or factors, not all of which are known to us. flaange occurs, our business, financial conditignjdity and result
of operations may vary materially from those expegkin or implied by our forwarkboking statements. You shot
carefully consider these risks before you makengastment decision with respect to our common stalcing with
the following factors that could cause actual restad vary from our forward-looking statements:

« the loss of any of our key employees, such as MridGladstone, our chairman and chief executifieaf
Mr. Terry Lee Brubaker, our vice chairman and clojeérating officer, or Mr. George Stelljes IlI, our
president and chief investment offic

 general volatility of the capital markets and tharket price of our common stoc
* risks associated with negotiation and consummatfgrending and future transactiol
« changes in our business strate

« availability, terms and deployment of capital, uihg the ability to maintain and borrow under euisting
credit facility, arrange for long-term mortgagesaur properties; secure one or more additional -
credit facilities, and to raise equity capil

« availability of qualified personne

« changes in our industry, interest rates or the g¢eeonomy
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« the degree and nature of our competition;

« those factors discussed in the “Risk Factors” saabf this prospectus and those factors listed witte
caption“Risk Factor” in our Securities and Exchange Commission filimgorporated herein by referen

We are under no duty to update any of the forwaakihg statements after the date of this prospdotus
conform such statements to actual results.

INCORPORATION BY REFERENCE

There are incorporated by reference in this prasgete following documents previously filed by @dtone
Commercial Corporation with the Securities and Exgje Commission (the “SEC”).

« Annual Report oiForm 1(-K for the fiscal year ended December 31, 2006, fedruary 27, 2007

« Quarterly Report oForm 1(-Q for the fiscal quarter ended March 31, 2007, fiiéaly 1, 2007

« Quarterly Report oForm 1(-Q for the fiscal quarter ended June 30, 2007, fildg 31, 2007

* Quarterly Report oForm 1(-Q for the fiscal quarter ended September 30, 20@] Dctober 30, 200°
» Current Reports oForm &K filed January 3, 2007, July 10, 2007 and Novemie2007;

« The description of our common stock contained inRegistration Statement on Form 8-A filed Auguat 1
2003 as updated through subsequently filed ref

« The description of our 7.75% Series A Cumulativel&asnable Preferred Stock contained in our Registrat
Statement olForm &A filed January 19, 2006, as updated through subsélguded reports; ant

» The description of our 7.50% Series B Cumulativelét&able Preferred Stock contained in our Registrat
Statement on Form 8-A filed October 19, 2006, asraded October 23, 2006, as updated through
subsequently filed report

The SEC has assigned file number 0-50363 to repadther information that Gladstone Commercial
Corporation files with the Securities and Excha@Ggenmission.

All documents subsequently filed by Gladstone ComasiaéCorporation pursuant to Sections 13(a), 13(4)o!
15(d) of the Exchange Act prior to the terminatafrihe offering of the offered securities, shalldeemed to be
incorporated by reference in this prospectus armbta part of this prospectus from the date afdilof such
documents. Any statement contained in this prosigeat in a document incorporated or deemed to d@jorated
by reference in this prospectus shall be deeméé toodified or superseded for purposes of thisgactsis to the
extent that a statement contained in this prospeotun any subsequently filed document whiclmeoiporated or
deemed to be incorporated by reference in thispaatsis, modifies or supersedes such statementséaty
statement so modified or superseded shall not bmed, except as so modified or superseded, toitdasd part of
this prospectus.

Gladstone Commercial Corporation will provide witth@harge to each person, including any benefisaler,
to whom a copy of this prospectus is delivered,nughe@ written or oral request of such person, g as@ny or all ¢
the documents incorporated by reference in thisgeotus, other than exhibits to such documentssirsiech
exhibits are specifically incorporated by referemte such documents. Requests should be addrassed

Investor Relations

Gladstone Commercial Corporation
1521 Westbranch Drive, Suite 200
McLean, Virginia 22102

(703) 287-5835
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WHERE YOU CAN FIND MORE INFORMATION

We are subject to the informational requirementhefExchange Act and, in accordance therewith réports,
proxy statements and other information with theuiies and Exchange Commission. Such reports,yprox
statements and other information can be inspeutigdput charge, at the public reference facilitiesintained by th
SEC at 100 F Street, N.E., Room 1580, Washingto@, P0549. Copies of such material can be obtaied
prescribed rates from the Public Reference RootheSEC at 100 F Street, N.E., Room 1580,

Washington, D.C. 20549. You may obtain informationthe operation of the Securities and Exchange
Commission’s public reference room in WashingtorC by calling the SEC at 1-800-SEC-0330. Such risdse
may also be inspected on the Securities and Exeh@ogimission’s website at www.sec.gov. Our outstand
shares of common stock are listed on the NasdalaGMarket under the symbol “GOOD.” You can alsoaird
information about Gladstone Commercial Corporatibour website, www.GladstoneCommercial.com. Infation
included on, or accessible through our websitetsarpart of this prospectus.

This prospectus constitutes part of a registradtatement on Form S-3 filed by Gladstone Commercial
Corporation with the SEC under the Securities A&383. This prospectus does not contain all ofitifi@rmation
set forth in the registration statement, parts biclv are omitted in accordance with the rules aguilations of the
Securities and Exchange Commission. For furtharimétion, reference is made to the registratiotestant.

USE OF PROCEEDS

Unless otherwise described in the applicable pratsgesupplement, we intend to use the net prodeeatsthe
sale of the offered securities to:

« pay down our revolving line of credit, which curtigraccrues interest at the rate of approximatedy® and
matures on December 29, 2009, with an option terekfor an additional yea

 acquire and develop commercial and industrial estdte for lease to tenants as suitable opporsratise
* make industrial and commercial mortgage loans #atse opportunities arist

« reimburse our Adviser for the expenses and feesitrs in connection with our busine

 repay any outstanding indebtedness at the tinseditié; ant

« fund general business purpos

Pending their use, we may invest the net proceeds the sale of the offered securities in REIT-ieal
money market instruments, shoetm repurchase agreements or other cash equisdlattare expected to provid
lower net return than we hope to achieve from oterided real estate investments. We may also temilyonvest
in securities that qualify as “real estate assetsier the REIT provisions of the Internal Revenoed; such as
mortgage-backed securities. We may not be ablehieee our targeted investment pace.

RATIO OF EARNINGS TO FIXED CHARGES AND PREFERRED DI VIDENDS

The following table sets forth the ratio of earrsrtg fixed charges and preferred dividends forptéods
indicated below. “Earnings” consist of income (Jo&sm continuing operations before income taxes fared
charges. “Fixed charges” consist of interest expamsl the portion of operating lease expense ¢paesents
interest.

Nine Months Period February 14,
Ended Year Ended Year Ended Year Ended 2003 (Inception)
September 30, December 31, December 31, December 31, through December 31
2007 2006 2005 2004 2003
Ratio of earnings to combined fixed
charges and preferred divider 1.4x 1.3x 2.4x 60.8 (@)}

(1) For the period from our inception to December 3103, our earnings were insufficient to cover fixdhrges b
$240,871
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DESCRIPTION OF OUR CAPITAL STOCK

General

Our authorized capital stock consists of 20,000 &itdres of capital stock, $0.001 par value pereshar
17,700,000 of which are designated as common sigtk0,000 of which are designated as Series AeReaf Stoc
and 1,150,000 of which are designated Series BeResf Stock. Under our articles of incorporatiomr, lboard of
directors is authorized to classify and reclasaify unissued shares of capital stock by settirdhanging in any
one or more respects, from time to time beforeassa of such stock, the preferences, conversiother rights,
voting powers, restrictions, limitations as to diemnds, qualifications and terms and conditionedémption of suc
stock. As of September 30, 2007, there were 8,885Rares of common stock issued and outstandihg an
2,150,000 shares of preferred stock issued andamdlisig. The following summary description of oapital stock
is not necessarily complete and is qualified ireitfirety by reference to our articles of incorgimaand bylaws,
each of which has been filed with the Securitiess Brchange Commission, as well as applicable pimvisof
Maryland law.

Description of Common Stock
Voting Rights of Common Stock

Subject to the provisions of our articles of inamgtion regarding restrictions on the transfer awdership of
our capital stock, each outstanding share of comstark entitles the holder to one vote on all nratseibmitted to
a vote of stockholders, including the election ioéckors, and, except as provided with respechioather class or
series of capital stock (currently consisting ofi€&A Preferred Stock and Series B Preferred $tdie& holders of
the common stock possess the exclusive voting poWere is no cumulative voting in the electiordoéctors,
which means that the holders of a majority of thstanding common stock, voting as a single cleas elect all of
the directors then standing for election and thHedérs of the remaining shares are not able to elegdirectors.

Dividends, Liquidations and Other Rights

All shares of common stock offered by this prospsetill be duly authorized, fully paid and nonassdxe.
Holders of our common stock are entitled to recélivedends when declared by our board of directartsof assets
legally available for the payment of dividends. ¥laso are entitled to share ratably in our adsg@lly available
for distribution to our stockholders in the evehbar liquidation, dissolution or winding up, afteayment of or
adequate provision for all of our known debts dadilities. These rights are subject to the preaféad rights of any
other class or series of our shares (currentlyisting of Series A Preferred Stock and Series BePred Stock) and
to the provisions of our articles of incorporati@garding restrictions on transfer of our shares.

Holders of our common stock have no preferencevesion, exchange, sinking fund, redemption or aispt
rights and have no preemptive rights to subscibamy of our securities. Subject to the restritdion transfer of
shares contained in our articles of incorporatahshares of common stock have equal dividendjdiation and
other rights.

Certificates

We will not issue certificates. Shares will be higlduncertificated” form which will eliminate thphysical
handling and safekeeping responsibilities inheirepivning transferable stock certificates and afiaté the need to
return a duly executed stock certificate to thaedfar agent to effect a transfer. Transfers caeffeeted simply by
mailing to us a duly executed transfer form. Upomissuance of our shares, we will send to eadkistdder a
written statement which will include all informatidhat is required to be written upon stock cerdifes under
Maryland law.

Meetings and Special Voting Requirements

An annual meeting of the stockholders will be heddh year for the purpose of electing the clasbrettors
whose term is up for election and to conduct othesiness that may be before the stockholders. Slpaeietings of
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stockholders may be called only upon the requeatrofjority of our directors, a majority of our agendent
directors, our chairman, our president or uponvititten request of stockholders entitled to caseéast 20% of all
the votes entitled to be cast at a meeting. In géne presence in person or by proxy of a migjaf the
outstanding shares, exclusive of excess sharesrilged in “Certain Provisions of Maryland Law anfdQur
Articles of Incorporation and Bylaws — Restrictioms Ownership of Shares” below), shall constitutgiarum.
Generally, the affirmative vote of a majority oktkiotes entitled to be voted at a meeting at whighiorum is
present is necessary to take stockholder actiamemthat a plurality of all votes cast at suchesetimg is sufficient
to elect a director.

A proposal by our board of directors to amend aticlas of incorporation or to dissolve us requities
approval at a duly held meeting of our stockholdesling at least a majority of the shares entittedote.
Stockholders may, by the affirmative vote of twardl of the shares entitled to vote on such maglect to remove
a director for cause. Stockholders do not haveablilgy to vote to replace our Adviser or to selaatew adviser.

The affirmative vote of a majority of all sharegited to vote is required to approve any mergesale of
substantially all of our assets other than in titérary course of business. The term “substantalllyas used in th
context is a term used in the Maryland General G@te Law. The Maryland General Corporation Lawsdioet
include a definition of “substantially all” and Mdand case law suggests that the term be intexptea
case-by-case basis. The effect for investors oMhagyland law’s lack of definition is that we canmmovide
investors with a definition for “substantially allihd therefore stockholders will not know whethsake of assets
will constitute a sale of substantially all of thesets and, therefore, whether they will haveittd to approve any
particular sale.

