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SECURITIES AND EXCHANGE COMMISSION
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ACT OF 1934

FOR THE FISCAL YEAR ENDED: DECEMBER 31, 2007
OR
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EXCHANGE ACT OF 1934
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(646) 454-3759
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Securities registered pursuant to Section 12(b) diie Act:
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Common Stock, par value $.01 per share New York Stk Exchange
Securities registered pursuant to Section 12(g) ¢iie Act:
None.
Indicate by check mark whether the Registrantigb-known seasoned issuer, as defined in Rulecf@®be Securities Act. Yes X No

Indicate by check mark if the Registrant is notuieed to file reports pursuant to Section 13 ort®acl5(d) of the Act. Yes No X

Indicate by check mark whether the Registrant éE)filed all reports required to be filed by Sectid or 15(d) of the Securities Exchange
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subject to such filing requirements for the pastags:
Yes X No



Indicate by check mark if disclosure of delinquiélers pursuant to Item 405 of Regulation S-K is contained herein, and will not be
contained, to the best of registrant's knowledgelefinitive proxy or information statements incorated by reference in Part Il of this Form
10-K or any amendment to this Form 10-K.

Indicate by check mark whether the registrantlearge accelerated filer, an accelerated filer, @accelerated filer or a smaller reporting
company. See the definitions of "accelerated flange accelerated filer and smaller reporting cany in Rule 12b-2 of the Exchange Act.
(Check one): Large accelerated filer __ Accelerfited__ Non-accelerated filer _X _ Smaller refrogtcompany ___

Indicate by check mark whether the Registrantdbedl company (as defined in Rule 12b-2 of the A¢8s __ No _X_. -

At November 16, 2007 (the day that trading in thgistrant's common stock commenced on the New $Btwkk Exchange), the aggregate
market value of the voting stock held by non-adfitis of the Registrant was $496,666,677 basedeotidking sale price on the New York
Stock Exchange on that date.

The number of shares of the Registrant's CommockStotstanding on February 29, 2008 was 37,744,918.
Documents Incorporated by Reference

The registrant intends to file a definitive proxgtement pursuant to Regulation 14A within 120 dafythe end of the fiscal year ended
December 31, 2007. Portions of such proxy statem@nincorporated by reference into Part Il ofthorm 10-K.
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SPECIAL NOTE REGARDING FORWARD -LOOKING STATEMENTS

We make forward-looking statements in this annapbrt that are subject to risks and uncertainiieese forward-looking statements include
information about possible or assumed future resaflbur business, financial condition, liquiditgsults of operations, plans and objectives.
When we use the words "believe," "expect,” "anttdp’ "estimate,” "plan,” "continue,” “intend," ‘@id," "may," "would," "will" or similar
expressions, we intend to identify forward-lookstgtements. Statements regarding the followingesitdj among others, are forward-looking
by their nature:

0 our business and investment strategy;

0 our projected operating results;

o our ability to obtain future financing arrangersen

o general volatility of the securities markets ihigh we invest;

0 our expected investments;

o0 interest rate mismatches between our mortgagebazecurities and our borrowings used to fund gucbhases;
o changes in interest rates and mortgage prepaynaiest

o effects of interest rate caps on our adjustadtiemortgage-backed securities;

o rates of default or decreased recovery ratesioingestments;

o prepayments of the mortgage and other loans Iyrugiour mortgage-backed or other asset-backedriies;
o the degree to which our hedging strategies magayr not protect us from interest rate volatility;

o changes in governmental regulations, tax lawrates and similar matters;

o availability of investment opportunities in regtate-related and other securities;

o availability of qualified personnel,

o0 estimates relating to our ability to make disitibns to our stockholders in the future;

o our understanding of our competition; and

o market trends in our industry, interest rates,dbbt securities markets or the general economy.

The forward-looking statements are based on ouefsehssumptions and expectations of our futuropaance, taking into account all
information currently available to us. You shoulat place undue reliance on these forwkaking statements. These beliefs, assumption
expectations can change as a result of many pessilints or factors, not all of which are knownigoSome of these factors are described
under the caption "Risk Factors" in this Form 10Hka change occurs, our business, financial candifiquidity and results of operations
may vary materially from those expressed in ouwwérd-looking statements. Any forward-looking staggmspeaks only as of the date on
which it is made. New risks and uncertainties afiem time to time, and it is impossible for usai@dict those events or how they may affect
us. Except as required by law, we are not obligidednd do not intend to, update or revise anywdod-looking statements, whether as a
result of new information, future events or othessvi



PART |
Item 1. Business
The Company

We are a real estate investment trust, or REIT,ithasts in residential mortgage loans, residént@atgagebacked securities, or RMBS, r¢
estate-related securities and various other aksstas. We are externally managed by Fixed IncorseoDnt Advisory Company, which we
refer to as our Manager or FIDAC. Our Manageruwghally-owned subsidiary of Annaly Capital Managemeénc., or Annaly, a New York
Stock Exchange-listed REIT, which has a long tradord of managing investments in U.S. governmgahey mortgage-backed securities.
FIDAC is an investment advisor registered with $eeurities and Exchange Commission, or SEC.

Our objective is to provide attractive risk-adjubteturns to our investors over the long-term, jrifg through dividends and secondarily
through capital appreciation. We intend to achigg objective by investing in a broad class oéfinial assets to construct an investment
portfolio that is designed to achieve attractiwk+adjusted returns and that is structured to cpmith the various federal income tax
requirements for REIT status and to maintain owtiesion from regulation under the Investment Conyp&at of 1940, or 1940 Act.

We were organized in Maryland on June 1, 2007 ,camdmenced operations on November 21, 2007 followhegcompletion of our initial
public offering. In our initial public offering, sluding the exercise of the underwriters' overallent option, we sold approximately 34.1
million shares of our common stock at $15.00 pareshand raised proceeds of $479.3 million beféfieriag expenses. Concurrent with our
initial public offering, in a private offering weokl Annaly approximately 3.6 million shares of @ammon stock at $15.00 per share for
aggregate net proceeds of approximately $54.3anilli

Our Manager

We are externally managed and advised by FIDACyaunsto a management agreement. All of our offieeesemployees of our Manager or
one of its affiliates. Our Manager is a fixed-inamvestment management company specializing iragiag investments in U.S.
government agency residential mortgage-backed isiesyior Agency RMBS, which are mortgage passttgtocertificates, collateralized
mortgage obligations, or CMOs, and other mortgaeked securities representing interests in or abtigs backed by pools of mortgage
loans issued or guaranteed by the Federal NatMoehage Association, or Fannie Mae, the Federahélboan Mortgage Corporation, or
Freddie Mac, and the Government National Mortgagsagiation, or Ginnie Mae. Our Manager also hagapce in managing investments
in non-Agency RMBS and collateralized debt obligas, or CDOs; real estate-related securities; amthging interest rate-sensitive
investment strategies. Our Manager commenced actiestment management operations in 1994. At Deeerdl, 2007, our Manager was
the adviser or sub-adviser for funds with approxehe$3.1 billion in net assets and $15.4 billiorgross assets, predominantly Agency
RMBS.

Our Manager is responsible for administering owsiess activities and day-to-day operations. We mvemployees other than our officers.
Pursuant to the terms of the management agreememtjanager provides us with our management teaecfyding our officers, along with
appropriate support personnel. Our Manager id singés subject to the supervision and oversighiwfboard of directors and has only such
functions and authority as we delegate to it.

Our Manager has well-respected and establisheébpontnanagement resources for each of our targa$edt classes and a sophisticated
infrastructure supporting those resources, inclgidiwestment professionals focusing on residentiaitgage loans, Agency and non-Agency
RMBS and other asset-backed securities. We alsectxp benefit from our Manager's finance and adstration functions, which address
legal, compliance, investor relations and operatiomatters, including portfolio management, tralli@cation and execution, securities
valuation, risk management and information techgiel® in connection with the performance of its elsiti

We do not pay any of our officers any cash compsaRather, we pay our Manager a base managde®and incentive compensation
based on performance pursuant to the terms of #ragement agreement. Our Investment Strategy

Our objective is to provide attractive risk-adjubteturns to our investors over the long-term, jrifg through dividends and secondarily
through capital appreciation. We intend to seekdmieve this objective by investing in a diverslfiavestment portfolio of residential
mortgage loans, real estate-related securitieseaidstate loans, as well as various other aksssas, subject to maintaining our REIT status
and exemption from registration under the 1940 Abt residential mortgage backed securities, or BlVasset backed securities, or ABS,
commercial mortgage backed securities, or CMBS,GR®s we purchase may include investment-gradenandnvestment grade classes,
including the BB-rated, B-rated and non-rated @ass



We will rely on our Manager's expertise in identify assets within our target asset classes. Wecekpes our Manager will make investment
decisions based on various factors, including etgokcash yield, relative value, risk-adjusted me$ucurrent and projected credit
fundamentals, current and projected macroeconoarmisiderations, current and projected supply andagheincredit and market risk
concentration limits, liquidity, cost of financirmgnd financing availability, as well as maintainimgr REIT qualification and our exemption
from registration under the 1940 Act.

Over time, we will modify our investment allocatistrategy as market conditions change to seek iomiee the returns from our investment
portfolio. We believe this strategy, combined watlr Manager's experience, will enable us to paiddivds and achieve capital appreciation

throughout changing interest rate and credit cyatesprovide attractive long-term returns to ingest

Our targeted asset classes and the principal imesgs we expect to make in each are as follows:

Asset Class P rincipal Investments

Residential Mortgage Loans o Prime mortgage loans, which
are m ortgage loans that conform to
the u nderwriting guidelines of
Fanni e Mae and Freddie Mac, which
we re fer to as Agency Guidelines;
and j umbo prime mortgage loans,
which are mortgage loans that
confo rm to the Agency Guidelines
excep t as to loan size.

o Alt-A mortgage loans, which are
mortg age loans that may have been
origi nated using documentation
stand ards that are less stringent
than the documentation standards
appli ed by certain other first
lien mortgage loan purchase
progr ams, such as the Agency
Guide lines, but have one or more
compe nsating factors such as a
borro wer with a strong credit or
mortg age history or significant
asset S.

Residential Mortgage-Backed o Non-A gency RMBS, including
Securities inves tment-grade and
non-i nvestment grade classes,
inclu ding the BB-rated, B-rated
and n on-rated classes.

o0 Agenc y RMBS.

Other Asset-Backed Securities o Debt and equity tranches of
CDOs.

o Comme rcial mortgage-backed
secur ities, or CMBS.

o Consu mer and non-consumer ABS,
inclu ding investment-grade and
non-i nvestment grade classes,
inclu ding the BB-rated, B-rated
and n on-rated classes.

Since we commenced operations in November 200 have focused our investment activities on purclipsgsidential mortgage loans that
have been originated by select high-quality oritors, including the retail lending operations aiding commercial banks, and non-Agency
RMBS. As the diligence and acquisition lead timasrésidential mortgage loans are longer than éorAgency RMBS purchases, our
investment portfolio at December 31, 2007 was weidhoward norAgency RMBS. We expect, however, our investmentfplio to becom:
weighted toward residential mortgage loans oventid three to six months. Our investment decisibngvever, will depend on prevailing
market conditions and will change over time. Agsuit, we cannot predict the percentage of ourtsiisat will be invested in each asset class
or whether we will invest in other classes of irwssnts. We may change our investment strategy alicigs without a vote of our

stockholders.



We intend to elect and qualify to be taxed as alRdfld to operate our business so as to be exeomtrigistration under the 1940 Act, and
therefore we will be required to invest a substdmtiajority of our assets in loans secured by nagég on real estate and real estate-related
assets. Subject to maintaining our REIT qualifmatnd our 1940 Act exemption, we do not have amigdtions on the amounts we may
invest in any of our targeted asset classes.

Investment Portfolio
The following briefly discusses the principal typdsnvestments that we expect to make:
Residential Mortgage Loans

We intend to invest in residential mortgage loansrtgage loans secured by residential real propprignarily through direct purchases from
selected high-quality originators. We intend toeemito mortgage loan purchase agreements withmauof primary mortgage loan
originators, including mortgage bankers, commefegaiks, savings and loan associations, home bsjldexdit unions and mortgage cond:
We may also purchase mortgage loans on the segondaket. We expect these loans to be secured plynbg residential properties in the
United States.

We intend to invest primarily in residential morggaloans underwritten to our specifications. THginators will perform the credit review of
the borrowers, the appraisal of the propertiesrsggthe loan, and maintain other quality contn@qedures. We expect to generally consider
the purchase of loans when the originators haviéieegthe borrowers' income and assets, verifiedrtoredit history and obtained appraisals
of the properties. We or a third party will perfoem independent underwriting review of the progegsinderwriting and loan closing
methodologies that the originators used in qualiya borrower for a loan. Depending on the sizhefoans, we may not review all of the
loans in a pool, but rather select loans for undiing review based upon specific risk-based cidtsuch as property location, loan size,
effective loan-to-value ratio, borrower's credibiscand other criteria we believe to be importadtdators of credit risk. Additionally, before
the purchase of loans, we will obtain represemat@nd warranties from each originator stating ¢aah loan is underwritten to our
requirements or, in the event underwriting excestibave been made, we are informed so that we wadyate whether to accept or reject the
loans. An originator who breaches these representsaand warranties in making a loan that we puwsehmaay be obligated to repurchase the
loan from us. As added security, we will use theises of a third-party document custodian to iestine quality and accuracy of all

individual mortgage loan closing documents anddidl the documents in safekeeping. As a resulpféalhe original loan collateral documents
that are signed by the borrower, other than thgirmal credit verification documents, are examingatified and held by the third-party
document custodian.

We currently do not intend to originate mortgagenke or provide other types of financing to the owsraf real estate. We currently do not
intend to establish a loan servicing platform, éxppect to retain highly-rated servicers to seragemortgage loan portfolio. We may also
purchase certain residential mortgage loans omvicgey-retained basis. In the future, however,may decide to originate mortgage loans or
other types of financing, and we may elect to servnortgage loans and other types of assets.

We expect that all servicers servicing our loanslvé highly rated by the rating agencies. We waiflo conduct a due diligence review of e
servicer before executing a servicing agreememti&eg procedures will typically follow Fannie Magiidelines but will be specified in ea
servicing agreement. All servicing agreements milet standards for inclusion in highly rated magghacked or asset-backed
securitizations. We have entered into a mastei@egvagreement to assist us with management,@egvoversight, and other administrative
duties associated with managing our mortgage loans.

We expect that the loans we acquire will be filest | single-family residential traditional fixedtea adjustable-rate and hybrid adjustable-rate
loans with original terms to maturity of not mohaih 40 years and are either fully amortizing oriaterest-only for up to 10 years, and fully
amortizing thereafter. Fixed-rate mortgage loarex @ interest rate that is fixed for the life lo¢ foan. All adjustable-rate and hybrid
adjustable-rate residential mortgage loans wilk laeeinterest rate tied to an interest rate intibost loans have periodic and lifetime
constraints on how much the loan interest ratect@mge on any predetermined interest rate reset @haeé interest rate on each adjustabte-
mortgage loan resets monthly, semi-annually or altiywand generally adjusts to a margin over a Ur8asury index or the London Interbank
Offering Rate, or LIBOR, index. Hybrid adjustablste loans have a fixed rate for an initial perigeherally 3 to 10 years, and then convert to
adjustable-rate loans for their remaining term #durity.



We will acquire residential mortgage loans for partfolio with the intention of either securitiziiigem and retaining them in our portfolio as
securitized mortgage loans, or holding them inresidential mortgage loan portfolio. To facilitdtee securitization or financing of our loans,
we expect to generally create subordinate centédgavhich provide a specified amount of creditaardement. We expect to issue securities
through securities underwriters and either retiaisé securities or finance them in the repurchaimement market. There is no limit on the
amount we may retain of these below-investmentggdbordinate certificates. Until we securitize msgidential mortgage loans, we expect
to finance our residential mortgage loan portfofimugh the use of warehouse facilities and reagetagreements.

Residential Mortgage-Backed Securities

We intend to invest in RMBS which are typically pabrough certificates created by the securitizatiba pool of mortgage loans that are
collateralized by residential real estate propsrtie

The securitization process is governed by one aembthe rating agencies, including Fitch Ratingspdy's Investors Service and Standard
& Poor's, which determine the respective bond diémess, generally based on a sequential paymertste. Bonds that are rated from AAA
to BBB by the rating agencies are considered "itnuest grade." Bond classes that are subordindtestBBB class are considered "below-
investment grade” or "non-investment grade." Tispeetive bond class sizes are determined basdtearview of the underlying collateral
by the rating agencies. The payments received fhrenunderlying loans are used to make the paynwmntise RMBS. Based on the sequer
payment priority, the risk of nonpayment for theestment grade RMBS is lower than the risk of ngnpent for the non-investment grade
bonds. Accordingly, the investment grade clasgpically sold at a lower yield compared to the nomestment grade classes which are sold
at higher yields.

We may invest in investment grade and non-investgerde RMBS. We expect to evaluate the creditadtaristics of these types of
securities, including, but not limited to, loan d&xate distribution, geographic concentration, priypspe, occupancy, periodic and lifetime
cap, weighted-average loan-to-value and weighteztage FICO score. Qualifying securities will thenanalyzed using base line expecta
of expected prepayments and losses from givenrsgéssuers and the current state of the fixedrmemarket. Losses and prepayments are
stressed simultaneously based on a credit riskdbaselel. Securities in this portfolio are monitofedvariance from expected prepayments,
frequencies, severities, losses and cash flow.dlileediligence process is particularly important aastly with respect to newly formed
originators or issuers because there may be dittleo information publicly available about theséitées and investments.

We may invest in net interest margin securitied\ids, which are notes that are payable from amdisal by excess cash flow that is
generated by RMBS or home equity line of creditdeaicsecurities, or HELOCS, after paying the debtise, expenses and fees on such
securities. The excess cash flow represents allpamrtion of a residual that is generally retaibgdhe originator of the RMBS or HELOCs.
The residual is illiquid, thus the originator wiflonetize the position by securitizing the residarad issuing a NIM, usually in the form of a
note that is backed by the excess cash flow gestbmatthe underlying securitization.

We may invest in mortgage pass-through certificet®sed or guaranteed by Ginnie Mae, Fannie M&eexidie Mac. We refer to these U.S.
government agencies as Agencies, and to the merigasgs-through certificates they issue or guaras@egency Mortgage Pass-through
Certificates. We may invest in collateralized magg obligations issued by the Agencies. We refénéee types of securities as Agency
CMOs, and we refer to Agency Mortgage Pass-thralgificates and Agency CMOs as Agency RMBS.

Other Asset-Backed Securities



We intend to invest in securities issued in vari@¥O offerings to gain exposure to bank loans, eafe bonds, ABS, mortgages, RMBS
CMBS and other instruments. To avoid any actugesceived conflicts of interest with our Manager jmvestment in any such security
structured or managed by our Manager will be apgildwy a majority of our independent directors. i@ éxtent such securities are treated as
debt of the CDO issuer for federal income tax pagsp we will hold the securities directly, subjiecthe requirements of our continued
qualification as a REIT. To the extent the secesitiepresent equity interests in a CDO issuerefderial income tax purposes, we may be
required to hold such securities through a taxREE€T subsidiary, or TRS, which would cause the meaecognized with respect to such
securities to be subject to federal (and applicatadée and local) corporate income tax. See "Réltdrs -Tax Risks." We could fail to quali

as a REIT or we could become subject to a penaityf the income we recognize from certain invesitaghat are treated or could be treated
as equity interests in a foreign corporation excg#dof our gross income in a taxable year.

In general, CDO issuers are special purpose vehibbg hold a portfolio of income-producing assietanced through the issuance of rated
debt securities of different seniority and equitile debt tranches are typically rated based onft@ststructure, portfolio quality,
diversification and credit enhancement. The eggétyurities issued by the CDO vehicle are the "fass" piece of the CDO vehicle's capital
structure, but they are also generally entitledltoesidual amounts available for payment after@O vehicle's senior obligations have b
satisfied. Some CDO vehicles are "synthetic," inoltihe credit risk to the collateral pool is triersed to the CDO vehicle by a credit
derivative such as a credit default swap.

We also intend to invest in CMBS, which are secumgdor evidence ownership interests in, a singlamercial mortgage loan or a pool of
mortgage loans secured by commercial propertiessd Becurities may be senior, subordinated, inwsgtgrade or non-investment grade.
We intend to invest in CMBS that will yield curranterest income and where we consider the retlipmincipal to be likely. We intend to
acquire CMBS from private originators of, or invastin, mortgage loans, including savings and kgsociations, mortgage bankers,
commercial banks, finance companies, investmeritdand other entities.

We also intend to invest in consumer ABS. Thesearigzs are generally securities for which the uhdeg collateral consists of assets such
as home equity loans, credit card receivables atwlaans. We also expect to invest in non-consuhiS. These securities are generally
secured by loans to businesses and consist osaasgt as equipment loans, truck loans and agrialiéquipment loans. Issuers of consumer
and non-consumer ABS generally are special purpottes owned or sponsored by banks and finanogaaies, captive finance
subsidiaries of non-financial corporations or spkoéd originators such as credit card lenders nvslg purchase RMBS and ABS which are
denominated in foreign currencies or are collaizedl by non-U.S.assets.

Investment Guidelines

We have adopted a set of investment guidelinesstitatut the asset classes, risk tolerance ledigks;sification requirements and other
criteria used to evaluate the merits of specifiegtments as well as the overall portfolio compasitOur Manager's Investment Committee
reviews our compliance with the investment guidsdiperiodically and our board of directors receaeénvestment report at each quarter-
end in conjunction with its review of our quartergsults. Our board also reviews our investmentf@iay and related compliance with our
investment policies and procedures and investmgidedines at each regularly scheduled board otthrs meeting.

Our board of directors and our Manager's Investr@ammittee have adopted the following guidelinesoiar investments and borrowings:
o No investment shall be made that would cause taltto qualify as a REIT for federal income faxrposes;
o No investment shall be made that would cause be regulated as an investment company underod@ Act;

0 With the exception of real estate and housingsingle industry shall represent greater than 20%esecurities or aggregate risk exposure
in our portfolio; and



o Investments in non-rated or deeply subordinatB& Ar other securities that are non-qualifying sk purposes of the 75% REIT asset
test will be limited to an amount not to exceed 5@R6ur stockholders' equity.

These investment guidelines may be changed by erityapf our board of directors without the apprbefour stockholders.

Our board of directors has also adopted a sepseats investment guidelines and procedures to mower relationships with FIDAC. We
have also adopted detailed compliance policie®t@g our interaction with FIDAC, including when¥AC is in receipt of material non-
public information.

Our Financing Strategy

We use leverage to increase potential returnsitatogkholders. We are not required to maintaingpscific debt-to-equity ratio as we
believe the appropriate leverage for the particatsets we are financing depends on the credittyjaald risk of those assets.

Subject to our maintaining our qualification asEBIR we expect to use a number of sources to fieang investments, including the
following:

0 Repurchase Agreements. We intend to financeinestaur assets through the use of repurchaseeagets. We anticipate that repurchase
agreements will be one of the sources we will osachieve our desired amount of leverage for csidemtial real estate assets. We intend to
maintain formal relationships with multiple courgiarties to obtain financing on favorable terms.

0 Warehouse Facilities. We intend to utilize créalilities for capital needed to fund our ass@éfs.intend to maintain formal relationships
with multiple counterparties to maintain wareholises on favorable terms.

