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ITEM 1. SUBJECT COMPANY INFORMATION.

The name of the subject company to which this Solicitation/Recommendation Statement on Schedule 14D-9 (together with the
accompanying Exhibits and Annexes, the "Statement") relates is Falcon Financial Investment Trust, a Maryland real estate investment trust
("Falcon"). The address of the principal executive offices of Falcon is 15 Commerce Road, Stamford, Connecticut 06902. The telephone number
of Falcon at its principal executive offices is (203) 967-0000.

The title of the class of equity securities to which this Statement relates is the common shares of beneficial interest, par value $0.01 per
share (the "Shares"), of Falcon. As of January 19, 2005, there were 15,965,232 Shares outstanding, which number includes 198,271 restricted
Shares that were issued to officers, trustees and employees of Falcon pursuant to Falcon's equity incentive plan.

ITEM 2. IDENTITY AND BACKGROUND OF FILING PERSON.

The name, business address and business telephone number of Falcon, which is the subject company and the person filing this Statement,
are set forth above in Item 1, "Subject Company Information."

This Statement relates to the tender offer by Flash Acquisition Company LLC, a Maryland limited liability company ("iStar Subsidiary")
and a wholly owned subsidiary of iStar Financial Inc., a Maryland corporation ("iStar"), to purchase all of the issued and outstanding Shares, at a
purchase price of $7.50 per Share, net to seller in cash, without interest (subject to applicable withholding taxes) (such price, or any such higher
price per Share as may be paid in the Offer, referred to herein as the "Offer Price"), upon the terms and subject to the conditions set forth in the
Offer to Purchase, dated January 31, 2005 (the "Offer to Purchase") and in the related Letter of Transmittal (which, together with any
amendments or supplements to the Offer to Purchase and the Letter of Transmittal, collectively constitute the "Offer"). The Offer is described in
a Tender Offer Statement on Schedule TO (as amended or supplemented from time to time, the "Schedule TO"), filed by iStar and iStar
Subsidiary with the Securities and Exchange Commission (the "Commission") on January 31, 2005. Copies of the Offer to Purchase and the
Letter of Transmittal are filed as Exhibits (a)(1)(1) and (a)(1)(2) to this Statement, respectively, and are hereby incorporated in this Statement by
reference.

The Offer is being made pursuant to the Agreement and Plan of Merger, dated as of January 19, 2005, by and among iStar, iStar Subsidiary
and Falcon (the "Merger Agreement"). The Merger Agreement provides that, among other things, subject to the satisfaction or waiver of certain
conditions, following completion of the Offer, and in accordance with the Maryland Limited Liability Company Act (the "LLC Act"), the
Maryland General Corporation Law (the "MGCL") and Title 8 of the Corporations and Associations Article of the Annotated Code of Maryland
(the "REIT Law"), iStar Subsidiary will be merged with and into Falcon (the "Merger"). After the effective time of the Merger (the "Effective
Time"), Falcon will continue as the surviving company (the "Surviving Company") and will be a wholly owned subsidiary of iStar. At the
Effective Time of the Merger, each issued and outstanding Share other than Shares owned by iStar, any of its subsidiaries (including iStar
Subsidiary) and Shares held by shareholders who properly demand appraisal and comply with all provisions of the REIT Law and the MGCL,
including Section 8.501(j) of the REIT Law and Sections 3-202 and 3-203 of the MGCL relating to dissenters' rights of appraisal (to the extent
that appraisal rights are available under the REIT Law and MGCL), will be converted into the right to receive the same amount in cash per Share
that is paid pursuant to the Offer. The Merger Agreement is summarized in Section 13, "The Merger Agreement; Shareholders Agreements,
Share Option Agreement and Other Agreements" of the Offer to Purchase, which is being mailed to shareholders together with this Statement
and filed as an exhibit to the Schedule TO. Such summary is qualified in its entirety by reference to the Merger Agreement, which has been filed
as Exhibit (e)(1) to this Statement and is hereby incorporated in this Statement by reference.
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iStar Subsidiary is a Maryland limited liability company which was recently formed at the direction of iStar for the purpose of effecting the
Offer and the Merger. iStar owns all of the outstanding membership interests of iStar Subsidiary. The principal executive offices of iStar and
iStar Subsidiary are located at 1114 Avenue of the Americas, New York, New York 10036, and their telephone number at that address is
(212) 930-9400.

ITEM 3. PAST CONTACTS, TRANSACTIONS, NEGOTIATIONS AND AGREEMENTS.

Except as described below in this Item 3, to the knowledge of Falcon, as of the date of this Statement, there exists no material agreement,
arrangement or understanding or any actual or potential conflict of interest between Falcon or its affiliates and (1) Falcon's executive officers,
trustees or affiliates, or (2) iStar, iStar Subsidiary or their respective executive officers, directors or affiliates.

Where noted, the contracts, agreements, arrangements or understandings discussed below are also described in the Information Statement
(the "Information Statement") pursuant to Section 14(f) of the Securities Exchange Act of 1934, as amended (the "Exchange Act"), and
Rule 14f-1 promulgated thereunder, that is attached as Annex B to this Schedule 14D-9 and is hereby incorporated herein by reference.

Agreements, Arrangements and Transactions with iStar.

The Merger Agreement. The summary of the Merger Agreement contained in the Offer to Purchase, which is filed as Exhibit (a)(1)(1)
to this Statement and which is being mailed to shareholders together with this Statement, is hereby incorporated herein by reference. Such
summary is qualified in its entirety by reference to the Merger Agreement, which has been filed as Exhibit (e)(1) to this Statement and is hereby
incorporated herein by reference.

The Share Option Agreement. In connection with the Merger Agreement, Falcon, iStar, and iStar Subsidiary entered into a Share
Option Agreement, pursuant to which, subject to certain terms and conditions, Falcon has agreed to issue to iStar Subsidiary such number of
Shares at the Offer price as is necessary for iStar Subsidiary to obtain at least ninety percent (90%) of the then issued and outstanding Shares of
Falcon. The option will expire on the earlier of (i) the termination of the Merger Agreement, (ii) the effectiveness of the Merger, or
(iii) 5:00 p.m., New York City time on the 30th business day following the consummation of the Offer. This summary is qualified in its entirety
by reference to the Share Option Agreement, which has been filed as Exhibit (e)(2) to this Statement and is hereby incorporated herein by
reference.

Amendment to the Revolving Warehouse Financing Agreement. On January 19, 2005, in connection with the Merger Agreement,
Falcon, iStar and The Bank of New York, as paying agent and custodian, amended the existing Revolving Warehouse Financing Agreement
between Falcon and iStar, whereby iStar acts as lender to Falcon. The amendment modifies the terms and provisions of the original Revolving
Warehouse Financing Agreement to, among other things, increase the facility limit to $250,000,000, increase the maximum advance rate to 75%
and to extend the termination date of the facility. The amendment was entered into in order to provide Falcon with access to financing necessary
for Falcon to more effectively carry on its business during the period between the signing of the Merger Agreement and closing of the Merger.
Except for as set forth in the amendment, the terms and conditions of the existing Revolving Warehouse Financing Agreement remain in full
force and effect in all respects, and such terms and conditions are discussed below under the heading "Warehouse Line." This summary is
qualified in its entirety by reference to the Amendment to Revolving Warehouse Financing Agreement, which has been filed as Exhibit (e)(3) to
this Statement and is hereby incorporated herein by reference.

Appointment of Trustees. In the Merger Agreement, Falcon granted to iStar the right to designate members of the Board of Trustees of
Falcon (the "Falcon Board" or the "Board"), in
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proportion to their percentage ownership of the outstanding Shares, upon the consummation of the Offer. Additional information with respect to
the appointment of trustees is contained in the Information Statement attached to this Statement as Annex B and the summary of iStar's right to
appoint members to Falcon's Board contained in Section 11, "Background of the Offer; Past Contracts, Negotiations and Transactions," of the
Offer to Purchase. This summary is qualified in its entirety by reference to the Merger Agreement, which has been filed as Exhibit (e)(1) to this
Statement and is hereby incorporated herein by reference.

Confidentiality Agreement. On December 9, 2004, Falcon and iStar entered into a confidentiality agreement (the "Confidentiality
Agreement"). Under the terms of the Confidentiality Agreement, Falcon agreed to furnish certain confidential information concerning its
business, operations and assets to iStar and its representatives in connection with iStar's evaluation of a possible transaction with Falcon. The
summary of the Confidentiality Agreement contained in Section 13, "The Merger Agreement, Shareholder Agreements, Share Option
Agreement and Other Agreements," of the Offer to Purchase, which is being mailed to shareholders together with this Statement, is hereby
incorporated in this Statement by reference. This summary is qualified in its entirety by reference to the Confidentiality Agreement, which has
been filed as Exhibit (e)(4) to this Statement and is hereby incorporated herein by reference.