Information Rights

Any stockholder may, during normal business houasfar any lawful and proper purpose, inspect aoq/c
our bylaws, minutes of the proceedings of our dtotdkers, our annual financial statements and atipgdrust
agreement that is on file at our principal offibeaddition, one or more stockholders who togetrer and for at
least six months have been, record or beneficialdns of 5% of our common stock are entitled tgétt a copy of
our stockholder list upon written request. Thewdt include the name and address of, and the rarmbshares
owned by, each stockholder and will be availablelatprincipal office within 20 days of the stockdier’s request.

The rights of stockholders described above arelditian to, and do not adversely affect rights ded to
investors under, Rule 14apromulgated under the Exchange Act, which provitias, upon request of investors ¢
the payment of the expenses of the distributionamerequired to distribute specific materialstakholders in the
context of the solicitation of proxies for voting matters presented to stockholders, or, at ouompprovide
requesting stockholders with a copy of the lisstoickholders so that the requesting stockholdessnmrake the
distribution themselves.

Distributions

Distributions will be paid to investors who aredtholders as of the record date selected by oudbafa
directors. Distributions will be paid on a quanyenbsis regardless of the frequency with which slistributions art
declared. We are required to make distributionfigent to satisfy the REIT requirements. Generaligome
distributed as distributions will not be taxableuunder federal income tax laws unless we fasbtoply with the
REIT requirements.

Distributions will be paid at the discretion of duward of directors based on our earnings, cashdiud gener:
financial condition. The directors’ discretion wile governed, in substantial part, by their obiggato cause us to
comply with the REIT requirements. Because we neagive income from interest or rents at variougsiduring
our fiscal year, distributions may not reflect mrome earned in that particular distribution pérut may be made
in anticipation of cash flow which we expect tog®e during a later period of the year and may héderin advance
of actual receipt in an attempt to make distribngioelatively uniform. We may borrow to make distitions if the
borrowing is necessary to maintain our REIT stabusf the borrowing is part of a liquidation segly whereby the
borrowing is done in anticipation of the sale afjerties and the proceeds will be used to repajotre
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Repurchases of Excess Shares

We have the authority to redeem “excess sharegidfised in our articles of incorporation) immeedigtupon
becoming aware of the existence of excess shamftenrgiving the holder of the excess shares 38 tlatransfer
the excess shares to a person whose ownershiglosbares would not exceed the ownership limit #retefore
such shares would no longer be considered excassssiThe price paid upon redemption by us shath&édesser c
the price paid for such excess shares by the stdddhholding the excess shares or the fair markieie of the
excess shares. We may purchase excess sharegvis¢hrepurchase shares if the repurchase doéspair our
capital or operations. For additional informati@garding excess shares, see “Certain Provisiokkofland Law
and of our Articles of Incorporation and Bylaws —ed®ictions on Ownership of Shares.”

Other Matters

The transfer and dividend paying agent and regiftraour common stock is The Bank of New York. The
principal business address of The Bank of New Yerk01 Barclay Street, Suite 11E, New York, New 0286,
telephone number (800) 274-2944. The Bank of Newk¥aso maintains an internet web site at
http://stock.bankofny.com.

Description of Preferred Stock

General

Subject to limitations prescribed by Maryland lamdaur articles of incorporation, our board of dices is
authorized to issue, from the authorized but uridsthares of stock, shares of preferred stockriessand to
establish from time to time the number of sharesreferred stock to be included in the series arftkithe
designation and any preferences, conversion ared atfhts, voting powers, restrictions, limitaticas to dividends
and other distributions, qualifications and termd aonditions of redemption of the shares of eatles, and any
other subjects or matters as may be fixed by résolof our board of directors or one of its dulyttzorized
committees.

Existing Series of Preferred Stock
As of the date of this prospectus, our board addadors has designated:
« 1,150,000 shares of 7.75% Series A Cumulative RexfeStock, 1,000,000 of which are outstanding;
» 1,150,000 shares of 7.75% Series B Cumulative RegfeéStock, all of which are outstandit

The description of our Series A Preferred Stoaoistained in our prospectus supplement dated Jad@&ar
2006, which was filed January 19, 2006 with theuites and Exchange Commission.

The description of our Series B Preferred Stodoistained in our prospectus supplement dated Octidhe
2006, which was filed October 19, 2006 with the B&ies and Exchange Commission.

Future Series of Preferred Stock

The following description of the terms of our preésl stock sets forth general terms and provistdrgir
preferred stock to which a prospectus supplementrelate. Specific terms of any series of prefesttk offered
by a prospectus supplement will be described ihgh@spectus supplement. The description set fogtow is
subject to and qualified in its entirety by refarero the articles supplementary to our charténdithe preferences,
limitations and relative rights of a particularissrof preferred stock.

If we offer preferred stock pursuant to this pragps, the applicable prospectus supplement wiltidles the
specific terms of the series of shares of prefestedk being offered, including:

« the title and stated value of the series of shaf@seferred stock and the number of shares caitisiif that
series;
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the number of shares of the series of shares témped stock offered, the liquidation preference gieare an
the offering price of the shares of preferred st

the dividend rate(s), period(s)and/or payment d3dethe method(s)of calculation for those valigdating tc
the shares of preferred stock of the sel

the date from which dividends on shares of prefesteck of the series shall cumulate, if applica
the procedures for any auction and remarketinanyf, for shares of preferred stock of the se
the provision for a sinking fund, if any, for sheuaf preferred stock of the seris

the provision for redemption or repurchase, if aggtile, of shares of preferred stock of the seerd,any
restriction on our ability to exercise those redgéorpand repurchase righi

any listing of the series of shares of preferredlsbn any securities exchange or mar

the terms and conditions, if applicable, upon wishhres of preferred stock of the series will bevedtible
into shares of preferred stock of another serig®ormon stock, including the conversion price, anmer of
calculating the conversion price, and the converpieriod;

whether the preferred stock will be exchangealite diebt securities, and, if applicable, the exclegprice, o
how it will be calculated, and the exchange per

voting rights, if any, of the shares of preferréack of the series

preemption rights, if any

whether interests in shares of preferred stockeferies will be represented by global securi

a discussion of U.S. Federal income tax consideratapplicable to shares of preferred stock ot#rees;

the relative ranking and preferences of sharesaiéped stock of the series as to dividend rigimid rights
upon liguidation, dissolution or winding up of caffairs;

any limitations on issuance of any series of shafgseferred stock ranking senior to or on a pa#iith the
series of shares of preferred stock as to dividagids and rights upon liquidation, dissolutiormanding up
of our affairs; anc

any limitations on direct or beneficial ownershiplaestrictions on transfer of shares of prefestedk of the
series, in each case as may be appropriate torpeeser status as a REIT under the Cc

the registrar and transfer agent for the shargsedérred stock; an

any other specific terms, preferences, rights téitigns or restrictions of the series of sharegreferred
stock.

If we issue shares of preferred stock under thoasgectus, the shares will be fully paid and noressable and

will not have, or be subject to, any preemptiveiarilar rights.

The issuance of preferred stock could adversecathe voting power, conversion or other rightballers of

common stock. Preferred stock could be issued guigkh terms designed to delay or prevent a changmntrol
of our company or make removal of management miffieudt. Additionally, the issuance of preferretbsk may
have the effect of decreasing the market pricauoftommon stock.
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CERTAIN PROVISIONS OF MARYLAND LAW AND
OF OUR ARTICLES OF INCORPORATION AND BYLAWS

The following description of certain provisionshéryland law and of our articles of incorporatioma@ bylaws
is only a summary. For a complete description, aferyou to the Maryland General Corporation Lawr articles
of incorporation and our bylaws. We have filed adicles of incorporation and bylaws as exhibitshe
registration statement of which this prospectus part.

Classification of our Board of Directors

Pursuant to our bylaws our board of directors imased of ten members and is divided into thress#s of
directors. Directors of each class are electea finreeyear term, and each year one class of directotdwiélecter
by the stockholders. The current terms of the Qlag3lass Il and Class | directors will expire 2008, 2009 and
2010, respectively, and when their respective ssms are duly elected and qualify. Any directectdd to fill a
vacancy shall serve for the remainder of the friint of the class in which the vacancy occurreduartil a success:
is elected and qualifies. We believe that classdis of our board of directors helps to assurecth#inuity and
stability of our business strategies and policedetermined by our directors. Holders of sharesuofcapital stock
have no right to cumulative voting in the electafrdirectors. Consequently, at each annual meetisockholders
the holders of a majority of the capital stock alpée to elect all of the successors of the clasirettors whose
terms expire at that meeting.

Our classified board could have the effect of mgkhre replacement of incumbent directors more time
consuming and difficult. At least two annual meg$irof stockholders, instead of one, will generblyrequired to
effect a change in a majority of our board of dioes. Thus, our classified board could increasdikiedihood that
incumbent directors will retain their positions.eTétaggered terms of directors may delay, defprerent a tender
offer or an attempt to change control of us or heotransaction that might involve a premium pfaeour commol
stock that might be in the best interest of oucldtolders.

Removal of Directors

Any director may be removed only for cause by tioeldholders upon the affirmative vote of at least-thirds
of all the votes entitled to be cast at a meetated for the purpose of the proposed removal. fidtece of the
meeting shall indicate that the purpose, or orth®@purposes, of the meeting is to determine itdinector shall be
removed.

Restrictions on Ownership of Shares

In order for us to qualify as a REIT, not more ti58%6 of our outstanding shares may be owned byfigayr
fewer individuals (including some tax-exempt eg8)iduring the last half of each taxable year,thedutstanding
shares must be owned by 100 or more persons indeptaf us and each other during at least 335 digs
12-month taxable year or during a proportionate pba shorter taxable year for which an electiobé treated as a
REIT is made. We may prohibit certain acquisitians transfers of shares so as to facilitate outirooad
qualification as a REIT under the Internal Reve@oee. However, this prohibition may not be effeetiv

Our articles of incorporation, in order to assist board of directors in preserving our status RE#, contain
an ownership limit which prohibits any person cogw of persons from acquiring, directly or inditgcbeneficial
ownership of more than 9.8% of our outstanding eshaf capital stock. Shares owned by a persorgoo#p of
persons in excess of the ownership limit are de€fmeckss shares.” Shares owned by a person whaidudily
owns of record less than 9.8% of outstanding shamsnevertheless be excess shares if the persieeised part
of a group for purposes of this restriction.

Our articles of incorporation stipulate that anygmrted issuance or transfer of shares shall bd wvaly with
respect to those shares that do not result inrdmsfiereestockholder owning shares in excess of the owneighit.
If the transferee-stockholder acquires excess shdre person is considered to have acted as eut agd holds the
excess shares on behalf of the ultimate stockholder

The ownership limit does not apply to offerors whim accordance with applicable federal and statirities
laws, make a cash tender offer, where at least&te outstanding shares of our common stocki@robaiding
shares or subsequently issued securities conweititl common stock which are held by the tendfarof and any
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“affiliates” or “associates” thereof within the m@ag of the Exchange Act) are duly tendered anéptec] pursuant
to the cash tender offer. The ownership limit ases not apply to the underwriter in a public dffgrof our shares.
The ownership limit also does not apply to a peropersons which our directors so exempt fromotliaership
limit upon appropriate assurances that our qualtifit as a REIT is not jeopardized.