0 Securitization. We will acquire residential m@gg loans for our portfolio with the intention efcsiritizing them and retaining the
securitized mortgage loans in our portfolio. Toilfeate the securitization or financing of our Iaanve will generally create subordinate
certificates, providing a specified amount of ctesihancement, which we intend to retain in outfpbo.

o Asset-Backed Commercial Paper. We may finandmicenf our assets using asset-backed commerqigrpar ABCP, conduits, which are
bankruptcy-remote special purpose vehicles thaeisemmercial paper and the proceeds of whichsed to fund assets, either through
repurchase or secured lending programs. We mayeufiBCP conduits of third parties or create ounaenduit.

o Term Financing CDOs. We may finance certain afamsets using term financing strategies, inclu@i@s and other match-funded
financing structures. CDOs are multiple class delurities, or bonds, secured by pools of assath, & mortgage-backed securities and
corporate debt. Like typical securitization struet) in a CDO:

o the assets are pledged to a trustee for theibeh#ie holders of the bonds;

0 one or more classes of the bonds are rated bgpromere rating agencies; and

0 one or more classes of the bonds are marketeavide variety of fixed-income investors, which kles the CDO sponsor to achieve a
relatively low cost of long-term financing.

Unlike typical securitization structures, the urigieg assets may be sold, subject to certain litioitess, without a corresponding pay-down of
the CDO, provided the proceeds are reinvestedalfifging assets. As a result, CDOs enable the gpawsactively manage, subject to certain
limitations, the pool of assets. We believe CD@ficing structures may be an appropriate financafdgcle for our target asset classes
because they will enable us to obtain relatively, llong-term cost of funds and minimize the risatttve may have to refinance our liabilities
before the maturities of our investments, whileiggvwus the flexibility to manage credit risk andbgect to certain limitations, to take
advantage of profit opportunities.



Our Interest Rate Hedging and Risk Management Straggy

We may, from time to time, utilize derivative finrdal instruments to hedge all or a portion of thigiest rate risk associated with our
borrowings. Under the federal income tax laws ablie to REITSs, we generally will be able to enmt¢o certain transactions to hedge
indebtedness that we may incur, or plan to in@ugdguire or carry real estate assets, althougkotairgross income from such hedges and
other non-qualifying sources must not exceed 25%uofgross income.

We intend to engage in a variety of interest rat@agement techniques that seek to mitigate changeterest rates or other potential
influences on the values of our assets. The federame tax rules applicable to REITs may requgéaiimplement certain of these
techniques through a TRS that is fully subjectdporate income taxation. Our interest rate managenechniques may include:

o puts and calls on securities or indices of s&esri

o Eurodollar futures contracts and options on suwtiracts;

0 interest rate caps, swaps and swaptions;

0 U.S. treasury securities and options on U.Sstmgesecurities; and
o other similar transactions.

We expect to attempt to reduce interest rate askisto minimize exposure to interest rate fluctuaithrough the use of match funded
financing structures, when appropriate, wherebyseek (i) to match the maturities of our debt oltlayes with the maturities of our assets
(i) to match the interest rates on our investmaerits like-kind debt (i.e., floating rate assete éinanced with floating rate debt and fixed-rate
assets are financed with fixed-rate debt), direstlyhrough the use of interest rate swaps, capsher financial instruments, or through a
combination of these strategies. We expect thaltov us to minimize the risk that we have to refioe our liabilities before the maturities of
our assets and to reduce the impact of changiegeisitrates on our earnings.

Compliance with REIT and Investment Company Requirenents

We monitor our investment securities and the incfnom these securities and, to the extent we éntethedging transactions, we monitor
income from our hedging transactions as well, s &nsure at all times that we maintain our gicalifon as a REIT and our exempt status
under the Investment Company Act of 1940, as anminde

Employees

We are externally managed and advised by our Marmmagsuant to a management agreement as discusked WWe have no employees
other than our officers, each of whom is also aplegee of our Manager or one of its affiliates. Manager is not obligated to dedicate
certain of its employees exclusively to us, nat @& its employees obligated to dedicate any sjpegortion of its time to our business. Our
Manager uses the proceeds from its management fesart to pay compensation to its officers and eygts who, notwithstanding that
certain of them also are our officers, receive ashccompensation directly from us.

The Management Agreement

We have entered into a management agreement withlaager with an initial term ending December 3110, with automatic, one-year
renewals at the end of each calendar year followirgnitial term, subject to approval by our indegdent directors. Under the management
agreement, our Manager implements our businesegyrand performs certain services for us, sultgeotersight by our board of directors.
Our Manager is responsible for, among other thipggiorming all of our day-to-day functions; det@ming investment criteria in conjunction
with our board of directors; sourcing, analyzingl @xecuting investments; asset sales and financamgsperforming asset management
duties.



Our independent directors review our Manager'soperdnce annually, and following the initial terine tmanagement agreement may be
terminated by us without cause upon the affirmative of at least two-thirds of our independengdiors, or by a vote of the holders of at
least a majority of the outstanding shares of emmon stock (other than shares held by Annalysoaffiliates), based upon: (i) our
Manager's unsatisfactory performance that is nalgetrimental to us, or (ii) our determinatidrat the management fees payable to our
Manager are not fair, subject to our Manager'stitigiprevent termination based on unfair fees lnepting a reduction of management fees
agreed to by at least two-thirds of our independé@ettors. We will provide our Manager with 180ydaprior notice of such termination.
Upon termination without cause, we will pay our Mger a substantial termination fee. We may alsuiterte the management agreement
with 30 days' prior notice from our board of dik@st without payment of a termination fee, for @asupon a change of control of Annaly
our Manager, each as defined in the managemert¢ragrd. Our Manager may terminate the managemea¢agnt if we become required
register as an investment company under the 1940nMth such termination deemed to occur immedjabeifore such event, in which case
we would not be required to pay a termination @er Manager may also decline to renew the manageageeement by providing us with
180-days' written notice, in which case we woultlb®required to pay a termination fee.

We pay our Manager a base management fee quairtextyears in an amount equal to 1.75% per annafoylated quarterly, of our
stockholders' equity. For purposes of calculatirgliase management fee, our stockholders' equansrtee sum of the net proceeds from
any issuances of our equity securities since ingegallocated on a pro rata daily basis for sisluances during the fiscal quarter of any ¢
issuance), plus our retained earnings at the esddf quarter (without taking into account any eash equity compensation expense
incurred in current or prior periods), less any antdhat we pay for repurchases of our common stac# less any unrealized gains, losses of
other items that do not affect realized net incgragardless of whether such items are includedhiaracomprehensive income or loss, or in
net income). This amount is adjusted to excludetone events pursuant to changes in generally daedegcounting principles, or GAAP,
and certain non-cash charges after discussionskbataur Manager and our independent directors jppicbaed by a majority of our
independent directors. The base management febavitduced, but not below zero, by our proporteshare of any CDO base manager
fees FIDAC receives in connection with the CDOwhich we invest, based on the percentage of egquétihold in such CDOs. The base
management fee is payable independent of the peafoce of our investment portfolio.

In addition to the base management fee, our Mariagattitled to receive quarterly incentive comgims in an amount equal to 20% of the
dollar amount by which Core Earnings, on a rolliagr-quarter basis and before the incentive managefee, exceeds the product of (1) the
weighted average of the issue price per shard of aur public offerings multiplied by the weiglit@verage number of shares of common
stock outstanding in such quarter and (2) 0.50% phe-fourth of the average of the one month LIB@te for such quarter and the previous
three quarters. For the initial four quarters faillog this offering, Core Earnings and the LIBOReraiill be calculated on the basis of each of
the previously completed quarters on an annualizeis. Core Earnings and LIBOR rate for the intjiahrter will each be calculated from-
settlement date of this offering on an annualizasid Core Earnings is a non-GAAP measure andiisetieas GAAP net income (loss)
excluding non-cash equity compensation expensdyding any unrealized gains, losses or other itdrasdo not affect realized net income
(regardless of whether such items are includedhiaracomprehensive income or loss, or in net ingoffeae amount is adjusted to exclude
one-time events pursuant to changes in GAAP artdinaron-cash charges after discussions betweeklanager and our independent
directors and approved by a majority of our indejes directors. The incentive management fee isaed, but not below zero, by our
proportionate share of any CDO incentive managefiemstthat FIDAC receives in connection with the@n which we invest, based on
the percentage of equity we hold in such CDOs.

In addition, we also reimburse our Manager for egas it incurs related us, including legal, accmgnidue diligence and other services, but
excluding the salaries and other compensation oManager's employees.

Competition

Our net income depends, in large part, on ourtghidi acquire assets at favorable spreads ovelo@uowing costs. In acquiring real estate-
related assets, we will compete with other mortgRBé€T's, specialty finance companies, savings aad &ssociations, banks, mortgage
bankers, insurance companies, mutual funds, itistital investors, investment banking firms, finaidénstitutions, governmental bodies and
other entities. In addition, there are numeroustgagre REITs with similar asset acquisition objezsivincluding a number that have been
recently formed, and others that may be organirdte future. These other REITs will increase catitipa for the available supply of
mortgage assets suitable for purchase. Many of@mpetitors are significantly larger than we amjehaccess to greater capital and other
resources and may have other advantages over addition, some of our competitors may have higtsirtolerances or different risk
assessments, which could allow them to considedarwariety of investments and establish more fable relationships than we can.
Current market conditions may attract more comgegjtwhich may increase the competition for sousddmancing. An increase in the
competition for sources of funding could adversafect the availability and cost of financing, ehereby adversely affect the market pric
our common stock.



Distributions

To maintain our qualification as a REIT, we mustlbute substantially all of our taxable incometo stockholders for each year. We
declared our first quarterly dividend for the pdrmommencing November 21, 2007 and ending DeceBihez007.

Available Information

Our investor relations website is www.chimerareitnc We make available on the website under "Firsdricformation /SEC filings," free of
charge, our annual report on Form 10-K and anyraty@orts as soon as reasonably practicable a#texlectronically file or furnish such
materials to the SEC. Information on our websiteyéver, is not part of this Annual Report on FordaklL
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Iltem 1A. Risk Factors

The risks and uncertainties described below ar¢hobnly ones facing us. Additional risks and utaiaties that we are unaware of, or that
we currently deem immaterial, also may become ingmbifactors that affect us.

If any of the following risks occur, our busineisancial condition or results of operations coblimaterially and adversely affected. In that
case, the trading price of our common stock coeltlide, and stockholders may lose some or all @f ihvestment.

Risks Associated With Our Management and Relationsh With Our Manager

We are dependent on our Manager and its key peesfomour success. We have no separate facibitielsare completely reliant on our
Manager. We have no employees other than our oéficgur officers are also employees of our Managhkich has significant discretion as
the implementation of our investment and operapiolicies and strategies. Accordingly, we dependhendiligence, skill and network of
business contacts of the senior management of amalyer. Our Manager's employees evaluate, negattateture, close and monitor our
investments; therefore, our success will depenthein continued service. The departure of any efsénior managers of our Manager could
have a material adverse effect on our performancaddition, we can offer no assurance that our &g&n will remain our investment
manager or that we will continue to have accessitdVlanager's principals and professionals. Ouragament agreement with our Manager
only extends until December 31, 2010. If the managy@ agreement is terminated and no suitable replant is found to manage us, we may
not be able to execute our business plan. MoreowerVanager is not obligated to dedicate certhits@mployees exclusively to us nor is it
obligated to dedicate any specific portion ofiilse to our business, and none of our Manager's@rapk are contractually dedicated to us
under our management agreement with our Managerofily employees of our Manager who are primardglidated to our operations are
Christian J. Woschenko, our Head of Investmentd, \&illiam B. Dyer, our Head of Underwriting. Theaee conflicts of interest in our
relationship with our Manager and Annaly, which lcoresult in decisions that are not in the besrigdgts of our stockholders. We are subject
to potential conflicts of interest arising out afraelationship with Annaly and our Manager. An Ahnexecutive officer is our Manager's ¢
director and two of Annaly's employees are ourdaoes. Specifically, each of our officers also ssras an employee of our Manager or
Annaly. As a result, our Manager and our officeesyrhave conflicts between their duties to us aed tfuties to, and interests in, Annaly or
our Manager. There may also be conflicts in alliogainvestments which are suitable both for us Andaly as well as other FIDAC manag
funds. Annaly may compete with us with respectadain investments which we may want to acquird, @aa result we may either not be
presented with the opportunity or have to compeéth Annaly to acquire these investments. Our Manage our officers may choose to
allocate favorable investments to Annaly insteatbafs. The ability of our Manager and its officarsl employees to engage in other busi
activities may reduce the time our Manager speraisaging us. Further, during turbulent conditionthij mortgage industry, distress in the
credit markets or other times when we will needutadl support and assistance from our Manager, etttidies for which our Manager also
acts as an investment manager will likewise regglieater focus and attention, placing our Managessurces in high demand. In such
situations, we may not receive the necessary stppdrassistance we require or would otherwisevedewe were internally managed or if
our Manager did not act as a manager for othetiesti

We pay our Manager substantial management feesdiega of the performance of our portfolio. Our Mgar's entitlement to substantial
nonperformance-based compensation might redugecéstive to devote its time and effort to seekimgestments that provide attractive risk-
adjusted returns for our portfolio. This in turnuda hurt both our ability to make distributionsdor stockholders and the market price of our
common stock. Annaly owns approximately 9.6% of @ammon stock which entitles them to receive quigrtdistributions based on

financial performance. In evaluating investmentd ather management strategies, this may lead ounalykr to place emphasis on the
maximization of revenues at the expense of othgri, such as preservation of capital. Investmerith higher yield potential are generally
riskier or more speculative. This could resultrinreased risk to the value of our invested pordfdlnnaly may sell the shares in us at any
time after the earlier of (i) November 15, 201qirthe termination of the management agreemeath€ extent Annaly sells some of its
shares, its interests may be less aligned withraerests.

Our incentive fee may induce our Manager to mak&ireinvestments, including speculative investraent
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In addition to its management fee, our Managenigled to receive incentive compensation basegairt, upon our achievement of targeted
levels of Core Earnings. In evaluating investmemts other management strategies, the opportunégro incentive compensation based on
net income may lead our Manager to place undue asiplon the maximization of net income at the egpei other criteria, such as
preservation of capital, to achieve higher incemttempensation. Investments with higher yield pidéare generally riskier or more
speculative. This could result in increased risthvalue of our invested portfolio.

The management agreement with our Manager wasaguttiated on an arm's-length basis and may nos ffi@varable to us as if it had been
negotiated with an unaffiliated third party and nieeycostly and difficult to terminate.

Our president, chief financial officer, head of éstments, treasurer, controller, secretary and beadderwriting also serve as employees of
our Manager. In addition, certain of our directars employees of our Manager. Our management agreéemith our Manager was negotia
between related parties, and its terms, includées fpayable, may not be as favorable to us akafditbeen negotiated with an unaffiliated
third party. Termination of the management agreeamgéth our Manager without cause is difficult anastly. Our independent directors will
review our Manager's performance and the managei@estnnually, and following the initial term, tirenagement agreement may be
terminated annually by us without cause upon tfigrative vote of at least twthirds of our independent directors, or by a vdtthe holder
of at least a majority of the outstanding sharesusfcommon stock (other than those shares helshioaly or its affiliates), based upon: (i)
our Manager's unsatisfactory performance that ieraly detrimental to us, or (ii) a determinatittrat the management fees payable to our
Manager are not fair, subject to our Manager'stitigiprevent termination based on unfair fees lmepting a reduction of management fees
agreed to by at least two-thirds of our independé@ettors. Our Manager must be provided 180-dayst notice of any such termination.
Additionally, upon such termination, the managenegreement provides that we will pay our Manage&raination fee equal to three times
the sum of (a) the average annual base managee®ahntl (b) the average annual incentive compensadimed by our Manager during the
prior 24-month period before such termination, gkted as of the end of the most recently complésed! quarter. These provisions may
adversely affect our ability to terminate our Maeagithout cause. Our Manager is only contractuedignmitted to serve us until December
31, 2010. Thereafter, the management agreemegnésvable on an annual basis, however, our Managgitenminate the management
agreement annually upon 180-days' prior noticthdfmanagement agreement is terminated and ndkuiegplacement is found to manage
us, we may not be able to execute our business plan

Our board of directors approved very broad investrgeidelines for our Manager and will not appreaeh investment decision made by our
Manager.

Our Manager is authorized to follow very broad stveent guidelines. Our board of directors peridtia@views our investment guidelines
and our investment portfolio, but does not, andoisrequired to, review all of our proposed invesitils or any type or category of investm
except that an investment in a security structoretianaged by our Manager must be approved by arityapf our independent directors. In
addition, in conducting periodic reviews, our boafdlirectors relies primarily on information prded to them by our Manager. Furtherm:
our Manager uses complex strategies, and trangactiatered into by our Manager may be difficulingpossible to unwind by the time they
are reviewed by our board of directors. Our Mandger great latitude within the broad investmentiglimes in determining the types of
assets it may decide are proper investments favhish could result in investment returns thatsubstantially below expectations or that
result in losses, which would materially and adebraffect our business operations and resultgshEgrdecisions made and investments
entered into by our Manager may not be in the inéstests of our stockholders.

We may change our investment strategy and asseaéithn without stockholder consent, which may ltesuiskier investments.

We may change our investment strategy or assetadibm at any time without the consent of our skmitters, which could result in our
making investments that are different from, andspag riskier than, the investments described ia BForm 10-K. A change in our investment
strategy may increase our exposure to interesaradedefault risk and real estate market fluctustié-urthermore, a change in our asset
allocation could result in our making investmemtsisset categories different from those describedis Form 10-K. These changes could
adversely affect the market price of our commowglstnd our ability to make distributions to you.r@lanager has an incentive to invest our
funds in investment vehicles managed by our Manageause of the possibility of generating an adid#i incremental management fee,
which may reduce other investment opportunitiesialbie to us.
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We may invest in CDOs managed by our Manager, diictuthe purchase or sale of all or a portion eféluity of such CDOs, which may
result in an immediate loss in book value and preaeonflict of interest between us and our Manage

We may invest in securities of CDOs managed byMamager. If all of the securities of a CDO manalggadur Manager were not fully
placed as a result of our not investing, our Manageld experience losses due to changes in thue\adlthe underlying investments
accumulated in anticipation of the launch of suslestment vehicle. The accumulated investmentsGB@ transaction are generally sold at
the price at which they were purchased and noptéeailing market price at closing. Accordingly ttee extent we invest in a portion of the
equity securities for which there has been a dat&ion of value since the securities were purathase would experience an immediate loss
equal to the decrease in the market value of thienying investment. As a result, the interestswfManager in our investing in such a CDO
may conflict with our interests and that of ourcktaolders.

Our investment focus is different from those ofestantities that are or have been managed by onalyt.

Our investment focus is different from those ofestantities that are or have been managed by onalyta. In particular, entities managed by
our Manager have not purchased whole mortgage lmastsuctured whole loan securitizations. In additour Manager has limited
experience in managing CDOs and investing in CDOs;Agency RMBS, CMBS and other ABS which we mayspe as part of our
investment strategy. Accordingly, our Manager'sdnisal returns are not indicative of its perforroarfor our investment strategy and we can
offer no assurance that our Manager will replichtehistorical performance of the Manager's invesinprofessionals in their previous
endeavors. Our investment returns could be sulistigibower than the returns achieved by our Mamagavestment professionals' previous
endeavors.

We compete with investment vehicles of our Mandgeaccess to our Manager's resources and invesopportunities.

Our Manager provides investment and financial agltaca number of investment vehicles and some oManager's personnel are also
employees of Annaly and in that capacity are ingdlin Annaly's investment process. Accordingly,wi compete with our Manager's ot
investment vehicles and with Annaly for our Man&gegsources. Our Manager may sponsor and manageiotestment vehicles with an
investment focus that overlaps with ours, whichldeasult in us competing for access to the besé#iiat we expect our relationship with our
Manager will provide to us.

Risks Related To Our Business

We have little operating history and may not opertccessfully or generate sufficient revenue tkenmat sustain distributions to our
stockholders.

We were organized in June 2007 and commenced apesah November 2007 and have little operatindgdnis The results of our operations
depend on many factors, including the availabiitypportunities for the acquisition of assets, lthesl and volatility of interest rates, readily
accessible short and long-term financing, cond#tionthe financial markets and economic conditions.

Failure to procure adequate capital and fundin§a@orable terms, or at all, would adversely aff@at results and may, in turn, negatively
affect the market price of shares of our commonkssmd our ability to distribute dividends to otwckholders.

We depend upon the availability of adequate funding capital for our operations. We intend to fc&our assets over the long-term through
a variety of means, including repurchase agreemeradit facilities, securitizations, commerciappaand CDOs. Our access to capital
depends upon a number of factors over which we liieeor no control, including:
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o general market conditions;

o the market's perception of our growth potential;

o our current and potential future earnings anth céstributions; o the market price of the sharfesus capital stock; and
o the market's view of the quality of our assets.

The current situation in the sub-prime mortgagémseand the current weakness in the broader mgetgsarket, could adversely affect one or
more of our potential lenders and could cause omeave of our potential lenders to be unwillingumrable to provide us with financing. In
general, this could potentially increase our finagaosts and reduce our liquidity.

We will use a number of sources to finance our stwents, including repurchase agreements, waretiacidiées, securitizations, asset-
backed commercial paper and term CDOs. Currentebhadaditions have affected the cost and avaitshili financing from each of these
sources -- and their individual providers -- tdfeliént degrees; some sources generally are unblikome are available but at a high cost,
and some are largely unaffected. For example,@m¢purchase agreement market, borrowers havedfieeted differently depending on the
type of security they are financing. Néy\gency RMBS have been harder to finance, deperalinipe type of assets collateralizing the RM
The amount, term and margin requirements assoarathdhese types of financings have been impacted.

Currently, warehouse facilities to finance wholarigprime residential mortgages are generally availitom major banks, but at significantly
higher cost and greater margin requirements thaviquisly offered. Many major banks that offer wamebe facilities have also reduced the
amount of capital available to new entrants andequently the size of those facilities offered rese smaller than those previously avails

It is currently a challenging market to term finarvehole loans through securitization or bonds iddnea CDO structure. The highly rated
senior bonds in these securitizations and CDO ires currently have liquidity, but at much widpresads than issues priced earlier this year.
The junior subordinate tranches of these structcmegntly have few buyers and current market diooth have forced issuers to retain these
lower rated bonds rather than sell them.

Certain issuers of asset-backed commercial pap@&BEP) have been unable to place (or roll) theowities, which has resulted, in some
instances, in forced sales of mortgage-backed siesyior MBS, and other securities which has ferthegatively impacted the market value
of these assets. These market conditions aredhddikely to change over time.

As a result, the execution of our investment sgnateay be dictated by the cost and availabilitfimdncing from these different sources.

If one or more major market participants goes dutusiness, it could adversely affect the markditgtof all fixed income securities and this
could negatively impact the value of the securitiesacquire, thus reducing our net book value.

Furthermore, if many of our potential lenders amevilling or unable to provide us with financing, weuld be forced to sell our securities or
residential mortgage loans at an inopportune tirhemprices are depressed.

