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P R E S E N T A T I O N

Dean Graham - CapitalSource, Inc. - President, COO

Thanks, Don, and thanks to Citigroup for having us here today. We are clearly in challenging times today, as all of us know. And
today I want to provide all of you with some insights into CapitalSource and how we are trafficking our way through today's
markets in our own lending environments looking forward into 2008. Before I get going with the formal part of the presentation
I want to just orient everyone here in terms of two dates that are relevant to CapitalSource and our disclosures. We will be
announcing our Q4 and 2007 earnings sometime later in February. I think about the third week in February.

And in addition, we're planning on having an investor conference here in New York on March 3. So with that, my comments
today will be consistent with those disclosures. Also, I will mention I've just been told that it looks like the Federal Reserve is
going to announce their rate cut smack in the middle of this presentation, so I have the honor of being up here while that is
happening. We thought we would mention to everyone that as soon as we hear about that in case any of your blackberries or
phones aren't working, we will announce that for everyone's benefit.

So now onto CapitalSource. CapitalSource, as I think many of you know but for those of you that don't, is a middle market
lending business. It is a nationally based middle market lending franchise that was started in 2001. I am going to talk today
about our core business attributes which I have laid out here on this slide. Our focus asset strategy, our in-house sourced business
model; I am going to talk a little about our operational scale, our funding sources. We're going to talk about our unique shareholder
alignment, our high-quality asset quality and our risk-adjusted returns.

We will talk a little bit about our leverage and liquidity, our balance sheet and then I want to leave you with some impressions
as to how we are looking forward to the rest of 2008. Just a brief history for those of you that may not be familiar with us, the
company really has its roots in the middle market. The middle market as we define it, small, midsize borrowers who are looking
for capital in transitional and important situations like recapitalizations, acquisitions and periods of growth. The Company's
roots and many of the people currently today in senior management of the company also worked together at HealthCare
Financial Partners, which was founded in the early '90s and was a middle market healthcare lender founded by John Delaney.

The company went public in 1993 and was ultimately acquired by Heller Financial in 1999. This timeline just gives you some
quick benchmarks as to our history, when we went public in 2003, when we became a REIT, when we announced our Tier 1
acquisition which I will talk about and where we are today. Which is today we currently manage approximately $20 billion of
assets to about 1200 middle market customers throughout the United States and Europe.

CapitalSource, as I had mentioned, is a focused middle market lender. We lend in a market that we think is enormous and
attractive to us from a pricing standpoint and from a standpoint of our ability to find deals. We are not, in our view, a commoditized
lender. So we lend to the middle market which is an enormously diverse and granular market, a market that we think is very
difficult to commoditize and we do that with our own proprietary model. It is a model that we used at HealthCare Financial
Partners and it's a model that we've used and stuck to and adhered to at CapitalSource since our inception. And that is we lead
with our proprietary origination machine.

We have approximately 560 employees located across the country and in London. About 380 of these professionals are involved
in the investment side of the business. We are large. We have a large, diverse portfolio, over 1100 loans to over 700 borrowers.
And we have a market leadership position, and we feel we are the leading middle market lender in our corporate finance, our
healthcare and specialty finance and our structured finance businesses.
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Our management team has been together in many respects for over a decade. We've known each other and worked together
for a long time, and we have now as of Q1 '05 as many of you may know, have housed our business in a balanced, diversified
and tax advantaged structure in our REIT structure.

So let's get right to our key business attributes, things that we think distinguish CapitalSource from other lenders in our markets.
As I mentioned at the very beginning, we have a very focused asset strategy. We have multiple lending groups. We compete
on service, expertise and industry insight. We refrain from competing on price, and we refrain from competing on leverage. I
will talk a little bit more about that as we go along. We have non commodity products; we lead with experts. We do our own
due diligence. We have our own in-house legal and we like to control our own outcomes. So from the beginning to the end,
from originating the loan to underwriting the loan, to structuring the loan, to closing the loan and to managing the loan until
it is ultimately moved off of our balance sheet, CapitalSource owns the loan, manages it, and we are very, very close to all of
our customers in that regard.