Exclusivity Agreement. On December 23, 2004, Falcon and iStar entered into an exclusivity agreement (the "Exclusivity Agreement")
pursuant to which Falcon agreed not to continue or engage in discussions regarding or solicit any offer or proposal on the part of any person
other than iStar to acquire Falcon until 11:59 p.m. Eastern time on January 14, 2005. Falcon also agreed not to consummate any securitization
transaction involving the assets of Falcon during this exclusivity period. This agreement was amended on January 16, 2005, to extend the
exclusivity period until 11:59 p.m. Eastern time on January 19, 2005. Such extension expressly permitted Falcon to engage in discussions with
an unsolicited third party offeror. This summary is qualified in its entirety by reference to the Exclusivity Agreement, dated December 23, 2004,
between Falcon and iStar, as amended, which has been filed as Exhibit (e)(5) to this Statement and is hereby incorporated herein by reference.

Shareholder Agreements. Each of Vernon B. Schwartz (Falcon's Chief Executive Officer and Chairman), David A. Karp (Falcon's
President and Chief Financial Officer), James K. Hunt (Falcon's Lead Trustee), Maryann N. Keller (a Falcon Trustee), George G. Lowrance (a
Falcon Trustee), Thomas F. Gilman (a Falcon Trustee) and Thomas R. Gibson (a Falcon Trustee) (collectively, the "Shareholders" and each, a
"Shareholder") have entered into Shareholder Agreements, dated January 19, 2005, with iStar and iStar Subsidiary pursuant to which they have
agreed, in their respective capacities as shareholders of Falcon, to tender all of their Shares, as well as any additional Shares which they may
acquire, in the Offer (the "Shareholder Agreement"). As of January 19, 2005, the Shareholders held in the aggregate 684,035 Shares (including
restricted Shares), which represented 4.3% of the outstanding Shares as of that date. The summary of the Shareholder Agreements contained in
Section 13, "The Merger Agreement, Shareholder Agreements, Share Option Agreement and Other Agreements" of the Offer to Purchase. This
summary is qualified in its entirety by reference to the Shareholder Agreements, dated December 23, 2004, between Falcon and iStar, as
amended, which has been filed as Exhibits (e)(6) through (e)(12) to this Statement and are hereby incorporated herein by reference.

Warehouse Line. On April 28, 2004, Falcon entered into a $150 million Revolving Warehouse Financing Agreement with iStar, solely
for the purpose of originating loans. As discussed above, pursuant to the Amendment to the Revolving Warehouse Financing Agreement entered
into between Falcon and iStar on January 19, 2005, the facility limit was increased to $250 million. Interest is calculated using LIBOR plus 290
basis points. Under the facility, iStar financed all of Falcon's existing outstanding loans that were financed under the previously existing
warehouse facility, which was terminated. In connection with entering into the new facility, Falcon paid a fee of $1.875 million to
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iStar and a termination fee of $199,500 to the lenders under the previously existing facility. As of December 31, 2004, the outstanding balance
was approximately $149.0 million. The interest rate as of December 31, 2004 was 5.3%.

The warehouse credit line is secured by, among other things, Falcon's loans. All payments made by borrowers in respect of such loans are
applied on a monthly basis to pay the outstanding fee and interest obligations under the warehouse credit line and to reduce the principal amount
outstanding under the warehouse credit line by an amount equal to the portion of the payments on the loans that constitute payments of principal.

This summary is qualified in its entirety by reference to the Revolving Warehouse Financing Agreement, which has been filed as
Exhibit (e)(13) to this Statement and is hereby incorporated herein by reference.

Agreements, Arrangements and Transactions between Falcon and its Trustees, Executive Officers and Affiliates.

Acceleration of Restricted Shares. All outstanding restricted Shares will become fully vested upon the consummation of the Offer under
the terms of Falcon's equity incentive plan. In addition, the Falcon Board has taken the actions necessary to allow holders of restricted Shares to
tender their restricted Shares in the Offer. As a result, certain executive officers and trustees who currently hold restricted Shares will be able to
tender their Shares and be able to receive the Offer Price with respect to all of their outstanding restricted Shares. A summary of the restricted
Share awards with respect to Falcon's named executive officers is set forth in the Information Statement under the heading "Executive
Compensation and Other Information."

Amendments to Employment Agreements with David A. Karp and Vernon B. Schwartz. In November 2003, Falcon entered into
employment agreements with Vernon B. Schwartz, Chief Executive Officer and Chairman of the Board, and David A. Karp, President and Chief
Financial Officer. The terms and conditions of the employment agreements with Messrs. Schwartz and Karp are set forth in the Information
Statement under the heading "Executive Officers Employment Arrangements and Severance Arrangements."

In connection with the Merger Agreement, on January 19, 2005, Falcon entered into amended and restated employment agreements with
Messrs. Schwartz and Karp. The new employment agreements become effective only upon consummation of the Offer and replace the existing
employment agreements entered into with Messrs. Schwartz and Karp in November 2003. The executives will not receive any additional
payments under the existing employment agreements or the new employment agreements as a result of the consummation of the Offer or the
Merger. However, their restricted Shares will vest upon the consummation of the Offer in accordance with the terms of the equity incentive plan.
Pursuant to the new employment agreements, Messrs. Schwartz and Karp each agreed to a two-year term of employment beginning from the
time of the consummation of the Offer, with successive one-year renewal periods. The new agreements continue the executives' 2005 base
salaries of $390,000, but provide for a reduction in severance payments from their existing employment agreements. The new agreements
provide that if either executive is terminated without cause or resigns for "good reason," Falcon will be obligated to make a lump sum payment
to the executive equal to two times his current base salary (plus prorated annual bonus) if such termination or resignation occurs within the first
year of the effectiveness of the agreement, and thereafter, a lump sum payment equal to his current base salary (plus prorated annual bonus).
Both executives also agreed not to compete with Falcon during their term of employment and for a period of 12 months thereafter and they also
agreed not to solicit or hire any officer or manager level employee away from the employ of Falcon during their term of employment and for a
period of 18 months thereafter. A summary of the amended employment agreements are set forth in the Information Statement under the heading
"Employment Agreements and Severance Arrangements."
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This summary is qualified in its entirety by reference to the employment agreements with Messrs. Schwartz and Karp, which have been
filed as Exhibits (e)(14) and (e)(15) to this Statement and are hereby incorporated herein by reference.

Letter Agreements with Joseph L. Kirk and Ralph L. Miller. On January 19, 2005, in connection with the Merger Agreement, two
senior executives of Falcon, Mr. Joseph L. Kirk and Mr. Ralph L. Miller, executed letter agreements (i) acknowledging that certain changes to
their employment as a result of the Offer and the Merger, such as the assignment of additional duties to them or the alteration of their existing
duties and the substitution of iStar's benefits for benefits provided by Falcon, will not give rise to "good reason" to terminate their existing
employment agreements with Falcon, which would allow them to receive certain severance payments, and (ii) making certain amendments to
their employment agreements. By agreeing that such changes to their employment agreements did not give rise to a "good reason" to terminate
such agreements, Messrs. Kirk and Miller relinquished any rights that they might have had to assert that they were owed severance payments as
a result of the Offer and the Merger. This summary is qualified in its entirety by reference to the letters agreements with Messrs. Kirk and Miller,
which have been filed as Exhibits (e)(16) and (e)(17) to this Statement and hereby incorporated herein by reference.

Indemnification; Insurance. Pursuant to the terms of the Merger Agreement, iStar and iStar Subsidiary agreed that all rights to
indemnification for acts or omissions occurring prior to the effective time of the Merger now existing in favor of the current or former trustees,
directors or officers of Falcon and its subsidiaries as provided in their respective declarations of trust, certificates of incorporation or bylaws (or
similar organizational documents), will survive the Merger and will continue in full force and effect in accordance with their terms.

In addition, in the event that any officer, director or trustee of Falcon or any of Falcon's subsidiaries is, or is threatened to be, made a party
to any action, suit or proceeding, whether civil, criminal, administrative or investigative, including without limitation, actions by or on behalf of
securityholders, (each, a "Proceeding"), by reason of the fact that he is or was an officer, employee, director or trustee of Falcon or any of
Falcon's subsidiaries or any action or omission by such individual in his capacity as such (including any action or omission occurring in
connection with the approval of the Merger Agreement and the consummation of the transactions contemplated thereby), iStar and iStar
Subsidiary and their respective successors and assigns will, from and after the effective time of the Merger, indemnify and hold harmless, as and
to the full extent permitted by applicable law, each such party against any losses, claims, liabilities, expenses (including reasonable documented
attorneys' fees and expenses), judgments, fines and amounts paid in settlement in accordance herewith in connection with any such Proceeding.