We cannot assure you that these markets will rearaiefficient source of long-term financing for @assets. If our strategy is not viable, we
will have to find alternative forms of financingrfour assets which may not be available. Furttes REIT, we are required to distribute
annually at least 90% of our REIT taxable inconetedmined without regard to the deduction for diwvids paid and excluding net capital
gain, to our stockholders and are therefore nat @bietain significant amounts of our earningsiiew investments. We cannot assure you
that any, or sufficient, funding or capital will beailable to us in the future on terms that aeeptable to us. If we cannot obtain sufficient
funding on acceptable terms, there may be a negatipact on the market price of our common stock@ur ability to make distributions to
our stockholders. Moreover, our ability to growaié dependent on our ability to procure additidoalding. To the extent we are not able to
raise additional funds through the issuance oftaddil equity or borrowings, our growth will be cirained.

We operate in a highly competitive market for irtwesnt opportunities and more established compstittay be able to compete more
effectively for investment opportunities than waca
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A number of entities compete with us to make thpesyof investments that we plan to make. We compitteother REITSs, public and prive
funds, commercial and investment banks and comaddicance companies. Many of our competitors atestantially larger and have
considerably greater financial, technical and mémgeresources than we do. Several other REITs hesently raised, or are expected to ri
significant amounts of capital, and may have inwestt objectives that overlap with ours, which megate competition for investment
opportunities. Some competitors may have a lowst abfunds and access to funding sources that@ravailable to us. In addition, some of
our competitors may have higher risk tolerancedifberent risk assessments, which could allow thermonsider a wider variety of
investments and establish more favorable relatipsghan us. We cannot assure you that the cornyeetitessures we face will not have a
material adverse effect on our business, finaratition and results of operations. Also, as alted this competition, we may not be able
to take advantage of attractive investment oppdragnfrom time to time, and we can offer no aseaeathat we will be able to identify and
make investments that are consistent with our invest objectives.

Loss of our 1940 Act exemption would adversely @ffes and negatively affect the market price ofesf@f our common stock and our abi
to distribute dividends and could result in therteration of the management agreement with our Manag

We operate our company so that we will not be meglio register as an investment company undetQ46 Act because we are "primarily
engaged in the business of purchasing or othemagairing mortgages and other liens on and inteiiegteal estate." Specifically, our
investment strategy is to invest at least 55% ofassets in mortgage loans, RMBS that represeraritiee ownership in a pool of mortgage
loans and other qualifying interests in real estaie approximately an additional 25% of our assetther types of mortgages, RMBS,
securities of REITs and other real estate-relasséta. As a result, we are limited in our abilityriake certain investments. If we fail to
qualify for this exemption in the future, we colid required to restructure our activities in a nearthat or at a time when we would not
otherwise choose to do so, which could negativiigctathe value of shares of our common stock stitainability of our business model,
our ability to make distributions. For examplethié market value of our investments in securitiesanto increase by an amount that resulted
in less than 55% of our assets being invested ingage loans or RMBS that represent the entire ostmi@in a pool of mortgage loans or |
than 80% of our assets being invested in realeestdhted assets, we might have to sell secutiigsialify for exemption under the 1940 Act.
The sale could occur during adverse market conditiand we could be forced to accept a price b#tatwhich we believe is acceptable. In
addition, there can be no assurance that the ladisegulations governing REITS, including regulatiagssued by the Division of Investment
Management of the SEC, providing more specificiffeent guidance regarding the treatment of asseigualifying real estate assets or real
estate-related assets, will not change in a mahaéradversely affects our operations. A loss afl®40 Act exemption would allow our
Manager to terminate the management agreemenuwjtivhich would materially adversely affect ouribess and operations.

Rapid changes in the values of our residential gage loans, RMBS, and other real estate-relatezstments may make it more difficult for
us to maintain our qualification as a REIT or oxemption from the 1940 Act.

If the market value or income potential of our desitial mortgage loans, RMBS, and other real estd#ted investments declines as a result
of increased interest rates, prepayment ratesher éctors, we may need to increase our realeestaestments and income or liquidate our
non-qualifying assets to maintain our REIT quadifion or our exemption from the 1940 Act. If theclitee in real estate asset values or
income occurs quickly, this may be especially diffi to accomplish. This difficulty may be exaceadshby the illiquid nature of any non-real
estate assets we may own. We may have to makeinimeesdecisions that we otherwise would not malseabthe REIT and 1940 Act
considerations.

We leverage our investments, which may adversébcabur return on our investments and may redasé available for distribution to our
stockholders.

We leverage our investments through borrowingsegaly through the use of repurchase agreementghease facilities, credit facilities,
securitizations, commercial paper and CDOs. Wenateequired to maintain any specific debt-to-eguittio. The amount of leverage we use
varies depending on our ability to obtain creddilfées, the lenders' and rating agencies' estinaf the stability of the investments' cash
flow, and our assessment of the appropriate amafuetzerage for the particular assets we are fundiie are required to maintain minimum
average cash balances in connection with borrowinger credit facilities. Our return on our investrts and cash available for distributiol
our stockholders may be reduced to the extentctietges in market conditions prevent us from legiagaour investments or increase the
cost of our financing relative to the income thait de derived from the assets acquired. Our debitegpayments will reduce cash flow
available for distributions to stockholders, whaduld adversely affect the price of our commonlstdée may not be able to meet our debt
service obligations, and, to the extent that wenogrwe risk the loss of some or all of our assefereclosure or sale to satisfy the
obligations. We leverage certain of our assetautinaepurchase agreements. A decrease in the olbhese assets may lead to margin calls
which we will have to satisfy. We may not have fineds available to satisfy any such margin call$ we may be forced to sell assets at
significantly depressed prices due to market camtbitor otherwise. The satisfaction of such macgilts may reduce cash flow available for
distribution to our stockholders. Any reductiondistributions to our stockholders may cause theesaff our common stock to decline, in
some cases, precipitously.
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We depend on warehouse and repurchase facilitiedit ¢acilities and commercial paper to executelmsiness plan, and our inability to
access funding could have a material adverse effeour results of operations, financial conditéomd business.

Our ability to fund our investments depends torgdaextent upon our ability to secure warehouggynehase, credit, and commercial paper
financing on acceptable terms. Pending the sezatibin of a pool of mortgage loans, if any, we \iilhd the acquisition of mortgage loans
through borrowings from warehouse, repurchase cesdit facilities and commercial paper. We can jmewno assurance that we will be
successful in establishing sufficient warehousgurehase, and credit facilities and issuing commepaper. In addition, because warehouse,
repurchase, and credit facilities and commercipkpare short-term commitments of capital, the éeadnay respond to market conditions,
which may favor an alternative investment stratiegythem, making it more difficult for us to secuwrentinued financing. During certain
periods of the credit cycle, lenders may curtagitiwillingness to provide financing. If we are radile to renew our then existing warehouse,
repurchase, and credit facilities and issue comialguaper or arrange for new financing on termseptable to us, or if we default on our
covenants or are otherwise unable to access fumikr any of these facilities, we will have to curbaur asset acquisition activities.

It is possible that the lenders that provide usiiitancing could experience changes in their ghih advance funds to us, independent of our
performance or the performance of our investment¢fjding our mortgage loans. In addition, if tiegulatory capital requirements imposed
on our lenders change, they may be required tdfgigntly increase the cost of the warehouse faedithat they provide to us. Our lenders
also may revise their eligibility requirements fbe types of residential mortgage loans they aléngito finance or the terms of such
financings, based on, among other factors, thelaggy environment and their management of perckniak, particularly with respect to
assignee liability. Financing of equity-based lewglifor example, may become more difficult in theufe. Moreover, the amount of financing
we will receive under our warehouse and repurcFexskties will be directly related to the lendevslluation of the assets that secure the
outstanding borrowings. Typically warehouse, repase, and credit facilities grant the respectinelde the absolute right to reevaluate the
market value of the assets that secure outstamirrgwings at any time. If a lender determinegsrsble discretion that the value of the at
has decreased, it has the right to initiate a marglil. A margin call would require us to transégiditional assets to such lender without any
advance of funds from the lender for such transféo repay a portion of the outstanding borrowirgsy such margin call could have a
material adverse effect on our results of operatifinancial condition, business, liquidity andl@pito make distributions to our stockholde
and could cause the value of our common stock ¢brie We may be forced to sell assets at sigmifigadepressed prices to meet such
margin calls and to maintain adequate liquidityjaliicould cause us to incur losses. Moreover, écetttent we are forced to sell assets at
such time, given market conditions, we may be foitcesell assets at the same time as others faaimtar pressures to sell similar assets,
which could greatly exacerbate a difficult marketieonment and which could result in our incurrsignificantly greater losses on our sals
such assets. In an extreme case of market duresakat may not even be present for certain ofagsets at any price.

The current dislocation in the sub-prime mortgagtar, and the current weakness in the broadergagetmarket, could adversely affect one
or more of our potential lenders and could causeayrmore of our potential lenders to be unwillorgunable to provide us with financing.
This could potentially increase our financing castsl reduce our liquidity. If one or more major Remparticipants fails, it could negatively
impact the marketability of all fixed income seti@s, including Agency and non-Agency RMBS, restid@mortgage loans and real estate
related securities, and this could negatively impiae value of the securities we acquire, thus egdpour net book value. Furthermore, if
many of our potential lenders are unwilling or ulestie provide us with financing, we could be ford¢edsell our assets at an inopportune time
when prices are depressed.
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Certain of our financing facilities contain covetsthat restrict our operations and may inhibit abifity to grow our business and increase
revenues.

Certain of our financing facilities contain exteresrestrictions, covenants, and representationsvanchnties that, among other things, req

us to satisfy specified financial, asset qualitgrl eligibility and loan performance tests. If vaéd fo meet or satisfy any of these covenants or
representations and warranties, we would be inuttefader these agreements and our lenders coettl tel declare all amounts outstanding
under the agreements to be immediately due andpgyenforce their respective interests againsathl pledged under such agreements
and restrict our ability to make additional borrags. Certain of our financing agreements contaiss:default provisions, so that if a default
occurs under any one agreement, the lenders undetler agreements could also declare a defalt.cbvenants and restrictions we expect
in our financing facilities may restrict our abjlito, among other things:

o incur or guarantee additional debt;

0 make certain investments or acquisitions;

o make distributions on or repurchase or redeentatagock;
0 engage in mergers or consolidations;

o finance mortgage loans with certain attributes;

o reduce liquidity below certain levels;

o grant liens;

o0 incur operating losses for more than a specjibd,;

o enter into transactions with affiliates; and

o hold mortgage loans for longer than establisivad periods.

These restrictions may interfere with our abiliyobtain financing, including the financing neededjualify as a REIT, or to engage in other
business activities, which may significantly harar business, financial condition, liquidity anduks of operations. A default and resulting
repayment acceleration could significantly redugelmuidity, which could require us to sell oursass to repay amounts due and outstanding
This could also significantly harm our businessaficial condition, results of operations, and dailitg to make distributions, which could
cause the value of our common stock to declineefawt will also significantly limit our financinglternatives such that we will be unable to
pursue our leverage strategy, which could curtailiovestment returns.

The repurchase agreements, warehouse facilitiesrawit facilities and commercial paper that we tasBnance our investments may require
us to provide additional collateral and may resuigfrom leveraging our assets as fully as desired

We will use repurchase agreements, warehousetiiegjlcredit facilities and commercial paper tafice our investments. If the market value
of the loans or securities pledged or sold by usfunding source decline in value, we may be reguby the lending institution to provide
additional collateral or pay down a portion of thads advanced, but we may not have the fundsablaito do so. Posting additional
collateral will reduce our liquidity and limit oability to leverage our assets, which could adugratect our business. In the event we do
have sufficient liquidity to meet such requiremetdsding institutions can accelerate repaymemtunfindebtedness, increase our borrowing
rates, liquidate our collateral or terminate outigtto borrow. Such a situation would likely rdsin a rapid deterioration of our financial
condition and possibly necessitate a filing fortpation under the U.S. Bankruptcy Code. Furthearitial institutions may require us to
maintain a certain amount of cash that is not itecesr to set aside non-levered assets sufficeentaintain a specified liquidity position
which would allow us to satisfy our collateral @ations. As a result, we may not be able to lewemag assets as fully as we would choose,
which could reduce our return on equity. If we anable to meet these collateral obligations, thsrdescribed above, our financial condition
could deteriorate rapidly.

If the counterparty to our repurchase transacti@iaults on its obligation to resell the underlysegurity back to us at the end of the
transaction term, or if the value of the underlyssgurity has declined as of the end of that terihwe default on our obligations under the
repurchase agreement, we will lose money on owrodase transactions.
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When we engage in a repurchase transaction, wealsngell securities to the transaction countegpand receive cash from the
counterparty. The counterparty is obligated toltése securities back to us at the end of the teftine transaction, which is typically 30-90
days. Because the cash we receive from the coamtgnghen we initially sell the securities to thmuaterparty is less than the value of those
securities (this difference is referred to as thedut), if the counterparty defaults on its obtiga to resell the securities back to us we would
incur a loss on the transaction equal to the amotfiite haircut (assuming there was no changedwvétue of the securities). We would also
lose money on a repurchase transaction if the \a@ltiee underlying securities has declined as efehd of the transaction term, as we would
have to repurchase the securities for their init&dlie but would receive securities worth less tiiian amount. Any losses we incur on our
repurchase transactions could adversely affeceamnings, and thus our cash available for distiginuio our stockholders. If we default on
one of our obligations under a repurchase trarmadiie counterparty can terminate the transaetiwhcease entering into any other
repurchase transactions with us. In that case, otddilikely need to establish a replacement repasetfacility with another repurchase de

in order to continue to leverage our portfolio aadry out our investment strategy. There is norassie we would be able to establish a
suitable replacement facility.

An increase in our borrowing costs relative toititerest we receive on our assets may adversedgtastir profitability, and thus our cash
available for distribution to our stockholders.

As our repurchase agreements and other short-termavblings mature, we will be required either toegribhto new borrowings or to sell
certain of our investments. An increase in shamtmterest rates at the time that we seek to entemew borrowings would reduce the
spread between our returns on our assets and shefaour borrowings. This would adversely affeat ceturns on our assets that are subject
to prepayment risk, including our mortgage-backexlsties, which might reduce earnings and, in,taash available for distribution to our
stockholders.

If we issue senior securities we will be exposeddditional risks.

If we decide to issue senior securities in theritit is likely that they will be governed by ardienture or other instrument containing
covenants restricting our operating flexibility. ditionally, any convertible or exchangeable se@sithat we issue in the future may have
rights, preferences and privileges more favoraida those of our common stock and may result utidit to owners of our common stock.
We and, indirectly, our stockholders, will bear twst of issuing and servicing such securities.

Our securitizations will expose us to additionaks.

We expect to securitize certain of our portfoliséstments to generate cash for funding new invegsng/e expect to structure these
transactions so that they are treated as finartcamgactions, and not as sales, for federal indameurposes. In each such transaction, we
would convey a pool of assets to a special purpebéle, the issuing entity, and the issuing entibuld issue one or more classes of non-
recourse notes pursuant to the terms of an indenfire notes would be secured by the pool of adse¢xchange for the transfer of assets to
the issuing entity, we would receive the cash pedseof the sale of non-recourse notes and a 10@%¥est in the equity of the issuing entity.
The securitization of our portfolio investments htighagnify our exposure to losses on those postiofestments because any equity interest
we retain in the issuing entity would be subordintatthe notes issued to investors and we wouddetbre, absorb all of the losses sustained
with respect to a securitized pool of assets bafwewners of the notes experience any lossesedfer, we cannot be assured that we will
be able to access the securitization market, @bleto do so at favorable rates. The inabilitgegouritize our portfolio could hurt our
performance and our ability to grow our business.

The use of CDO financings with over-collateralinatrequirements may have a negative impact onaslr ffow.

We expect that the terms of CDOs we may sponsdigeiierally provide that the principal amount adets must exceed the principal balance
of the related bonds by a certain amount, commiafhrred to as "over-collateralization." We antatg that the CDO terms will provide that,
if certain delinquencies or losses exceed the fpddevels based on the analysis by the ratingneige (or any financial guaranty insurer) of
the characteristics of the assets collateralizirgttonds, the required level of over-collaterai@matmay be increased or may be prevented
from decreasing as would otherwise be permittéosges or delinquencies did not exceed those le@éher tests (based on delinquency
levels or other criteria) may restrict our abilityreceive net income from assets collateralizilgdbligations. We cannot assure you that the
performance tests will be satisfied. In advanceosfipleting negotiations with the rating agenciestber key transaction parties on our fut
CDO financings, we cannot assure you of the atéuails of the CDO delinquency tests, over-collaizatibn terms, cash flow release
mechanisms or other significant factors regardimgdalculation of net income to us. Given recetatildy in the CDO market, rating
agencies may depart from historic practices for db@ncings, making them more costly for us. Failto obtain favorable terms with regard
to these matters may materially and adversely tfffecavailability of net income to us. If our asskil to perform as anticipated, our over-
collateralization or other credit enhancement egpassociated with our CDO financings will increase
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Hedging against interest rate exposure may adyeaskelct our earnings, which could reduce our aasdilable for distribution to our
stockholders.

Subject to maintaining our qualification as a REAME pursue various hedging strategies to seeldiaceeour exposure to losses from adverse
changes in interest rates. Our hedging activityegan scope based on the level and volatilityntéiiest rates, the type of assets held and othe
changing market conditions. Interest rate hedgiag fail to protect or could adversely affect uséaese, among other things:

o interest rate hedging can be expensive, partlgudaring periods of rising and volatile intereates;

o available interest rate hedges may not corresgivadtly with the interest rate risk for which peotion is sought;

o the duration of the hedge may not match the auratf the related liability;

o the amount of income that a REIT may earn frongireg transactions (other than through TRSs) teatfinterest rate losses is limited by
federal tax provisions governing REITS;

o the credit quality of the party owing money oa titedge may be downgraded to such an extent tingbétirs our ability to sell or assign our
side of the hedging transaction; and

o the party owing money in the hedging transaatiay default on its obligation to pay.

Our hedging transactions, which are intended td limsses, may actually limit gains and increaseengposure to losses. As a result, our
hedging activity may adversely affect our earningsich could reduce our cash available for distidouto our stockholders. In addition,
hedging instruments involve risk since they oftem ot traded on regulated exchanges, guarantead bxchange or its clearing house, or
regulated by any U.S. or foreign governmental atities. Consequently, there are no requirements keispect to record keeping, financial
responsibility or segregation of customer funds positions. Furthermore, the enforceability of &gnents underlying derivative transactions
may depend on compliance with applicable statuamiy commodity and other regulatory requirements dedending on the identity of the
counterparty, applicable international requiremefite business failure of a hedging counterparth whom we enter into a hedging
transaction will most likely result in its defauefault by a party with whom we enter into a hedgiransaction may result in the loss of
unrealized profits and force us to cover our commaitts, if any, at the then current market pricéh@ugh generally we will seek to reserve
the right to terminate our hedging positions, iymat always be possible to dispose of or closeach#dging position without the consent of
the hedging counterparty, and we may not be abémter into an offsetting contract in order to aqower risk. We cannot assure you that a
liquid secondary market will exist for hedging inshents purchased or sold, and we may be requirethintain a position until exercise or
expiration, which could result in losses.

Declines in the market values of our investmentg atdversely affect periodic reported results amdlicravailability, which may reduce
earnings and, in turn, cash available for distidruto our stockholders.

A substantial portion of our assets are classiic@@ccounting purposes as "available-for-sale" eamied at fair value. Changes in the market
values of those assets will be directly chargecdredited to other comprehensive income. In addittodecline in values will reduce the book
value of our assets. A decline in the market valueur assets may adversely affect us, particularlpstances where we have borrowed
money based on the market value of those assdie tharket value of those assets declines, thietenay require us to post additional
collateral to support the loan. If we were unablgeast the additional collateral, we would haveeat the assets at a time when we might not
otherwise choose to do so. A reduction in creditilable may reduce our earnings and, in turn, easlilable for distribution to stockholders.

The lack of liquidity in our investments may adwysaffect our business.
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We may invest in securities or other instrumends #re not liquid. It may be difficult or imposstiio obtain third party pricing on the
investments we purchase. llliquid investments tgihjcexperience greater price volatility as a reatrket does not exist. In addition,
validating third party pricing for illiquid investemts may be more subjective than more liquid imaests. The illiquidity of our investments
may make it difficult for us to sell such investnt®if the need or desire arises. In addition, ifame required to liquidate all or a portion of
portfolio quickly, we may realize significantly k¢han the value at which we have previously resti@lr investments. As a result, our
ability to vary our portfolio in response to chaage economic and other conditions may be relatiliglited, which could adversely affect
our results of operations and financial condition.

We are highly dependent on information systemsthind parties, and systems failures could signiftbadisrupt our business, which may, in
turn, negatively affect the market price of our coam stock and our ability to pay dividends to aockholders.

Our business is highly dependent on communicatmasinformation systems. Any failure or interruptiof our systems could cause delay
other problems in our securities trading activitiesluding mortgage-backed securities tradingvétas, which could have a material adverse
effect on our operating results and negativelycffiee market price of our common stock and oulitghio pay dividends to our stockholders.

We are required to obtain various state licensesder to purchase mortgage loans in the secordaret and there is no assurance we will
be able to obtain or maintain those licenses.

While we are not required to obtain licenses tacpase mortgage-backed securities, we are requirebtain various state licenses to
purchase mortgage loans in the secondary markehade applied for these licenses and expect tbhisags could take several months. There
is no assurance that we will obtain all of theniges that we desire or that we will not experiesigaificant delays in seeking these licenses.
Furthermore, we will be subject to various inforioatand other requirements to maintain these liegnand there is no assurance that we
satisfy those requirements. Our failure to obtaimaintain licenses will restrict our investmentiops and could harm our business.

We are subject to liability for potential violatief predatory lending laws, which could adverselgact our results of operations, financial
condition and business.

Various federal, state and local laws have beenteddhat are designed to discourage predatoryrigmactices. The federal Home
Ownership and Equity Protection Act of 1994, or HZE prohibits inclusion of certain provisions irsigential mortgage loans that have
mortgage rates or origination costs in excess @@ibed levels and requires that borrowers bengieetain disclosures prior to origination.
Some states have enacted, or may enact, similardawegulations, which in some cases impose céistis and requirements greater than
those in HOEPA. In addition, under the anti-predatending laws of some states, the originatioeertain residential mortgage loans,
including loans that are not classified as "hightttbans under applicable law, must satisfy ataegible benefits test with respect to the
related borrower. This test may be highly subjectind open to interpretation. As a result, a coway determine that a residential mortgage
loan, for example, does not meet the test eveheifélated originator reasonably believed thatésewas satisfied. Failure of residential
mortgage loan originators or servicers to complhuliese laws, to the extent any of their residéntiortgage loans become part of our
mortgaged-related assets, could subject us, assignae or purchaser to the related residentialgage loans, to monetary penalties and
could result in the borrowers rescinding the a#fdatesidential mortgage loans. Lawsuits have beaught in various states making claims
against assignees or purchasers of high cost foan#lations of state law. Named defendants esthcases have included numerous
participants within the secondary mortgage maik#he loans are found to have been originatedatation of predatory or abusive lending
laws, we could incur losses, which could advergalyact our results of operations, financial comditand business.

Terrorist attacks and other acts of violence or may affect the market for our common stock, tiergiry in which we conduct our
operations and our profitability.