Business Combinations

Maryland law prohibits “business combinations” beém us and an interested stockholder or an affibaan
interested stockholder for five years after the nesent date on which the interested stockholdepines an
interested stockholder. These business combinaitichsde a merger, consolidation, share exchangén o
circumstances specified in the statute, an assesfer or issuance or reclassification of equigusées. Maryland
law defines an interested stockholder as:

« any person who beneficially owns 10% or more ofitbttng power of our shares;

« an affiliate or associate of ours who, at any timithin the two-year period prior to the date in stien, was
the beneficial owner of 10% or more of the votirggver of our the-outstanding voting share

A person is not an interested stockholder if olard®f directors approved in advance the transa&tyowhich
the person otherwise would have become an interestekholder. However, in approving a transactour,board
of directors may provide that its approval is sabje compliance, at or after the time of approvath any terms
and conditions determined by our board of directors

After the five-year prohibition, any business congtion between us and an interested stockholdesrgkn
must be recommended by our board of directors pptbaed by the affirmative vote of at least:

» 80% of the votes entitled to be cast by holdemsurfther-outstanding shares of capital stock; i

« two-thirds of the votes entitled to be cast by leoddof our voting shares other than shares hel@the
interested stockholder with whom or with whoseliatié the business combination is to be effectetl an
(b) shares held by an affiliate or associate ofitkerested stockholde

These super-majority vote requirements do not aipglyr common stockholders receive a minimum prae
defined under Maryland law, for their shares infitren of cash or other consideration in the sammfas
previously paid by the interested stockholder feishares. The statute permits various exemptrons its
provisions, including business combinations thateaempted by our board of directors before the timat the
interested stockholder becomes an interested sitiideh The business combination statute may disgmuothers
from trying to acquire control of us and incredse difficulty of consummating any offer.

Merger; Amendment of Articles of Incorporation

Under Maryland law, we will not be able to amend anicles of incorporation or merge with anothetity
unless approved by the affirmative vote of stocklbod holding at least a majority of the sharedledtio vote on
the matter. As permitted by Maryland law, our descof incorporation contain a provision permittimgy directors,
without any action by our stockholders, to ameredatticles of incorporation to increase or decréaseggregate
number of shares of stock or the number of shdramyclass of stock that we have authority toéssu

Operations

We generally are prohibited from engaging in certaitivities, including acquiring or holding propeor
engaging in any activity that would cause us tbtéaqualify as a REIT.
Term and Termination

Our articles of incorporation provide for us to bavperpetual existence. Pursuant to our artidles o
incorporation, and subject to the provisions of ahgur classes or series of stock then outstanabthe approval
by a majority of the entire board of directors, stackholders, at any meeting thereof, by theatiive vote of a
majority of all of the votes entitled to be casttba matter, may approve a plan of liquidation disgolution.
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Advance Notice of Director Nominations and New Busess

Our bylaws provide that, with respect to an anmu@éting of stockholders, nominations of personfection
to our board of directors and the proposal of bessrto be considered by stockholders at the ammeeting may be
made only:

 pursuant to our notice of the meetil
« by our board of directors; «

« by a stockholder who was a stockholder of recotttt b the time of the provision of notice and & time of
the meeting who is entitled to vote at the meesind has complied with the advance notice procediaes
forth in our bylaws

With respect to special meetings of stockholdemyy the business specified in our notice of meetiray be
brought before the meeting of stockholders and natigns of persons for election to our board oéctiors may be
made only:

» pursuant to our notice of the meetil
by our board of directors;

« provided that our board of directors has determthatidirectors shall be elected at such meetipg b
stockholder who was a stockholder of record bothetime of the provision of notice and at thestiof the
meeting who is entitled to vote at the meeting laasl complied with the advance notice provisiongah in
our bylaws.

Power to Issue Additional Shares

We currently do not intend to issue any securitita@r than the shares described in this prospeaitheugh we
may do so at any time, including upon the redenmpaitlimited partnership interests that we may éssu
connection with acquisitions of real property. Wadidve that the power to issue additional sharestarfk and to
classify or reclassify unissued shares of commocksbr preferred stock and thereafter to issuekhssified or
reclassified shares provides us with increasedhkiiléy in structuring possible future financingadacquisitions ar
in meeting other needs which might arise. Theserstan be taken without stockholder approvalkessl
stockholder approval is required by applicable tathe rules of any stock exchange or automatethtjoa system
on which our securities may be listed or tradedh@ugh we have no present intention of doing socagd issue a
class or series of shares that could delay, defpravent a transaction or a change in controlitight involve a
premium price for holders of common stock or othisenbe in their best interest.

Control Share Acquisitions

Maryland law provides that “control shares” of apmration acquired in a “control share acquisititlate no
voting rights unless the corporation’s stockholdgyprove such voting rights by a vote of two-thiodshe votes
entitled to be cast on the matter. Shares ownetidwncquiror, or by officers or directors of thepgmration who are
also employees are excluded from shares entitledt®on the matter. “Control shares” are votingrel which, if
aggregated with all other shares previously acquiethe acquiring person, or in respect of whizhacquiring
person is able to exercise or direct the exerdis®ting power (except solely by virtue of a revblaproxy), would
entitle the acquiring person to exercise voting @oin electing directors within one of the followginanges of
voting power:

 one-tenth or more but less than «third of all voting power
« one-third or more but less than a majority of all vgtipower; ol
< a majority or more of all voting powe

Control shares do not include shares the acqupargon is then entitled to vote as a result offiapireviously
obtained stockholder approval. A “control sharewgition” means the acquisition of control shamsject to
certain exceptions.
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A person who has made or proposes to make a cafiaok acquisition may compel our board of director
call a special meeting of stockholders to be hettiw50 days to consider the voting rights of dimares. The right
to compel the calling of a special meeting is scidje the satisfaction of certain conditions, imtthg providing a
statement to us detailing, among other thingsatigiiring persors identity and stock ownership and an underte
to pay the expenses of the meeting. If no request fneeting is made, we may present the questianya
stockholders’ meeting.

If voting rights are not approved at the stockhdtimeeting or if the acquiring person does noivéelthe
statement required by Maryland law, then, subjectrtain conditions and limitations, we may redesmy or all of
the control shares, except those for which votights have previously been approved, at the fanketavalue of
such shares. The control share acquisition stdtte not apply to shares acquired in a mergerotidation or
share exchange if we are a party to the transaaimmdoes it apply to acquisitions approved omapied by our
articles of incorporation or bylaws.

Possible Anti-Takeover Effect of Certain Provision®f Maryland Law and of Our Articles of Incorporati on
and Bylaws

The business combination provisions and the costrate acquisition provisions of Maryland law, the
provisions of our bylaws regarding the classificatof our board of directors and the restrictiongtee transfer of
stock and the advance notice provisions of ouniyleould have the effect of delaying, deferringpiventing a
transaction or a change in the control that mighblive a premium price for holders of common stocktherwise
be in their best interest.

CERTAIN UNITED STATES FEDERAL TAX CONSIDERATIONS

The following discussion summarizes our taxatiod #re material U.S. Federal income tax consequeinces
stockholders of their ownership of our stock. Téwetreatment of stockholders will vary dependingmuthe
stockholder’s particular situation, and this disios addresses only stockholders that hold ouksie@ capital
asset and does not deal with all aspects of tax#ti@ may be relevant to particular stockholdengght of their
personal investment or tax circumstances. This@seelso does not deal with all aspects of taxatti@t may be
relevant to certain types of stockholders to wtiphcial provisions of the U.S. Federal income savsl apply,
including:

+ dealers in securities or currenci

« traders in securities that elect to usmark-to-marketmethod of accounting for their securities holdir
* banks;

» tax-exempt organization:

* certain insurance companie

 persons liable for the alternative minimum t

 persons that hold our stock as a hedge againséstteate or currency risks or as part of a stedd|
conversion transaction; al

« stockholders whose functional currency is not th®.dollar.

This summary is based on the Code, its legisldtistory, existing and proposed regulations underGbde,
published rulings and court decisions. This sumnaascribes the provisions of these sources of lawas they ar
currently in effect. All of these sources of lawyr@ange at any time, and any change in the lawapaly
retroactively.

We urge you to consult with your own tax advisor rgarding the tax consequences to you of acquiring,
owning and selling our stock including the U.S. Fesfal, state, local and foreign tax consequences adquiring,
owning and selling our stock in your particular circumstances and potential changes in applicable laws
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Taxation of the Company as a REIT

In the opinion of Cooley Godward Kronish LLP, commaing with our taxable year ending December 3132
we have been organized in conformity with the regmients for qualification and taxation as a REIfemthe Codt
and our proposed method of operation will enablwntinue to meet the requirements for qualificaand
taxation as a REIT under the Code. You should ber@vhowever, that opinions of counsel are notibindpon the
IRS or any court.

In providing its opinion, Cooley Godward Kronish BLis relying as to certain factual matters upon the
statements and representations contained in cetgf provided to Cooley Godward Kronish LLP by us.
Commencing with our taxable year ending Decembe3@3, we have been organized in conformity whith t
requirements for qualification and taxation as dTRhder the Code, and our proposed method of tiparwill
enable us to continue to meet the requirementgdalification and taxation as a REIT under the Code

Our qualification as a REIT will depend upon ountiouing satisfaction of the requirements of thel€o
relating to qualification for REIT status. Sometloése requirements depend upon actual operatinfises
distribution levels, diversity of stock ownershgsset composition, source of income and recordikgep
Accordingly, while we intend to continue to qualify be taxed as a REIT, the actual results of perations for an
particular year might not satisfy these requirersent

The sections of the Code applicable to REITs aghlhitechnical and complex. The following discussio
summarizes the material aspects of relevant sectibthe Code.

As a REIT, we generally will not have to pay U.8dEral corporate income taxes on net income that we
currently distribute to our stockholders. This tre@nt substantially eliminates the “double taxdtianthe corporate
and stockholder levels that generally results friomestment in a regular corporation. Our divideridsyever, will
generally not be eligible for (i) the reduced tates applicable to dividends received by individual (i) the
corporate dividends received deduction. In addjtaur domestic taxable REIT subsidiary will be subijto
U.S. Federal, state and local corporate income tax.

Even if we qualify for taxation as a REIT, we maydubject to U.S. Federal income tax as follows:

« First, we will have to pay tax at regular corporate raesny undistributed real estate investment trust
taxable income, including undistributed net capi@ihs.

« Secondunder certain circumstances, we may have to pagltamative minimum tax on items of tax
preference, if any

 Third, if we have (a) net income from the sale or othepdsition of “foreclosure property,” as definedtie
Code, which is held primarily for sale to customiarthe ordinary course of business or (b) other-no
qualifying net income from foreclosure property, widl have to pay tax at the highest corporate catehat
income.

« Fourth, if we have net income from “prohibited transactid@s defined in the Code, we will have to pay a
100% tax on that income. Prohibited transactiomesiargeneral, certain sales or other dispositains
property, other than foreclosure property, heldnarily for sale to customers in the ordinary cowbke
business. Under current law, unless a sale oforeglerty qualifies for a safe harbor, the questibwhether
the sale of a property constitutes the sale ofgntggheld primarily for sale to customers is getigta
guestion of the facts and circumstances regardpayticular transaction. We and our subsidiariésrid to
hold the interests in our properties for investmeith a view to long-term appreciation and to make
occasional sales as are consistent with our invergtbjectives. We do not intend to engage in itéd
transactions. We cannot assure you, however, thatillonly make sales that satisfy the requireraaftthe
safe harbors or that the IRS will not successfafigert that one or more of such sales are protiibite
transactions

* Fifth, if we should fail to satisfy the 75% gross incoresttor the 95% gross income test, as discussed belo
under “— Income Tests,” but we have nonethelessitaimied our qualification as a REIT because we have
satisfied other requirements necessary to maifR&iIT qualification, we will have to pay a 100% tax an
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amount equal to (a) the gross income attributabtbe greater of (i) 75% of our gross income ower t
amount of gross income that is qualifying incomegdorposes of the 75% test, and (ii) 95% of ousgro
income over the amount of gross income that isityirad) income for purposes of the 95% test, muigglby
(b) a fraction intended to reflect our profitakyili

Sixth,if we should fail to distribute during each calengear at least the sum of (1) 85% of our realtesta
investment trust ordinary income for that year,92%6 of our real estate investment trust capital gat
income for that year and (3) any undistributed tdex@ncome from prior periods, we would have to pay
nor-deductible 4% excise tax on the excess of thatiredjdlistribution over the amounts actually digitéd.