For six years from the effective time of the Merger, iStar will maintain in effect Falcon's current directors' and officers' liability insurance
covering those trustees, directors and officers who are currently covered by Falcon's directors' and officers' liability insurance policy (or, in lieu
of maintaining such insurance, cause coverage to be provided under any policy maintained for the benefit of iStar or any of its subsidiaries or
otherwise obtained by iStar, so long as the terms thereof are no less advantageous to the intended beneficiaries thereof than those of Falcon's
policy); provided, however, that in no event will iStar be required to expend in excess of 200% of the annual premiums currently paid by Falcon
for such insurance, and; provided, further, that if the annual premiums of such insurance coverage exceed such amount, iStar will be obligated to
obtain a policy with the greatest coverage available for a cost not exceeding such amount. In lieu of the foregoing, iStar may purchase six-year
"tail" coverage covering acts or omissions prior to the effective time of the Merger on substantially similar terms to the existing policy of Falcon.
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Actual or Potential Conflicts of Interest

In considering the recommendations of the Falcon Board with respect to the Offer, the Merger and the Merger Agreement, and the fairness
of the consideration to be received in the Offer and the Merger, shareholders should be aware that certain executive officers and trustees of
Falcon have interests in the Offer and the Merger which are described above. The Falcon Board was aware of these potential conflicts of interest
and considered them along with the other matters described below in Item 4, "The Solicitation or Recommendation (b)(ii) Reasons for the
Recommendation of the Falcon Board of Trustees."

ITEM 4. THE SOLICITATION OR RECOMMENDATION.
(a) Recommendation of the Falcon Board.

The Falcon Board unanimously (i) determined that the terms of the Offer and the Merger are advisable, fair to and in the best interests of
Falcon's shareholders; (ii) approved the Merger Agreement, the Share Option Agreement and the other agreements and transactions
contemplated thereby, including the Offer and the Merger; and (iii) recommends that holders of all Shares tender their Shares to iStar Subsidiary
in the Offer.

(b)(i) Background of the Transaction.

In August 2003, prior to its initial public offering, Falcon explored various strategic alternatives, including the possibility of a sale of the
company. In connection with these activities, representatives of Falcon held preliminary discussions with multiple parties, including iStar,
regarding a potential sale but ultimately decided to move forward with its initial public offering.

In late March 2004, Vernon B. Schwartz, Chairman and Chief Executive Officer of Falcon, contacted Jay Sugarman, Chairman and Chief
Executive Officer of iStar, to discuss the possibility of iStar refinancing certain Falcon indebtedness. In April 2004, iStar and Falcon negotiated
and executed a $150 million warehouse financing facility. See the summary description of the warehouse financing facility above under "Item 3.
Past Contracts, Transactions, Negotiations and Agreements." At various times since the execution of the warehouse financing facility, officers of
iStar and Falcon discussed its administration.

On September 9, 2004, Mr. Sugarman and Jeffrey R. Digel, Executive Vice President of iStar, had dinner with Mr. Schwartz and David A.
Karp, President, Chief Financial Officer and trustee of Falcon. They discussed various aspects of iStar's business model and product offerings.
The group did not discuss a specific transaction between iStar and Falcon.

On October 15, 2004, Mr. Digel had lunch with Mr. Karp during which they discussed a possible transaction between Falcon and iStar.
Mr. Digel indicated that iStar might be interested in pursuing a possible acquisition of Falcon. Messrs. Digel and Karp discussed Falcon's history
and share performance. After the meeting Messrs. Digel and Karp recommended to Messrs. Sugarman and Schwartz, respectively, that the
parties should continue discussing a possible acquisition of Falcon.

On October 21, 2004, Mr. Sugarman met with Messrs. Schwartz and Karp at iStar's New York City offices. At this meeting, they continued
the discussions initiated on October 15 concerning a possible acquisition of Falcon, but no specific proposals were made.

On October 26, 2004, Mr. Sugarman met with Messrs. Schwartz and Karp at iStar's New York City offices. At this meeting, they continued
the discussions about a possible acquisition of Falcon, but no specific proposals were made. On October 27, 2004, Messrs. Sugarman, Digel and
Schwartz and Maryann N. Keller, one of Falcon's trustees with particular knowledge of the auto dealership finance
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industry, met for dinner and discussed that industry. The group did not discuss a possible transaction between the two companies.

On November 4, 2004, Mr. Sugarman and Mr. Schwartz discussed briefly by telephone the general terms of a potential acquisition
transaction.

On November 23, 2004, Mr. Sugarman and Mr. Schwartz met to continue to discuss the terms of a potential acquisition transaction. No
specific terms were agreed, but the parties agreed to continue discussions. iStar and Falcon executed a confidentiality agreement on December 9,
2004.

Between November 23, 2004 and December 23, 2004, the parties had several discussions regarding a possible cash acquisition of Falcon by
iStar. On December 10, 2004, iStar provided an initial indication of interest at an offer price of $8.00 per Share subject to satisfactory
completion of financial, legal and accounting due diligence and negotiation of a reduction of fees due under a pre-existing agreement between
Falcon and a financial advisor that Falcon had previously engaged. On December 23, 2004, the financial advisor agreed to release Falcon from
its fee obligations under the engagement letter.

On December 14, 2004, Falcon's board held a special meeting during which the board discussed the potential transaction with iStar and
Falcon's other strategic and financing alternatives. Representatives of Hogan & Hartson L.L.P., legal counsel for Falcon, were present at this
meeting and made a presentation to the Falcon board regarding its fiduciary duties under Maryland law. Representatives of Lehman Brothers
also attended the meeting to present their credentials to the board.

On December 15, 2004, iStar indicated that it would only be willing to continue the discussions regarding a potential acquisition transaction
if Falcon entered into an exclusivity agreement with iStar providing for exclusive negotiations with iStar for a specified period of time.

On December 22, 2004, Falcon's board held a special telephonic meeting during which Falcon's senior management updated the board
regarding the discussions with iStar and discussed iStar's request for an exclusivity agreement. Representatives of Hogan & Hartson L.L.P. and
Lehman Brothers also participated. Falcon's board authorized senior management to enter into an exclusivity agreement with iStar and continue
discussions with iStar regarding a potential acquisition of Falcon.

On December 23, 2004, iStar and Falcon executed an exclusivity agreement in which Falcon agreed to exclusive negotiations with iStar
until 11:59 p.m. on January 14, 2005. Falcon also agreed in the exclusivity agreement to refrain from completing any securitization transactions
during the exclusivity period.

Also on December 23, 2004, Clifford Chance US LLP, legal counsel for iStar, commenced its legal due diligence review of Falcon, based
on publicly-available information and additional documents provided by Falcon. Later that day, Clifford Chance reviewed possible transaction
structures with Hogan & Hartson L.L.P., including the possibility of a two-step merger transaction (i.e., a tender offer followed by a second step
merger).

From December 23, 2004 through January 3, 2005, Mr. Jay Nydick, President of iStar, and Mr. Schwartz held frequent conferences
regarding transaction timing, transaction logistics, due diligence schedules and proposed modifications to the existing warehouse financing
facility from iStar in favor of Falcon.

On December 30, 2004, Clifford Chance, after reviewing the terms with iStar, circulated a draft of the proposed merger agreement to the
parties.

On January 5, 2005, Falcon engaged Lehman Brothers as its financial advisor in connection with the proposed transaction. While Goldman
Sachs & Co. provided some coordination and computation
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assistance in connection with negotiations leading up to the transaction, iStar did not engage a financial advisor in connection with the proposed
transaction.

On January 5, 2005, Clifford Chance and Hogan & Hartson L.L.P., together with representatives from iStar and Falcon, discussed Falcon's
comments to the proposed merger agreement, including a number of the representations and warranties contained in the agreement, the
covenants governing the interim operations of Falcon, the non-solicitation provisions, the termination provisions, the termination fee, the
conditions to the Offer and the mechanics for the Offer. On January 6, 2005, Hogan & Hartson L.L.P. circulated a written mark up reflecting its
comments to the proposed merger agreement and setting forth a proposal for a written modification of the existing warehouse financing facility
to govern the interim operations of Falcon.

Also on January 5 and 6, 2005, certain officers and representatives of iStar met with Falcon management and its representatives to review
financial information regarding Falcon. During the January 5 meeting, iStar informed representatives of Lehman Brothers that iStar also
intended to hire PricewaterhouseCoopers LLP to perform limited confirmatory due diligence that would also involve speaking with Falcon's
external auditors.

On January 7, 2005, Falcon's board held a special telephonic meeting during which senior management updated the board regarding the
negotiations with iStar. Representatives of Hogan & Hartson L.L.P. and Lehman Brothers also participated.