Terrorist attacks may harm our results of operatiamd your investment. We cannot assure you tkeat thill not be further terrorist attacks
against the United States or U.S. businesses. Eitsks or armed conflicts may directly impact pneperty underlying our asset-based
securities or the securities markets in generasés resulting from these types of events are urdhte. More generally, any of these events
could cause consumer confidence and spending teamzor result in increased volatility in the @diStates and worldwide financial
markets and economies. Adverse economic conditonkl harm the value of the property underlying asset-backed securities or the
securities markets in general which could harmaparating results and revenues and may resuleindhatility of the value of our securities.
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We are subject to the requirements of the Sarb@mxésy Act of 2002.

As we are a public company, our management is redto deliver a report that assesses the effewsaof our internal controls over
financial reporting, pursuant to Section 302 of 8zebanes-Oxley Act of 2002, or Sarbanes-Oxley Bettion 404 of the Sarban@sdey Act
requires an independent registered public accogifitim to deliver an attestation report on the apiaeg effectiveness of our internal controls
over financial reporting in conjunction with theipinion on our audited financial statements begigniith the year ending December 31,
2008. Substantial work on our part is requirediiplement appropriate processes, document the systanernal control over key processes,
assess their design, remediate any deficienciesifiéel and test their operation. This process«jseeted to be both costly and challenging.
We cannot give any assurances that material wea&sesll not be identified in the future in connientwith our compliance with the
provisions of Sections 302 and 404 of the Sarb&hdey Act. The existence of any material weaknesscdbed above would preclude a
conclusion by management and our independent asditat we maintained effective internal controéofinancial reporting. Our
management may be required to devote significarg ind expense to remediate any material weaknésganay be discovered and may
be able to remediate all material weaknessesimelyt manner. The existence of any material weada® our internal control over financ
reporting could also result in errors in our finmhstatements that could require us to restatdipancial statements, cause us to fail to meet
our reporting obligations and cause investors $e konfidence in our reportéidancial information, all of which could lead tadacline in the
trading price of our stock.

Risks Related to Our Investments

We might not be able to purchase residential mgedaans, mortgage-backed securities and othestiments that meet our investment
criteria or at favorable spreads over our borrowdagts.

Our net income depends on our ability to acquisédential mortgage loans, mortgage-backed secsigtiel other investments at favorable
spreads over our borrowing costs. Our investmeamtselected by our Manager, and our stockholddtsiat have input into such investment
decisions. Our Manager has conducted due diligesitberespect to each investment purchased. Howévere can be no assurance that our
Manager's due diligence processes will uncoveretdlvant facts or that any investment will be ssstd.

We may not realize income or gains from our invesits.

We invest to generate both current income and alagyiipreciation. The investments we invest in nhayyever, not appreciate in value anc
fact, may decline in value, and the debt secunitiesnvest in may default on interest or principayments. Accordingly, we may not be able
to realize income or gains from our investmentsy gains that we do realize may not be sufficientffeet any other losses we experience.
Any income that we realize may not be sufficienbtiset our expenses.

Our investments may be concentrated and will bgestito risk of default.

While we intend to diversify our portfolio of inviesents, we are not required to observe specifierdification criteria. To the extent that our
portfolio is concentrated in any one region or tgpsecurity, downturns relating generally to suegion or type of security may result in
defaults on a number of our investments withina@rtstime period, which may reduce our net income e value of our shares and
accordingly may reduce our ability to pay divideba®ur stockholders.
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Increases in interest rates could negatively affeetvalue of our investments, which could resultdduced earnings or losses and negatively
affect the cash available for distribution to otacg&holders.

We have and will continue to invest in real estaiated assets by investing directly in residemtiattgage loans and indirectly by purchasing
RMBS, CMBS and CDOs backed by real estalated assets. Under a normal yield curve, arsinvent in these assets will decline in valt
long-term interest rates increase. Declines in etarBlue may ultimately reduce earnings or resulb$ses to us, which may negatively affect
cash available for distribution to our stockholdésignificant risk associated with these invegitsas the risk that both long-term and short-
term interest rates will increase significantlyldfig-term rates were to increase significantlg, tarket value of these investments would
decline, and the duration and weighted averagefitbe investments would increase. We could reaitoss if these assets were sold. At the
same time, an increase in short-term interest vatesd increase the amount of interest owed ondpearchase agreements or other adjustable
rate financings we may enter into to finance thecpase of these assets. Market values of our imezgs may decline without any general
increase in interest rates for a number of reasut) as increases in defaults, increases in \alprepayments for those investments that
are subject to prepayment risk and widening oficisgateads.

In a period of rising interest rates, our integtense could increase while the interest we eauofixed-rate assets would not change,
which would adversely affect our profitability.

Our operating results will depend in large partlomdifferences between the income from our assetxf credit losses and financing costs.
We anticipate that, in most cases, the income ooh assets will respond more slowly to interetst flactuations than the cost of our
borrowings. Consequently, changes in interest ratsicularly shorterm interest rates, may significantly influence nat income. Increas:
in these rates will tend to decrease our net incantemarket value of our assets. Interest ratéufions resulting in our interest expense
exceeding our interest income would result in ofegdosses for us and may limit or eliminate obility to make distributions to our
stockholders.

A significant portion of our portfolio investmentsll be recorded at fair value, as determined iacadance with our pricing policy as
approved by our board of directors and, as a rethate will be uncertainty as to the value of thiesestments.

A significant portion of our portfolio of investmenis in the form of securities that are not puplicaded. The fair value of securities and
other investments that are not publicly traded matybe readily determinable. It may be difficultimpossible to obtain third party pricing on
the investments we purchase. We value these ineessnquarterly at fair value, as determined in etaace with our pricing policy as
approved by our board of directors. Because suktatians are inherently uncertain, may fluctuaterashort periods of time and may be
based on estimates, our determinations of fairevalay differ materially from the values that wohkive been used if a ready market for tl
securities existed. The value of our common staekdcbe adversely affected if our determinatiorggarding the fair value of these
investments were materially higher than the vathaswe ultimately realize upon their disposal.

A prolonged economic slowdown, a recession or dagjireal estate values could impair our investmentd harm our operating results.

Many of our investments are susceptible to econatoivdowns or recessions, which could lead to figriosses in our investments and a
decrease in revenues, net income and assets. Ualfde@conomic conditions also could increase ouodihg costs, limit our access to the
capital markets or result in a decision by lendmtsto extend credit to us. These events couldgmews from increasing investments and t
an adverse effect on our operating results.

Changes in prepayment rates could negatively afffectalue of our investment portfolio, which coudgult in reduced earnings or losses and
negatively affect the cash available for distribatto our stockholders.

There are seldom any restrictions on borrowertitiakito prepay their residential mortgage lodttemeowners tend to prepay mortgage I
faster when interest rates decline. Consequenilypecs of the loans have to reinvest the money veddrom the prepayments at the lower
prevailing interest rates. Conversely, homeownamd hot to prepay mortgage loans when interest rateease. Consequently, owners of the
loans are unable to reinvest money that would loélverwise been received from prepayments at theehigrevailing interest rates. This
volatility in prepayment rates may affect our dlitio maintain targeted amounts of leverage onpautfolio of residential mortgage loans,
RMBS, and CDOs backed by real estate-related agadtmay result in reduced earnings or lossess@nd negatively affect the cash
available for distribution to our stockholders.

22



To the extent our investments are purchased araipm, faster than expected prepayments resulfastar than expected amortization of the
premium paid, which would adversely affect our @ags. Conversely, if these investments were pusthas a discount, faster than expected
prepayments accelerate our recognition of income.

The mortgage loans we invest in and the mortgageslanderlying the mortgage and asset-backed Seswie invest in are subject to
delinquency, foreclosure and loss, which couldltésdosses to us.

Residential mortgage loans are typically securedibgle-family residential property and are subjeatisks of delinquency and foreclosure
and risks of loss. The ability of a borrower toag@ loan secured by a residential property is niéget upon the income or assets of the
borrower. A number of factors, including a gene@dnomic downturn, acts of God, terrorism, sociakst and civil disturbances, may img
borrowers' abilities to repay their loans. In aiddif we invest in non-Agency RMBS, which are backgdesidential real property but, in
contrast to Agency RMBS, their principal and ingtris not guaranteed by federally chartered entgtiech as Fannie Mae and Freddie Mac
and, in the case of Ginnie Mae, the U.S. governnfsdet-backed securities are bonds or notes bdokémhns or other financial assets. The
ability of a borrower to repay these loans or ofir@ncial assets is dependent upon the incomesata of these borrowers. Commercial
mortgage loans are secured by multifamily or conmmaéproperty and are subject to risks of delingquyeand foreclosure, and risks of loss
that are greater than similar risks associated wihs made on the security of single-family restig property. The ability of a borrower to
repay a loan secured by an income-producing prppgotcally is dependent primarily upon the sucéassperation of such property rather
than upon the existence of independent incomesatasf the borrower. If the net operating incorhthe property is reduced, the borrower's
ability to repay the loan may be impaired. Net atiag income of an income producing property caaffected by, among other things,
tenant mix, success of tenant businesses, propemyagement decisions, property location and camgitompetition from comparable types
of properties, changes in laws that increase opgrakpense or limit rents that may be charged,reagd to address environmental
contamination at the property, the occurrence gfianinsured casualty at the property, changestiomel, regional or local economic
conditions or specific industry segments, declinaggional or local real estate values, declima®gional or local rental or occupancy rates,
increases in interest rates, real estate tax aag®ther operating expenses, changes in goverahrates, regulations and fiscal policies,
including environmental legislation, acts of Gaatrorism, social unrest and civil disturbanceshievent of any default under a mortgage
loan held directly by us, we will bear a risk of$oof principal to the extent of any deficiencyietn the value of the collateral and the
principal and accrued interest of the mortgage,ledrich could have a material adverse effect oncagh flow from operations. In the event
of the bankruptcy of a mortgage loan borrower,tugtgage loan to such borrower will be deemed tedmeired only to the extent of the ve
of the underlying collateral at the time of banknyp(as determined by the bankruptcy court), arditn securing the mortgage loan will be
subject to the avoidance powers of the bankruptestée or debtor-in-possession to the extent émeiséi unenforceable under state law.
Foreclosure of a mortgage loan can be an expeasidengthy process which could have a substameigdtive effect on our anticipated
return on the foreclosed mortgage loan. RMBS evidénterests in or are secured by pools of resi@enbrtgage loans and CMBS evidence
interests in or are secured by a single commemuistgage loan or a pool of commercial mortgagedo#ecordingly, the RMBS and CMBS
we invest in are subject to all of the risks of taspective underlying mortgage loans.

We may be required to repurchase mortgage loaimslemnify investors if we breach representatiorg warranties, which could harm our
earnings.

If we sell loans, we would be required to make ootry representations and warranties about sucis iwethe loan purchaser. Our residel
mortgage loan sale agreements will require usparahase or substitute loans in the event we braaepresentation or warranty given to the
loan purchaser. In addition, we may be requiregtpairchase loans as a result of borrower fraud tivé event of early payment default on a
mortgage loan. Likewise, we are required to repaselor substitute loans if we breach a representatiwarranty in connection with our
securitizations. The remedies available to a pweehaf mortgage loans are generally broader thasethvailable to us against the originating
broker or correspondent. Further, if a purchas@reas its remedies against us, we may not betal#aforce the remedies we have against
the sellers. The repurchased loans typically cdy lom financed at a steep discount to their repaselprice, if at all. They are also typically
sold at a significant discount to the unpaid ppatibalance. Significant repurchase activity cchddm our cash flow, results of operations,
financial condition and business prospects.
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We may enter into derivative contracts that coxgose us to contingent liabilities in the future.

Subject to maintaining our qualification as a REd&rt of our investment strategy will involve embgrinto derivative contracts that could
require us to fund cash payments in certain circantes. These potential payments will be contintigbilities and therefore may not appear
on our statement of financial condition. Our aitib fund these contingent liabilities will depeaid the liquidity of our assets and access to
capital at the time, and the need to fund thesérogent liabilities could adversely impact our firzdal condition.

Our Manager's due diligence of potential investmandy not reveal all of the liabilities associatéth such investments and may not reveal
other weaknesses in such investments, which cealdi to investment losses.

Before making an investment, our Manager assebeestriengths and weaknesses of the originatosoeiof the asset as well as other fac
and characteristics that are material to the pavdmice of the investment. In making the assessnmeinbtherwise conducting customary due
diligence, our Manager relies on resources availabit and, in some cases, an investigation by thérties. This process is particularly
important with respect to newly formed originatorsssuers with unrated and other subordinatedtras of MBS and ABS because there
may be little or no information publicly availakdéout these entities and investments. There cao lassurance that our Manager's due
diligence process will uncover all relevant faatshmt any investment will be successful.

Our real estate investments are subject to riskecpkar to real property.

We own assets secured by real estate and may avestate directly in the future, either througtedi investments or upon a default of
mortgage loans. Real estate investments are subjeatious risks, including:

o acts of God, including earthquakes, floods ahémohatural disasters, which may result in unindglwsses;

o acts of war or terrorism, including the conseaesrof terrorist attacks, such as those that cedwon September 11, 2001;

0 adverse changes in national and local econonticraarket conditions;

o changes in governmental laws and regulationsalfigolicies and zoning ordinances and the reletsts of compliance with laws and
regulations, fiscal policies and ordinances;

o costs of remediation and liabilities associatéti environmental conditions such as indoor mottj a

o the potential for uninsured or under-insured prgplosses.

If any of these or similar events occurs, it maguae our return from an affected property or inwesit and reduce or eliminate our ability to
make distributions to stockholders.

We may be exposed to environmental liabilities wéhpect to properties to which we take title.

In the course of our business, we may take title#b estate, and, if we do take title, we couldblgject to environmental liabilities with
respect to these properties. In such a circumstaveenay be held liable to a governmental entittodhird parties for property damage,
personal injury, investigation, and cleap-costs incurred by these parties in connectidh @mvironmental contamination, or may be requ
to investigate or clean up hazardous or toxic sutzsts, or chemical releases at a property. The assbciated with investigation or
remediation activities could be substantial. Ifewer become subject to significant environmenéddilities, our business, financial condition,
liquidity, and results of operations could be mialgr and adversely affected.

We may in the future invest in RMBS collateralizgdsubprime mortgage loans, which are subjectdeased risks.

We may in the future invest in RMBS backed by dellal pools of subprime residential mortgage lo&8sbprime" mortgage loans refer to
mortgage loans that have been originated usingrumiieg standards that are less restrictive thanunderwriting requirements used as
standards for other first and junior lien mortgémgn purchase programs, such as the programs ofd-ktae and Freddie Mac. These lower
standards include mortgage loans made to borrawarisg imperfect or impaired credit histories (uihg outstanding judgments or prior
bankruptcies), mortgage loans where the amouriteofdan at origination is 80% or more of the valfiehe mortgage property, mortgage
loans made to borrowers with low credit scores,tgamre loans made to borrowers who have other dabtépresents a large portion of their
income and mortgage loans made to borrowers wimzsgrnie is not required to be disclosed or verifizde to economic conditions, includi
increased interest rates and lower home priceseli|s aggressive lending practices, subprime gage loans have in recent periods
experienced increased rates of delinquency, fosaecty bankruptcy and loss, and they are likelyotrttioue to experience delinquency,
foreclosure, bankruptcy and loss rates that areenjgand that may be substantially higher, thasdhexperienced by mortgage loans
underwritten in a more traditional manner. Thugawse of the higher delinquency rates and lossesiased with subprime mortgage loans,
the performance of RMBS backed by subprime mortdaaes in which we may invest could be correspoglgiadversely affected, which
could adversely impact our results of operatiomgricial condition and business.
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Exchange rate fluctuations may limit gains or resulosses.

If we directly or indirectly hold assets denomirthie currencies other than U.S. dollars, we willposed to currency risk that may
adversely affect performance. Changes in the Lbfars rate of exchange with other currencies afégct the value of investments in our
portfolio and the income that we receive in respécuch investments. In addition, we may incut&as connection with conversion betwe
various currencies, which may reduce our net incantkaccordingly may reduce our ability to payrétistions to our stockholders.

Risks Related To Our Common Stock
We issued common stock on the New York Stock Exgham November 16, 2007.

Our shares of common stock are newly issued sexufdr which there was no trading market prioNtwvember 2007. The market price of
our common stock may be highly volatile and cowddshbject to wide fluctuations.

Some of the factors that could negatively affeatshare price include:

o actual or anticipated variations in our quartegrating results;

o changes in our earnings estimates or publicatisasearch reports about us or the real estatesing
o0 increases in market interest rates that maypeachasers of our shares to demand a higher yield;
o changes in market valuations of similar companies

o adverse market reaction to any increased indebssdwe incur in the future;

o additions or departures of our Manager's keyquersl;

o0 actions by stockholders;

o0 speculation in the press or investment commuaitg

o general market and economic conditions.

Common stock eligible for future sale may have aslveffects on our share price.

We cannot predict the effect, if any, of futureesabf common stock, or the availability of sham@sffiture sales, on the market price of the
common stock. Sales of substantial amounts of comstack, or the perception that such sales coutdrpenay adversely affect prevailing
market prices for the common stock. At December2BD;7, we have 37,705,563 shares of common steakdsand outstanding. In addition,
Annaly holds 9.6% of our outstanding shares of camistock as of December 31, 2007. Our equity ineemqtian provides for grants of
restricted common stock and other equiised awards up to an aggregate of 8% of the issubdutstanding shares of our common stoc
a fully diluted basis and including shares solétmaly concurrently with the initial public offemnand shares sold pursuant to the
underwriters' exercise of their overallotment op}iat the time of the award, subject to a ceilihghares available for issuance under the
We, Annaly, and our officers and directors havesadrwith the underwriters to a 180-day lagkperiod (subject to extensions), meaning
until the end of the 180-day lock-up period, we #mely will not, subject to certain exceptions, seltransfer any shares of common stock
without the prior consent of Merrill Lynch. Merrillynch may, in its sole discretion, at any timenfrime to time and without notice, waive
the terms and conditions of the lock-up agreemnighich it is a party. Additionally, Annaly hasragd with us to a further lock-up period
that will expire at the earlier of (i) November Z®10 or (ii) the termination of the managementagrent. When the lock-up periods expire,
these common shares will become eligible for salepme cases subject to the requirements of Ridauhder the Securities Act of 1933, or
the Securities Act. The market price of our commtatk may decline significantly when the restrinion resale by certain of our
stockholders lapse. Sales of substantial amourgsrafnon stock or the perception that such salelsl@mecur may adversely affect the
prevailing market price for our common stock.
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There is a risk that our stockholders may not rexdistributions or that distributions may not grower time.

We intend to make distributions on a quarterly $asit of assets legally available to our stockhmld® amounts such that all or substantially
all of our REIT taxable income in each year isrilisited. We have not established a minimum distidoupayment level and our ability to
pay distributions may be adversely affected by mlper of factors, including the risk factors desedltherein. All distributions will be made
the discretion of our board of directors and wdpeénd on our earnings, our financial condition,nteaiance of our REIT status and other
factors as our board of directors may deem relefrant time to time. Among the factors that could@ely affect our results of operations
and impair our ability to pay distributions to atockholders are:

o the profitability of the investment of the nebpeeds of the initial public offering:

o our ability to make profitable investments;

0 margin calls or other expenses that reduce air taw;

o defaults in our asset portfolio or decreaseléwvalue of our portfolio; and

o the fact that anticipated operating expense $ewely not provide accurate, as actual results gy from estimates.

A change in any one of these factors could affactability to make distributions. We cannot assyra that we will achieve investment
results that will allow us to make a specified levecash distributions or year-to-year increasesash distributions.

Market interest rates may have an effect on thdinigavalue of our shares.

One of the factors that investors may considereiciding whether to buy or sell our shares is ostritiution rate as a percentage of our share
price relative to market interest rates. If maikégrest rates increase, prospective investorsdeayand a higher distribution rate or seek
alternative investments paying higher dividendmtarest. As a result, interest rate fluctuationd eapital market conditions can affect the
market value of our shares. For instance, if irgierates rise, it is likely that the market prideor shares will decrease as market rates on
interest-bearing securities, such as bonds, inereas

Investing in our shares may involve a high degfats&.

The investments we make in accordance with oursiimrent objectives may result in a high amountsi vwhen compared to alternative
investment options and volatility or loss of pripai. Our investments may be highly speculative aygtessive, are subject to credit risk,
interest rate risk, and market value risks, amadhgrs, and therefore an investment in our shargsnogbe suitable for someone with lower
risk tolerance.

Broad market fluctuations could negatively impée market price of our common stock.

The stock market has experienced extreme pricevalndne fluctuations that have affected the markietepof many companies in industries
similar or related to ours and that have been atedlto these companies' operating performanceseTtiroad market fluctuations could
reduce the market price of our common stock. Funtloee, our operating results and prospects mayelmvthe expectations of public mar
analysts and investors or may be lower than thbserapanies with comparable market capitalizatiovtsich could lead to a material decline
in the market price of our common stock.

Future sales of shares may have adverse conseguendavestors.
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We may issue additional shares in subsequent potiéicings or private placements to make new inmesits or for other purposes. We are
not required to offer any such shares to existiryeholders on a pemptive basis. Therefore, it may not be possiblefisting shareholde
to participate in such future share issues, whialy dilute the existing shareholders' interestssinAnnaly owns 9.6% of our outstanding
shares of common stock as of December 31, 200Wakhiole permitted, subject to the requirements afeRL44 under the Securities Act, to
sell such shares upon the earlier of (i) NovemBe2D10 or (ii) the termination of the managememeament.

Our charter and bylaws contain provisions that iijbit potential acquisition bids that stockholglenay consider favorable, and the market
price of our common stock may be lower as a result.

Our charter and bylaws contain provisions that haveanti-takeover effect and inhibit a change intmard of directors. These provisions
include the following:

o There are ownership limits and restrictions amgferability and ownership in our charter. To dyas a REIT for each taxable year after
2007, not more than 50% of the value of our outiitejistock may be owned, directly or constructiyély five or fewer individuals during

the second half of any calendar year. In additiam,shares must be beneficially owned by 100 orenparsons during at least 335 days of a
taxable year of 12 months or during a proportiomeatet of a shorter taxable year for each taxabée géter 2007. To assist us in satisfying
these tests, our charter generally prohibits amggrefrom beneficially or constructively owning radhan 9.8% in value or number of shares,
whichever is more restrictive, of any class oresaf our outstanding capital stock. These reginstmay discourage a tender offer or other
transactions or a change in the composition ofbmard of directors or control that might involver@mium price for our shares or otherwise
be in the best interests of our stockholders agdshares issued or transferred in violation of sushrictions being automatically transferred
to a trust for a charitable beneficiary, theretsuiBng in a forfeiture of the additional shares.

o Our charter permits our board of directors taésstock with terms that may discourage a thirdydaom acquiring us. Our charter permits
our board of directors to amend the charter witlsbockholder approval to increase the total nunobeuthorized shares of stock or the
number of shares of any class or series and te issmnmon or preferred stock, having preferences/arsion or other rights, voting powers,
restrictions, limitations as to dividends or othéstributions, qualifications, or terms or conditgof redemption as determined by our board.
Thus, our board could authorize the issuance ckstgth terms and conditions that could have theatfof discouraging a takeover or other
transaction in which holders of some or a majasitpur shares might receive a premium for theirabaver the then-prevailing market price
of our shares.

o Maryland Control Share Acquisition Act. Marylaladv provides that "control shares" of a corporataquired in a "control share
acquisition" will have no voting rights except tetextent approved by a vote of two-thirds of thtes eligible to be cast on the matter under
the Maryland Control Share Acquisition Act. "Contsbares" means voting shares of stock that, ifegpged with all other shares of stock
owned by the acquirer or in respect of which thgu@rer is able to exercise or direct the exerciseoting power (except solely by a revoca
proxy), would entitle the acquirer to exercise rgtpower in electing directors within one of thédwing ranges of voting power: one-tenth
or more but less than one-third, one-third or nimreless than a majority, or a majority or moralbfvoting power. A "control share
acquisition" means the acquisition of control sbaseibject to certain exceptions.