We call this really our insourced business model. Origination, accounting, credit approval, syndication, servicing, audit, asset
management and workout. That is our end-to-end control of the credit process. We've been talking about this for a long time.
This is a particularly advantageous process to have in turbulent times, like we have today. If you cannot control your own
originations, if you cannot control your own accounting and underwriting and loan management at a time of market turmoil
where businesses will come under increasing pressure, we think that is a less desirable business model.

We have achieved, we think, some significant operational scale and expertise since our founding in 2000. We have multiple
resources throughout the company. Our legal and our audit teams are fully built out; our origination teams are fully built out.
And we are now and we've been saying this now for at least two or three quarters, are enjoying some real operational leverage
throughout the business.

Let's talk a little bit about our diversified funding platform. We have multiple sources of funding. We focus on committed and
matched funding. We have two investment grade ratings, both of which were reaffirmed. We are increasingly moving towards
unsecured fundings, and as many of you know, we announced a while back that we are pursuing depository funding to round
out our overall funding strategy.

We have strong shareholder alignment. Management, directors and certain affiliates of our company own approximately 35%
of the outstanding shares of the company. Farallon and Madison Dearborn partners have also recently added to their positions,
we think further demonstrating their confidence in CapitalSource. All of this adds up we think, to a very compelling financial
model. We have high-quality assets, nearly 90% of our loans are senior loans. We have modest leverage, around four times debt
to equity. And we produce high risk-adjusted returns, 19.8% adjusted return on equity 2007.

We do this by focusing on the middle market, by focusing on niches in the middle market, by pricing these loans appropriately.
And we think this is a very compelling and enduring share -- enduring financial model. I mentioned that we have a senior debt
focus. I think this is very important. Close to 90% of our assets are senior in orientation. This chart here shows generally the
breakdown of our companies' loans, both by portfolio lending group and by portfolio mix. You can see through our corporate
finance, our healthcare and specialty finance and our structured finance business are fairly evenly balanced and have been over
the last six years. Neither of these groups has really moved more than 5 or 7 points, I think, in the last four or five years.

Healthcare probably being the most steady of our businesses always hovering somewhere around 35 to 40% of the business.
Our portfolio by product mix is on the right, also shows you in detail first mortgage, senior secured loans and 10% of our
mezzanine. I would also mention that mezzanine loans that we do have, many, a many of those are connected to our senior
loans. So we are not out there making one-off mezzanine loans. That is not our business.

Our commercial asset portfolio here detailed from the third quarter of 2003, has shown very, very consistent asset growth. You
can see here in the blue our loan growth and in the highlighted portion at the top is our real estate lease business, which we
entered into in the first quarter of 2006. This consistent growth I think also is very interesting given the fact that we've had very
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different lending environments throughout this period of time. People have always asked us how will you do when hedge funds
come in to compete in this market. People have asked how will you do in a very liquid market. People ask how will you do in a
very illiquid market?

If you go back to '03 and before, we've experienced all of those different cycles here, and you can see here that our asset growth
has been very, very consistent. I think again that is a reflection of how we do our business and the fact that we have a proprietary
business, proprietary origination machine. We go directly to borrowers, and that has produced very very consistent asset growth
and consistent results over the past several years.

Our asset growth obviously is dependent on a high degree of selectivity. This chart here shows generally how we get from
screened prospects to term sheets proposed to term sheets accepted to closed deals. Of note, the 5.5 rate of closing has hovered
around that very number. I think it really hasn't moved in the past five years. So we are very selective of all the deals we do, and
that is really important to note, not only are we selective I think a lot of people can say they are selective. I just as a reminder
though when I say we are selective, we are selective in the very specific niches in which we operate. And I think that is very
different from some of our competitors.

Our business model is also built and has been built since inception on modest leverage. This is a deliberate strategy of ours. As
you can see here, going back to March 31 '06, our leverage has stayed between roughly 3 and 4 times. Liquidity is an issue that
is on everyone's mind today. It is on our mind, as well. I am happy to report today that CapitalSource has never been in a better
position from in terms of its own liquidity.