On January 11, 2005, iStar revised its initial indication of interest to $7.50 per Share, subject to satisfactory completion of confirmatory
financial and accounting due diligence by PricewaterhouseCoopers LLP and negotiation of a definitive merger agreement. Messrs. Sugarman
and Nydick called Messrs. Schwartz and Karp to discuss the revised offer price. They also confirmed to Mr. Schwartz that iStar would agree to
modify the existing warehouse financing facility in a manner favorable to Falcon, so that Falcon's board could consider a transaction with iStar
or another party without the pressure of near-term financing concerns. Mr. Schwartz contacted Mr. Nydick at the end of the day to indicate that
the parties should continue negotiations and Falcon would consider further whether an offer price of $7.50 per Share would be acceptable. iStar
agreed that the parties should continue to work towards reaching a definitive agreement for the proposed acquisition, and that it would engage
PricewaterhouseCoopers LLP to review the accounting and financial records of Falcon.

On January 13, 2005, iStar and Falcon discussed extending the term of the exclusivity agreement to allow iStar the opportunity to complete
its due diligence review. Prior to completion of negotiations regarding extending the exclusivity period, Falcon received an unsolicited letter
from Kelly Capital, a small firm that was unknown to Falcon and its advisers. The letter was a preliminary indication of interest requesting that
Falcon open discussions concerning the possible acquisition of Falcon at a price of $8.00 per Share, subject to due diligence and market
conditions. Falcon was unable to respond at that time to the unsolicited indication of interest because the exclusivity letter prohibited such
communications.

On January 14, 2005, Mr. Schwartz informed Mr. Nydick that Falcon would like to open a dialogue with the third party in order to explore
and assess the unsolicited indication of interest. iStar agreed to waive the provisions of the exclusivity agreement as they related to discussing a
possible transaction with the third party. iStar and Falcon agreed to reconvene on January 15, 2005.

Later on January 14, 2005, Falcon's board held a special telephonic meeting to discuss the indication of interest from the third party and to
discuss the approaching expiration of the exclusivity agreement with iStar. Representatives of Hogan & Hartson L.L.P. and Lehman Brothers
also participated. Hogan & Hartson L.L.P. advised the Falcon board regarding its fiduciary duties under Maryland law with respect to receipt of
the unsolicited indication of interest. At this meeting, following extensive discussions, the board gave senior management permission to contact
the third party in order
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to explore its indication of interest. Following the board meeting, Mr. Schwartz and a representative from Lehman Brothers contacted a
representative of the third party and discussed its letter at length, including the reasons for and background of sending the letter, its identity and
transaction history, its financial position, its requirement to secure financing necessary to complete a transaction, and other factors, including
transaction timing and the length of time it would need to complete a due diligence review of Falcon.

Also on January 14, 2005, Katten Muchin Zavis Rosenman, special counsel to iStar, circulated an initial draft of the amendment to the
warehouse facility. At that time, Mr. Digel and Mr. Karp discussed the proposed modification and the interplay between the warehouse
financing facility and the proposed merger agreement.

On January 15, 2005, Mr. Nydick spoke with Mr. Schwartz. Mr. Schwartz informed Mr. Nydick that they had reviewed and discussed with
the third party the unsolicited indication of interest and determined that there were concerns about the ability of the third party to secure
financing and complete a more favorable transaction in a timely manner. Mr. Nydick discussed the possibility of revising the exclusivity letter to
provide iStar exclusive negotiating rights until January 21, 2005. Mr. Nydick informed Mr. Schwartz that iStar was unwilling to continue
discussions without some level of exclusivity.

In the evening on January 15, 2005, the Falcon board held a special telephonic meeting to discuss the third party offer and iStar's request
for exclusivity. Representatives of Hogan & Hartson L.L.P. and Lehman Brothers also participated. Mr. Schwartz and a representative from
Lehman Brothers updated the board on its discussions with the third party. The Falcon board discussed the third party indication of interest at
length, including, among other things, the matters described below under " (b)(ii) Reasons for the Recommendation of the Falcon Board of
Trustees."

On January 16, 2005, the Falcon board held another special telephonic meeting to discuss the third party indication of interest and iStar's
request for exclusivity. Representatives of Hogan & Hartson L.L.P. and Lehman Brothers also participated. At this meeting, the Falcon board
authorized senior management to extend the exclusivity period until 11:59 p.m. on January 19, 2005, provided that the amended exclusivity
agreement contained an exception for continuing discussions with the third party. On January 16, 2005, the parties executed an amendment to
the exclusivity agreement on such terms.

PricewaterhouseCoopers was allowed access to Falcon's records on January 18, 2005, to conduct its confirmatory accounting and financial
due diligence review of Falcon.

During the period from January 17 to January 19, 2005, legal counsel for iStar and Falcon continued to negotiate the terms of the proposed
merger agreement, including provisions related to the timing and mechanics of the Offer, non-solicitation provisions, the conditions to the Offer,
the termination provisions and size of the termination fee. During this period the parties also discussed and negotiated the terms of the Share
Option Agreement, the Shareholder Agreements with all of the trustees of Falcon and the employment agreements of Messrs. Schwartz and
Karp. Simultaneously, legal counsel for iStar and Falcon continued to negotiate the terms of the proposed amendment to the warehouse
financing facility to govern the interim operations of Falcon in connection with entering into the proposed merger agreement. In addition,
PricewaterhouseCoopers satisfactorily completed its due diligence review of Falcon and discussed its findings with iStar management.

On January 19, 2005, representatives of iStar and Falcon, again discussed the terms of the proposed merger agreement. The parties agreed
on the final terms of the agreement, including the amount of the termination fee that would be payable by Falcon to iStar and the circumstances
requiring such payment. Also on January 19, 2005, legal counsel for iStar and Falcon agreed on the final terms of the proposed amendment to
the warehouse financing facility.
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On January 19, 2005, iStar's board of directors met and, after presentations from iStar management and Clifford Chance, unanimously
voted to approve the Merger Agreement, the acquisition of Falcon and the transactions contemplated thereby.

On January 19, 2005, Falcon's board of trustees held a special meeting at which all of the trustees, certain members of senior management,
and representatives of Lehman Brothers, and Hogan & Hartson L.L.P. were present in person or via teleconference. The special meeting was
held in order for the Falcon board to consider and formally act upon the proposed acquisition of Falcon by iStar. At this meeting, Falcon's senior
management reviewed with the board financial and business terms of the proposed transaction. Hogan & Hartson L.L.P. made a presentation to
the Falcon board regarding its fiduciary duties under Maryland law and explained the material terms of the proposed merger agreement and
related agreements, including tender offer mechanics, conditions to the offer, termination rights and provisions regarding break-up fees and
termination expenses. Lehman Brothers then presented its financial analysis of the proposed transaction and delivered to the Falcon board its
oral opinion that, as of the date of that opinion and based upon and subject to the factors and assumptions set forth in its written opinion of the
same date, the $7.50 per Share offer price to be paid by iStar was fair, from a financial point of view, to Falcon's shareholders. See " Opinion of
Lehman Brothers, Inc." below.

During these presentations, the Falcon trustees asked numerous questions of management and its legal counsel and financial advisors and
discussed at length the presentations. After discussion by the Falcon board of trustees concerning, among other things, the matters described
below under " Falcon's Reasons for the Merger; Recommendation of the Falcon Board," the Falcon board of trustees unanimously approved the
Offer and the Merger, the Merger Agreement and each of the related agreements.

Shortly after that approval, iStar and Falcon signed the Merger Agreement. Concurrently with the execution of the Merger Agreement, the
parties executed the Share Option Agreement and Shareholder Agreements with each of the trustees of Falcon, including Messrs. Schwartz and
Karp, and the amendment to the warehouse financing facility. In addition, Falcon entered into amended and restated employment agreements
with Messrs. Schwartz and Karp, effective upon completion of the offer. Ralph L. Miller and Joseph L. Kirk, officers of Falcon, also executed
letter agreements acknowledging that certain changes resulting from the completion of the proposed transaction with iStar would not give rise to
aright to terminate their employment with Falcon for good reason.

On January 20, 2005, iStar and Falcon each publicly announced that they had entered into a merger agreement for the cash acquisition of
Falcon by iStar at a price of $7.50 per Share.

(b)(ii) Reasons for the Recommendation of the Falcon Board of Trustees.

In reaching its recommendation described above in paragraph (a) of this Item 4, Falcon's Board considered a number of factors, including
the following:

1. Offer Price in Relation to Recent Trading Prices. Falcon's Board considered the relationship of the Offer Price to the recent market
prices of the Shares. The Offer Price represents (a) a premium of approximately 14% over the $6.58 closing sale price of the Shares on The
Nasdaq National Market ("Nasdaq") on January 18, 2005, the last full trading day prior to the meeting of the Board to approve the Merger
Agreement, and (b) a premium of approximately 12% over the average closing sales price of the Shares on the Nasdaq for the preceding 20
trading days.