Seventhif we acquire any asset from a C corporation inagertransactions in which we must adopt the basis
of the asset or any other property in the handeefC corporation as our basis of the asset irhands, and

we subsequently recognize gain on the dispositichad asset during the 10-year period beginninghen

date on which we acquired that asset, then wehailke to pay tax on the built-in gain at the highegular
corporate rate. /*C corporatio” means generally a corporation that has to paycarforat-level tax.

Eighth,if we receive non-arm’s length income from one of taxable REIT subsidiaries (as defined under
“— Asset Test"), we will be subject to a 100% tax on the amountwfroor-arn’s length income

Ninth, if we should fail to satisfy the asset test (agassed below) but nonetheless maintain our quatiio
as a REIT because certain other requirements heae tnet, we may be subject to a tax that wouldhbe t
greater of (a) $50,000; or (b) an amount determimerthultiplying the highest rate of tax for corptoas by
the net income generated by the assets for thegkeginning on the first date of the failure andiag on
the day we dispose of the assets (or otherwissfgdlie requirements for maintaining REIT qualifioa).

Tenth,if we should fail to satisfy one or more requirensefior REIT qualification, other than the 95% and
75% gross income tests and other than the assebtiésionetheless maintain our qualification &EAT
because certain other requirements have been raehay be subject to a $50,000 penalty for eactria

Eleventhif we should fail to comply with the record-keepirgguirements in ascertaining the actual
ownership of the outstanding shares of our stoekmay be subject to a $25,000 or a $50,000 pefulty
each failure

Requirements for Qualification as a REIT

The Code defines a REIT as a corporation, truaseociation that is:

managed by one or more trustees or direc

the beneficial ownership of which is evidenced faysferable shares, or by transferable certificates
beneficial interest

that would otherwise be taxable as a domestic catjom, but for Sections 856 through 859 of the €
that is neither a financial institution nor an iresace company to which certain provisions of the€apply;
the beneficial ownership of which is held by 100vare persons

that, during the last half of each taxable yeas, i@more than 50% in value of its outstandinglstmened,
directly or constructively, by five or fewer inddials, as defined in the Code to include certafiies; and

that meets certain other tests, described belayarding the nature of its income and ass

The Code provides that the conditions describeberfirst through fourth bullet points above mustrbet
during the entire taxable year and that the comuitiescribed in the fifth bullet point above mustrbet during at
least 335 days of a taxable year of 12 monthsudnd a proportionate part of a taxable year of bsn 12 months.
Under applicable Treasury regulations, we must taaircertain records and request certain informaftiom our
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stockholders designed to disclose the actual owieof our stock. The Code waives the requiremantse fifth
and sixth bullet points for the first taxable yé&arwhich an election is made to be taxed as a REIT

We expect that we will satisfy the conditions désed in the first through sixth bullet points o&teecond
preceding paragraph. In addition, our articlesnebrporation provide for restrictions regarding tivenership and
transfer of our stock. These restrictions are iéehto assist us in continuing to satisfy the sloanmeership
requirements described in the fifth and sixth Hulgints of the second preceding paragraph. Theecstip and
transfer restrictions pertaining to our stock azsatlibed in this prospectus under the heading &BeRrovisions of
Maryland Law and of our Articles of IncorporationdaBylaws — Restrictions on Ownership of Sharesut Board
of directors will require an IRS ruling or an opiniof counsel before granting any request for amgtion from
such ownership limitations in circumstances wherg uinable to satisfy itself that the ownershipitations would
not be violated.

We own interests in two corporate subsidiaries.eCsédction 856(i) provides that unless a REIT makes
election to treat the corporation as a taxable Riifsidiary (as defined below), a wholly owned coape
subsidiary of a REIT which is a “qualified REIT sidiiary,” as defined in the Code, will not be texhts a separate
corporation, and all assets, liabilities and itevhgicome, deduction and credit of a qualified REUbsidiary will b
treated as assets, liabilities and items of the@s#skof the REIT. Thus, in applying the requirensesiéscribed in this
section, our qualified REIT subsidiaries, if anyll e ignored, and all assets, liabilities andriteof income,
deduction and credit of these subsidiaries wiltrbated as assets, liabilities and items of th@wdslkof ours.

Taxable REIT Subsidiaries

A taxable REIT subsidiary, or TRS, is any corpanatin which a REIT directly or indirectly owns skoc
provided that the REIT and that corporation makara election to treat that corporation as a TRISe election can
be revoked at any time as long as the REIT and Rf& revoke such election jointly. In addition, iTRS holds
directly or indirectly, more than 35% of the seties of any other corporation (by vote or by vaJubgn that other
corporation is also treated as a TRS. A corporat@mbe a TRS with respect to more than one REIT.

A TRS is subject to U.S. Federal income tax at lsageorporate rates (currently at the top margiatd of
35%), and may also be subject to state and logatitan.

Any dividends paid or deemed paid by any one ofTdR®s will also be subject to tax, either (i) tofuse do
not pay the dividends received to our stockholdsrdividends, or (ii) to our stockholders if wemhy out the
dividends received to our stockholders. We may hodde than 10% of the stock of a TRS without jedjzng our
qualification as a REIT notwithstanding the rulsckied below under “— Asset Tests” that genenaiticludes
ownership of more than 10% of any issuer’s se@gitHowever, as noted below, in order for us tdifyuas a
REIT, the securities of all of the TRSs in which agve invested either directly or indirectly may represent mor
than 20% of the total value of our assets. Althowghexpect that the aggregate value of all of otarests in TRSs
will represent less than 20% of the total valuewf assets, we cannot assure that this will aMsaysue. Other tha
certain activities related to operating or managirigdging or health care facility as more fullysdebed below in
the section entitled “— Income Tests,” a TRS mawyagally engage in any business including the prorisf
customary or non-customary services to tenantseoparent REIT.

Income Tests
In order to maintain our qualification as a REITe annually must satisfy two gross income requirgsien

« First, we must derive at least 75% of our gross incomelueing gross income from prohibited transactions,
for each taxable year directly or indirectly fronvéstments relating to real property or mortgageseal
property, including “rents from real property,” @sfined in the Code, or from certain types of terapp
investments. Rents from real property generalljuithe our expenses that are paid or reimbursedrants.

» Secondat least 95% of our gross income, excluding grossme from prohibited transactions, for each
taxable year must be derived from real propertgstments as described in the preceding bullet point
dividends (including dividends from a TRS), inté¢rasd gain from the sale or disposition of stock or
securities that do not constitute dealer propemtyrom any combination of these types of sour
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For taxable years beginning on or after JanuaB0@5, the American Jobs Creation Act of 2004, ¢iffecas ol
October 22, 2004, or the 2004 Act, clarifies theety of transactions that are hedging transactmmgurposes of th
95% gross income test and states that any incasne drhedging transaction that is clearly and tinmdytified and
hedges indebtedness incurred or to be incurredgoiie or carry real estate assets will not camstigross income,
rather than being treated as qualifying or nondyiatj income, for purposes of the 95% gross incoasé

Rents that we receive or are deemed to have reteivVlequalify as rents from real property in ségiag the
gross income requirements for a REIT described alooly if the rents satisfy several conditions:

« First, the amount of rent must not be based in whole paith on the income or profits of any person.
However, an amount received or accrued generallynai be excluded from rents from real propertie§o
because it is based on a fixed percentage or pageEnof receipts or sale

« Secondthe Code provides that rents received from a tewdhnot qualify as rents from real property in
satisfying the gross income tests if the REIT, diract or indirect owner of 10% or more of the REI
directly or under the applicable attribution rulesins a 10% or greater interest in that tenantegixthat
rents received from a TRS under certain circum&sugeialify as rents from real property even if wao
more than a 10% interest in the subsidiary. Wer tef@ tenant in which we own a 10% or greaterageas
“related party tenar”

 Third, if rent attributable to personal property leasedannection with a lease of real property is gnetitan
15% of the total rent received under the lease the portion of rent attributable to the persgraperty will
not qualify as rents from real proper

« Finally, for rents received to qualify as rents from realgarty, the REIT generally must not operate or
manage the property or furnish or render serviodbd tenants of the property, other than through a
independent contractor from whom the REIT derivesavenue and who is adequately compensated or
through a TRS. However, we may directly perforntaierservices that landlords usually or customarily
render when renting space for occupancy only drabenot considered rendered to the occupanteof th

property.

We do not expect to perform any services for onatgs. If we were to provide services to a terlaat are
other than those landlords usually or customarnitywigle when renting space for occupancy only, anstecteived
or accrued by us for any of these services willbetreated as rents from real property for purpasehe REIT
gross income tests. However, the amounts receivadasued for these services will not cause othesumts
received with respect to the property to fail taiteated as rents from real property unless theuatsdreated as
received in respect of the services, together anttounts received for certain management servizgesed 1% of a
amounts received or accrued by us during the taxgddr with respect to the property. For purpo$¢isenl%
threshold, the amount treated as received for anyice may not be less than 150% of the directicasirred in
furnishing or rendering the service. If the sunthef amounts received in respect of the servicésnants and
management services described in the precedingrsmnexceeds the 1% threshold, then all amour¢sv/estor
accrued by us with respect to the property will quaalify as rents from real property, even if wepde the
impermissible services to some, but not all, oftdreants of the property.

For purposes of the gross income tests, the temtarést” generally does not include any amountiveceor
accrued, directly or indirectly, if the determimatiof that amount depends in whole or in part @nitlcome or
profits of any person. However, an amount receegiccrued generally will not be excluded from tigwen interest
solely because it is based on a fixed percentageraentages of receipts or sales.

If we fail to satisfy one or both of the 75% and@®§ross income tests for any taxable year, we may
nevertheless qualify as a REIT for that year ifsaésfy the requirements of other provisions of@uele that allow
relief from disqualification as a REIT. These réfieovisions, as modified by the 2004 Act, will geally be
available if:

« our failure to meet the income tests was due tsarable cause and not due to willful neglect;

« following our identification of the failure, we &lwith the IRS a schedule describing each iterruof o
qualifying gross income for the taxable year offduture.
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We might not be entitled to the benefit of thedeferovisions, however. As discussed in the fifthilet point
under the section “— Taxation of the Company a&£#IR even if these relief provisions apply, we vidhave to
pay a tax on the excess income.