Our credit facilities today total approximately $5.6 billion. We have approximately $5.6 billion of capacity, and eight credit
facilities with a total of about 27 institutions. As I have mentioned before, we have investment grade ratings from S&P and Fitch,
which were affirmed in '07. We have $7.2 billion in matched funding term securitizations for our commercial loans, and we have
$3.8 billion of equity in subordinated capital.

Rounding out our funding strategy, we have pursued depository funding in the form of our acquisition of TierOne, which I will
talk about in a little bit.

So that is an overview of where we are, how we make loans, who we make loans to, how we built our model and how we
performed. I want to talk a little bit about how specifically the company has done recently. Just to give you some insights as to
how we are managing our business through these turbulent times. How many companies, financial companies can say that
they have increased their liquidity over the last six months? We can.

You can see here on the chart on the left that our undrawn capacity has increased from 2 to $3.4 billion, a substantial increase
in very, very difficult times. Detailing on the right we thought we would share with you some details relating to over $2 billion
of financings that we have accomplished since July of '07. We think this speaks very very confidently about CapitalSource's
ability to access the capital markets in very turbulent times.

We have had a very successful track record accessing the capital markets since our inception, but I think the record here since
July is particularly complimentary about our business and shows great confidence going forward for our ability to raise capital.

Our balance sheet, as well, has improved. Our shareholder equity has increased from 2.3 to $2.5 billion, an increase of over 9%.
In addition, during this time we have maintained our low leverage. So we employ a conservative funding strategy, as we have
said from the beginning. We manage the business with low leverage. We do not fund illiquid assets with short-term liabilities.
We have multiple, diversified funding sources. And this strong balance sheet permits us to be very disciplined, particularly in
these challenging times.

We are looking at our market today that we think is very, very favorable to CapitalSource. On a variety of fronts we have seen
some of our competitors exit the market. In healthcare there is a large Wall Street investment bank has shut down its business.

www.streetevents.com Contact Us 3

© 2008 Thomson Financial. Republished with permission. No part of this publication may be reproduced or transmitted in any form or by any means without the
prior written consent of Thomson Financial.

F I N A L  T R A N S C R I P T

Jan. 30. 2008 / 2:00PM, CSE - CapitalSource Inc at Citigroup Financial Services Conference

http://www.streetevents.com
http://www010.streetevents.com/contact.asp


Across our general lending businesses there have been some large competitors who have decided to sell their business. There
are other hedge funds and other regional banks who have also decided to stop lending in areas in which we lend.

So we are facing 2008, we think, from a position of strength. Our liquidity has never been stronger, and we are now we think
well-positioned to enjoy a market with less competition and a much greater ability, a much greater pricing and flexibility on
our part to make loans. Page 17 here details our credit performance. We have taken this back to Q1 of '06 to show you.

Unidentified Speaker

(inaudible -- microphone inaccessible)

Dean Graham - CapitalSource, Inc. - President, COO

50 basis points for those of you who didn't hear. Hopefully that's good news. So again, the point we want to make here is in
addition to our strong liquidity and our balance sheet, we believe that we have had a very, very stable credit performance over
time. Our delinquent loans at 9-30-07 declined to its lowest levels since Q1 of '06, and our loans are non-accrual at 9-30 are
always also at the lowest level since Q1 '05. These numbers will move around. They move around as we've said, many, many
times we think within a reasonable bandwidth. The point I am making here is we have been able to achieve very attractive
returns with modest leverage and very very good credit outcomes. And the only way we know how to do that is to lend to the
middle market in very specific niches and do it with experts, control your own underwriting, control your own origination and
therefore control your loan management and therefore control ultimately your credit outcomes.

This has all resulted in what we think are superior risk-adjusted returns. Here are strong yields, dovetail against our stable credit
at the bottom of the chart. Back to '03. So what should investors expect from CapitalSource going into the rest of 2008? As I
mentioned briefly, we see a much improved lending environment from our perspective as characterized by reduced competition,
higher spreads, lower leverage and tighter structures. Throughout almost all of our businesses we are seeing competition,
reduced competition.