2. Certainty of Consideration and Payment. Falcon's Board considered the fact that the Offer is an all cash tender offer and, therefore, the
value of consideration that Falcon's shareholders will receive in the Offer is fixed and certain. The Board also considered iStar's size and
financial position and its ability to pay the Offer Price without the need for a financing condition.
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3. Falcon Operating and Financial Condition. Falcon's Board considered the current and historical financial condition and results of
operations of Falcon, as well as its near and long term prospects and strategic objectives, including the risks and uncertainties in achieving those
prospects and objectives. In particular, the Board considered Falcon's loan originations and revenues historically and expectations over the near
and long term, as well as Falcon's prospects for achieving sufficient revenue growth needed to offset its operating expenses. The Board also
considered Falcon's immediate financing needs if it were to remain a stand-alone company, including a new warehouse credit line to refinance
its existing warehouse credit line with iStar and a securitization transaction. The Board considered Falcon's prospects for completing these
financing transactions on acceptable terms in a timely fashion in the current market.

4. Strategic Alternatives. Falcon's Board considered the results of the process that had been conducted by the Falcon Board, with the
assistance of executive management and Falcon's financial advisor, Lehman Brothers, to evaluate Falcon's strategic alternatives. The process
included an analysis of strategic alternatives available to Falcon, including the alternative to remain an independent public company, the
possibility of acquisitions of, or mergers with, other companies in its industry, as well as the risks and uncertainties associated with the
alternatives. The Board considered an unsolicited preliminary indication of interest from a third party requesting that Falcon open discussions
concerning the possible acquisition of Falcon at a price of $8.00 per Share, subject to due diligence and market conditions. The timing and
background of this unsolicited offer is discussed above in this Item 3 under "(b)(ii) Background of the Transaction." The Board considered the
preliminary nature of this offer, the fact that it was subject to adjustment based on due diligence and market conditions, the identity of the third
party offeror and its uncertain track record for completing transactions of this size, and the third party's need for a financing condition, and
determined that there were concerns about the ability of the third party to secure financing and complete a more favorable transaction in a timely
fashion, and thus the concerns surrounding this indication of interest were far outweighed by the benefits of pursuing a transaction with iStar.

5. Lehman Brothers Inc.'s Fairness Opinion. Falcon's Board considered the oral opinion of Lehman Brothers (which was subsequently
confirmed in writing, dated as of January 19, 2005) to the effect that, as of such date, based upon and subject to the considerations and
assumptions set forth therein, the consideration to be received by holders of Shares pursuant to the Offer and the Merger is fair from a financial
point of view to such holders. A copy of the written opinion rendered by Lehman Brothers to Falcon's Board, setting forth the procedures
followed, the matters considered and the assumptions made by Lehman Brothers in arriving at its opinion, is attached as Annex A to this
Statement and is hereby incorporated in this Statement by reference. Shareholders are urged to read this opinion in its entirety. The Board was
aware that Lehman Brothers became entitled to certain fees upon the delivery of its fairness opinion and certain fees contingent upon
consummation of the Offer. See Item 5 "Persons/Assets Retained, Employed, Compensated or Used" for a discussion of the fees payable to
Lehman Brothers.

6. Terms of the Merger Agreement. The Board considered the fact that the terms of the Merger Agreement were determined through
arm's-length negotiations between Falcon and its outside legal and financial advisors, on the one hand, and iStar and its legal and financial
advisors, on the other. Among other provisions of the Merger Agreement considered important by the Board were:

the "fiduciary out" provisions of the Merger Agreement, which permit the Board to respond to and negotiate with a third
person who makes an unsolicted takeover proposal that the Board determines in good faith, after consultation with its
advisors, constitutes a superior proposal or is reasonably likely to result in a superior offer, and, in certain circumstances, the
Board's ability to terminate the Merger Agreement, upon the payment of a $4.5 million termination fee, to pursue that offer
if the Board determines that it constitutes a superior offer;
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the fact that the Merger Agreement provides for a prompt tender offer that consists of cash for all of Falcon's Shares to be
followed by a second step merger for the same cash consideration, thereby enabling Falcon's shareholders to obtain the
benefits of the transaction at the earliest possible time; and

the limited conditions to Closing and the absence of any financing condition.

7. Likelihood of Success. Falcon's Board considered the likelihood of satisfaction of all conditions to consummation of the Offer and the
Merger and the absence of any required regulatory approvals.

8. Warehouse Amendment. Falcon considered the fact that iStar is Falcon's lender under its warehouse credit line and was able to
complete its due diligence review of Falcon quickly due to its familiarity with Falcon and was able to offer an amendment to the warehouse
credit line which provided Falcon access to financing necessary for Falcon to originate loans during the period between signing of the Merger
Agreement and closing of the Merger.

9. Potential Conflicts of Interest. Falcon's Board was aware of the potential conflicts of interest between Falcon, on the one hand, and
certain of Falcon's officers and trustees, on the other hand, in the Offer and the Merger discussed in this Statement under Item 3 " Certain
Agreements, Arrangements and Transactions between Falcon and its Trustees, Executive Officers and Affiliates."

The Board also considered certain negative factors, including the following:

the fact that the terms of the Merger Agreement require Falcon to delay the financing transactions that Falcon would
otherwise need to complete if it were to remain a stand-alone company;

the risk that the conditions to consummation of the Offer may not be met and the Offer and Merger may not be completed,
which could leave Falcon and its shareholders in a difficult position as Falcon would need to refinance its existing
warehouse credit line with iStar very quickly; and

the existence of a $4.5 million termination fee payable in certain circumstance by the terms of the Merger Agreement that
would make it more costly for another potential purchaser to acquire Falcon, and could deter competing third party offers to
acquire Falcon.

Falcon's Board of Trustees believed that these negative factors were far outweighed by the benefits of the Offer and the Merger.

The foregoing discussion of factors considered and given weight by the Board is not intended to be exhaustive, but includes the material
factors considered. In view of its many considerations, Falcon's Board did not find it practical to, and did not, quantify or otherwise assign
relative weights to the various individual factors considered. In addition, individual members of Falcon's Board may have given different
weights to the various factors considered. After weighing all of these considerations, Falcon's Board unanimously determined to approve the
Merger Agreement and recommend that holders of Shares tender their Shares in the Offer.

(c) Intent to Tender.

All of Falcon's trustees, including its chief executive officer and chief financial officer, have entered into shareholder agreements with iStar
and the iStar Subsidiary pursuant to which they have agreed, in their respective capacities as shareholders of Falcon, to tender all of their Shares,
as well as any additional Shares which they may acquire, in the Offer. See Item 3 "Past Contacts, Transactions, Negotiations and Agreements"
for a discussion of the terms of the shareholder agreements.
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(d) Opinion of Lehman Brothers Inc.

Overview. At the January 19, 2005 meeting of Falcon's Board, Lehman Brothers presented the analysis of its opinion and then delivered
its oral opinion, subsequently confirmed in writing, that, as of January 19, 2005, and based upon and subject to the assumptions, qualifications
and limitations set forth in its opinion, the Offer Price is fair, from a financial point of view, to the shareholders of Falcon.

Opinion of Lehman Brothers Inc.

The Falcon Board engaged Lehman Brothers to act as its financial advisor with respect to the Offer and the Merger. On January 19, 2005,
Lehman Brothers rendered its oral opinion (subsequently confirmed in writing) to the Board that, as of such date, and based upon and subject to
matters and assumptions stated in its written opinion, from a financial point of view, the consideration to be offered to the shareholders of Falcon
in the Offer and the Merger was fair to the shareholders of Falcon.

The full text of Lehman Brothers' written opinion, dated January 19, 2005, is attached as Annex A to this Statement. Falcon
shareholders are encouraged to read the opinion for a discussion of the assumptions made, procedures followed, factors considered, and
limitations placed upon the review undertaken by Lehman Brothers in rendering its opinion. The following is a summary of the Lehman
Brothers opinion and the methodology that Lehman Brothers used to render its fairness opinion. This summary is qualified in its
entirety by reference to the full text of the opinion.

Lehman Brothers' advisory services and opinion were provided for the information and assistance of the Board in connection with its
consideration of the Offer and the Merger. Lehman Brothers' opinion is not intended to be and does not constitute a recommendation to any
Falcon shareholder as to whether the shareholder should accept the proposed Offer. Lehman Brothers was not requested to opine as to, and
Lehman Brothers does not address, the Board's underlying business decision to proceed with or effect the transactions contemplated by the
Merger Agreement. This summary should be read with the full text of the opinion.