Asset Tests

At the close of each quarter of each taxable yeamust also satisfy three tests relating to thareaof our
assets:

« First, at least 75% of the value of our total assets nestpresented by real estate assets, includirrgdh)
estate assets held by our qualified REIT subsikaour allocable share of real estate assetdfeld
partnerships in which we own an interest and steslted by another REIT, (b) for a period of oner yeam
the date of our receipt of proceeds of an offedhis shares of beneficial interest or publiclyenéd debt
with a term of at least five years, stock or delstriuments purchased with these proceeds andgf) cash
items and government securiti

» Secondnot more than 25% of our total assets may be repted by securities other than those in the 75%
asset clas

 Third, not more than 20% of our total assets may const#taturities issued by one or more TRSs and of the
investments included in the 25% asset class, thee\a any one issuer’s securities, other than ritées!
issued by another REIT or by a TRS may not exc8éabthe value (“5% test”) of our total assets, arel
may not own more than 10% of the vote (“10% votiest”) or value (“10% value test”) of any one isssie
outstanding securities, except in the case of a 3R&escribed above. If, for example, the IRS would
successfully challenge the partnership status ybéthe partnerships in which we maintain an ies¢rand
the partnership is reclassified as a corporatioa publicly traded partnership taxable as a cotmrawe
could lose our REIT statu

The following assets are not treated as “secutitield by us for purposes of the 10% value testsfaight
debt” meeting certain requirements, unless we tettier directly or through our “controlled” taxabl
REIT subsidiaries) certain other securities ofgsame corporate or partnership issuer that havggregate value
greater than 1% of such issuer’s outstanding siesir{ii) loans to individuals or estates; (iigrtain rental
agreements calling for deferred rents or increagngs that are subject to Section 467 of the Cotler than with
certain related persons; (iv) obligations to pagm®unts qualifying as “rents from real propertyider the 75% ar
95% gross income tests; (v) securities issued digte or any political subdivision of a state, Ehstrict of
Columbia, a foreign government, any political swiglon of a foreign government, or the CommonweaftRPuerto
Rico, but only if the determination of any paymestteived or accrued under the security does nardem whole
or in part on the profits of any person not desmti this category, or payments on any obligaitsned by such ¢
entity; (vi) securities issued by another qualiylREIT; and (vii) other arrangements identifiedlireasury
regulations (which have not yet been issued orgseg). In addition, any debt instrument issued pgrénership
will not be treated as a “security” under the 108ture test if at least 75% of the partnership’s gliosome
(excluding gross income from prohibited transact)ds derived from sources meeting the requiremeitise 75%
gross income test. If the partnership fails to ntiket75% gross income test, then the debt instrtmsned by the
partnership nevertheless will not be treated aseallrity” to the extent of our interest as a paringhe partnership.
Also, in looking through any partnership to detarenour allocable share of any securities ownedbypartnership,
our share of the assets of the partnership, stidelpurposes of applying the 10% value test in béexgears
beginning on or after January 1, 2005, will cormgpnot only to our interest as a partner in thengaship but also
to our proportionate interest in certain debt séiegrissued by the partnership.

If we fail to meet the 5% test, the 10% value teghe 10% voting test described in the third bdydkeint of the
second preceding paragraph above at the end afuaryer and such failure is not cured within 30siereatfter,
we would fail to qualify as a REIT. Under the 208¢t, after the 30 day cure period, we could dispafssufficient
assets to cure such a violation that does not eixtexlesser of 1% of our assets at the end afelegant quarter or
$10,000,000 if the disposition occurs within sixnttes after the last day of the calendar quartertiich we identify
the violation. For violations of these tests thatlarger than this amount and for violations @& tither asset tests
described in the preceding paragraph, where swthtiins are due to reasonable cause and not willfu
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neglect, the 2004 Act permits us to avoid disqigatfon as a REIT, after the 30 day cure periodiabyng steps
including the disposition of sufficient assets teanthe asset tests (within six months after teeday of the
calendar quarter in which we identify the violali@md paying a tax equal to the greater of $50¥G6@e highest
corporate tax rate multiplied by our net incomeagated by the non-qualifying assets during theogebeginning
on the first date of the failure and ending ondhte we dispose of the asset (or otherwise curadbet test failure).

Annual Distribution Requirement

We are required to distribute dividends, other tbapital gain dividends, to our stockholders imamount at
least equal to (1) the sum of (a) 90% of our “e=thte investment trust taxable incomeinputed without regard
the dividends paid deduction, and our net capaai,gand (b) 90% of the net after-tax income, if,dom
foreclosure property minus (2) the sum of certeems of non-cash income.

These distributions must be paid in the taxable j@avhich they relate, or in the following taxalylear if
declared before we timely file our tax return foe tyear to which they relate and if paid on or beefbe first regular
dividend payment after the declaration.

To the extent that we do not distribute all of naet capital gain or distribute at least 90%, bas ldnan 100% of
our real estate investment trust taxable incomagdassted, we will have to pay tax on those amoantsgular
ordinary and capital gain corporate tax rateshasase may be. If we so choose, we may retalrenr#tan
distribute, our net longerm capital gains and pay the tax on those ghirthis case, our stockholders would incl
their proportionate share of the undistributed loergn capital gains in income. However, our stod#tlbcs would
then be deemed to have paid their share of themaixh would be credited or refunded to them. Idiidn, our
stockholders would be able to increase their iagsisir shares they hold by the amount of the uribiged long-
term capital gains, less the amount of capital g&m we paid, included in the stockholders’ loagyt capital gains.
Furthermore, if we fail to distribute during eacliendar year at least the sum of (a) 85% of oufMREdinary
income for that year, (b) 95% of our REIT capitalrgincome for that year, and (c) any undistributedable incom
from prior periods, we would have to pay a 4% ex¢#x on the excess of the required distributiogr dre amounts
actually distributed. We intend to satisfy the aardistribution requirements.

From time to time, we may not have sufficient casbther liquid assets to meet the 90% distribution
requirement due to timing differences between (@@mwe actually receive income and when we actyally
deductible expenses and (b) when we include themecand deduct the expenses in arriving at oubtexacome.
Further, it is possible that, from time to time, may be allocated a share of net capital gairbatiable to the sale
depreciated property which exceeds our allocaldeesbf cash attributable to that sale. In theses;age may have
less cash available for distribution than is neagst meet our annual 90% distribution requirem@&otmeet the
90% distribution requirement, we may find it ne@gggo arrange for short-term, or possibly longrteborrowings
or to pay dividends in the form of taxable stockidiznds.

Under certain circumstances, we may be able tifyecfailure to meet the distribution requiremémt a year
by paying “deficiency dividends” to stockholdersaiater year, which may be included in our deauncfor
dividends paid for the earlier year. Thus, we mayble to avoid being taxed on amounts distribatedeficiency
dividends; however, we will be required to pay gées and interest based upon the amount of anyalih taken
for deficiency dividends.

Failure to Qualify as a REIT

If we fail to qualify for taxation as a REIT in atgxable year, and the relief provisions do notappe will
have to pay tax, including any applicable altern®athinimum tax, on our taxable income at regulaporate rates.
We will not be able to deduct distributions to foalders in any year in which we fail to qualifygrmwill we be
required to make distributions to stockholdersadilition, if we fail to qualify as a REIT, distrithons to
stockholders would be taxable to the extent ofawrent and accumulated earnings and profits, tued, with
respect to each stockholder, to the extent thabdtence of the distribution exceeds the stockhtddmljusted basis
in such stockholder’s stock. Corporate distributmey be eligible for the dividends received dedurctf they
satisfy the relevant provisions of the Code. Unkastitled to relief under specific statutory prowiss, we will also
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be disqualified from taxation as a REIT for therftaxable years following the year during which lification was
lost. We might not be entitled to the statutoryefedlescribed in this paragraph in all circumstance

The 2004 Act provides additional relief in the etvvéirat we fail to satisfy one or more requiremdots
qualification as a REIT, other than the 75% grossine test and the 95% gross income test and ihizethe new
rules provided for failures of the asset tests idiesd above if:

* the violation is due to reasonable cause and riftilneglect; anc

« we pay a penalty of $50,000 for each failure tésfathe provision

Taxation of Stockholders
U.S. Stockholders

As used in this section, the term “U.S. stockhdladeeans a holder of our stock who, for U.S. Fedeadme
tax purposes, is:

* acitizen or resident of the United Stal

« a domestic corporation, partnership or other ewtigated or organized in or under the laws of the
United States or of any political subdivision o tinited States

* an estate whose income is subject to U.S. Fedeairie taxation regardless of its sou

* atrust if a United States court can exercise mymsapervision over the trust’s administration ame or
more United States persons have authority to cbatirsubstantial decisions of the trust;

« a person or entity otherwise subject to U.S. Fddiecame taxation on a net income ba

Distributions. As long as we qualify as a REIT, distributionsd®dy us out of our current or accumulated
earnings and profits, and not designated as cagataldividends, will constitute dividends taxatieour taxable
U.S. stockholders as ordinary income. Our individi®. stockholders will generally not be entittedhe lower ta:
rate applicable to certain types of dividends unaerenacted in 2003 except that individual U.8ckholders may
be eligible for the lower tax rate with respecthe portion of any distribution (a) that represént®me from
dividends we received from a corporation in whial ewn shares (but only if such dividends would liggtge for
the lower rate on dividends if paid by the corpiorato its individual stockholders) or (b) thatigual to our real
estate investment trust taxable income (taking &atmount the dividends paid deduction availablesjoand less any
taxes paid by us on these items during our previaxeble year. Individual U.S. stockholders shaddsult their
own tax advisors to determine the impact of thigdiation. Distributions of this kind will not bdigible for the
dividends received deduction in the case of U@&lkstolders that are corporations. Distributions enbag us that we
properly designate as capital gain dividends vélkdéxable to U.S. stockholders as gain from the sbh capital
asset held for more than one year, to the extanthiey do not exceed our actual net capital gaithfe taxable yee
without regard to the period for which a U.S. stoalkler has held his stock. Thus, with certain ltidns, capital
gain dividends received by an individual U.S. staaller may be eligible for preferential rates ofation.

U.S. stockholders that are corporations may, howdneerequired to treat up to 20% of certain cagjten dividend:
as ordinary income. In addition, net capital gaitisbutable to the sale of depreciable real prigpeeld for more
than twelve months are subject to a 25% maximum Beferal income tax rate to the extent of pre\joclaimed
real property depreciation.

To the extent that we make distributions, not deesigd as capital gain dividends, in excess of atneat and
accumulated earnings and profits, these distrinstisill be treated first as a tax-free return gjita to each
U.S. stockholder. Thus, these distributions witluee the adjusted basis which the U.S. stockhdldgiin his stock
for tax purposes by the amount of the distributlmut, not below zero. Distributions in excess of.8& \stockholdes
adjusted basis in his stock will be taxable astahgains, provided that the stock has been heldcagpital asset.

Dividends authorized by us in October, NovembeDecember of any year and payable to a stockhofder o
record on a specified date in any of these monthdevtreated as both paid by us and receivedbystockholder
on December 31 of that year, provided that we dlgtpay the dividend on or before January 31 offtiikowing
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calendar year. Stockholders may not include irr thvin income tax returns any of our net operatoggés or capit
losses.

U.S. stockholders holding our stock at the closewftaxable year will be required to include, amgouting
their long-term capital gains for the taxable yieawvhich the last day of our taxable year fallg #mount that we
designate in a written notice mailed to our stodttrs. We may not designate amounts in excessrof ou
undistributed net capital gain for the taxable y&ach U.S. stockholder required to include thegieded amount
in determining the stockholder’s long-term capgains will be deemed to have paid, in the taxabkr yf the
inclusion, the tax paid by us in respect of theistnitbuted net capital gains. U.S. stockholderg/bmm these rules
apply will be allowed a credit or a refund, as tiase may be, for the tax they are deemed to hasle pa
U.S. stockholders will increase their basis inttlsébck by the difference between the amount ofribkidible gains
and the tax deemed paid by the stockholder in mgehese gains.

Distributions made by us and arising from a U.8clgholder’s sale or exchange of our stock will bettreated
as passive activity income. As a result, U.S. dtotders generally will not be able to apply anygpees losses
against that income or gain.