If voting rights or control shares acquired in atrol share acquisition are not approved at a $ioiders' meeting, or if the acquiring person
does not deliver an acquiring person statemerg@sned by the Maryland Control Share Acquisitiozt,Ahen, subject to certain conditions
and limitations, the issuer may redeem any orfathe control shares for fair value. If voting righof such control shares are approved at a
stockholders' meeting and the acquirer becometiezhto vote a majority of the shares of stockttetito vote, all other stockholders may
exercise appraisal rights. Our bylaws contain &ipion exempting acquisitions of our shares fromMuaryland Control Share Acquisition
Act. However, our board of directors may amendhdaws in the future to repeal or modify this exeimmp, in which case any control shares
of our company acquired in a control share acqarsivill be subject to the Maryland Control Sharegéiisition Act.
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o Business Combinations. Under Maryland law, "besencombinations” between a Maryland corporati@haaminterested stockholder or an
affiliate of an interested stockholder are prolgibifor five years after the most recent date orchvttie interested stockholder becomes an
interested stockholder. These business combinaitichsde a merger, consolidation, share exchange aircumstances specified in the
statute, an asset transfer or issuance or reétzsh of equity securities. An interested stodkleo is defined as:

0 any person who beneficially owns 10% or moréhefvoting power of the corporation's shares; or

o an affiliate or associate of the corporation wdtcgny time within the two-year period before tlage in question, was the beneficial owner
of 10% or more of the voting power of the then tanding voting stock of the corporation.

A person is not an interested stockholder undestiiite if the board of directors approved in adeathe transaction by which such person
otherwise would have become an interested stockhadttbwever, in approving a transaction, the badidirectors may provide that its
approval is subject to compliance, at or aftertitme of approval, with any terms and conditionsed®tined by the board. After the five-year
prohibition, any business combination between tlayli&nd corporation and an interested stockholdeeally must be recommended by the
board of directors of the corporation and apprawethe affirmative vote of at least:

0 80% of the votes entitled to be cast by holdémutstanding shares of voting stock of the corpora and

o two-thirds of the votes entitled to be cast bidbacs of voting stock of the corporation, othentlshares held by the interested stockholder
with whom or with whose affiliate the business camaltion is to be effected or held by an affiliateagsociate of the interested stockholder.

These super-majority vote requirements do not ajfphe corporation's common stockholders receimaéir@mum price, as defined under
Maryland law, for their shares in the form of caslother consideration in the same form as prelagoaid by the interested stockholder for
its shares. The statute permits various exempfrons its provisions, including business combinasidat are exempted by the board of
directors before the time that the interested stolder becomes an interested stockholder. Our bafaditectors has adopted a resolution
which provides that any business combination betvweseand any other person is exempted from theigioms of the Maryland Control She
Acquisition Act, provided that the business combonais first approved by the board of directorkisTresolution, however, may be altered or
repealed in whole or in part at any time. If thesalution is repealed, or the board of directorssdwot otherwise approve a business
combination, this statute may discourage others tnying to acquire control of us and increasedifeculty of consummating any offer.

o Staggered board. Our board of directors is dividéo three classes of directors. The current $esfrthe directors expire in 2008, 2009 and
2010, respectively. Directors of each class aresehdor three-year terms upon the expiration af therent terms, and each year one class of
directors is elected by the stockholders. The stagjterms of our directors may reduce the posyibi a tender offer or an attempt at a
change in control, even though a tender offer angle in control might be in the best interestsurfstockholders.

o Our charter and bylaws contain other possibletakeover provisions. Our charter and bylaws cimstather provisions that may have the
effect of delaying, deferring or preventing a chairgcontrol of us or the removal of existing diw#s and, as a result, could prevent our
stockholders from being paid a premium for theimowon stock over the then- prevailing market price.

Our rights and the rights of our stockholders teetaction against our directors and officers argtéid, which could limit stockholder's
recourse in the event of actions not in their ogstests.

Our charter limits the liability of our directora@ officers to us and our stockholders for monayalges, except for liability resulting from:
o actual receipt of an improper benefit or profinioney, property or services; or
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o a final judgment based upon a finding of actind deliberate dishonesty by the director or offit@t was material to the cause of action
adjudicated

for which Maryland law prohibits such exemptionrfrdiability.

In addition, our charter authorizes us to obligate company to indemnify our present and formegators and officers for actions taken by
them in those capacities to the maximum extent figrdnby Maryland law. Our bylaws require us toenthify each present or former
director or officer, to the maximum extent perndttey Maryland law, in the defense of any proceedinghich he or she is made, or
threatened to be made, a party because of hig @ehéce to us. In addition, we may be obligateflind the defense costs incurred by our
directors and officers.

Tax Risks
Your investment has various federal income taxsrisk

This summary of certain tax risks is limited to fderal tax risks addressed below. Additionalgiskissues may exist that are not addressec
in this 10-K and that could affect the federal tie@atment of us or our stockholders. This is nterided to be used and cannot be used by any
stockholder to avoid penalties that may be impasedtockholders under the Internal Revenue Codineo€ode. We strongly urge you to
seek advice based on your particular circumstaftoesan independent tax advisor concerning theceffef federal, state and local income
tax law on an investment in common stock and orr ymdividual tax situation.

Complying with REIT requirements may cause us tedo otherwise attractive opportunities.

To qualify as a REIT for federal income tax purmysge must continually satisfy various tests remgarthe sources of our income, the nature
and diversification of our assets, the amounts istildute to our stockholders and the ownershipwfstock. To meet these tests, we may be
required to forego investments we might otherwisden We may be required to make distributionsdoldtolders at disadvantageous times
or when we do not have funds readily availabledistribution. Thus, compliance with the REIT re@mrents may hinder our investment
performance.

Complying with REIT requirements may force us tjuldate otherwise attractive investments.

To qualify as a REIT, we generally must ensure @tahe end of each calendar quarter at least Ta#e walue of our total assets consists of
cash, cash items, government securities and eihIREIT real estate assets, including certain raggdoans and mortgadgacked securitie:
The remainder of our investment in securities (othan government securities and qualifying retdtesassets) generally cannot include r
than 10% of the outstanding voting securities of ame issuer or more than 10% of the total valuthefoutstanding securities of any one
issuer. In addition, in general, no more than 5%hefvalue of our assets (other than governmenirisies and qualifying real estate assets)
can consist of the securities of any one issuet,r@anmore than 20% of the value of our total séi@srican be represented by securities of one
or more TRSs. If we fail to comply with these raguients at the end of any quarter, we must cotiecfailure within 30 days after the enc
such calendar quarter or qualify for certain statutelief provisions to avoid losing our REIT statand suffering adverse tax consequences.
As a result, we may be required to liquidate fram portfolio otherwise attractive investments. Téastions could have the effect of redus
our income and amounts available for distributioair stockholders.

Potential characterization of distributions or gamsale may be treated as unrelated businesdéarabme to tax-exempt investors.

If (1) all or a portion of our assets are subjedtie rules relating to taxable mortgage poolsw@)pre a "pension-held REIT," (3) a tax-
exempt stockholder has incurred debt to purchaseldrour common stock, or (4) the residual ReshtesMortgage Investment Conduit
interests, or REMICs, we buy generate "excess smmfuincome," then a portion of the distributioasahd, in the case of a stockholder
described in clause (3), gains realized on theaaemmon stock by such tax-exempt stockholder beagubject to federal income tax as
unrelated business taxable income under the IntBexenue Code.
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Classification of a securitization or financingaargement we enter into as a taxable mortgage podd subject us or certain of our
stockholders to increased taxation.

We intend to structure our securitization and ftiag arrangements as to not create a taxable ngarigaol. However, if we have borrowings
with two or more maturities and, (1) those borraygiare secured by mortgages or mortgage-backedtsecand (2) the payments made on
the borrowings are related to the payments receaiveithe underlying assets, then the borrowingstlaagool of mortgages or mortgage-
backed securities to which such borrowings relaag be classified as a taxable mortgage pool utdeinternal Revenue Code. If any part of
our investments were to be treated as a taxablegag® pool, then our REIT status would not be imguhibut a portion of the taxable income
we recognize may, under regulations to be issuetidyreasury Department, be characterized as $sxnelusion” income and allocated
among our stockholders to the extent of and gelyaraproportion to the distributions we make taleatockholder. Any excess inclusion
income would:

o not be allowed to be offset by a stockholdertsoperating losses;

0 be subject to a tax as unrelated business indoangtockholder were a tax-exempt stockholder;

o be subject to the application of federal incomewithholding at the maximum rate (without redantfor any otherwise applicable income
tax treaty) with respect to amounts allocable teiffjn stockholders; and

o0 be taxable (at the highest corporate tax ratagtoather than to our stockholders, to the extenexcess inclusion income relates to stock
held by disqualified organizations (generally, &sempt companies not subject to tax on unrelatsthbas income, including governmental
organizations).

Failure to qualify as a REIT would subject us tdefiel income tax, which would reduce the cash altlfor distribution to our stockholders.

We intend to operate in a manner that is intendezhtise us to qualify as a REIT for federal incaaxepurposes commencing with our
taxable year ending on December 31, 2007. Howdlverfederal income tax laws governing REITs areseély complex, and interpretatic

of the federal income tax laws governing qualificatas a REIT are limited. Qualifying as a REITuizgs us to meet various tests regarding
the nature of our assets and our income, the oWwipeo$ our outstanding stock, and the amount ofdisiributions on an ongoing basis. WI
we intend to operate so that we will qualify asE&R given the highly complex nature of the rulevgrning REITs, the ongoing importance
of factual determinations, including the tax treairnof certain investments we may make, and thsilpitiy of future changes in our
circumstances, no assurance can be given that leowgjualify for any particular year. If we fad gualify as a REIT in any calendar year
we do not qualify for certain statutory relief preions, we would be required to pay federal incdaxeon our taxable income. We might need
to borrow money or sell assets to pay that tax. iayment of income tax would decrease the amouotioincome available for distribution
to our stockholders. Furthermore, if we fail to ntain our qualification as a REIT and we do notlify#or certain statutory relief provisions,
we no longer would be required to distribute sufisidly all of our REIT taxable income to our stbaitders. Unless our failure to qualify as a
REIT were excused under federal tax laws, we wbeldisqualified from taxation as a REIT for therftaxable years following the year
during which qualification was lost.

Failure to make required distributions would subjecto tax, which would reduce the cash avail&nl@istribution to our stockholders.

To qualify as a REIT, we must distribute to ourcktwolders each calendar year at least 90% of olif REable income (including certain
items of non-cash income), determined without régarthe deduction for dividends paid and excludiegcapital gain. To the extent that we
satisfy the 90% distribution requirement, but dlstte less than 100% of our taxable income, we lvélsubject to federal corporate income
tax on our undistributed income. In addition, wd wicur a 4% nondeductible excise tax on the amyafiany, by which our distributions in
any calendar year are less than the sum of:

0 85% of our REIT ordinary income for that year;
0 95% of our REIT capital gain net income for thear; and
o any undistributed taxable income from prior years

We intend to distribute our REIT taxable incometw stockholders in a manner intended to satisfy9bis distribution requirement and to
avoid both corporate income tax and the 4% nondddle@xcise tax. However, there is no requirentkat TRSs distribute their after-tax net
income to their parent REIT or their stockhold®sr taxable income may substantially exceed ouimetme as determined based on
generally accepted accounting principles, or GAbétause, for example, realized capital lossesbaitieducted in determining our GAAP
net income, but may not be deductible in computingtaxable income. In addition, we may investsaeds that generate taxable income in
excess of economic income or in advance of theesponding cash flow from the assets. To the extetitwe generate such non-cash taxable
income in a taxable year, we may incur corporatenme tax and the 4% nondeductible excise tax drithame if we do not distribute such
income to stockholders in that year. As a resuthefforegoing, we may generate less cash flow téveable income in a particular year. In
that event, we may be required to use cash resenaes debt, or liquidate non-cash assets at @tes times that we regard as unfavorable to
satisfy the distribution requirement and to avaidporate income tax and the 4% nondeductible exaisén that year.
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Ownership limitations may restrict change of cohtmobusiness combination opportunities in which stockholders might receive a premi
for their shares.

In order for us to qualify as a REIT for each tdeajear after 2007, no more than 50% in value ofcadstanding capital stock may be owr
directly or indirectly, by five or fewer individusiduring the last half of any calendar year. "lidlinls" for this purpose include natural
persons, private foundations, some employee bauiafis and trusts, and some charitable trusts.r@sepve our REIT qualification, our
charter generally prohibits any person from diseotl indirectly owning more than 9.8% in value mmiumber of shares, whichever is more
restrictive, of any class or series of the outsitagndhares of our capital stock. This ownershiptition could have the effect of discouraging
a takeover or other transaction in which holderswofcommon stock might receive a premium for tkbaires over the then prevailing market
price or which holders might believe to be otheaiis their best interests.

Our ownership of and relationship with any TRS whiee may form or acquire will be limited, and ddaé to comply with the limits would
jeopardize our REIT status and may result in th@iegtion of a 100% excise ta

A REIT may own up to 100% of the stock of one orendRSs. A TRS may earn income that would not kifying income if earned

directly by the parent REIT. Both the subsidiarg &me REIT must jointly elect to treat the subgigias a TRS. Overall, no more than 20% of
the value of a REIT's assets may consist of stocecourities of one or more TRSs. A TRS will pagidial, state and local income tax at
regular corporate rates on any income that it ednreddition, the TRS rules impose a 100% ex@seoh certain transactions between a TRS
and its parent REIT that are not conducted on arsaength basis. The TRS that we may form follgyine completion of this offering

would pay federal, state and local income tax stiakable income, and its after-tax net income dida available for distribution to us but
would not be required to be distributed to us. Wicgate that the aggregate value of the TRS séwmacksecurities owned by us will be less
than 20% of the value of our total assets (inclgdire TRS stock and securities). Furthermore, wenagnitor the value of our investments
our TRSs to ensure compliance with the rule thatnooe than 20% of the value of our assets may sbosiTRS stock and securities (which
is applied at the end of each calendar quartegdtition, we will scrutinize all of our transaat®with taxable REIT subsidiaries to ensure
that they are entered into on arm's-length ternavtad incurring the 100% excise tax described ab@here can be no assurance, however,
that we will be able to comply with the 20% limitat discussed above or to avoid application oflib@% excise tax discussed above.

We could fail to qualify as a REIT or we could bemsubject to a penalty tax if income we recogfriam certain investments that are tre:
or could be treated as equity interests in a foremyporation exceeds 5% of our gross income axalfle year.

We may invest in securities, such as subordinatixiasts in certain CDO offerings, that are treatecbuld be treated for federal (and
applicable state and local) corporate income tapgaes as equity interests in foreign corporatiQasegories of income that qualify for the
95% gross income test include dividends, interedtcertain other enumerated classes of passiveneconder certain circumstances, the
federal income tax rules concerning controlledifpmecorporations and passive foreign investmentpamies require that the owner of an
equity interest in a foreign corporation includecamts in income without regard to the owner's gogf any distributions from the foreign
corporation. Amounts required to be included iroime under those rules are technically neither adivuelends nor any of the other
enumerated categories of passive income specifiéitei 95% gross income test. Furthermore, theme dear precedent with respect to the
qualification of such income under the 95% gros®me test. Due to this uncertainty, we intendrtotlour direct investment in securities t
are or could be treated as equity interests ineidn corporation such that the sum of the amowmetare required to include in income with
respect to such securities and other amounts efjnatifying income do not exceed 5% of our grog®ime. We cannot assure you that we
will be successful in this regard. To avoid ank a$ failing the 95% gross income test, we maydxguired to invest only indirectly, through a
domestic TRS, in any securities that are or coelddnsidered to be equity interests in a foreigpa@tion. This, of course, will result in any
income recognized from any such investment to bgestito federal income tax in the hands of the TWIsich may, in turn, reduce our yield
on the investment.
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Liguidation of our assets may jeopardize our REl&ldication.

To qualify as a REIT, we must comply with requirertseregarding our assets and our sources of inclhiwe. are compelled to liquidate our
investments to repay obligations to our lendersmag be unable to comply with these requiremeritisnately jeopardizing our qualification
as a REIT, or we may be subject to a 100% tax grresultant gain if we sell assets in transactibas are considered to be prohibited
transactions.

The tax on prohibited transactions will limit owility to engage in transactions, including certaiathods of securitizing mortgage loans that
would be treated as sales for federal income tapqses.

A REIT's net income from prohibited transactionsubject to a 100% tax. In general, prohibitedgeations are sales or other dispositions of
property, other than foreclosure property, butudeig mortgage loans, held primarily for sale tstomers in the ordinary course of business.
We might be subject to this tax if we sold or sé@ed our assets in a manner that was treatedsakedor federal income tax purposes.
Therefore, to avoid the prohibited transactions te& may choose not to engage in certain salessefts at the REIT level and may securitize
assets only in transactions that are treated asding transactions and not as sales for tax peg@gen though such transactions may not be
the optimal execution on a pre-tax basis. We cautuid any prohibited tax concerns by engaging cus#zation transactions through a TRS,
subject to certain limitations described abovetiemextent that we engage in such activities thinalmmestic TRSs, the income associated
with such activities will be subject to federal daapplicable state and local) corporate income tax.

Characterization of the repurchase agreements tee ieto to finance our investments as sales foptaposes rather than as secured lending
transactions would adversely affect our abilitytamlify as a REIT.

We will enter into repurchase agreements with &taof counterparties to achieve our desired arhotifeverage for the assets in which we
invest. When we enter into a repurchase agreemengenerally sell assets to our counterparty tatreement and receive cash from the
counterparty. The counterparty is obligated toltése assets back to us at the end of the tertheofransaction, which is typically 3B days
We believe that for federal income tax purposeswillebe treated as the owner of the assets thath@rsubject of repurchase agreements and
that the repurchase agreements will be treated@sed lending transactions notwithstanding theh sigreement may transfer record
ownership of the assets to the counterparty dutiegerm of the agreement. It is possible, howetat, the IRS could successfully assert that
we did not own these assets during the term ofg¢parchase agreements, in which case we coultbfgilalify as a REIT.

Complying with REIT requirements may limit our atyilto hedge effectively.

The REIT provisions of the Internal Revenue Codestantially limit our ability to hedge mortgage-kad securities and related borrowings.
Under these provisions, our annual gross inconme faalifying and non-qualifying hedges, togethethveiny other income not generated
from qualifying real estate assets, cannot exc®é @f our gross income. In addition, our aggregatss income from non-qualifying
hedges, fees, and certain other non-qualifyingcasucannot exceed 5% of our annual gross incoma.rasult, we might have to limit our
use of advantageous hedging techniques or implethes¢ hedges through a TRS, which we intend 1o farthe future. This could increase
the cost of our hedging activities or expose ugréater risks associated with changes in intea¢ssithan we would otherwise want to bear.

We may be subject to adverse legislative or regofaax changes that could reduce the market pficeir common stock.

At any time, the federal income tax laws or regola governing REITs or the administrative intetatiens of those laws or regulations may
be amended. We cannot predict when or if any neleréd income tax law, regulation or administraiivierpretation, or any amendment to
any existing federal income tax law, regulatioradministrative interpretation, will be adopted, prdgated or become effective and any s
law, regulation or interpretation may take effedttoactively. We and our stockholders could be esblg affected by any such change in, or
any new, federal income tax law, regulation or adstiative interpretation.
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Dividends payable by REITs do not qualify for tleeluced tax rates.

Legislation enacted in 2003 generally reduces tagimum tax rate for dividends payable to domegtcldholders that are individuals, trusts
and estates from 38.6% to 15% (through 2010). @ivits payable by REITs, however, are generally ligibke for the reduced rates.
Although this legislation does not adversely aftbet taxation of REITs or dividends paid by REIire more favorable rates applicable to
regular corporate dividends could cause investdrs are individuals, trusts and estates to perdai@stments in REITS to be relatively less
attractive than investments in stock of non-RElTpeooations that pay dividends, which could adversélect the value of the stock of REITS,
including our common stock.

Iltem 1B. Unresolved Staff Comments
None.
Item 2. Properties

We do not own any property. Our executive and adnative office is located at 1211 Avenue of theéricas, Suite 2902, New York, New
York 10036, telephone (646) 454-3759. We sharedffise space with Annaly and FIDAC.

Item 3. Legal Proceedings

We are not party to any material litigation or legeceedings, or to the best of our knowledge, tangatened litigation or legal proceedings,
which, in our opinion, individually or in the aggr@te, would have a material adverse effect on@sults of operations or financial condition.

Item 4. Submission of Matters to a Vote of Securityolders
None.
Part Il
Item 5. Market for Registrant's Common Equity, Relaed Stockholder Matters and Issuer Purchases of Edty Securities

On November 15, 2007, the Securities and Exchamgen@ssion declared effective our Registration $t&tet on Form S-11 (File No. 333-
145525) relating to our initial public offering. &loffering date was November 15, 2007. The ingiiddlic offering was underwritten by
Merrill Lynch, Pierce, Fenner & Smith Incorporaté€tedit Suisse Securities (USA) LLC, and DeutschakBSecurities Inc. acting as the
representatives of J.P. Morgan Securities Inc. f&dgruyette & Woods, Inc. and Bear, Stearns & l@o. We registered 38,333,334 shares of
our common stock, par value $0.01 per share. Orehber 21, 2007, we sold 34,083,334 of common stookir initial public offering at a
price to the public of $15.00 per share for an aggte offering price of approximately $51.1 millién connection with the offering, we paid
approximately $31.9 million in underwriting discaarand commissions and incurred approximately $liomiof other offering expenses.
None of the underwriting discounts and commissamaffering expenses were incurred or paid, diyestlindirectly, to directors or officel

of ours or their associates or to persons ownirtg &0 more of our common stock or to any affiliabdéeurs. After deducting the underwriti
discounts and commissions and these other offesipgnses, we estimate that the net proceeds frewffiering equaled approximately $
534.3 million.

In a concurrent private offering, we sold Annalg2,581 shares of our common stock at a price bfgkt share, for aggregate proceeds of
approximately $54.3 million. We did not pay any anariting fees, commissions or discounts with respe the shares we sold Annaly. We
relied on the exemption from registration providgdSection 4(2) of the Securities Act for the sal¢he shares to Annaly.
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We are investing the net proceeds of these offsrimgiccordance with our investment objectivessirategies as described in the prospectus
comprising a part of the Registration Statemerdreefced above. There has been no material chamyg planned use of proceeds from our
initial public offering as described in our finalgspectus filed with the Securities and Exchange@tssion pursuant to Rule 424(b).

Our common stock began trading publicly on Noverfr2007 and is traded on the New York Stock Ergkeaunder the trading symbol
"CIM". As of February 19, 2008, we had 37,744,9h8res of common stock issued and outstanding wirek held by approximately 5,239
beneficial holders.The following table sets foifthr, the periods indicated, the high, low, and aigssales prices per share of our common
stock as reported on the New York Stock Exchangeposite tape and the cash dividends declared pee sifi our common stock for the
period commencing November 16, 2007 and ending Mbee 31, 2007.