In arriving at its opinion, Lehman Brothers reviewed and analyzed:

The Merger Agreement and the specific terms of the Offer and the Merger;

Publicly available information concerning Falcon that Lehman Brothers believed to be relevant to its analysis, including
Falcon's Annual Report on Form 10-K for the transition period from October 1, 2003 to December 31, 2003, Falcon's
Quarterly Reports on Form 10-Q for the quarterly periods ended September 20, 2004, June 30, 2004 and March 31, 2004,
Falcon's Form 8-K filed on April 22, 2004 regarding the resignation of Falcon's independent accountants;

Falcon's initial public offering prospectus dated December 16, 2003 filed with the SEC pursuant to Rule 424 (b)(1) of the
Securities Act of 1933, as amended, on December 17, 2003 and Falcon's Form 8-K filed on January 26, 2004 regarding the
capitalization table included in Falcon's initial public offering prospectus;

Financial and operating information with respect to the business, operations and prospects of Falcon furnished to Lehman
Brothers by Falcon, including the current financial projections of Falcon prepared by Falcon management;

Trading history of Falcon's common shares from its initial public offering on December 17, 2003 to the present and a
comparison of that trading history with those of other companies that Lehman Brothers deemed relevant;
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Comparison of the historical financial results and present financial condition of Falcon with those of other companies that
Lehman Brothers deemed relevant;

Comparison of the financial terms of the Offer and the Merger with the financial terms of certain other transactions that
Lehman Brothers deemed relevant;

Comparison of Falcon's budget for the fiscal year 2004, prepared in January 2004, with Falcon's actual results for the year,
including with respect to the volume of loans originated by Falcon;

Third party research analysts' current targets for the market price of the Falcon's common shares; and

The prospects of Falcon on a stand-alone basis and the alternatives available to Falcon to enhance shareholder value.

In addition, Lehman Brothers had discussions with Falcon management concerning its business, operations, assets, financial condition and
prospects and undertook such other studies, analyses and investigations as Lehman Brothers deemed appropriate.

In arriving at its opinion, Lehman Brothers assumed and relied upon the accuracy and completeness of the financial and other information
used by Lehman Brothers without assuming any responsibility for independent verification of such information and further relied upon the
assurances of Falcon management that they were not aware of any facts or circumstances that would make such information inaccurate or
misleading. With respect to the current financial projections of Falcon prepared by Falcon management, upon advice of Falcon, Lehman
Brothers assumed that such projections have been reasonably prepared on a basis reflecting the best currently available estimates and judgments
of Falcon management as to the future financial performance of Falcon and that Falcon would perform in accordance with such projections.
However, for purposes of its analysis, Lehman Brothers also considered certain somewhat more conservative assumptions and estimates which
resulted in certain adjustments to the projections provided by Falcon. Lehman Brothers discussed these adjusted projections with Falcon
management and they agreed with the appropriateness of the use of such adjusted projections, as well as the projections prepared by Falcon
management, in performing Lehman Brothers' analysis. In arriving at its opinion, Lehman Brothers did not conduct a physical inspection of the
properties and facilities of Falcon and did not make or obtain any evaluations or appraisals of the assets or liabilities of Falcon. Lehman Brothers
is not an expert in the evaluation of loan portfolios or allowances for loan losses and, upon advice of Falcon, Lehman Brothers assumed that
Falcon's current allowances for loan losses would be in the aggregate adequate to cover all such losses. In addition, Falcon did not authorize
Lehman Brothers to solicit, and Lehman Brothers did not solicit, any indications of interest from any third party with respect to the purchase of
all or a part of Falcon's business. Lehman Brothers' opinion necessarily is based upon market, economic and other conditions as they existed on,
and could be evaluated as of, the date of its letter.

In connection with rendering its opinion, Lehman Brothers performed certain financial, comparative and other analyses, as described
below. In arriving at its opinion, Lehman Brothers did not ascribe a specific range of value to Falcon, but rather made a determination as to the
fairness, from a financial point of view, to Falcon shareholders of the consideration to be offered in the Offer and Merger to shareholders of
Falcon on the basis of financial and comparative analyses. The preparation of a fairness opinion involves various determinations as to the most
appropriate and relevant methods of financial and comparative analysis and the application of those methods to the particular circumstances, and
therefore, such an opinion is not readily susceptible to summary description. Furthermore, in arriving at its opinion, Lehman Brothers did not
attribute any particular weight to any analysis or factor considered by it, but rather made qualitative judgments as to the significance and
relevance of each analysis and factor. Accordingly, Lehman Brothers believes that its analyses must be considered as a whole and that
considering any portion of such analyses and factors, without considering all analyses and factors as a whole, could create a misleading or
incomplete view of the
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process underlying its opinion. In its analyses, Lehman Brothers made numerous assumptions with respect to industry performance, general
business, and economic conditions and other matters, many of which are beyond the control of Falcon. None of Falcon, Lehman Brothers, or any
other person assumes responsibility if future results are materially different from those discussed. Any estimates contained in these analyses
were not necessarily indicative of actual values or predictive of future results or values, which may be significantly more or less favorable than
as set forth herein. In addition, analyses relating to the value of businesses do not purport to be appraisals or to reflect the prices at which
businesses might actually be sold.

The following is a summary of the material financial analyses used by Lehman Brothers in connection with providing its opinion to the
Board of Trustees. The financial analyses summarized below include information presented in tabular format. In order to fully understand the
financial analyses used by Lehman Brothers, the tables must be taken together with the text of each summary. Considering any portion of such
analyses and of the factors considered, without considering all analyses and factors, could create a misleading or incomplete view of the process
underlying Lehman Brothers' opinion.

Stock Trading History

Lehman Brothers considered historical data with regard to the trading price of the Shares from Falcon's initial public offering on
December 17, 2003 until January 18, 2005. During this period, the Shares reached a high price of $9.71 on January 20, 2004, but generally
declined from that point, reaching a low of $6.17 on January 6, 2005. Based on iStar's offer of $7.50, Lehman Brothers noted that this represents
a 14% premium to Falcon's reported closing price on January 18, 2005 of $6.58.

Comparable Company Analysis

In order to assess how the public market values shares of comparable publicly traded companies, Lehman Brothers attempted to review
companies within Falcon's peer group; however, Falcon operates within a niche market which to Lehman Brother's knowledge contains no other
publicly traded comparable companies. Therefore, Lehman Brothers compiled a list of small cap REITs which most closely comparable to
Falcon. The companies within the list were divided into three segments: (1) Operating Commercial REITs composed of Origen Financial Inc.,
Gladstone Commercial Corp., Sunset Financial Resources Inc., Dynex Capital Inc.; (2) Operating Residential REITs composed of Aames
Investment Corp., Hanover Capital Mortgage Holdings Inc., Capital Alliance Income Trust Ltd; and (3) Non-operating Residential REITs
composed of MFA Mortgage Investments, Inc., Anthracite Capital Inc., Anworth Mortgage Asset Corp., and American Mortgage Acceptance
Company. Using publicly available information, Lehman Brothers calculated and analyzed each company's current stock price, price to book
value, price to 2004 and 2005 estimated earnings per share, and dividend yield. The following table indicates the mean and median values for
each segment.

Market Price as a Multiple of:

Book 2004E 2005E Dividend

Peer Group Value EPS EPS Yield
Oper. REITs Commercial

Mean 0.94x 36.9x 13.1x 6.4%

Median 0.90 34.1 8.1 43
Oper. REITs Residential

Mean 1.18 11.4 7.5 11.1

Median 1.24 11.4 7.5 11.1
Non-oper. REITs Residential

Mean 1.14 9.6 9.1 10.0

Median 1.09 10.0 9.6 10.0
FLCN 0.90X 146.2x 17.5x 4.3%
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Lehman Brothers noted that due to Falcon's expected earnings and resulting dividend yields, an analysis of these metrics does not produce a
meaningful result. Therefore, Lehman Brothers calculated the implied price per share based on what it deemed to be the relevant range of price
to book multiples and arrived at an estimated price range of $5.82 to $7.27. Lehman Brothers applied a 15% control premium, which is in line
with what is customarily paid in REIT transactions, and arrived at an estimated price range of $6.69 to $8.36. Lehman Brothers noted that the
offer price of $7.50 by iStar was within this estimated price range.