Our dividends, to the extent they do not constituteturn of capital, will generally be treatedrasestment
income for purposes of the investment interesttéitiin under Section 163 of the Code. Net capiah from the
disposition of our stock and capital gains gengnalll be eliminated from investment income unléss taxpayer
elects to have the gain taxed at ordinary incortesra

Sales of Stock.When a U.S. stockholder sells or otherwise dispag our stock, the stockholder will recogr
gain or loss for U.S. Federal income tax purposesiamount equal to the difference between (adtheunt of
cash and the fair market value of any propertyiveckon the sale or other disposition and (b) thieldr’s adjusted
basis in the stock for tax purposes. This gaiross Wwill be capital gain or loss if the U.S. stoalder has held the
stock as a capital asset. The gain or loss wilbbhg-term gain or loss if the U.S. stockholder hakl the stock for
more than one year. Long-term capital gain of aividual U.S. stockholder is generally taxed af@rential rates.
In general, any loss recognized by a U.S. stocldralhen the stockholder sells or otherwise disposesir stock
that the stockholder has held for twelve monthshore, after applying certain holding period ruled| be treated a
a long-term capital loss.

Redemption of StockThe treatment to be accorded to any redemptiamshyf the stock can only be
determined on the basis of particular facts asthéiolder of our stock at the time of redemptlargeneral, a
preferred holder will recognize capital gain ordaseasured by the difference between the amouliteddy the
holder upon the redemption and the holder’s adjutst® basis in the stock redeemed, provided thekssoheld as a
capital asset, if the redemption

« results in a “complete termination” of the holdestsares interest in all classes of our stock uBéetion 302
(b)(3) of the Code

« is “substantially disproportionate” with respecthe holder’s interest in us under Section 302{)f2he
Code; or

* is “not essentially equivalent to a dividend” withspect to the holder of our stock under Sectid®(t3@1) of
the Code

In determining whether any of these tests have besihshares considered to be owned by the holdezdson
of certain constructive ownership rules set fontthie Code, as well as shares actually owned, garsdrally be
taken into account. Because the determination ad&ther any of the alternative tests of Sectia2(BPof the Cod
will be satisfied with respect to any particulatder of our stock depends upon the facts and cistances at the
time when the determination must be made, prospgetvestors are advised to consult their own thsismrs to
determine the tax treatment to them. Any portiothefredemption proceeds attributable to a declnédinpaid
dividend will be treated as a distribution to theck as described above under “— Taxation of Stolddrs —

U.S. Stockholders — Distributions.”
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A “substantially disproportionate” reduction in timeerest of a holder of our stock will have oceutif, as a
result of the redemption,

« the holder’s ownership of all of our outstandinging stock is reduced immediately after the redéomptio
less than 80% of the holc's percentage interest in the shares immediatety®ddfie redemptior

« the holder’s percentage ownership of the interestiostock after and before the redemption mdeisame
80% requirement; an

« the holder owns, immediately after the redemptiess than 50% of the total combined voting powealbf
classes of shares entitled to vc

Based upon current law, it is possible that a rgatem of our stock from a holder of our stock woblel
considered “not essentially equivalent to a diviieowever, whether a distribution is “not essaltyi equivalent
to a dividend” depends on all of the facts anduritstances. The application of these tests to amgtien of our
stock is unclear, and a holder of our stock shoalusult its own tax adviser to determine their aaion to its
particular situation.

If the redemption does not meet any of the testieuSection 302 of the Code, then the redemptiongads
received from the stock will be treated as a digtion on the stock as described above under “—afi@x of
Stockholders — U.S. Stockholders — Distributiori§the redemption is taxed as a dividend, the haldedjusted
tax basis in the stock will be transferred to atheo shareholdings of the holder in us. If, howetlee shareholder
has no remaining shareholdings in us, such basis ¢&@ transferred to a related person or it malpsie

Backup Withholding. We will report to our U.S. stockholders and tR&Ithe amount of dividends paid during
each calendar year, and the amount of tax withlifedehy. Under the backup withholding rules, backvithholding
may apply to a stockholder with respect to dividepéid unless the holder (a) is a corporation arewithin
certain other exempt categories and, when requiterionstrates this fact, or (b) provides a taxpaentification
number, certifies as to no loss of exemption fraokup withholding, and otherwise complies with égadble
requirements of the backup withholding rules. TR8 may also impose penalties on a U.S. stockhthég¢rdoes n
provide us with his correct taxpayer identificatimmber. A stockholder may credit any amount paitackup
withholding against the stockholder’s income tabiiity. In addition, we may be required to withti@ portion of
capital gain distributions to any stockholders vi&ibto certify their non-foreign status to us.

Taxation of Tax-Exempt Stockholder$he IRS has ruled that amounts distributed aisleinds by a REIT
generally do not constitute unrelated businesshlaxacome when received by a tax-exempt entitygedleon that
ruling, provided that a tax-exempt stockholdeigijot an entity described in the next paragrapthds not held its
stock as “debt financed property” within the meaniri the Code and (iii) does not hold its stoclaitnade or
business, the dividend income received by suctkbtidder with respect to the stock will not be uatetl business
taxable income to a tasxempt stockholder. Similarly, income from the saleur stock will not constitute unrela
business taxable income unless the tax-exemptistdadr has held the stock as “debt financed prgpeiithin the
meaning of the Code or has used the stock in aglated trade or business.

Income from an investment in our stock will congtunrelated business taxable income for tax-ekemp
stockholders that are social clubs, voluntary eyg@adbenefit associations, supplemental unemployiremafit
trusts, and qualified group legal services plaresgpt from U.S. Federal income taxation under thpiegible
subsections of Section 501(c) of the Code, unles®tganization is able to properly deduct amosetsside or
placed in reserve for certain purposes so as sebffie income generated by its stock. Prospeirtinastors of the
types described in the preceding sentence shoukltitheir own tax advisors concerning these &séle” and
reserve requirements.

Notwithstanding the foregoing, however, a portiéthe dividends paid by a “pension-held REIT” viak
treated as unrelated business taxable income ttrastywhich:

« is described in Section 401(a) of the Cc
* is tax-exempt under Section 501(a) of the Code;
* holds more than 10% (by value) of the equity intesén the REIT

32




Tax-exempt pension, profit-sharing and stock bdooss that are described in Section 401(a) of théeCare
referred to below as “qualified trusts.” A REITaspension-held REIT” if:

« it would not have qualified as a REIT but for tlaetfthat Section 856(h)(3) of the Code provides skack
owned by qualified trusts will be treated, for ppsps of the “not closely held” requirement, as aiving the
beneficiaries of the trust (rather than by thettitself); and

« either (a) at least one qualified trust holds nthes 25% by value of the interests in the REITk)rane or
more qualified trusts, each of which owns more th@% by value of the interests in the REIT, holdhie
aggregate more than 50% by value of the interadtsel REIT.

The percentage of any REIT dividend treated aslate® business taxable income to a qualifying tiioet
owns more than 10% of the value of the REIT’s ie$¢s is equal to the ratio of (a) the gross incofrtee REIT
from unrelated trades or businesses, determinéibagh the REIT were a qualified trust, less dieqienses
related to this gross income, to (b) the total giasome of the REIT, less direct expenses rel@tdile total gross
income. A de minimis exception applies where tlescpntage is less than 5% for any year. We doxpmat to be
classified as a pension-held REIT.

The rules described above under the heading “—tiaxaf Stockholders — U.S. Stockholders —
Distributions” concerning the inclusion of our dgsated undistributed net capital gains in the ineahour
stockholders will apply to tax-exempt entities. Thtax-exempt entities will be allowed a credit@fund of the tax
deemed paid by these entities in respect of tHaditde gains.

Under recently promulgated Treasury regulationa,dfockholder recognizes a loss with respectdstbck of
$2 million or more for an individual stockholder $t0 million or more for a corporate stockholdée stockholder
must file with the IRS a disclosure statement omF8886. The fact that a loss is reportable unesd regulations
does not affect the legal determination of whethertaxpayer’s treatment of the loss is propercigtolders should
consult their tax advisors to determine the appillis of these regulations in light of their inddual circumstances.

Non-U.S. Stockholders

The rules governing U.S. Federal income taxationooiresident alien individuals, foreign corporasipforeign
partnerships and estates or trusts that in eits are not subject to U.S. Federal income taxret amcome basis
who own our stock, which we call “non-U.S. stocldws,” are complex. The following discussion isyoallimited
summary of these rules. Prospective non-U.S. stildkhs should consult with their own tax advisarslétermine
the impact of U.S. Federal, state and local inctardaws with regard to an investment in the stae&luding any
reporting requirements.

Ordinary Dividends. Distributions, other than distributions that tneated as attributable to gain from sales or
exchanges by us of U.S. real property interestdiszsissed below, and other than distributionsgiheded by us as
capital gain dividends, will be treated as ordinagome dividends to the extent that they are ntadef our
current or accumulated earnings and profits. A mottling tax equal to 30% of the gross amount ofdils&ribution
will ordinarily apply to distributions of this kintb non-U.S. stockholderanless an applicable tax treaty reduces
tax. However, if income from the investment in fteck is treated as effectively connected with the
non-U.S. stockholder’s conduct of a U.S. tradeusifiess or is attributable to a permanent estabésih that the
non-U.S. stockholder maintains in the United Stétdsat is required by an applicable income taaty as a
condition for subjecting the non-U.S. stockholdeltS. taxation on a net income basis, tax at grdlrates will
generally apply to the non-U.S. stockholder inghme manner as U.S. stockholders are taxed wipeceto
dividends, and the 30% branch profits tax may algaly if the stockholder is a foreign corporatiehS. tax will be
withheld at the rate of 30% on the gross amoumtngfdividends, other than dividends treated agattable to gain
from sales or exchanges of U.S. real property éstsrand capital gain dividends, paid to a
non-U.S. stockholder, unless (a) a lower treaty agiplies and the required form evidencing eligibfbr that
reduced rate is filed with us or the appropriatthiadlding agent or (b) the non-U.S. stockholdesfian IRS
Form W-8 ECI or a successor form with us or therappate withholding agent claiming that the distrtions are
effectively connected with the non-U.S. stockhalsleonduct of a U.S. trade or business.
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Distributions to a non-U.S. stockholder that arsigigated by us at the time of distribution as egain
dividends which are not attributable to or treadsdattributable to the disposition by us of a We@l property
interest generally will not be subject to U.S. Featlencome taxation, except as described below.

Return of Capital. Distributions in excess of our current and acclated earnings and profits, which are not
treated as attributable to the gain from our digfmosof a U.S. real property interest, will not taxable to a
non-U.S. stockholder to the extent that they doexaeed the adjusted basis of the non-U.S. stodkiislstock.
Distributions of this kind will instead reduce thdjusted basis of the stock. To the extent théatiligions of this
kind exceed the adjusted basis of a non-U.S. stiddklis stock, they will give rise to tax liabiliffthe
non-U.S. stockholder otherwise would have to paytaany gain from the sale or disposition of dock, as
described below. If it cannot be determined atitine a distribution is made whether the distribatwaill be in
excess of current and accumulated earnings andgymefthholding will apply to the distribution #te rate
applicable to dividends. However, the non-U.S. ldhotder may seek a refund of these amounts froniRBef it is
subsequently determined that the distribution Wwafact, in excess of our current accumulated egand profits.