Stock Prices
High Low Close
November 16, 2007 to December 31, 2007 17.88 14171(88

Common Dividends
Declared Per Share

Period commencing November 21, 2007 and endingiidbee31, 2007 $0.025

We intend to pay quarterly dividends and to disti#bto our stockholders all or substantially albaf taxable income in each year (subject to
certain adjustments). This will enable us to gydiifr the tax benefits accorded to a REIT underGbde. We have not established a minin
dividend payment level and our ability to pay deidls may be adversely affected for the reasonsidedainder the caption "Risk Factors."
All distributions will be made at the discretionair board of directors and will depend on our eay®, our financial condition, maintenance
of our REIT status and such other factors as oardof directors may deem relevant from time taetim

EQUITY COMPENSATION PLAN INFORMATION

We have adopted a long term stock incentive plainaentive Plan, to provide incentives to our ipeledent directors, employees of our
Manager and its affiliates to stimulate their ef§aiowards our continued success long-term growthpaofitability and to attract, reward and
retain personnel and other service providers. fkberitive Plan authorizes the Compensation Comnufttiee board of directors to grant
awards, including incentive stock options as defineder Section 422 of the Code, or ISOs, non-fiedlstock options, or NQSOs, restricted
shares and other types of incentive awards. Thenthe Plan authorizes the granting of optionstbepawards for an aggregate of the gre
of 8.0% of the outstanding shares of our commookstor 3,016,445 shares, up to a ceiling of 40000 shares. For a description of our
Incentive Plan, see Note 8 to the Financial Statgesne

The following table provides information as of Deder 31, 2007 concerning shares of our common stotitorized for issuance under our
existing Incentive Plan.
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Number of Securitie
to be Issued upon

Exercise of
Outstanding Option

0

Weighted Average Number of Securities
Exercise Price of Available for Future
Outstanding Issuance Under
, Options, Warrants Equity Compensation

Plan Category

n

Warrants and and Rights Plans
Rights(1)
Equity Compensation Plans
Approved by Stockholders - - 3,016,445
Equity Compensation Plans Not
Approved by Stockholders(2) - - -
Total - - 3,016,445

(1) The amount does not give effect to the 1,300 Sitares of restricted common stock issued subaetu®ecember 31, 2007 to our
Manager's employees and to our independent diseatater our equity incentive plan. Each independ&attor was granted 3,000 shares of
our restricted common stock which fully vested anuhry 2, 2008. The restricted common stock appragegrants to our officers and other
employees of our Manager will vest in equal ingtalhts on the first business day of each fiscaltquawver a period of ten years beginning
January 2, 2008, or all outstanding unvested shaitEfilly vest on the death of the individual.

(2) We do not have any equity plans that have rentapproved by our stockholders.
Item 6. Selected Financial Data

The following selected financial data are derivemhf our audited financial statements for the pefioth November 21, 2007
(commencement of operations) through December®17.2The selected financial data should be readmjunction with the more detailed
information contained in the Financial Statememis lotes thereto and "Management's Discussion anadly8is of Financial Condition and
Results of Operations" included elsewhere in tloisyF10-K.

Statement of Financial Condition Highlights
(dollars in thousands, except per share data)

As of Dec ember 31, 2007
Mortgage-backed securities $1,124,290
Loans held for investment $162,371
Total assets $1,565,636
Repurchase agreements $270,584
Total liabilities $1,026,747
Shareholders' equity $538,889
Book value per share $14.29
Number of shares outstanding 37,705,563

Statement of Operations Highlights
(dollars in thousands, except per share data)

For the period

November 21, 2007

to Dece mber 31, 2007
Net interest income $3,077
Net loss ($2,906)
EPS (basic) ($0.08)
EPS (diluted) ($0.08)
Average shares - basic 37,401,737
Average shares - diluted 37,401,737
Taxable income per share (1) $0.03
Dividend declared per share (2) $0.025
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Other Data

(dollars in thousands, except percent ages)
For the period November 21,
2007 to December 31, 2007
Average total assets $1,044,355
Average investment securities $399,736
Average borrowings $270,584
Average equity $530,982
Annualized yield on average interest
earning assets 7.02%

Annualized cost of funds on average
interest bearing

liabilities 5.08%
Annualized interest rate spread 1.94%
Annualized net interest margin (net

interest

income/average interest earning assets) 6.85%
Annualized G&A and management fee expense

as

percentage of average total assets 1.55%
Annualized G&A and management fee expense

as

percentage of average equity 3.05%
Return on average interest earning assets (6.47%)
Return on average equity (4.87%)

(1) See reconciliation of non-GAAP financial measuents to GAAP financial measurements.
(2) For the applicable period as reported in ouniegs announcements.

Reconciliation of non-GAAP financial measurement&RAAP financial measurements
Taxable income per share

As a REIT, we are required to distribute to ourshalders substantially all of our REIT taxablengags in the form of dividends. Taxable
earnings per share is a meaningful financial memsent for investors and management in assessingesiarmance. A reconciliation of
REIT taxable income per share to GAAP EPS (basi®ws:

Reconciliation of REIT Taxable Income Per Share téGAAP EP

For th e period November
21,2 007 to December 31,
2007
GAAP EPS ($0.08)
Unrealized loss on interest rate swaps $0.11
REIT taxable income per share $0.03

Item 7. Management's Discussion and Analysis of Famcial Condition and Result of Operations

The following discussion of our financial conditiand results of operations should be read in catijom with the financial statements and
notes to those statements included in Item 8 sfflorm 10-K. The discussion may contain certaiw#md-looking statements that involve
risks and uncertainties. Forward-looking statemantsthose that are not historical in nature. Assallt of many factors, such as those set
forth under "Risk Factors" in this 10-K, our actuasults may differ materially from those anticigin such forward-looking statements.

Executive Summary

We are a newly-formed specialty finance companywhiinvest in residential mortgage loans, resitiel mortgage-backed securities, real
estate related securities and various other akstas. We are externally managed by FIDAC. Waihte elect and qualify to be taxed as a
REIT for federal income tax purposes. Our targetgskt classes and the principal investments weceipenake in each are as follows:

o Whole mortgage loans, consisting of:
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o Prime mortgage loans

o Jumbo prime mortgage loans

o Alt-A mortgage loans

o RMBS, consisting of:

o Non-Agency RMBS, including investment-grade and-imvestment grade classes, including the BB-rd8ecited and non-rated classes
o0 Agency RMBS

0 ABS, consisting of:

o Debt and equity tranches of CDOs

o CMBS

o Consumer and non-consumer ABS, including investrgeade and non-investment grade classes, ingutis BB-rated, B-rated and non-
rated classes

We completed our initial public offering on Noveml2d, 2007. In that offering and in a concurrerntgte offering we raised net proceeds
before offering expenses of approximately $533.oni We have commenced investing these procemutas of December 31, 2007, ha
portfolio of RMBS and whole mortgage loans of apjimmately $1.3 billion.

Our objective is to provide attractive risk-adjubteturns to our investors over the long-term, prify through dividends and secondarily
through capital appreciation. We intend to achigwng objective by investing in a broad class oéfinial assets to construct an investment
portfolio that is designed to achieve attractiwk+adjusted returns and that is structured to cpmith the various federal income tax
requirements for REIT status.

Our investment strategy is intended to take adggntd opportunities in the current interest raté aredit environment. We will adjust our
strategy to changing market conditions by shifthug asset allocations across these various assested as interest rate and credit cycles
change over time. We believe that our strategy,kined with our Manager's experience, will enabléousay dividends and achieve capital
appreciation throughout changing market cycles.eifiect to take a long-term view of assets andliieds, and our reported earnings and
mark-to-market valuations at the end of a finaneglorting period will not significantly impact oabjective of providing attractive risk-
adjusted returns to our stockholders over the kemngp.

We use leverage to seek to increase our potentialns and to fund the acquisition of our assets.i@ome is generated primarily by the
difference, or net spread, between the income we@aour assets and the cost of our borrowingse¥pect to finance our investments us
a variety of financing sources including repurchageements, warehouse facilities, securitizatioosymercial paper and term financing
CDOs. We expect to manage our debt by utilizingriest rate hedges, such as interest rate swagsiuoe the effect of interest rate
fluctuations related to our debt.

We expect the results of our operations to be &fteby various factors, many of which are beyondamntrol. Our results of operations will
primarily depend on, among other things, the I®felur net interest income, the market value ofassgets, and the supply of and demand for
such assets. Our net interest income, which rafket amortization of purchase premiums and accreti discounts, varies primarily as a
result of changes in interest rates, borrowings;aatd prepayment speeds, which is a measurembotofuickly borrowers pay down the
unpaid principal balance on their mortgage loans.

Prepayment Speeds. Prepayment speeds, as retigctieel Constant Prepayment Rate, or CPR, vary ditapto interest rates, the type of
investment, conditions in financial markets, conitfmt and other factors, none of which can be predi with any certainty. In general, when
interest rates rise, it is relatively less attnaefior borrowers to refinance their mortgage loamsl as a result, prepayment speeds tend to
decrease. When interest rates fall, prepaymentspead to increase. For mortgage loan and RMB&sinvents purchased at a premium, as
prepayment speeds increase, the amount of inconsammedecreases because the purchase premiumadv@iptiie bonds amortizes faster
than expected. Conversely, decreases in prepayspeatls result in increased income and can extengettiod over which we amortize the
purchase premium. For mortgage loan and RMBS invests purchased at a discount, as prepayment sipeeelase, the amount of income
we earn increases because of the acceleratiom afcitretion of the discount into interest incomeny&rsely, decreases in prepayment speed:
result in decreased income and can extend thedpevier which we accrete the purchase discountiiéoest income.
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Rising Interest Rate Environment. As indicated &)@s interest rates rise, prepayment speeds ¢jgrirerease, increasing our interest
income. Rising interest rates, however, increasdinancing costs which may result in a net negaiimpact on our net interest income. In
addition, if we acquire Agency and non-Agency RM&#ateralized by monthly reset adjustable-ratetgamges, or ARMs, and three- and
five-year hybrid ARMs, such interest rate increastesuld result in decreases in our net investnremme, as there could be a timing
mismatch between the interest rate reset datesioRMBS portfolio and the financing costs of thasgestments. Monthly reset ARMs are
ARMs on which coupon rates reset monthly baseddités such as one-month LIBOR. Hybrid ARMs aretgaages that have interest rates
that are fixed for an initial period (typically #w®, five, seven or 10 years) and thereafter résepalar intervals subject to interest rate caps.

With respect to our floating rate investments saslCDO securities, such interest rate increasagdshesult in increases in our net
investment income because our floating rate assetgreater in amount than the related floating liabilities. Similarly, such an increase in
interest rates should generally result in an irsgeéa our net investment income on fixed-rate itmesits made by us because our fixed-rate
assets would be greater in amount than our fixeslh@bilities. We expect, however, that our fixede assets would decline in value in a
rising interest rate environment and that our negrest spreads on fixed rate assets could ddoliagising interest rate environment to the
extent such assets are financed with floatingdets.

Credit Risk. One of our strategic focuses is oruaatg assets which we believe to be of high crgdility. We believe this strategy will keep
our credit losses and financing costs low. We rettaé risk of potential credit losses on all of theidential mortgage loans we hold in our
portfolio. Additionally, some of our investmentsRMBS may be qualifying interests for purposes aintaining our exemption from the
1940 Act because we retain a 100% ownership irtterése underlying loans. If we purchase all cisssf these securitizations, we have the
credit exposure on the underlying loans. Priohgdurchase of these securities, we conduct aitigerate process that allows us to remove
loans that do not meet our credit standards baséabm-to-value ratios, borrower's credit scorespime and asset documentation and other
criteria that we believe to be important indicat@f credit risk.

Size of Investment Portfolio. The size of our invesnt portfolio, as measured by the aggregate dnpéicipal balance of our mortgage
loans and aggregate principal balance of our mgegalated securities and the other assets we ©also a key revenue driver. Generally, as
the size of our investment portfolio grows, the amtoof interest income we receive increases. Tigetanvestment portfolio, however, dri
increased expenses as we incur additional intergminse to finance the purchase of our assets.

Since changes in interest rates may significarifschour activities, our operating results depdandarge part, upon our ability to effectively
manage interest rate risks and prepayment riskie wiaintaining our status as a REIT.

Current Environment. While the current situatiorttie sub-prime mortgage sector may provide us dppities, the current weakness in the
broader mortgage market could adversely affectasmaore of our potential lenders and could causeasmore of our potential lenders to be
unwilling or unable to provide us with financing. general, this could potentially increase ourritiag costs and reduce our liquidity. We
expect to use a number of sources to finance eastments, including repurchase agreements, waselfaailities, securitizations, asset-
backed commercial paper and term CDOs. Currentebadnditions have affected the cost and avaitghili financing from each of these
sources--and their individual providers--to differelegrees; some sources generally are unavaiiie are available but at a high cost, and
some are largely unaffected. For example, in thenghase agreement market, borrowers have beaneaffdifferently depending on the type
of security they are financing. Non-Agency RMBS é&deen harder to finance, depending on the typsssts collateralizing the RMBS. The
amount, term and margin requirements associatédthdtse types of financings have been impacted.

Currently, warehouse facilities to finance wholarigrime residential mortgages are generally availitom major banks, but at significantly
higher cost and greater margin requirements thaviquisly offered. Many major banks that offer wamabe facilities have also reduced the
amount of capital available to new entrants andequently the size of those facilities offered res@ smaller than those previously avails
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It is currently a challenging market to term finarvehole loans through securitization or bonds iddnea CDO structure. The highly rated
senior bonds in these securitizations and CDO tstres currently have liquidity, but at much widpresads than issues priced in recent
history. The junior subordinate tranches of thesectures currently have few buyers and currentetazonditions have forced issuers to
retain these lower rated bonds rather than seththe

Certain issuers of ABCP have been unable to placceo(l) their securities, which has resulted, am® instances, in forced sales of MBS and
other securities which has further negatively intpd¢he market value of these assets. These maukditions are fluid and likely to change
over time. As a result, the execution of our inmet strategy may be dictated by the cost andahibifly of financing from these different
sources.

If one or more major market participants failgauld negatively impact the marketability of akéd income securities and this could
negatively impact the value of the securities wgu@re, thus reducing our net book value. Furtheemidmmany of our potential lenders are
unwilling or unable to provide us with financingewould be forced to sell our securities or redidémortgage loans at an inopportune time
when prices are depressed.

In the current market, it may be difficult or imisle to obtain third party pricing on the investiteewe purchase. In addition, validating tl
party pricing for our investments may be more stiibje as fewer participants may be willing to paevithis service to us. Moreover, the
current market is more illiquid than in recent bigtfor some of the investments we purchase. liligavestments typically experience greater
price volatility as a ready market does not exstvolatility increases or liquidity decreases waynmave greater difficulty financing our
investments which may negatively impact our earmiaigd the execution of our investment strategy.

Critical Accounting Policies

Our financial statements are prepared in accordastbeaccounting principles generally acceptechia t/nited States of America. These
accounting principles may require us to make soomeptex and subjective decisions and assessmentsn@ai critical accounting policies
will involve decisions and assessments that coffétbour reported assets and liabilities, as waelbur reported revenues and expenses. We
believe that all of the decisions and assessm@uis which our financial statements will be baselll e reasonable at the time made and
based upon information available to us at that tikteeach quarter end, we obtain independent giomall of our assets and perform a
verification of those sources to our own interrstlreate of fair market value. We have identifiedatvtve believe will be our most critical
accounting policies to be the following:

Loans Held for Investment

We purchase residential mortgage loans and clasgfy as loans held for investment on the statewnfdimiancial condition. Loans held for
investment are intended to be held to maturity asdprdingly, will be reported at the principal amboutstanding, net of provisions for loan
losses.

Loan loss provisions will be examined quarterly apdated to reflect expectations of future probabdelit losses based on factors such as
originator historical losses, geographic concemnatindividual loan characteristics, experiencesskes, and expectations of future loan pool
behavior. As credit losses occur, the provisiondan losses will reflect that realization.

When determine that it is probable that contratfudile specific amounts are deemed uncollectaléelaan is considered impaired. To
measure our impairment, we determine the fair vafube impaired loan the end of each quarter lixygusstimates provided by independent
dealers in the loans and/or third party pricing/ees, which use information with respect to trani®es in such assets, quotations from
dealers, market transactions for comparable ass@isus relationships between assets and yietdatirity in determining value. If dealers
the independent pricing services are unable toigeca price for an asset, or if the price providgdhem is deemed unreliable by our
Manager, then the asset will be valued at itsvaiue as determined in good faith by our Managsedan its model, utilizing observable
inputs. If upon completion of the valuation, thée falue of the loan is less than its net carryiaue, an allowance will be created with a
corresponding charge to the provision for lossesallowance for mortgage loans would be maintaiueal level believed adequate by
management to absorb probable losses. We maytelsell a loan held for investment due to advetsmnges in credit fundamentals. Once
determination has been made by us that we wilbngér hold the loan for investment, we will accofantthe loan at the lower of amortized
cost or estimated fair value. The reclassificabbthe loan and recognition of impairments couldeadely affect our reported earnings.
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Valuations of Available-for-Sale Securities

We expect our investments in RMBS will be primadlgssified as available-for-sale securities thatcarried on the statement of financial
condition at their fair value. This classificatiaill result in changes in fair values being recatds statement of financial condition
adjustments to accumulated other comprehensiveriaar loss, which is a component of stockholdersiteg.

We expect our available-for-sale securities wildn&air values as determined with reference toepeistimates provided by independent
pricing services and dealers in the securitiesvillgoerform a validation of the estimates providadthird parties to our internal model. If
dealers or the independent pricing services arblara provide a price for an asset, or if the @ycovided by them is deemed unreliable by
our Manager, then the asset will be valued agitsvialue as determined in good faith by our Mamagke pricing is subject to various
assumptions which could result in different preagaohs of value.

When the fair value of an available-for-sale sdygus less than its amortized cost for an exteriribd, we will consider whether there is an
other-than-temporary impairment in the value ofgbeurity. If, based on our analysis, an other-tieamporary impairment exists, the cost
basis of the security is written down to the tloemrent fair value, and the unrealized loss isdfamed from accumulated other comprehen
loss as an immediate reduction of current earnfagsf the loss had been realized in the periootloér-than-temporary impairment). The
determination of other-than-temporary impairmera 8ubjective process, and different judgmentsamsdmptions could affect the timing of
loss realization.

We will consider the following factors when deteninig an other-than-temporary impairment for a siggur

o The length of time and the extent to which thekevalue has been less than the amortized cost;

o0 Whether the security has been downgraded byragragency; and

o Our intent to hold the security for a periodiofe sufficient to allow for any anticipated recoyér market value.

The determination of other-thaamporary impairment is made at least quarterlywdfdetermine an impairment to be other than teargare
will realize a loss which will negatively impactrcent income.

Investment Consolidation

For each investment we make, we will evaluate tidetying entity that issued the securities we adtuire or to which we will make a loan
to determine the appropriate accounting. We wikréo guidance in Statement of Financial AccounBtandards (SFAS) No. 140,
Accounting for Transfers and Servicing of Finandiakets and Extinguishments of Liabilities, and BABterpretation No. (FIN) 46R,
Consolidation of Variable Interest Entities, infoeming our analysis. FIN 46R addresses the apjmicaf Accounting Research Bulletin N
51, Consolidated Financial Statements, to certaiities in which voting rights are not effectiveigentifying an investor with a controlling
financial interest. In variable interest entities VIES, an entity is subject to consolidation unBEN 46R if the investors either do not have
sufficient equity at risk for the entity to finanite activities without additional subordinateddirtial support, are unable to direct the entity's
activities, or are not exposed to the entity'sdgssr entitled to its residual returns. VIEs witthie scope of FIN 46R are required to be
consolidated by their primary beneficiary. The misnbeneficiary of a VIE is determined to be thetypéhat absorbs a majority of the entity's
expected losses, its expected returns, or botls. détermination can sometimes involve complex ajestive analysis.

Interest Income Recognition

Interest income on available-for-sale securities laans held for investment are recognized ovelith®f the investment using the effective
interest method. Interest income on mortgage-baskedrities is recognized using the effective egemethod as described by SFAS No. 91,
Accounting for Nonrefundable Fees and Costs Assediaith Originating or Acquiring Loans and Initiairect Costs of Leases, for securi

of high credit quality and Emerging Issues TaskcEd¥o. 99-20, Recognition of Interest Income angdirment on Purchased and Retained
Beneficial Interests in Securitized Financial Assédr all other securities. Interest income ombheld for investment is recognized based on
the contractual terms of the loan instruments. ime@ecognition will be suspended for loans whenh@&opinion of management, a full
recovery of income and principal becomes doubtiidome recognition will be resumed when the loatobees contractually current and
performance is demonstrated to be resumed. AnyflEmor acquisition costs on originated loanseousties will be capitalized and
recognized as a component of interest income tnelife of the investment using the effective isrmethod.
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Under SFAS No. 91 and Emerging Issues Task Forc®8@0, management will estimate, at the timewtpase, the future expected cash
flows and determine the effective interest rateedamn these estimated cash flows and our purchizee As needed, these estimated cash
flows will be updated and a revised yield compuiaded on the current amortized cost of the investnire estimating these cash flows, there
will be a number of assumptions that will be subfeaincertainties and contingencies. These inclodaate and timing of principal payme
(including prepayments, repurchases, defaults ign@lhtions), the pass-through or coupon rate atatést rate fluctuations. In addition,
interest payment shortfalls due to delinquencietherunderlying mortgage loans, and the timinghefrnagnitude of credit losses on the
mortgage loans underlying the securities have fotgmentally estimated. These uncertainties amtirngencies are difficult to predict and
are subject to future events that may impact mamagés estimates and our interest income.

Accounting For Derivative Financial Instruments

Our policies permit us to enter into derivative traats, including interest rate swaps and intamstcaps, as a means of mitigating our
interest rate risk. We intend to use interest datévative instruments to mitigate interest ragk riather than to enhance returns.

We account for derivative financial instrumentsgtordance with SFAS No. 133, Accounting for Darxalnstruments and Hedging
Activities, as amended and interpreted. SFAS N8.r&guires an entity to recognize all derivativeeiher assets or liabilities in the
statement of financial condition and to measursehiastruments at fair value. Additionally, the fealue adjustments will affect either other
comprehensive income in stockholders' equity uh&lhedged item is recognized in earnings or retrie depending on whether the
derivative instrument qualifies as a hedge for aotiog purposes and, if so, the nature of the hredgctivity.

In the normal course of business, we may use atyasf derivative financial instruments to managehedge, interest rate risk. These
derivative financial instruments must be effeciiveeducing our interest rate risk exposure in otdeyualify for hedge accounting. When the
terms of an underlying transaction are modifiediwben the underlying hedged item ceases to efisthanges in the fair value of the
instrument are marked-to-market with changes inev@cluded in net income for each period untildieevative instrument matures or is
settled. Any derivative instrument used for riskn@gement that does not meet the hedging criterreaiked-to-market with the changes in
value included in net income.

Derivatives will be used for hedging purposes mathan speculation. We will rely on quotations frarthird parties to determine fair values.
If our hedging activities do not achieve our desiresults, our reported earnings may be advers$tdgtad.

Reserve for Possible Credit Losses

The expense for possible credit losses in connegtith debt investments is the charge to earningsdrease the allowance for possible ci
losses to the level that management estimates addguate considering delinquencies, loss experiand collateral quality. Other factors
considered relate to geographic trends and prativetsification, the size of the portfolio and amt economic conditions. Based upon these
factors, we will establish the provision for possibredit losses by category of asset. When itabable that we will be unable to collect all
amounts contractually due, the account is consitienpaired.