Premiums Paid Analysis

In order to assess how previous transactions had been valued, Lehman Brothers reviewed the premiums paid in selected mortgage REIT
merger and acquisition transactions that Lehman Brothers deemed comparable to the Offer and the Merger. These transactions were segmented
into two types: Group A represented transactions in which the target was a REIT that was performing at or above market expectations; and
Group B represented transactions in which the target was a REIT that were performing below market expectations. Lehman Brothers calculated
the premium per share paid by the acquirer compared to: (1) the share price of the target company on the day immediately prior to the signing of
the Merger Agreement; and (2) the target's book value per share. The following table indicates the premium of each transaction reviewed by
Lehman Brothers and the mean and median premium:

Premium to Premium to
Target Acquiror Book Value Pre Ann. Price
Transaction Group A
Apex Mortgage Capital American Home Mortgage 18.5% 11.3%
FBR Asset Investment Corp. Friedman, Billings, Ramsey Group 15.3% 19.8%
Imperial Credit Commercial Imperial Credit 5.3)% NA
Mean 9.5% 15.5%
Median 15.3% 15.5%
Transaction Group B
CORE Cap, Inc. Anthracite Capital (26.8)% NA
Impac Commercial Holdings Amresco Capital Trust (45.3)% 12.4%
Ocwen Asset Investment Corp. Ocwen Financial Corp. (58.5)% 13.9%
Mean (43.5)% 13.2%
Median (45.3)% 13.2%

Lehman Brothers calculated the implied price per share based on the mean premiums listed in the above table and the book value and
pre-announcement share price, respectively, of Falcon common shares and arrived at an estimated price range of $4.11 to $7.96. Lehman
Brothers noted that iStar's offer of $7.50 was within this estimated price range.

Discounted Cash Flow Analysis

As part of its analysis and in order to estimate the present value of Falcon common shares, Lehman Brothers prepared a three year
discounted cash flow analysis for Falcon, calculated as of January 1, 2005 with projected cash flows for 2005 to 2007. The model was based on
financial projections provided by Falcon management. Lehman Brothers analyzed sensitivities with regard to loan origination volumes,
securitization enhancement levels, the size and pricing of future equity issuances, and discount rates. Loan origination volumes were assumed to
be either inline with management projections or held constant through 2007 at the volume estimated for 2005. Securitization enhancement levels
were analyzed at both those achieved historically and at an increased level based
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on estimates of future securitizations. Lehman Brothers analyzed the effect of issuing equity at either the current market price or at a price of
0.90x the then current book value per share. Lehman Brothers analyzed all sensitivities against discount rates between 8.0% and 10.0%, which
represents the dividend yield that Lehman Brothers estimates the market expects from well performing commercial REITs.

From this analysis, Lehman Brothers determined that the factors most effecting future value were Falcon's ability to reach sufficient scale to
support overhead and Falcon's ability to raise sufficient equity at favorable terms to support growth. A required increase in securitization
enhancement levels magnifies the impact of future equity issuances, by increasing the amount of equity that is required. As a result of these
analyses, Lehman Brothers estimated the present value per share of Falcon common shares to be in the range of $5.75 to $6.90. Lehman
Brothers applied a 15% premium as a proxy for potential synergies and arrived at an estimated price range of $6.61 to $7.94. Lehman Brothers
noted that the offer price of $7.50 by iStar was within this estimated price range.

Lehman Brothers is an internationally recognized investment banking firm and, as part of its investment banking activities, is regularly
engaged in the valuation of businesses and their securities in connection with mergers and acquisitions, negotiated underwritings, competitive
bids, secondary distributions of listed and unlisted securities, private placements, and valuations for corporate and other purposes. The Board of
Trustees selected Lehman Brothers because of its expertise, reputation, and familiarity with the REIT industry generally and because its
investment banking professionals have substantial experience in transactions comparable to the Offer and the Merger.

Lehman Brothers' total fees for its services in connection with the Offer and the Merger and related transactions will be $1.8 million, of
which $500,000 has been paid ($350,000 as a result of delivering this opinion), and $1.3 million is payable upon completion of the Offer and the
Merger. Falcon has also agreed to reimburse Lehman Brothers for reasonable expenses incurred in the connection with the Offer and the Merger
and related transactions and to indemnify Lehman Brothers for certain liabilities that may arise out of its engagement by the Board of Trustees
and the rendering of its opinion. Lehman Brothers has not previously been compensated for investment banking or financial advisory services by
Falcon.

In the ordinary course of its business, Lehman Brothers may actively trade in the equity securities of Falcon for its own account and for the
accounts of its customers and, accordingly, may at any time hold a long or short position in those securities.

ITEM 5. PERSONS/ASSETS RETAINED, EMPLOYED, COMPENSATED OR USED.

On January 5, 2004, Falcon retained Lehman Brothers to provide financial advisory services in connection with the Offer and the Merger.
Such services include the rendering of an opinion as to the fairness from a financial point of view of the shareholders of Falcon of the
consideration to be received in the Offer and the Merger. Pursuant to the terms of Lehman Brothers' engagement, Falcon agreed to pay Lehman
Brothers for its financial advisory services (i) a retainer of $150,000 that was paid upon the signing of the engagement agreement, (ii) a fee of
$350,000 upon the delivery by Lehman Brothers of a fairness opinion to Falcon (such fee to be credited to any fee payable pursuant to
subsection (iii) of this sentence), and (iii) upon the completion of a transaction whereby, directly or indirectly, control of all or substantially all
of the equity interests in Falcon (or all or substantially all of the assets of Falcon) is transferred for consideration, a fee equal to 1.5% of such
consideration, subject to a minimum fee of $1,500,000. Falcon also agreed to reimburse Lehman Brothers for reasonable expenses related to its
engagement, including fees for its legal advisors, subject to a limit of $50,000 without Falcon's prior approval, such approval not to be
unreasonably withheld by Falcon. Falcon further agreed to indemnify Lehman for certain costs, expenses and liabilities related to or arising out
of its engagement.

18

19



Edgar Filing: FALCON FINANCIAL INVESTMENT TRUST - Form SC 14D9

Lehman Brothers, as part of its investment banking business, is continually engaged in financial advisory roles, which may include, but
are not limited to, equity and fixed income sales, trading and research, investment banking, private equity, general corporate and other services.
In the ordinary course of business, Lehman Brothers and its affiliates may actively trade or hold the Shares for their own account or for the
accounts of customers and, accordingly, may at any time hold a long or short position in such securities.

ITEM 6. INTEREST IN SECURITIES OF THE SUBJECT COMPANY.

No transactions in Shares have been effected during the past 60 days by Falcon or any subsidiary of Falcon or, to the knowledge of Falcon,
by any executive officer, trustee or affiliate of Falcon, except that on December 22, 2004, Ralph L. Miller, Falcon's Senior Vice President and
National Marketing Director, sold 5,000 Shares at $6.91 per share in a broker executed transaction in the open market.

ITEM 7. PURPOSES OF THE TRANSACTION AND PLANS OR PROPOSALS.

Except as set forth in this Statement, Falcon is not currently undertaking or engaged in any negotiations in response to the Offer that relate
to (1) a tender offer for or other acquisition of Falcon's securities by Falcon, any subsidiary of Falcon or any other person; (2) an extraordinary
transaction, such as a merger, reorganization or liquidation, involving Falcon or any subsidiary of Falcon; (3) a purchase, sale or transfer of a
material amount of assets of Falcon or any subsidiary of Falcon; or (4) any material change in the present dividend rate or policy, or
indebtedness or capitalization of Falcon.

Except as set forth in this Statement, there are no transactions, resolutions of the Falcon Board, agreements in principle, or signed contracts
in response to the Offer that relate to one or more of the events referred to in the preceding paragraph.

ITEM 8. ADDITIONAL INFORMATION.

Information Statement. An Information Statement provided pursuant to Section 14(f) of the Exchange Act and Rule 14f-1 thereunder,
and attached to this Statement as Annex B is being furnished to the shareholders of Falcon in connection with the possible designation by iStar,
pursuant to the terms of the Merger Agreement, of certain persons to be appointed to the Falcon Board other than at a meeting of Falcon's
shareholders. Such information is hereby incorporated in this Statement by reference.

Maryland General Corporate Law.

(a) Short-form Merger. Under the MGCL, if iStar Subsidiary acquires, pursuant to the Offer or otherwise, 90% or more of the outstanding
Shares, iStar Subsidiary will be able to effect the Merger after consummation of the Offer without a vote of Falcon's shareholders. However, if
iStar Subsidiary does not acquire at least 90% of the outstanding Shares pursuant to the Offer or otherwise and a vote of Falcon's shareholders is
required under the MGCL, a longer period of time will be required to effect the Merger.

(b) Appraisal Rights. No appraisal rights are available under the MGCL in connection with the Offer. Furthermore, appraisal rights will
not be available under the MGCL in connection with the Merger unless (i) a meeting of the Falcon shareholders is required to approve the
Merger and (ii) the Shares are delisted from the Nasdaq National Market and are not relisted on any other national securities exchange,
designated as a national market system security on an interdealer quotation system by the NASD or designated for trading on the Nasdaq Small
Cap Market as of the record date for determining shareholders entitled to vote on the Merger at such meeting. If shareholders are entitled to
appraisal rights, the preservation and exercise of appraisal rights are conditioned on strict adherence to the applicable provisions of the MGCL.
Each shareholder of Falcon desiring to exercise appraisal rights should refer to Title 3, Subtitle 2, of the MGCL.