Capital Gain Dividends. For any year in which we qualify as a REIT, digitions that are attributable to gain
from sales or exchanges by us of U.S. real propergyests will be taxed to a non-U.S. stockholdsder the
provisions of the Foreign Investment in Real Prgp&ax Act of 1980, as amended. Under this stathtse
distributions are taxed to a non-U.S. stockholdeif the gain were effectively connected with &lhusiness. Thu
non-U.S. stockholders will be taxed on the distiins at the normal capital gain rates applicable t
U.S. stockholders, subject to any applicable adtiive minimum tax and special alternative minimax in the case
of nonresident alien individuals. Distributions gdb to the Foreign Investment in Real Property Aakmade to
non-U.S. stockholdenmmay also be subject to a 30% branch profits takérhands of a foreign corporate stockhc
that is not entitled to a treaty exemption. Therapgate withholding agent will be required by appble Treasury
regulations under this statute to withhold and témthe IRS 35% of any distribution that we cod&sbignate as a
capital gain dividend. However, if we designateaaspital gain dividend a distribution made betheday we
actually effect the designation, then althoughdistéribution may be taxable to a non-U.S. stockbnlavithholding
does not apply to the distribution under this s@tRather, we must effect the 35% withholding frdistributions
made on and after the date of the designation!, thietidistributions so withheld equal the amounthaf prior
distribution designated as a capital gain dividértee non-U.S. stockholder may credit the amourtifrdtd against
its U.S. tax liability.

If a class of our stock is “regularly traded,” afided by applicable Treasury regulations, on daldished
securities market (e.g., the New York Stock Excledng distribution with respect to such class otktreceived by
a non-U.S. stockholder that does not own more 8arof that class of stock during the tax year withvhich the
distribution is received will not be treated asngtat is effectively connected with a U.S. busindss such, a
non-U.S. stockholderho does not own more than 5% of the relevant @assock at any time during the applica
taxable year would not be required to file a U.&léral income tax return by reason of receivindnsudistribution.
In this case, the distribution would be treated &EIT dividend to that non-U.S. stockholder anctthas a REIT
dividend that is not a capital gain distributiondescribed above, meaning that it will be subjea 80%
withholding tax (or lesser rate as reduced by giliegible treaty) under the circumstances descrétre. In
addition, the branch profits tax would not applystech distributions. However, there can be no assarthat a
particular class of our stock will at any time legularly traded on an established securities market

Sales of Stock.Gain recognized by a non-U.S. stockholder upsal@ or exchange of our stock generally will
not be taxed under the Foreign Investment in Regdétty Tax Act if we are a “domestically contrdIREIT,”
defined generally as a REIT, less than 50% in vafughose stock is and was held directly or indiseby foreign
persons at all times during a specified testingogeMe believe that we will be a domestically cotied REIT, anc
therefore, that taxation under this statute gehewall not apply to the sale of our stock. Howeygain to which thi
statute does not apply will be taxable to a non-8t&ckholder if investment in the stock is treagsdeffectively
connected with the non-U.S. stockholder’'s U.S.dradbusiness or is attributable to a permaneabishment that
the non-U.S. stockholder maintains in the Uniteaté if that is required by an applicable inconxetitaaty as a
condition for subjecting the non-U.S. stockholdelttS. taxation on a net income basis. In this dhgesame
treatment will apply to the non-U.S. stockholdet@b).S. stockholders with respect to the gairaddition, gain to
which the Foreign Investment in Real Property Tax does not apply will be taxable to a
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non-U.S. stockholder if the non-U.S. stockholdea ronresident alien individual who was preseth@éUnited
States for 183 days or more during the taxable grdrhas a “tax home” in the United States, or taais an office
or a fixed place of business in the United Statashich the gain is attributable. In this caseP&3ax will apply to
the nonresident alien individual’s capital gainssifilar rule will apply to capital gain dividentts which this
statute does not apply.

If we do not qualify as a domestically controlleBIR, tax under the Foreign Investment in Real Priyp&ax
Act would apply to a non-U.S. stockholder’s saleof stock, unless our stock is regularly tradecdomrstablished
securities market at the time of such sale and sookhU.S. stockholder does not own more than 5%uoftock at
any time during a specified period. This periodéserally the shorter of the period that the
non-U.S. stockholder owned the stock sold or the-fiear period ending on the date when the stodienalisposed
of the stock. If tax under this statute applieth®gain on the sale of our stock, the same tre#tmeuld apply to
the non-U.S. stockholder as to U.S. stockholdetls mispect to the gain, subject to any applicalderative
minimum tax and a special alternative minimum takhie case of nonresident alien individuals.

In any event, a purchaser of our stock from a nd®-Stockholder will not be required under the ipre
Investment in Real Property Tax Act to withholdtbe purchase price if the purchased class of stoadgularly
traded on an established securities market ansktiher did not own more than 5% of such class @élsat any time
during the taxable year or if we are a domesticadigtrolled REIT. Otherwise, under the Foreign btueent in Ree
Property Tax Act, the purchaser of our stock maydogiired to withhold 10% of the purchase price @it that
amount to the IRS.

Backup Withholding and Information Reportindf you are a non-U.S. stockholder, you are gdheexempt
from backup withholding and information reportireguirements with respect to:

« dividend payments ar
« the payment of the proceeds from the sale of mokstffected at a U.S. office of a brok
as long as the income associated with these pagrgatherwise exempt from U.S. Federal incomedas;

« the payor or broker does not have actual knowledgeason to know that you are a U.S. person and yo
have furnished to the payor or brok

< avalid IRS Form W-8BEN or an acceptable substioten upon which you certify, under penalties of
perjury, that you are nor-U.S. person, @

 other documentation upon which it may rely to tthat payments as made to a non-U.S. persaacordanc
with U.S. Treasury regulations,

 you otherwise establish an exempti

Payment of the proceeds from the sale of our stéielcted at a foreign office of a broker generallil not be
subject to information reporting or backup withtinlyl However, a sale of our stock that is effeaed foreign
office of a broker will be subject to informatioeporting and backup withholding if:

« the proceeds are transferred to an account magutdip you in the United State
« the payment of proceeds or the confirmation ofsifle is mailed to you at a U.S. addres:

« the sale has some other specified connection Wwitluhited States as provided in U.S. Treasury ediguls,
unless the broker does not have actual knowledgeasion to know that you are a U.S. person and the
documentation requirements described above ar@nyeiu otherwise establish an exempti

In addition, a sale of our stock will be subjectrtfiormation reporting if it is effected at a fogei office of a
broker that is:

e a U.S. persor

« a controlled foreign corporation for U.S. tax pusps,
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- aforeign person 50% or more of whose gross incemaéectively connected with the conduct of a Ur&de
or business for a specified th-year period, o

- a foreign partnership, if at any time during its yeear:

« one or more of its partners are “U.S. personsdedmed in U.S. Treasury regulations, who in thgragate
hold more than 50% of the income or capital inteireshe partnership,

* such foreign partnership is engaged in the conolfuatU.S. trade or busines

unless the broker does not have actual knowledgeasion to know that you are a U.S. person and the
documentation requirements described above ar@nyetu otherwise establish an exemption. Backuphalding
will apply if the sale is subject to informatiorpating and the broker has actual knowledge thatare a

U.S. person.

You generally may obtain a refund of any amountsingld under the backup withholding rules that exice
your actual income tax liability by filing a refuratiaim with the IRS

Tax Aspects of our Investments in our Operating Panership

The following discussion summarizes certain fedem@me tax considerations applicable to our diczct
indirect investments in our Operating Partnershig any subsidiary partnerships or limited liabilitympanies that
we form or acquire (each individually a “Partnepshand, collectively, the “Partnerships”). The dission does not
cover state or local tax laws or any federal taxslather than income tax laws.

Classification as Partnerships. We will includeinm income our distributive share of each Partriptshncome
and we will deduct our distributive share of eaelntifership’s losses only if such Partnership issifeed for federal
income tax purposes as a partnership (or an ehttyis disregarded for federal income tax purpifstee entity has
only one owner or member), rather than as a cotiporar an association taxable as a corporationodganization
with at least two owners or members will be clasdifas a partnership, rather than as a corpordtiofederal
income tax purposes if it:

« is treated as a partnership under the Treasuryatgs relating to entity classification (the
“checl-the-box regulation”); and

* is not a“publicly trade(” partnership

Under the check-the-bargulations, an unincorporated entity with at leéast owners or members may elec
be classified either as an association taxablecaspmration or as a partnership. If such an effditg to make an
election, it generally will be treated as a parsh@ for federal income tax purposes. Each Pattigeistends to be
classified as a partnership for federal incomeptarposes (or an entity that is disregarded forfadacome tax
purposes if the entity has only one owner or memiaged no Partnership will elect to be treatedraassociation
taxable as a corporation under the check-the-bgulagons.

A publicly traded partnership is a partnership whiderests are traded on an established securifielset or
are readily tradable on a secondary market orubstantial equivalent thereof. A publicly tradedtparship will
not, however, be treated as a corporation for arglile year if 90% or more of the partnership’ssgrimcome for
such year consists of certain passive-type incameijding real property rents, gains from the salether
disposition of real property, interest, and dividgifthe “90% passive income exception”).

Treasury regulations (the “PTP regulations”) previdnited safe harbors from the definition of a |iclip
traded partnership. Pursuant to one of those safels (the “private placement exclusion”), intésés a
partnership will not be treated as readily tradalsien secondary market or the substantial equiv#teneof if (1) al
interests in the partnership were issued in a &@itn or transactions that were not required toelgéstered under
the Securities Act and (2) the partnership doedave more than 100 partners at any time duringénership’s
taxable year. In determining the number of partirees partnership, a person owning an interestparénership,
grantor trust, or S corporation that owns an irgerethe partnership is treated as a partnercéh partnership only
if (1) substantially all of the value of the owrgeterest in the entity is attributable to theitgist direct or indirect
interest in the partnership and (2) a principabpge of the use of the entity is to permit the
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partnership to satisfy the 100-partner limitatidve currently intend that each Partnership will gfydbr the private
placement exclusion.

We have not requested, and do not intend to regaesting from the Internal Revenue Service that t
Partnerships will be classified as partnershipgdderal income tax purposes. If for any reasoardnrship were
taxable as a corporation, rather than as a pahipefer federal income tax purposes, we likely Wonot be able to
qualify as a REIT. See “— Income Tests” and “— AsBests.” In addition, any change in a Partnershigatus for
tax purposes might be treated as a taxable evewtich case we might incur tax liability withoutyarelated cash
distribution. See “— Annual Distribution Requiremérrurther, items of income and deduction of s@ettnership
would not pass through to its partners, and ittngas would be treated as stockholders for taxqaes.
Consequently, such Partnership would be requirghyoincome tax at corporate rates on its net irgand
distributions to its partners would constitute demds that would not be deductible in computindideartnership’s
taxable income.

Income Taxation of the Partnerships and Their Partrers

Partners, Not the Partnerships, Subject to Tak.partnership is not a taxable entity for fedénalbme tax
purposes. Rather, we are required to take intouatamur allocable share of each Partnershiptome, gains, losst
deductions, and credits for any taxable year ofi Rertnership ending within or with our taxableryedgthout
regard to whether we have received or will receimg distribution from such Partnership.

Partnership Allocations. Although a partnership agreement generally vatedmine the allocation of income
and losses among partners, such allocations mdiskegarded for tax purposes if they do not comgti certain
provisions of the federal income tax laws govermaginership allocations. If an allocation is netagnized for
federal income tax purposes, the item subjectaatlocation will be reallocated in accordance itk partners’
interests in the partnership, which will be detered by taking into account all of the facts andwinstances
relating to the economic arrangement of the pastméth respect to such item. We expect that eactm@&ship’s
allocations of taxable income, gain, and loss béllrespected for U.S. federal income tax purposes.