Where impairment is indicated, a valuation writevdoor write-off is measured based upon the exceéseaecorded investment amount over
the net fair value of the collateral, as reduceddlling costs. Any deficiency between the carnangpount of an asset and the net sales pr
repossessed collateral is charged to the allowfamazedit losses.

Income Taxes

We intend to elect and qualify to be taxed as alREtcordingly, we will generally not be subjectdorporate federal or state income tax to
the extent that we make qualifying distribution®to stockholders, and provided we satisfy on dinaimg basis, through actual investment
and operating results, the REIT requirements iriolydertain asset, income, distribution and stogkership tests. If we fail to qualify as a
REIT, and do not qualify for certain statutory eélprovisions, we will be subject to federal, statel local income taxes and may be precl
from qualifying as a REIT for the subsequent faxable years following the year in which we lost BEIT qualification. Accordingly, our
failure to qualify as a REIT could have a matesidVerse impact on our results of operations anduats@vailable for distribution to our
stockholders.

41



The dividends paid deduction of a REIT for qualifyidividends to its stockholders is computed usimgtaxable income as opposed to net
income reported on the financial statements. Taxatdome, generally, will differ from net incomegeated on the financial statements
because the determination of taxable income isthasdax provisions and not financial accountinggples.

We may elect to treat certain of our subsidiare3RSs. In general, a TRS of ours may hold asseteagage in activities that we cannot
hold or engage in directly and generally may endgagay real estate or non-real estate-relatechbssi A TRS is subject to federal, state and
local corporate income taxes.

While our TRS will generate net income, our TRS danlare dividends to us which will be includedur taxable income and necessitate a
distribution to our stockholders. Conversely, if ke¢ain earnings at the TRS level, no distributerequired and we can increase book equity
of the consolidated entity.

Recent Accounting Pronouncements

In September 2006, the Financial Accounting Stashgl&oard, or FASB, issued SFAS No. 157, Fair Valgasurements, or SFAS 157.
SFAS 157 defines fair value, establishes a framkef@rmeasuring fair value and requires enhancedasures about fair value
measurements. SFAS 157 requires companies to siisthie fair value of their financial instrumentsading to a fair value hierarchy (i.e.,
levels 1, 2, and 3, as defined). Additionally, c@mies are required to provide enhanced disclogg@ding instruments in the level 3
category (which require significant management judgt), including a reconciliation of the beginneagd ending balances separately for ¢
major category of assets and liabilities. We dob@teve that the adoption of SFAS 157 will hava@gnificant impact on the manner in whi
we estimate fair value, but expect that adoptidhimérease footnote disclosure to comply with SFEY disclosure requirements for
financial statements issued after January 1, 2008.

In February 2007, the FASB issued SFAS No. 159, HdieValue Option for Financial Assets and Finahtiabilities, or SFAS 159

Including an amendment of FASB Statement No. 1FAS159 permits entities to choose to measure rfinagcial instruments and certain
other items at fair value. Unrealized gains anddssn items for which the fair value option hasrbelected will be recognized in earnings at
each subsequent reporting date. SFAS 159 becastiedf for the Company January 1, 2008. The Compighyot elect the fair value optic
for any existing eligible financial instruments.

In February 2008, FASB issued FASB Staff Positian NAS 140-3 Accounting for Transfers of Finandabkets and Repurchase Financing
Transactions, or FSP FAS 140-3. FSP FAS 140-3 addsavhether transactions where assets purchased fparticular counterparty and
financed through a repurchase agreement with time saunterparty can be considered and accountexs feeparate transactions, or are
required to be considered "linked" transactionsmag be considered derivatives under SFAS No. A88ounting for Derivative Instrumer
and Hedging Activities, or SFAS 133. FSP FAS 14@duires purchases and subsequent financing thrapghichase agreements be
considered linked transactions unless all of thieviong conditions apply: (1) the initial purchaaed the use of repurchase agreements to
finance the purchase are not contractually contingpon each other; (2) the repurchase financitgred into between the parties provides
full recourse to the transferee and the repurchése is fixed; (3) the financial assets is readibtainable in the market; and (4) the financial
instrument and the repurchase agreement are revntiobus. This FSP is effective for fiscal yeargibring after November 15, 2008. We
currently evaluating FSP FAS 140-3 but does noeekijis application to have a significant impacttsrfinancial reporting.

Financial Condition

All of our assets at December 31, 2007 were acduiiigh the net proceeds of our initial public offey and concurrent private offering which
were consummated in November 2007, and our usavefdge. At December 31, 2007, our portfolio cdadief $1.1 billion of RMBS and of
approximately $162 million of whole mortgage loans.
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The following table summarizes certain charactiessaf our portfolio at December 31, 2007.

December 31,

2007
Leverage at period-end 0.5:1
Adjustable-rate mortgage-backed securities as % of portfolio 81.8%
Fixed-rate mortgage-backed securities as % of portf olio 5.7%
Adjustable-rate residential mortgage loans as % of portfolio 3.8%
Fixed-rate residential mortgage loans as % of portf olio 8.7%
Notional amount of interest rate swaps as % of port folio 95.8%
Annualized yield on average earning assets during t he period 7.02%
Annualized cost of funds on average repurchase bala nce during the
period 5.08%
Weighted average yield on assets at period-end 6.62%
Weighted average cost of funds at period-end 5.02%
Residential Mortgage-Backed Securities
The table below summarizes our RMBS investmenBeaember 31, 2007:
Residential Mortg age-
Backed Securiti es
(dollars in thousa nds)
Amortized cost $1,11 4,137
Unrealized gains 1 0,675
Unrealized losses (522)
Fair value $1,12 4,290

As of December 31, 2007, the RMBS in our portfeliere purchased at a net discount to their par vahaeour RMBS had a weighted
average amortized cost of 98.8.

The following table summarizes certain charactiesstf our RMBS portfolio at December 31, 2007. Bsémated weighted average months
to maturity of the RMBS in the tables below aredahgpon our prepayment expectations, which aredbasédoth proprietary and
subscription-based financial models. Our prepaymeagjections consider current and expected tremdtgtérest rates, interest rate volatility,
steepness of the yield curve, the mortgage ratieeobutstanding loan, time to reset and the spmeadjin of the reset.

w eighted Averages
Estimated
Value  Percent of
(dollarsin  Total Constant
thousands) RMBS Yield to Prepayment
Q) Portfolio C oupon Maturity Rate(2)

RMBS:
Non-Agency Prime  $1,124,290 100.00% 6 32% 6.87%  10.13%
Investment grade - - - - R
Below investment
grade - - - - -

$1,124,290 100.00% 6 32% 6.87%  10.13%

Total RMBS

(1) All assets listed in this chart are carriethair fair value.
(2) Represents the estimated percentage of printigbwill be prepaid over the next 12 months ldase historical principal paydowns.
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The table below summarizes the credit ratings ofRIMMBS investments at December 31, 2007:

Residential Mortgage-
Backed Securities
AAA 100.00%
AA -
A
BBB
BB
B -
Not rated -

Total 100.00%

Actual maturities of RMBS are generally shortemtlstated contractual maturities, as they are afteby the contractual lives of the
underlying mortgages, periodic payments of prinicipad prepayments of principal. The stated cotuieddinal maturity of the mortgage
loans underlying our portfolio of RMBS ranges u@Btyears, but the expected maturity is subjechamge based on the prepayments of the
underlying loans. As of December 31, 2007, theayeifinal contractual maturity of the RMBS portéols 29 years.

The constant prepayment rate, or CPR, attempteettiqh the percentage of principal that will begaiel over the next 12 months based on
historical principal paydowns. As interest rategyithe rate of refinancings typically declinesjclitwe expect may result in lower rates of
prepayment and, as a result, a lower portfolio GBéhversely, as interest rates fall, the rate fifi@acings typically increases, which we
expect may result in higher rates of prepayment asé result, a higher portfolio CPR.

After the reset date, interest rates on our hyadidistable rate RMBS securities adjust annuallgtas spreads over various LIBOR and
Treasury indices. These interest rates are sutgeetps that limit the amount the applicable irgerate can increase during any year, known
as periodic cap, and through the maturity of theliagble security, known as a lifetime cap. Thegiéed average periodic cap for the
portfolio is an increase of 1.86% the weighted agermaximum increases and decreases for the podiel 12.26%.

The following table summarizes our RMBS accordinghieir estimated weighted average life classificet as of December 31, 2007:

Weighted Average Life of Residential
Mortgage-Backed Securities Portfolio

Weighted Average Life of Residential Mortgage-BatBecurities

Portfolio
Fair Value
(dollars in thousands)
Less than one year $45,868
Greater than one year and less than

five years 1,078,422
Greater than or equal to five years -

Total $1,124,290
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Whole Mortgage Loan Portfolio Characteristics
The following tables present certain charactegstitour whole mortgage loan portfolio as of Decenil, 2007.

Whole Mortgage Loan Portfolio Characteristics

(dollars in thousands)

Original loan balance $164,436
Unpaid principal balance $161,489
Weighted average coupon rate on loans 6.33%
Weighted average original term (years) 29.9
Weighted average remaining term (years) 29.5

Remaining Balance
Geographic Distribution  (dollars in

Top 5 States thousands) % of L oan Portfolio Loan Count
California $36,593 22.66% 52
New Jersey $14,368 8.90% 25
New York $12,061 7.47% 18
lllinois $11,330 7.02% 15
Virginia $10,517 6.51% 20
Total $84,869 52.56% 130
Remaining
Balance
(dollars in % of Loan % of Loan
Occupancy Status thousands) Portfolio Loan Co unt Loan Purpose Portfolio
Owner occupied  $148,685  92.07% 236 Purchase 70.
Second home $10,401 6.44% 17 Cash out refinance 14.
Investor $2,403 1.49% 5 Rate and term refinance 14.
Total $161,489 100.00% 258 Total 100.
% of Loan
Documentation Type Portfolio ARM Loan Type % of ARM Loa
Full/alternative 86.43% Traditional ARM loans
Stated income/no ratio 13.57% Hybrid ARM loans 100.
Total 100.00% Total 100.
Dollars in % of Loan
Unpaid Principal Balance Thousands FICO Score Portfolio
$417,000 or less $3,177 740 and above 59.
$417,001 to $650,000 $84,386 700 to 739 25.
$650,001 to $1,000,000  $58,613 660 to 699 11.
$1,000,001 to $2,000,000 $15,313 620 to 659 3.
$2,000,001 to $3,000,000 - Below 620 0.
Over $3,000,001 - Total 100.
Total $161,489
========== Weighted Average FICO Score 7
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Original Loan to Value Dollars in % of Loan

Ratio Thousands Pro perty Type Portfolio
80.01% and above $16,990 S ingle-family detached 61. 29%
70.01% to 80.00% $104,248 P lanned urban development-detached 29. 28%
60.01% to 70.00% $21,553 C ondominium 5. 80%
60.00% or less $18,698 O ther residential 3. 63%
Total $161,489 Tot al 100. 00%

Weighted Average Original
Loan to Value Ratio 74.59%

Periodic Cap on Hybrid ARM Loans % of ARM Loan s

3.00% or less 100. 00%
3.01% to 4.00% -
4.01% to 5.00% -

Total 100. 00%

We purchase our whole mortgage loans on a servieiiagned basis. As a result, we do not servicel@amys, or receive any servicing income.

Results of Operations for the Year Ended Decemberl3 2007
We commenced operations on November 21, 2007 ramdfore do not have any comparable results for periods.
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Net Loss Summary

Our net loss for the period commencing November2R0,7 and ending December 31, 2007 was $2.9 milio80.08 per average share. Our
income for this period consisted of interest incofitee table below presents the net loss summarthéperiod ended December 31, 2007:

Net Loss Summary
(dollars in thousands, except for per share data)

For th e Period November 21, 2007
t hrough December 31, 2007

Interest income $3,492
Interest expense 415
Net interest income 3,077
Unrealized losses on interest rate swaps (4,156)
Net investment income (expense) (1,079)
Expenses

Management fee 1,217

General and administrative expenses 605

Total expenses 1,822

Loss before income tax (2,901)
Income tax 5
Net loss (%$2,906)
Net loss per share - basic and diluted ($0.08)

Weighted average number of shares
outstanding - basic and diluted 37,401,737

Comprehensive Income:
Net loss (%$2,906)
Prepayment Risk
Other comprehensive income:
Unrealized gain on available-for-sale
securities 10,153

Comprehensive income $7,247

Interest Income and Average Earning Asset Yield

We had average earning assets of $399.7 milliothioperiod commencing November 21, 2007 and erdamgmber 31, 2007. Our interest
income was $3.5 million for the period commencingvBimber 21, 2007 and ending December 31, 2007yief&on our portfolio was 7.02
for the period.

Interest Expense and the Cost of Funds

We had average borrowed funds of $270.6 million tatal interest expense of $415,000 for the pecmuimencing November 21, 2007 and
ending December 31, 2007. Our average cost of fuads5.08% for the period commencing November 2072and ending December 31,
2007.
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The table below shows our average borrowed fundsasarage cost of funds as compared to averagenonéi and average six-month
LIBOR for the years ended December 31, 2007.

Average Cost of Funds

(Ratios for the period commencing November 21, 288F ending December 31, 2007 have been annuatinéldrs in thousands)

Average
One-Month Average Average
LIBOR Costof  Cost of
Relative Funds Funds
Average to Relative Relative to
Average Average Six- Average to Average Average
Borrowed  Interes t Average Cost One-Month Month Six-Month One-Month  Six-Month
Funds Expen se of Funds LIBOR LIBOR LIBOR LIBOR LIBOR
For the Period Commencing
November 21, 2007 and Ending
December 31, 2007 $270,584 $415 5.08% 498% 4.84% 0.14% 0.10% 0.24%

Net Interest Income

Our net interest income, which equals interestimedess interest expense, totaled $3.1 milliortHerperiod commencing November 21,
2007 and ending December 31, 2007. Our net intepgetid, which equals the yield on our averageasfsethe period less the average cost
of funds for the period, was 1.94 % for the pegodmencing November 21, 2007 and ending Decemhet(RYY .

The table below shows our average assets heldljritdgest income, yield on average interest egraissets, average balance of repurchase
agreements, interest expense, average cost of, foetimterest income, and net interest rate spiaathe period commencing November 21,
2007 and ending December 31, 2007.

Net Interest Income

(Ratios for the period commencing November 21, 288F ending December 31, 2007 have been annuatiidrs in thousands)

Yield on
Average
Interest Average Balance Averag e
Average Earning Total Interest Earning  of Repurchase Interest Cost of Net Interest Net Interest
Assets Held Income Assets Agreements  Expense Funds Income  Rate Spread
For the Period
Commencing November 21,
2007 and Ending
December 31, 2007 $399,736 $3,492 7.02% $270,584 $415 5.08 % $3,077 1.94%

Gains and Losses on Sales of Assets and Interestt®&8&waps
We did not sell any assets or realize any gaiiwgs bn interest rate swaps during 2007.
Management Fee and General and Administrative Expeses

We paid FIDAC a base management fee of $1.2 mifilwithe period commencing November 21, 2007 amtingnDecember 31, 2007. We
did not pay an incentive fee for this period.

General and administrative (or G&A) expenses wé&@bR218 for the period commencing November 21, 206¥ ending December 31, 20

Total expenses as a percentage of average totbassre 1.55% for the period commencing NovemhePQ07 and ending December 31,
2007.

48



Currently, our Manager has waived its right to fiegjus to pay our pro rata portion of rent, telephautilities, office furniture, equipment,
machinery and other office, internal and overhegukases of our Manager and its affiliates requice@ur operations.

The table below shows our total management feeG® expenses as compared to average total assg@vanage equity for the period
commencing November 21, 2007 and ending Decemhe208)7 .

Management Fee and G&A Expenses and Operating Expsa Ratios
(ratios for the quarters have been annualizedadoih thousands)

T otal Management Total Management Fee
Total Management Fee and G&A and G&A
Feeand G&A E xpenses/Average Expenses/Average
Expenses Total Assets Equity

For the Period Commencing
November 21, 2007 and Ending
December 31, 2007 $1,822 1.55% 3.05%

Net Loss and Return on Average Equity

Our net loss was $2.9 million for the period comuoieg November 21, 2007 and ending December 31,.200F table below shows our net
interest income, gain (loss) on sale of RMBS andle/imortgage loans and termination of interest sataps, unrealized gains (loss) on
interest rate swaps, total expenses, income tak, &na percentage of average equity, and thenretuaverage equity for the period
commencing November 21, 2007 and ending Decemhe208)7 .

Components of Return on Average Equity

(Ratios for the period commencing November 21, 288F ending December 31, 2007 have been annualized)

Gain/(Loss) on Unrealized
Sale of Asset Gain/(Loss)

and Interest on Interest Return
Net Interest Rate Rate Total | ncome on
Income/Average Swaps/Average Swaps/Average Expenses/Average Ta x/Average Average
Equity Equity Equity Equity Equity  Equity

For the Period Commencing November
21, 2007 and Ending
December 31, 2007 5.16% - (6.97%) (3.05%) (0.01%) (4.87%)

Liquidity and Capital Resources
We held cash and cash equivalents of approxim&®& million at December 31, 2007.

Our operating activities used net cash of approteéiga0.58 million for the period commencing Noveen1, 2007 and ending December
31, 2007.

Our investing activities used net cash of $795 lanifor the period commencing November 21, 208@ anding December 31, 2007
primarily from the purchase of RMBS and reversairepase agreements.

Our financing activities as of December 31, 200i@ststed of our initial public offering and concurt@rivate offering, from which we
received net proceeds of $533.6 million, and prdsdeom repurchase agreements totaling approxim&g10.6 million which we used to
finance the acquisition of RMBS. We expect to ammi to borrow funds in the form of repurchase agesds as well as other types of
financing. As of December 31, 2007 we had estabtiseven borrowing arrangements with various imrest banking firms, one of which
was in use on December 31, 2007. Increases in-g#ramtinterest rates could negatively affect thieiaion of our mortgage-related assets,
which could limit our borrowing ability or causerdanders to initiate margin calls. Amounts due wpuaturity of our repurchase agreements
will be funded primarily through the rollover/reigmce of repurchase agreements and monthly prireigbinterest payments received on
mortgage-backed securities.
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For our short-term (one year or less) and lterga liquidity, which include investing and compice with collateralization requirements un
our repurchase agreements (if the pledged colladeaeases in value or in the event of margirsaakated by prepayments of the pledged
collateral), we also rely on the cash flow froméstments, primarily monthly principal and inteneayments to be received on our RMBS
whole mortgage loans, cash flow from the sale ofigges as well as any primary securities offesiagithorized by our board of directors.

Based on our current portfolio, leverage rate aradlable borrowing arrangements, we believe ouetassill be sufficient to enable us to ir
anticipated short-term (one year or less) liquiddguirements such as to fund our investment aietsvipay fees under our management
agreement, fund our distributions to stockholdes pay general corporate expenses. However, aeaserin prepayment rates substantially
above our expectations could cause a temporariditgshortfall due to the timing of the necessargrgin calls on the financing
arrangements and the actual receipt of the caateceto principal paydowns. If our cash resourcestany time insufficient to satisfy our
liquidity requirements, we may have to sell debadditional equity securities in a common stocleoffg. If required, the sale of RMBS or
whole mortgage loans at prices lower than theiry@iag value would result in losses and reducedrimeo

Our ability to meet our longerm (greater than one year) liquidity and capitaburce requirements will be subject to obtaimidditional deb
financing and equity capital. Subject to our maiitey our qualification as a REIT, we expect to asaumber of sources to finance our
investments, including repurchase agreements, wasehfacilities, securitization, commercial papgat term financing CDOs. Such financ
will depend on market conditions for capital raisesl for the investment of any proceeds. If weusr@ble to renew, replace or expand our
sources of financing on substantially similar terinmay have an adverse effect on our businessesudts of operations. Upon liquidation,
holders of our debt securities and shares of pedestock and lenders with respect to other bomgwiwill receive a distribution of our
available assets prior to the holders of our comstook.

We are not required to maintain any specific debquity ratio as we believe the appropriate legyerf@r the particular assets we are
financing depends on the credit quality and riskhoke assets. At December 31, 2007, our totalwlabtapproximately $270.6 million which
represented a debt-to-equity ratio of approximaebyl.

Stockholders' Equity

During the period ended December 31, 2007, we detldividends to common shareholders totaling $8®2pr $0.025 per share, all of
which was paid on January 25, 2008.

Contractual Obligations and Commitments

On November 15, 2007 we entered into a managengee¢ment with FIDAC, pursuant to which FIDAC isidatl to receive a base
management fee, incentive compensation and, ininegircumstances, a termination fee and reimbues¢iwf certain expenses as described
in the management agreement. Such fees and expgmses have fixed and determinable payments. Hse Imanagement fee is payable
quarterly in arrears in an amount equal to 1.75%apaum, calculated quarterly, of our stockholdegsiity (as defined in the management
agreement). Our Manager uses the proceeds frameitsigement fee in part to pay compensation tdfitess and employees who,
notwithstanding that certain of them also are dficers, receive no cash compensation directly ftanThe base management fee will be
reduced, but not below zero, by our proportionates of any CDO base management fees FIDAC recaivamnection with the CDOs in
which we invest, based on the percentage of eguétiold in such CDOs. Our Manager will receive tgrly incentive compensation in an
amount equal to 20% of the dollar amount by whicieCEarnings, on a rolling four-quarter basis aefbe the incentive management fee,
exceeds the product of (1) the weighted averageeoissue price per share of all of our public iffgs multiplied by the weighted average
number of shares of common stock outstanding ih suarter and (2) 0.50% plus one-fourth of the agerof the one month LIBOR rate for
such quarter and the previous three quarters.heointtial four quarters following this offering, 082 Earnings and the LIBOR rate will be
calculated on the basis of each of the previousigpleted quarters on an annualized basis. Cordriggrand LIBOR rate for the initial
quarter will each be calculated from the settlentiztié of our initial public offering on an annualizbasis. Core Earnings is a non-GAAP
measure and is defined as GAAP net income (logglidixng non-cash equity compensation expense, dxguany unrealized gains, losses or
other items that do not affect realized net incgragardless of whether such items are includedhiaracomprehensive income or loss, or in
net income). The amount will be adjusted to exclode-time events pursuant to changes in GAAP artdinenon-cash charges after
discussions between our Manager and our indepexifetors and approval by a majority of our indegent directors. The incentive
management fee will be reduced, but not below ZBra@ur proportionate share of any CDO incentivaaggement fees FIDAC receives in
connection with the CDOs in which we invest, basedhe percentage of equity we hold in such CDOs.e&pect to enter into certain
contracts that contain a variety of indemnificatabligations, principally with our Manager, brokensd counterparties to repurchase
agreements. The maximum potential future paymemusaitriwe could be required to pay under these indfaation obligations is unlimited.
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The following table summarizes our contractual gdgions at December 31, 2007.

(dol lars in thousands)
Greater
One to Threeto Than or
Within One  Three Five Equal to

Contractual Obligations Year Years Years Five Years  Total
Repurchase agreements $270,584 - - - $270,584
Interest expense on
repurchase agreements(1) 1,206 - - - 1,206

Total $271,790 - - - $271,790

(1) Interest is based on rates in effect as of Bez 31, 2007.