19

20



Edgar Filing: FALCON FINANCIAL INVESTMENT TRUST - Form SC 14D9

ITEM 9. MATERIAL TO BE FILED AS EXHIBITS.

The following Exhibits are filed herewith:

Exhibit No. Description
(a)(1)(1) Offer to Purchase, dated January 31, 2004 (incorporated by reference to Exhibit (a)(1) to the Schedule TO filed by iStar on
January 31, 2004).*
(@)(1)(2) Form of Letter of Transmittal (incorporated by reference to Exhibit (a)(2) to the Schedule TO filed by iStar on January 31,
2004).*
(@)(1)(3) Form of Notice of Guaranteed Delivery (incorporated by reference to Exhibit (a)(3) to the Schedule TO filed by iStar on
January 31, 2004).*
(a)(1)(4) Form of Letter to Brokers, Dealers, Commercial Banks, Trust Companies and Other Nominees (incorporated by reference to
Exhibit (a)(4) to the Schedule TO filed by iStar on January 31, 2004).*
(@)(1)(5) Form of Letter to Clients for use by Brokers, Dealers, Commercial Banks, Trust Companies and Other Nominees
(incorporated by reference to Exhibit (a)(5) to the Schedule TO filed by iStar on January 31, 2004).*
(a)(1)(6) Guidelines for Certification of Taxpayer Identification Number on Substitute Form W-9 (incorporated by reference to
Exhibit (a)(6) to the Schedule TO filed by iStar on January 31, 2004).*
(@)(1)(7) Press release issued by iStar Financial Inc. on January 31, 2005 (incorporated by reference to Exhibit (a)(7) to the Schedule
TO filed by iStar on January 31, 2004).*
(a)(1)(8) Summary Newspaper Advertisement published January 31, 2005 in the New York Times (incorporated by reference to
Exhibit (a)(8) to the Schedule TO filed by iStar on January 31, 2004).
(@)(1)(9) Letter to Shareholders from Vernon B. Schwartz.*
(a)(1)(10) Opinion of Lehman Brothers Inc., dated January 19, 2005 (included as Annex A to this Schedule 14D-9).*
(e)(1)  Agreement and Plan of Merger dated January 19, 2005 among Falcon Financial Investment Trust, iStar Financial Inc. and
Flash Acquisition Company LLC (incorporated by reference to the Form 8-K filed by Falcon Financial on January 24,
2005).
©)(2) Share Option Agreement dated January 19, 2005 among Falcon Financial Investment Trust, iStar Financial Inc. and Flash
Acquisition Company LLC (incorporated by reference to the Form 8-K filed by Falcon Financial on January 24, 2005).
()(3)  Amendment to Revolving Warehouse Financing Agreement dated January 19, 2005 among Falcon Financial Investment
Trust, iStar Financial Inc. and the Bank of New York as paying agent and custodian (incorporated by reference to the Form
8-K filed by Falcon Financial on January 24, 2005).
(e)(4) Confidentiality Agreement dated December 9, 2004 between Falcon Financial Investment Trust and iStar Financial Inc.
(incorporated by reference to Exhibit (d)(10) to the Schedule TO filed by iStar on January 31, 2004).
e)(5) Exclusivity Agreement dated December 23, 2004 between Falcon Financial Investment Trust and iStar Financial Inc.

(incorporated by reference to Exhibit (d)(11) to the Schedule TO filed by iStar on January 31, 2004).
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Shareholders Agreement between Vernon B. Schwartz and iStar Financial dated January 19, 2005 (incorporated by
reference to Exhibit (d)(2) to the Schedule TO filed by iStar on January 31, 2004).

Shareholders Agreement between David A. Karp and iStar Financial dated January 19, 2005 (incorporated by reference to
Exhibit (d)(3) to the Schedule TO filed by iStar on January 31, 2004).

Shareholders Agreement between James K. Hunt and iStar Financial dated January 19, 2005 (incorporated by reference to
Exhibit (d)(4) to the Schedule TO filed by iStar on January 31, 2004).

Shareholders Agreement between Maryann N. Keller and iStar Financial dated January 19, 2005 (incorporated by reference
to Exhibit (d)(5) to the Schedule TO filed by iStar on January 31, 2004).

Shareholders Agreement between George G. Lowrance and iStar Financial dated January 19, 2005 (incorporated by
reference to Exhibit (d)(6) to the Schedule TO filed by iStar on January 31, 2004).

Shareholders Agreement between Thomas F. Gilman and iStar Financial dated January 19, 2005 (incorporated by reference
to Exhibit (d)(7) to the Schedule TO filed by iStar on January 31, 2004).

Shareholders Agreement between Thomas R. Gibson and iStar Financial dated January 19, 2005 (incorporated by reference
to Exhibit (d)(8) to the Schedule TO filed by iStar on January 31, 2004).

Revolving Warehouse Financing Agreement dated April 28, 2004 among Falcon Financial Investment Trust, iStar Financial
Inc. and the Bank of New York as paying agent and custodian (incorporated by reference to the Form 8-K filed by Falcon

Financial on April 29, 2004).

Amended and Restated Employment Agreement of Vernon B. Schwartz dated January 19, 2005 (incorporated by reference
to the Form 8-K filed by Falcon Financial on January 24, 2005).

Amended and Restated Employment Agreement of David A. Karp dated January 19, 2005 (incorporated by reference to the
Form 8-K filed by Falcon Financial on January 24, 2005).

Letter Agreement between Falcon Financial Investment Trust and Joseph L. Kirk, Jr. dated January 19, 2005 (incorporated
by reference to the Form 8-K filed by Falcon Financial on January 24, 2005).

Letter Agreement between Falcon Financial Investment Trust and Ralph L. Miller dated January 19, 2005 (incorporated by
reference to the Form 8-K filed by Falcon Financial on January 24, 2005).

Falcon Financial Investment Trust 2003 Equity Incentive Plan (incorporated by reference to Falcon Financial's Form S-11
filed on October 21, 2003).

Falcon Financial Investment Trust Information Statement (included as Annex B to this Schedule 14D-9).*

Included in materials mailed to Falcon Financial's shareholders.
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SIGNATURE

After due inquiry and to the best of my knowledge and belief, I certify that the information set forth in this statement is true, complete and
correct.

Dated: January 31, 2005 FALCON FINANCIAL INVESTMENT TRUST

By: /s/ DAVID A. KARP

David A. Karp
President and Chief Financial Officer
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ANNEX A

LEHMAN BROTHERS
January 19, 2005

Board of Trustees

Falcon Financial Investment Trust
15 Commerce Road

Stamford, CT 06902

Members of the Board:

We understand that Falcon Financial Investment Trust ("Falcon" or the "Company") intends to enter into a transaction (the "Proposed
Transaction") with iStar Financial, Inc. ("iStar") whereby (i) Flash Acquisition Company, a wholly owned subsidiary of iStar ("Flash"), will
commence an offer to purchase for cash all of the outstanding common shares of the Company (the "Shares"), at a price per Share of $7.50 (the
"Offer Price"), and (ii) following consummation of the offer, Flash will merge with and into the Company, and each Share outstanding
immediately prior to the merger (other than the Shares owned by iStar or its subsidiaries and other than dissenting shares) will be converted into
the right to receive the Offer Price. The terms and conditions of the Proposed Transaction are set forth in more detail in the Agreement and Plan
of Merger, dated as of January 19, 2005, among the Company, iStar and Flash (the "Agreement").

We have been requested by the Board of Trustees of the Company to render our opinion with respect to the fairness, from a financial point
of view, to the Company's shareholders of the consideration to be offered to such shareholders in the Proposed Transaction. We have not been
requested to opine as to, and our opinion does not in any manner address, the Company's underlying business decision to proceed with or effect
the Proposed Transaction.

In arriving at our opinion, we reviewed and analyzed: (1) the Agreement and the specific terms of the Proposed Transaction, (2) publicly
available information concerning the Company that we believe to be relevant to our analysis, including the Company's Annual Report on
Form 10-K for the transition period from October 1, 2003 to December 31, 2003, the Company's Quarterly Reports on Form 10-Q for the
quarterly periods ended September 30, 2004, June 30, 2004 and March 31, 2004, and the Company's Form 8-K filed on April 22, 2004 regarding
the resignation of the Company's independent public accountants, (3) the Company's initial public offering prospectus dated December 16, 2003
filed with the SEC pursuant to Rule 424(b)(1) of the Securities Act of 1933, as amended, on December 17, 2003 and the Company's Form §-K
filed on January 26, 2004 regarding the capitalization table included in the Company's initial public offering prospectus, (4) financial and
operating information with respect to the business, operations and prospects of the Company furnished to us by the Company, including the
current financial projections of the Company prepared by management of the Company (the "Projections"), (5) a trading history of the
Company's common shares from the Company's initial public offering on December 17, 2003 to the present and a comparison of
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