Deal flow in general is choppy. We have a variety of businesses at CapitalSource, some of which are insulated, we think, from
general business dynamics. Like healthcare; healthcare has been a very very steady performer over the last 15 years in very very
difficult markets. Some of our businesses are a little more cyclical than healthcare but in general we are looking at the rest of
2008 very optimistically. We think that we have the balance sheet, the capability now of gaining market share in a number of
our niches where competition is lessening. We are maintaining, continue to maintain our high degree of selectivity. And we
are remaining cautious on our credit.

And as I mentioned, we think our performance has been very stable. In short, I think the best way that I would characterize the
market as we see it through our middle market customer today is, it is reminiscent of what we saw when CapitalSource started
our own business. When we started our own business back in 2000 one of the largest commercial finance companies at that
time and one of our competitors was Heller Financial. Heller Financial, as I mentioned at the beginning of the show, purchased
HealthCare Financial Partners in 1999. Heller Financial was subsequently purchased by GE, and they were eliminated as a
competitor in our market.

And soon thereafter the stock market crashed or at least we went through a massive dislocation in technology. As a result of
that, lots of regional and other lenders really pulled back and that became a period of exceptional growth for CapitalSource,
exceptional pricing power and structural power for our business.

We are seeing similar characteristics today, really the likes we haven't seen since that time. We have excellent liquidity. We have
a high quality assets. We are very oriented toward senior debt, which we think is very very important in a time of deteriorating
financial conditions. And so 2008 we think presents probably the best opportunity for our business that we've seen in five or
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six years. I've got some materials in the back here which you are welcome to look at. And with that, we thought we would stop
here and allow the rest of the time for any questions that you may have about CapitalSource.

Q U E S T I O N S  A N D  A N S W E R S

Unidentified Participant

I think we are going to let the gentlemen hand out the microphone for Q&A.

Unidentified Audience Member

You said you were going to say something about the TONE acquisition.

Dean Graham - CapitalSource, Inc. - President, COO

Yes, my comments today will be limited with respect to the details of the acquisition, but what I had mentioned and I will
elaborate on is how important we think the pursuing this depository funding strategy is for our overall strategic direction. We
have been spending a lot of time on this strategy over the last really two to three years. And it has come to fruition in the form
of our TONE acquisition.

We think that a depository funding strategy over the long-term is good for our company, and good for our shareholders. And
we are very very positive about that in general. With respect to the specifics about the TONE acquisition I can say that today
we are very hopeful to conclude the deal. We think it is a good deal for the company and we are hopeful that it will close. And
that's about all I can say about the specifics on TONE today.

Unidentified Audience Member

Can you talk a little bit more about your pursuit of getting into ILC just in case this TONE doesn't happen to work out and how
long that process could take?

Dean Graham - CapitalSource, Inc. - President, COO

The question is related to our pursuit of industrial loan charter, also with respect to our TONE acquisition. We view the two as
complementary, one does not negate the other. While we are hopeful that we will conclude the successfully conclude the TONE
acquisition, we also think there's a place in our company to utilize the benefits of the ILC. In terms of timing, and how long that
will take, I really can't -- I can't really comment on that today. I don't have any further information than that which has already
been disclosed on previous calls.

Unidentified Audience Member

Just to follow-up on the ILC, it sounds like from what the FDIC originally said that you could put somewhere in the range of
$800 million or so into the ILC based on their conditions. And I was just wondering if you could talk about what you see as the
growth potential of the ILC or another way of saying it is how fast you think you could grow broker deposits? And then it looks
like the FDIC's timing for that is around March 20th or so. And so are you planning to meat that deadline and how does the
TierOne situation affect that strategy?
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Dean Graham - CapitalSource, Inc. - President, COO

Again, the question is related to the ILC.

Unidentified Audience Member

Given what the OTS is kind of coming back to you with on that side.