Tax Allocations With Respect to Contributed Projestt Income, gain, loss, and deduction attributable to
appreciated or depreciated property that is cautieidhto a partnership in exchange for an interetité partnership
must be allocated in a manner such that the cartinidp partner is charged with, or benefits fronspectively, the
unrealized gain or unrealized loss associated tilproperty at the time of the contribution. Theoant of such
unrealized gain or unrealized loss (“built-in gaor™built-in loss”) is generally equal to the difence between the
fair market value of the contributed property & time of contribution and the adjusted tax bassuch property at
the time of contribution (a “book-tax difference3uch allocations are solely for federal incomepasposes and ¢
not affect the book capital accounts or other enuomr legal arrangements among the partners. TBe Tieasury
Department has issued regulations requiring pasties to use a “reasonable method” for allocatiegs with
respect to which there is a book-tax difference @uitining several reasonable allocation methods.

Under our Operating Partnership’s partnership agess, depreciation or amortization deductions ef th
operating partnership generally will be allocatetbag the partners in accordance with their respedtiterests in
our Operating Partnership, except to the exteritadhaOperating Partnership is required under ¢aefal income
tax laws governing partnership allocations to usgethod for allocating tax depreciation deductiatisbutable to
contributed properties. In addition, gain or logglee sale of a property that has been contribitbedhole or in
part, to our Operating Partnership will be spegiallocated to the contributing partners to theeekbf any built-in
gain or loss with respect to such property for fallmcome tax purposes.

Basis in Partnership InterestOur adjusted tax basis in our partnership interesur Operating Partnership
generally will be equal to:

« the amount of cash and the basis of any other propentributed by us to our Operating Partners

« increased by our allocable share of our Operatargnership’s income and our allocable share of
indebtedness of our Operating Partnership;
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« reduced, but not below zero, by our allocable sbamur Operating Partnershiploss and the amount of ci
distributed to us, and by constructive distribusiwasulting from a reduction in our share of inéelness of
our Operating Partnershi

If the allocation of our distributive share of ddperating Partnership’s loss would reduce the &aljusx basis
of our partnership interest below zero, the recigmiof such loss will be deferred until such tiagethe recognition
of such loss would not reduce our adjusted taxshaaliow zero. To the extent that our Operatingrieaship’s
distributions, or any decrease in our share ofrttlebtedness of our Operating Partnership, whidoiisidered a
constructive cash distribution to the partnersuocedour adjusted tax basis below zero, such digtoibs will
constitute taxable income to us. Such distributieamd constructive distributions normally will beachcterized as
long-term capital gain.

Depreciation Deductions Available to Our Operatigrtnership. To the extent that our Operating Partner
acquires its properties in exchange for cashnit&l basis in such properties for federal inca@repurposes
generally will be equal to the purchase price fgicbur Operating Partnership. Our Operating Pastriprgenerally
plans to depreciate each depreciable propertyefberil income tax purposes under the alternatipesdation
system of depreciation (“ADS”). Under ADS, the Ogtérg Partnership generally will depreciate buigfirand
improvements over a 40-year recovery period usistgjaaght-line method and a mid-month conventiod il
depreciate furnishings and equipment over a 124ggmvery period. Our Operating Partnership’sahibasis in
properties acquired in exchange for units in oue@png Partnership should be the same as thefdérans basis in
such properties on the date of acquisition by goer@ting Partnership. Although the law is not efyiclear, our
Operating Partnership generally will depreciatengmoperty for federal income tax purposes overstmae
remaining useful lives and under the same methedd by the transferors. Our Operating Partnerskéx's
depreciation deductions will be allocated amongpéeners in accordance with their respective @gisrin our
Operating Partnership, except to the extent thaOperating Partnership is required under the tddecome tax
laws governing partnership allocations to use eéhouefor allocating tax depreciation deductionsifattable to
contributed properties.

Sale of a Partnership’s Property

Generally, any gain realized by a Partnership erstiie of property held by the Partnership for ntloa@ one
year will be lon+term capital gain, except for any portion of suelinghat is treated as depreciation or cost regc
recapture. Any gain or loss recognized by a Pashipron the disposition of contributed propertie e allocated
first to the partners of the Partnership who cbntied such properties to the extent of their bnilain or loss on
those properties for federal income tax purposks.gartners’ built-in gain or loss on such contiéglproperties
will equal the difference between the partnerspomionate share of the book value of those pragsednd the
partners’tax basis allocable to those properties at the @fritee contribution. Any remaining gain or lossagnizec
by the Partnership on the disposition of the cbnted properties, and any gain or loss recogniyettids Partnershi
on the disposition of the other properties, willdll@cated among the partners in accordance wiin thspective
percentage interests in the Partnership.

Our distributive share of any gain realized by ariaship on the sale of any property held by thgriership a
inventory or other property held primarily for sédecustomers in the ordinary course of the Pastripts trade or
business will be treated as income from a protdbitensaction that is subject to a 100% penalty$ach prohibite
transaction income also may have an adverse effegt our ability to satisfy the income tests forlREtatus. See
“— Income Tests.” We, however, do not presentlgiint to acquire or hold or to allow any Partnersbipcquire or
hold any property that represents inventory or ofiieperty held primarily for sale to customershe ordinary
course of our or such Partnership’s trade or bsgsine

State and Local Taxes

We and our stockholders may be subject to taxdtyovarious states and localities, including thasev/hich we
or our stockholders transact business, own promerntgside. The state and local tax treatment nifégr drom the
federal income tax treatment described above. Gpresely, stockholders should consult their owndexisers
regarding the effect of state and local tax lawsrugn investment in the common shares.
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PLAN OF DISTRIBUTION

We may sell the securities through underwriterdeslers, through agents, or directly to one or more
purchasers. One or more prospectus supplementdegitiribe the terms of the offering of the seasitincluding:

< the name or names of any underwriters, if ¢

« the purchase price of the securities and the pdscee will receive from the sal

< any ove-allotment options under which underwriters may pase additional securities from |

« any agency fees or underwriting discounts and atbers constituting ager or underwriter’ compensatiol
 any public offering price

« any discounts or concessions allowed or reallowgzhal to dealers; ar

« any securities exchange or market on which thergeEmumay be listec

Each prospectus supplement filed with respect yoodfiered securities, to the extent applicable| dascribe
the number and terms of the securities to whiclh gwospectus relates, the name or names of anywiriths or
agents with whom we have entered into arrangenvéttigespect to the sale of such securities, tH#ipwoffering
or purchase price of such securities and the rete@ds we will receive from such sale. Only undiéeng named in
the prospectus supplement are underwriters ofdbergies offered by the prospectus supplement.

If underwriters are used in the sale, they will@og the securities for their own account and nesell them
from time to time in one or more transactions fiked public offering price. The obligations of thaderwriters to
purchase the securities will be subject to the mms set forth in the applicable underwriting egment. We may
offer the securities to the public through undetiwg syndicates represented by managing undensriteby
underwriters without a syndicate. Subject to cartainditions, the underwriters will be obligatedbtarchase all the
securities of the series offered by the prospestipplement. Any public offering price and any disats or
concessions allowed or reallowed or paid to deaterg change from time to time. We may use undeevgitvith
whom we have a material relationship. We will désein the prospectus supplement, naming the uniterpthe
nature of any such relationship.

We may sell securities directly or through agenésdssignate from time to time. We will name anyrage
involved in the offering and sale of securities arawill describe any commissions we will pay tlyesat in the
prospectus supplement.

Unless the prospectus supplement states othemisegent will act on a best-efforts basis forgkeod of its
appointment. However, no prospectus supplement fsimlamentally change the terms that are set farthis
prospectus or offer a security that is not registeand described in this prospectus at the tiniis effectiveness.

We may authorize agents or underwriters to sadiérs by certain types of institutional investt@spurchase
securities from us at the public offering price feeth in the prospectus supplement pursuant taydel delivery
contracts providing for payment and delivery ompecified date in the future. We will describe tloaditions to
these contracts and the commissions we must pasofimitation of these contracts in the prospestysplement.

We may enter into derivative transactions withdhparties, or sell securities not covered by thisspectus to
third parties in privately negotiated transactidhshe related prospectus supplement so indicatesnnection witl
those derivatives, the third parties may sell Séearcovered by this prospectus and the relatedgactus
supplement, including in short sale transactioiso| the third party may use securities pledged$gr borrowed
from us or others to settle those sales or to doseny related open borrowings of stock and nssysecurities
received from us in settlement of those derivatieedose out any related open borrowings of stdtle third party
in such sale transactions will be an underwritet, #mnot identified in this prospectus, will beeittified in the
related prospectus supplement (or a post-effeativendment).

We may provide agents and underwriters with indéication against certain civil liabilities, inclua
liabilities under the Securities Act, or contritmrtiwith respect to payments that the agents orrwrders may
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make with respect to such liabilities. Agents anderwriters may engage in transactions with, ofoper services
for, us in the ordinary course of business.

Our shares of common stock are principally tradethe Nasdaq Global Market. All securities we qffsgher
than common stock and other than securities issped a reopening of a previous series, will be reswes of
securities with no established trading market. Angerwriters may make a market in these securhigswill not
be obligated to do so and may discontinue any nankd&ing at any time without notice. We cannot guéee the
liquidity of the trading markets for any securities

Any underwriter may engage in overallotment, staini§) transactions, short covering transactions zamhlty
bids in accordance with Regulation M under the Bxgje Act, as amended. Overallotment involves salescess
of the offering size, which create a short positi8tabilizing transactions permit bids to purchidmeunderlying
security so long as the stabilizing bids do noteexta specified maximum price. Short covering &atiens involve
purchases of the securities in the open market @hftedistribution is completed to cover short fioss. Penalty bic
permit the underwriters to reclaim a selling cosaas from a dealer when the securities originatlig 9y the deale
are purchased in a covering transaction to covent glositions. Those activities may cause the pfdhe securities
to be higher than it would otherwise be. If comnezhdhe underwriters may discontinue any of thevitiets at any
time.

Any underwriters who are qualified market makersTbe Nasdaqg Stock Market may engage in passiveahark
making transactions in the securities on The Na&tagk Market in accordance with Rule 103 of RetoaM
under the Exchange Act, as amended, during theéssiday prior to the pricing of the offering, brefthe
commencement of offers or sales of the securilassive market makers must comply with applicablerae and
price limitations and must be identified as passiaket makers. In general, a passive market nrakst display it
bid at a price not in excess of the highest inddpanbid for such security; if all independent kéds lowered belo
the passive market maker’s bid, however, the passarket maker’s bid must then be lowered wheratert
purchase limits are exceeded.

Some of the underwriters, dealers and agents @idatffiliates may engage in transactions with erf@rm
services for us and our affiliates in the ordineoyrse of business. Underwriters have from timtinte in the past
provided, and may from time to time in the futurevpde, investment banking services to us for whiay have in
the past received, and in the future may receivstoenary fees.

In compliance with guidelines of the Financial Isthy Regulatory Authority, or FINRA, the maximum
consideration or discount to be received by anyRANnember or independent broker dealer may notexk88o of
the aggregate amount of the securities offereduauntsto this prospectus and any applicable prospextpplement.

EXPERTS

The financial statements and management’s assessitée effectiveness of internal control overfitial
reporting (which is included in Management’s Remortinternal Control over Financial Reporting) irnparated in
this prospectus by reference to the Annual Repofarm 10-K for the year ended December 31, 2008 baen so
incorporated in reliance on the reports of PricenaiuseCoopers LLP, an independent registeredgaddtiounting
firm, given on the authority of said firm as expgeart auditing and accounting.

LEGAL MATTERS

The validity of the offered securities will be padupon for Gladstone Commercial Corporation byl&oo
Godward Kronish LLP, Reston, Virginia. Legal courtseany underwriters or agents may pass upon iegdiers
for such underwriters or agents.
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