Dean Graham - CapitalSource, Inc. - President, COO

Let me answer the question the best I can given the sort of timing and the sensitivities that we have at the company. We think
that both the TONE acquisition and the ILC will enhance our depository funding strategies obviously. We've said that before
and we think we can go full forward on a dual track strategy. As of today, I don't think to be responsive to your question, I don't
think that anything we're necessarily doing with one or the other is related. We are not changing our strategy with respect to
ILC because if anything that is going on with TONE or vice versa. How much can we utilize these ILC, I think was your specific
question. We think that we can use it to the degree that it could be a substantial benefit to the company, but ultimately we
don't get to decide that. That has to be decided by the regulators. And so I am reluctant to give you an answer there because
that has to really come from them. And as soon as we have some more clarification on them, those issues will, we will disclose
those. Any other questions?

Unidentified Audience Member

Can you talk just about credit a little bit? If I look at slide 17 it looks like your charge-offs are going up and your allowance is
going down. I understand the allowance is forward-looking, so that was sort of implied the charge-offs may be peaking here.
Is that the right way to look at that?

Dean Graham - CapitalSource, Inc. - President, COO

The question is related to page 17, on our credit statistics. You know, I would he reluctant to sort of read anything too much
into these numbers for future guidance. We have said over time that these numbers will move around within a certain bandwidth
and I think that has actually been really accurate.

Overall across the portfolio we're feeling very good about our portfolio right now. We feel like we, part of what we have been
doing over the last couple years just to give you a little background behind these statistics and why we feel that our credit
metrics are stable. First, I would point out that we are 90% senior, so many cases where we make loans we have real assets. We
have real value. And we are very good at recovering that value and have been for a long, long time.

In addition, as I mentioned earlier, we do an incredible amount of underwriting. We have over 80 people in our company whose
job it is essentially to work as our in-house forensic auditors. So when we make a loan we spend a lot of time out there on the
ground looking at the assets, looking at the financials. And over time we've determined that is really the best way to run a credit
company, which is devote that kind of resources to produce good credit outcomes.

So these things can move around. But I don't think I would read any sort of grand theme into any of this. We think going into
'08 these things will remain stable within the bandwidth, and I think I will just leave it at that.
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Unidentified Participant

I've got a question. Dean, can you comment on the CLO market and what your view is there and how impactful the slowdown.

Dean Graham - CapitalSource, Inc. - President, COO

Obviously it has been an enormous dislocation in the credit markets, and it is affecting everybody. We really have seen a
tremendous deterioration starting in August and continuing on through January. We, despite these market conditions I would
point out again that if you look on page 15, we were able to do a number of financings, even in this difficult market. So under
the right terms and at the right price and at the right structures, we think deals can get done.

We don't think that deals will get done anywhere close to the likes that they were getting done pre August '07. But I think we
are sort of mildly optimistic that going forward there will be buyers for the right kinds of debt price and structured appropriately.
Is that responsive to your question?

Unidentified Participant

Yes, that answers it.

Dean Graham - CapitalSource, Inc. - President, COO

But it is clearly changed. It is clearly all changed, and I don't think any of us here think it will come back anytime soon to where
it was. There is just an enormous dislocation out there. There is an enormous amount of hung debt out there by a variety of
institutions. And one of the things that is happening on our side of the business, just interestingly enough, we are now seeing
much more opportunities to look at deals and buy them at very attractive prices, look at companies debt on companies that
we can purchase at prices that really much more attractive than they were six months ago.

We have seen opportunities come up in the last four, three, four months to purchase portfolios; small, medium and large
portfolios which have been virtually unknown in the last three years. Portfolio purchases over the last two, three years have
been very difficult to come by. And all of a sudden for a variety of nondeal related reasons people want to sell. So I think that
is going to be a very interesting fact, and it's going to play out in '08. And I think we are very well positioned to capture some
of those new opportunities, either to purchase loans or portfolios, in addition to our core business, which will remain the same.

Unidentified Audience Member

Just following up on the other question on credit, on 17 is there some sort of mix shift going on within the segment? Because
on one hand your charge-offs went up in 3Q '07, but it seems like over the last six quarters, about four quarters that your
delinquent loans have fallen a little bit. And maybe that -- I just wonder if that mix shift might have influenced your allowance
going down.

Dean Graham - CapitalSource, Inc. - President, COO

No. It is a good question. The portfolio constantly changes slightly as the pie chart shows you the loans from different groups
do move around, not that much, though. So I don't think it really has to do with any sort of secular shift in the business. We did
have a fairly secular shift I would say about two years ago, a year and a half ago where we decided consciously -- I was scroll
back so you can see -- we did decide about two years ago as the market was really heating up we made a decision to dial back
our corporate finance business. This is our business where we finance sponsored -- middle market borrowers backed by a
sponsor in a buyout situation.
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And as multiple started rising, as leverage started going up and pricing became tighter in that market we consciously dialed
that back to where it is today. But that really was all accomplished by late, mid to late '06 and early '07. So I don't think there is
any secular shift going on. I think these things can bounce around depending on a particular borrower situation. Sometimes
just timing wise at the end of the quarter someone may be delinquent and other times they are not. And so I don't think -- I
wouldn't read too much into that, at least today we don't have any information that suggests it is related to any shift in our
business or anything like that.

Unidentified Audience Member

You talked about you have a lot of unfunded capacity if there is demand you can use. Can you talk a little bit about debt
maturities, lines maturities that could be coming out '08, early '09? I think lines of credit would be one.

Dean Graham - CapitalSource, Inc. - President, COO

Yes, we have, as I mention on page 15 here which would give you a good snapshot, we have as of 12-31, $3.4 billion in undrawn
capacity. And that is a number that we think is exceptionally attractive going into this market which is dislocated. And we think
creating very, very good opportunities for us. As I mentioned earlier, we've got about 27 financial institutions in our various
credit facilities. And I think what you are driving at is there is -- we have one deal that I think is coming due that was renewed
last August. It was renewed last August, and it is coming due and I think is about $1 billion in August. That is it. That is on the
horizon, so I think we feel pretty good about our funding capacity. It is committed. It is there for the long-term. And we have
some very, very supportive -- obviously we have some tremendously supportive shareholders. And we have some tremendously
supportive debt partners at the company who have been with us for a long, long time who know our assets really well. And
who have funded us in times of difficulty before.

We've seen this dislocation in 1998, we saw the Russian debt crisis and the long-term capital blow up. Obviously not completely
analogous, but there was a real retrenchment there in the credit markets at that time. That produced an excellent cycle for
middle market lenders. We were at the time and as I mentioned before the dislocations around the technology, the bursting
of the technology bubble in '01, and some of the retrenchment of the banks in the credit markets at that point created a very
similar situation which provided us a great runway for our company. So we're fairly optimistic.

Unidentified Participant

We have time for one more question if there is one out there in the audience. I will go ahead and finish it up with one question,
Dean. Prepayment fee income kind of has bounced around recently. Is there anything structurally in the market that would
cause that to be up or down?

Dean Graham - CapitalSource, Inc. - President, COO

The question is on prepayment fees. And where they stand today and whether they are going to bounce around given the
market conditions. You know, we don't see any evidence that prepayment fees are really toggling to anything specific or secular
in the market. We had mentioned last quarter -- we had a quarter last quarter where they were on the low side. We also I think
had mentioned on a conference call as early as November they were already more than they had been in the entire third quarter.
So they do bounce around, and it doesn't really necessarily relate to any sort of activity.

We have had very high prepayment fees in periods of low transaction volume and the reverse, as well. So I think what we've
said before I think is right, which is over time we have built in lots of prepayment fee activity in our portfolio. We reap the benefit
of that, but on a ninety-day increment, it is not very that predictable. I think is the best way to answer that.
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Unidentified Participant

Okay, great. Appreciate your time.

Dean Graham - CapitalSource, Inc. - President, COO

Thanks very much, Don.
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