The repurchase agreements for our repurchasetiteifjenerally do not include substantive provisiother than those contained in the
standard master repurchase agreement as publightbd Bond Market Association. Repurchase agreesrfentvhole mortgage loans that
entered into subsequent to December 31, 2007 comégjative covenants requiring us to maintain gehtvels of net asset value, tangible
worth and available funds and comply with intei@sterage ratios, leverage ratios and distribufimitations.

Off-Balance Sheet Arrangements

We do not have any relationships with unconsolidi&tatities or financial partnerships, such as iestibften referred to as structured finance
or special purpose entities, which would have hestablished for the purpose of facilitating offdrade sheet arrangements or other
contractually narrow or limited purposes. Furthvee,have not guaranteed any obligations of uncotat@d entities nor do we have any
commitment or intent to provide funding to any sediities. As such, we are not materially exposeainy market, credit, liquidity or
financing risk that could arise if we had engagediich relationships.

Dividends

To qualify as a REIT, we must pay annual dividetedsur stockholders of at least 90% of our taxafdeme, determined without regard to
the deduction for dividends paid and excluding aef/capital gains. We intend to pay regular quir@ividends to our stockholders. Before
we pay any dividend, whether for U.S. federal inedax purposes or otherwise, which would only bid pat of available cash to the extent
permitted under our warehouse and repurchasetfesiind commercial paper, we must first meet bathoperating requirements and
scheduled debt service on our warehouse lines ted debt payable.

Inflation

Virtually all of our assets and liabilities aredngst rate sensitive in nature. As a result, isteres and other factors influence our
performance far more so than does inflation. Chaigénterest rates do not necessarily correlatk inflation rates or changes in inflation
rates. Our financial statements are prepared iordance with GAAP and our distributions will be elehined by our board of directors
consistent with our obligation to distribute to stockholders at least 90% of our REIT taxable imemn an annual basis in order to maintain
our REIT qualification; in each case, our activstand balance sheet are measured with referetistdoical cost and/or fair market value
without considering inflation.
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ltem 7A. Quantitative and Qualitative Disclosures Aout Market Risk

The primary components of our market risk are eeldb credit risk, interest rate risk, prepaymésk, rmarket value risk and real estate risk.
While we do not seek to avoid risk completely, vedidve the risk can be quantified from historicgberience and we seek to actively mar
that risk, to earn sufficient compensation to jystiking those risks and to maintain capital levebnsistent with the risks we undertake.

Credit Risk

We are subject to credit risk in connection with mvestments and face more credit risk on assetewn which are rated below "AAA". The
credit risk related to these investments pertairthé ability and willingness of the borrowers @ypwhich is assessed before credit is granted
or renewed and periodically reviewed throughoutitia@ or security term. We believe that residuahlaredit quality is primarily determined
by the borrowers' credit profiles and loan chanasties. Our Manager will use a comprehensive ¢nedliew process. Our Manager's analysis
of loans includes borrower profiles, as well asuasibn and appraisal data. Our Manager uses corapegd$actors such as liquid assets, low
loan to value ratios and job stability in evalugtloans. Our Manager's resources include a prepyigiortfolio management system, as well
as third party software systems. Our Manager ilize a third party due diligence firm to perfoian independent underwriting review to
insure compliance with existing guidelines. Our ldger will select loans for review predicated ok-tigsed criteria such as loan-to-value,
borrower's credit score(s) and loan size. Our Managll also outsource underwriting services toiegwhigher risk loans, either due to
borrower credit profiles or collateral valuatiosugs. In addition to statistical sampling techngyweir Manager will create adverse credit and
valuation samples, which we individually review.rQdanager will reject loans that fail to conformdor standards. Our Manager will accept
only those loans which meet our underwriting crite®©nce we own a loan, our Manager's surveillaroeess includes ongoing analysis
through our proprietary data warehouse and serfilesr Additionally, the non-Agency RMBS and oth&BS which we will acquire for our
portfolio will be reviewed by our Manager to ensthat they satisfy our risk based criteria. Our kiger's review of non-Agency RMBS and
other ABS will include utilizing its proprietary pifolio management system. Our Manager's reviemoofAgency RMBS and other ABS w

be based on quantitative and qualitative analyfsiseorisk-adjusted returns on non-Agency RMBS atiger ABS present.

Interest Rate Risk

Interest rate risk is highly sensitive to many éast including governmental monetary and tax peficdomestic and international economic
and political considerations and other factors Inelyour control. We are subject to interest ratie insconnection with our investments and
related debt obligations, which are generally repase agreements, warehouse facilities, securitizatommercial paper and term financing
CDOs. Our repurchase agreements and warehousiidagihay be of limited duration that are periodliceefinanced at current market rates.
We intend to mitigate this risk through utilizatiohderivative contracts, primarily interest rateap agreements.

Interest Rate Effect on Net Interest Income

Our operating results depend, in large part, oieifices between the income from our investmerdanborrowing costs. Most of our
warehouse facilities and repurchase agreementsderéimancing based on a floating rate of intecedtulated on a fixed spread over LIBOR.
The fixed spread varies depending on the type dédying asset which collateralizes the financiigcordingly, the portion of our portfolio
which consists of floating interest rate assetslélmatch-funded utilizing our expected sourceshafrt-term financing, while our fixed
interest rate assets will not be mafahded. During periods of rising interest rateg, blorrowing costs associated with our investmeantd tc
increase while the income earned on our fixed @sierate investments may remain substantially umgdd This will result in a narrowing of
the net interest spread between the related amsatsorrowings and may even result in losses. Egrtturing this portion of the interest rate
and credit cycles, defaults could increase andtressaredit losses to us, which could adversefeetfour liquidity and operating results. Such
delinquencies or defaults could also have an adwfect on the spread between interest-earnirejsaasd interest-bearing liabilities.
Hedging techniques are partly based on assumels lef/prepayments of our fixed-rate and hybrid atjblerate mortgage loans and RME

If prepayments are slower or faster than assurhedife of the mortgage loans and RMBS will be lengr shorter, which would reduce the
effectiveness of any hedging strategies we mayandamay cause losses on such transactions. Heslgatggies involving the use of
derivative securities are highly complex and maydpice volatile returns.
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Interest Rate Effects on Fair Value

Another component of interest rate risk is thea@fthanges in interest rates will have on thevalue of the assets we acquire. We face the
risk that the fair value of our assets will incre@s decrease at different rates than that ofiabilities, including our hedging instruments.
primarily assess our interest rate risk by estingathe duration of our assets and the duratioruofiabilities. Duration essentially measures
the market price volatility of financial instrumerds interest rates change. We generally calcdiatgion using various financial models and
empirical data. Different models and methodologi@s produce different duration numbers for the saeaarities.

It is important to note that the impact of changimigrest rates on fair value can change signifigamhen interest rates change beyond 100
basis points from current levels. Therefore, thiawdy in the fair value of our assets could iease significantly when interest rates change
beyond 100 basis points. In addition, other facimoisact the fair value of our interest raensitive investments and hedging instruments,

as the shape of the yield curve, market expecta#srio future interest rate changes and otheranedkditions. Accordingly, in the event of
changes in actual interest rates, the change ifathealue of our assets would likely differ fraimat shown above, and such difference might
be material and adverse to our stockholders.

Interest Rate Cap Risk

We also invest in adjustable-rate mortgage loadsRMBS. These are mortgages or RMBS in which thiedging mortgages are typically
subject to periodic and lifetime interest rate capd floors, which limit the amount by which thewety's interest yield may change during
any given period. However, our borrowing costs pard to our financing agreements will not be sufdiesimilar restrictions. Therefore, in a
period of increasing interest rates, interest catts on our borrowings could increase withouttition by caps, while the interest-rate yields
on our adjustable-rate mortgage loans and RMBS aveiiiectively be limited. This problem will be mafied to the extent we acquire
adjustable-rate RMBS that are not based on mortgapéch are fully indexed. In addition, the mortgagr the underlying mortgages in an
RMBS may be subject to periodic payment caps #silt in some portion of the interest being defitard added to the principal
outstanding. This could result in our receipt alsleash income on our adjustable-rate mortgage$/&S than we need in order to pay the
interest cost on our related borrowings. Thesefaatould lower our net interest income or causetdoss during periods of rising interest
rates, which would harm our financial conditionsledlows and results of operations.

Interest Rate Mismatch Risk

We intend to fund a substantial portion of our asitjons of hybrid adjustableate mortgages and RMBS with borrowings that, afiereffec

of hedging, have interest rates based on indicésepricing terms similar to, but of somewhat shomaturities than, the interest rate indices
and repricing terms of the mortgages and RMBS. TTiwesanticipate that in most cases the interestinalices and repricing terms of our
mortgage assets and our funding sources will naddtical, thereby creating an interest rate mismaetween assets and liabilities.
Therefore, our cost of funds would likely rise all imore quickly than would our earnings rate osess. During periods of changing interest
rates, such interest rate mismatches could nedjatimpact our financial condition, cash flows amsults of operations. To mitigate interest
rate mismatches, we may utilize the hedging stresedjscussed above. Our analysis of risks is basaxir Manager's experience, estimates,
models and assumptions. These analyses rely onlsnotlih utilize estimates of fair value and insreate sensitivity. Actual economic
conditions or implementation of investment decisiby our management may produce results that diifmificantly from the estimates and
assumptions used in our models and the projecsedtseshown in this Form 10-K.

Our profitability and the value of our portfolimluding interest rate swaps) may be adverselyet#fleduring any period as a result of
changing interest rates. The following table gdatithe potential changes in net interest incqmoetfolio value should interest rates go uj
down 25, 50, and 75 basis points, assuming thd giaives of the rate shocks will be parallel toheaitier and the current yield curve. All
changes in income and value are measured as pageertianges from the projected net interest in@mdeportfolio value at the base interest
rate scenario. The base interest rate scenarionassimterest rates at December 31, 2007 and vagitimates regarding prepayment and all
activities are made at each level of rate shocku@laesults could differ significantly from thesstimates.
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Projected Percentage Projected Percentage

Change in Interest Rate Change in Change in
Net Interest Income Portfolio Value

-75 Basis Points (9.23%) 0.72%

-50 Basis Points (6.26%) 0.14%

-25 Basis Points (3.06%) (0.44%)
Base Interest Rate - -

+25 Basis Points 3.54% (1.60%)

+50 Basis Points 7.15% (2.18%)

+75 Basis Points 10.76% (2.76%)

Prepayment Risk

As we receive prepayments of principal on thesesitments, premiums paid on such investments wirbertized against interest income
general, an increase in prepayment rates will acatd the amortization of purchase premiums, tlyarethucing the interest income earned on
the investments. Conversely, discounts on suclsinwents are accreted into interest income. In gérnem increase in prepayment rates will
accelerate the accretion of purchase discountelifiéencreasing the interest income earned onnbhestments.

Extension Risk

Our Manager will compute the projected weightedrage life of our investments based on assumptiegarding the rate at which the
borrowers will prepay the underlying mortgagesgémeral, when a fixed-rate or hybrid adjustable-rabrtgage loans or RMBS are acquired
with borrowings, we may, but are not required teeinto an interest rate swap agreement or ¢tbéging instrument that effectively fixes
our borrowing costs for a period close to the andited average life of the fixed-rate portion of tielated assets. This strategy is designed to
protect us from rising interest rates because totving costs are fixed for the duration of theefi-rate portion of the related residential
mortgage-backed security. However, if prepaymetaisrdecrease in a rising interest rate environntieatjfe of the fixed-rate portion of the
related assets could extend beyond the term afilag agreement or other hedging instrument. Thifddoave a negative impact on our
results from operations, as borrowing costs wouwldomger be fixed after the end of the hedgingrumeent while the income earned on the
hybrid adjustable-rate assets would remain fixdds Situation may also cause the market value ohghrid adjustable-rate assets to decline,
with little or no offsetting gain from the relatbédging transactions. In extreme situations, we beaforced to sell assets to maintain
adequate liquidity, which could cause us to inogses.

Market Risk
Market Value Risk

Our available-for-sale securities will be reflectdheir estimated fair value with unrealized gaand losses excluded from earnings and
reported in other comprehensive income pursua8F#®S No. 115, Accounting for Certain Investment®ebt and Equity Securities. The
estimated fair value of these securities fluctugtémarily due to changes in interest rates anérmfidictors. Generally, in a rising interest rate
environment, the estimated fair value of these esiwould be expected to decrease; converselg,decreasing interest rate environment,
the estimated fair value of these securities whel@xpected to increase. As market volatility inses or liquidity decreases, the fair value of
our investments may be adversely impacted. If veuaable to readily obtain independent pricingalidate our estimated fair value of
securities in the portfolio, the fair value gaindasses recorded in other comprehensive incomebaadversely affected.

Real Estate Risk

We own assets secured by real property and mayreaproperty directly in the future. Residentiedjperty values are subject to volatility
and may be affected adversely by a number of fachocluding, but not limited to, national, regibaad local economic conditions (which
may be adversely affected by industry slowdownsathdr factors); local real estate conditions (salan oversupply of housing); change
continued weakness in specific industry segmemwtsstcuction quality, age and design; demographitofa; and retroactive changes to
building or similar codes. In addition, decreaseprioperty values reduce the value of the collhtard the potential proceeds available to a
borrower to repay our loans, which could also caiss suffer losses.
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Risk Management

To the extent consistent with maintaining our REtatus, we will seek to manage risk exposure tteptamur portfolio of residential mortge
loans, RMBS, and other assets and related dehistghe effects of major interest rate changesg@feerally seek to manage our risk by:

0 monitoring and adjusting, if necessary, the rasx and interest rate related to our RMBS andfioancings;

o0 attempting to structure our financings agreementeve a range of different maturities, termspdizations and interest rate adjustment
periods;

o0 using derivatives, financial futures, swaps, @i caps, floors and forward sales to adjustritexest rate sensitivity of our MBS and our
borrowings;

0 using securitization financing to lower averagst®f funds relative to short-term financing vééscfurther allowing us to receive the
benefit of attractive terms for an extended peabtime in contrast to short term financing and unigy dates of the investments included in
the securitization; and

o actively managing, on an aggregate basis, tleedst rate indices, interest rate adjustment pgrimad gross reset margins of our MBS and
the interest rate indices and adjustment periodsinfinancings.

Our efforts to manage our assets and liabilitiescancerned with the timing and magnitude of thpgiceng of assets and liabilities. We
attempt to control risks associated with interagt movements. Methods for evaluating interestriskeinclude an analysis of our interest |
sensitivity "gap", which is the difference betweéeterest-earning assets and interest-bearingili@siimaturing or repricing within a given
time period. A gap is considered positive whenatmount of interest-rate sensitive assets exceedstiount of interest-rate sensitive
liabilities. A gap is considered negative whendh®ount of interest-rate sensitive liabilities ex@e@terest-rate sensitive assets. During a
period of rising interest rates, a negative gapld/itend to adversely affect net interest incomeijenvd positive gap would tend to result in an
increase in net interest income. During a periothliihg interest rates, a negative gap would tencesult in an increase in net interest
income, while a positive gap would tend to affeet imterest income adversely. Because differerasyqf assets and liabilities with the same
or similar maturities may react differently to claas in overall market rates or conditions, chamgésterest rates may affect net interest
income positively or negatively even if an insiibmt were perfectly matched in each maturity catggor

The following table sets forth the estimated m&yui repricing of our interest-earning assets iaterest-bearing liabilities at December 31,
2007. The amounts of assets and liabilities shoitiminwa particular period were determined in acemak with the contractual terms of the
assets and liabilities, except adjustable-ratedpand securities are included in the period inclvitheir interest rates are first scheduled to
adjust and not in the period in which they maturé does include the effect of the interest ratepsw@he interest rate sensitivity of our as
and liabilities in the table could vary substamidfl based on actual prepayment experience.
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Within 3 1 Year to 3 Greater than

Months  3-1 2 Months  Years 3 Years Total
(dollars in thousands)
Rate Sensitive Assets:
Whole Mortgage Loans $- $- $-  $161,489 $161,489
RMBS - - 169,929 958,293 $1,128,222

Rate Sensitive Liabilities:
Repurchase Agreements, with the

effect of swaps (896,296) 256,869 693,211 216,800 $270,584
Interest rate sensitivity gap $896,296 ( $256,869) ($523,282) $902,982 $1,019,127
Cumulative rate sensitivity gap $896,296 $639,427 $116,145 $1,019,127

Cumulative interest rate

sensitivity gap as

a percentage of total rate-

sensitive

assets 69% 50% 9% 79%

Our analysis of risks is based on our manager'sreqce, estimates, models and assumptions. Thedeas rely on models which utilize
estimates of fair value and interest rate sengjitivictual economic conditions or implementationrofestment decisions by our manager 1
produce results that differ significantly from tbstimates and assumptions used in our models angtdfected results shown in the above
tables and in this report. These analyses contataio forward-looking statements and are subjethé safe harbor statement set forth under
the heading, "Special Note Regarding Forward-LoglStatements."

Item 8. Financial Statements and Supplementary Data

Our financial statements and the related notegthey with the Report of Independent Registeredi®Alzcounting Firm thereon, are set
forth on pages F-1 through F-13 of this Form 10-K.

Item 9. Changes in and Disagreements with Accounté&mon Accounting and Financial Disclosure
None.
Item 9A. Controls and Procedures

Our management, including our Chief Executive G@ifjor CEO and Chief Financial Officer, or CFO,iesved and evaluated the
effectiveness of the design and operation of oseldsure controls and procedures (as defined ie B8&-15(e) and 15d-15(e) of the
Securities Exchange Act) as of the end of the petavered by this annual report. Based on thaeveand evaluation, the CEO and CFO
have concluded that our current disclosure conantsprocedures, as designed and implemented gf®) effective in ensuring that
information regarding the Company and its subsielais made known to our management, includingQi® and CFO, as appropriate to
allow timely decisions regarding required discl@sand (2) were effective in providing reasonabieance that information the Company
must disclose in its periodic reports under theufites Exchange Act is recorded, processed, sumethand reported within the time peri
prescribed by the SEC's rules and forms.

Management's Annual Report on Internal Control overFinancial Reporting

This Annual Report on Form 10-K does not includeport of management's assessment regarding ihtamigol over financial reporting
due to a transition period established by rulethefSecurities and Exchange Commission for newblipgompanies.
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Attestation Report of Registered Public Accountind=irm

This Annual Report on Form 10-K does not includeatiestation report of the company's registeredigpabcounting firm due to a transition
period established by rules of the Securities axch&Bnge Commission for newly public companies.

Changes in Internal Controls

There have been no changes in our "internal coatret financial reporting” (as defined in rule 18&{) of the Exchange Act) that occurred
during the period commencing November 21, 2007amting December 31, 2007 that have materially tdtk@r are reasonably likely to
materially affect, our internal control over finaaaeporting.

Item 9A(T). Controls and Procedures.

Not applicable

Item 9B. Other Information

None.

Item 10. Directors, Executive Officers and Corpora¢ Governance

The information required by Item 10 as to our diveg is incorporated herein by reference to theystatement to be filed with the SEC
within 120 days after December 31, 2007. The inftiom regarding our executive officers requiredtieyn 10 appears in Part | of the Form
10-K. The information required by Item 10 as to compliance with Section 16 (a) of the Securitisliange Act of 1934 is incorporated by
reference to the proxy statement to be filed whth SEC within 120 days after December 31, 2007.

We have adopted a Code of Business Conduct andsBihihin the meaning of Item 406(b) of Regulati#. This Code of Business
Conduct and Ethics applies to our principal exeeutifficer, principal financial officer and prin@paccounting officer. This Code of
Business Conduct and Ethics is publicly availalsleoar website at www.chimerareit.com. If we makbstantive amendments to this Cod:
Business Conduct and Ethics or grant any waiveluding any implicit waiver, we intend to disclabese events on our website.

Item 11. Executive Compensation

The information required by Item 11 is incorporakesiein by reference to the proxy statement taled With the SEC within 120 days after
December 31, 2007.

Item 12. Security Ownership of Certain Beneficial @Qvners and Management and Related Stockholder Matter

The information required by Item 12 is incorporakesein by reference to the proxy statement tdled #ith the SEC within 120 days after
December 31, 2007.

Item 13. Certain Relationships and Related Transa@ns, and Director Independence

The information required by Item 13 is incorporakesein by reference to the proxy statement tdled #ith the SEC within 120 days after
December 31, 2007.

Item 14. Principal Accountant Fees and Services

The information required by Item 14 is incorporabesiein by reference to the proxy statement taled #ith the SEC within 120 days after
December 31, 2007.

Iltem 15. Exhibits, Financial Statement Schedules
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(a) Documents filed as part of this report:
1. Financial Statements.
2. Schedules to Financial Statements.

All financial statement schedules have been omlttxhuse they are either inapplicable or the infdion required is provided in our

Financial Statements and Notes thereto, includéthim |1, Item 8, of this Annual Report on Form KO-

3. Exhibits:

EXHIBIT INDEX

Exhibit Description

Number

3.1  Articles of Amendment and Restatement of C
Corporation (filed as Exhibit 3.1 to the
Registration Statement on Amendment No. 1
No. 333-145525) filed on September 27, 200
herein by reference)

3.2  Amended and Restated Bylaws of Chimera Inv
(filed as Exhibit 3.2 to the Company's Reg
on Amendment No. 2 to Form S-11 (File No.
November 5, 2007 and incorporated herein b

4.1  Specimen Common Stock Certificate of Chime
Corporation (filed as Exhibit 4.1 to the C
Registration Statement on Amendment No. 1
No. 333-145525) filed on September 27, 200
herein by reference)

10.1  Form of Management Agreement between Chime

Corporation and Fixed Income Discount Advi
as Exhibit 10.1 to the Company's Registrat
Amendment No. 1 to Form S-11 (File No. 333
September 27, 2007 and incorporated herein

10.2+ Form of Equity Incentive Plan (filed as E
Company's Registration Statement on Amendm
S-11 (File No. 333-145525) filed on Septem
incorporated herein by reference)

10.3+ Form of Restricted Common Stock Award (fil
to the Company's Registration Statement on
Form S-11 (File No. 333-145525) filed on S
and incorporated herein by reference)

10.4+ Form of Stock Option Grant (filed as Exhib
Company's Registration Statement on Amendm
S-11 (File No. 333-145525) filed on Septem
incorporated herein by reference)

10.5 Form of Master Securities Repurchase Agree
Exhibit 10.5 to the Company's Registration
Amendment No. 3 to Form S-11 (File No. 333
November 13, 2007 and incorporated herein

23.1 Master Repurchase Agreement, dated as of J
Credit Suisse First Boston Mortgage Capita
Corporation (filed as Exhibit 10.1 to the
Form 8-K filed on January 24, 2008 and inc
reference)

23.2 Master Repurchase Agreement, dated as of J
among DB Structured Products, Inc., Deutsc
Inc., and Chimera Investment Corp. (filed
the Company's Current Report on Form 8-K f
2008 and incorporated herein by reference)

31.1 Certification of Matthew Lambiase, Chief E
President of the Registrant, pursuant to S
Sarbanes-Oxley Act of 2002.

31.2 Certification of A. Alexandra Denahan, Chi
Registrant, pursuant to Section 302 of the

32.1 Certification of Matthew Lambiase, Chief E
President of the Registrant, pursuant to 1
adopted pursuant to Section 906 of the Sar
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32.2 Certification of A. Alexandra Denahan, Chi
Registrant, pursuant to 18 U.S.C. Section
Section 906 of the Sarbanes-Oxley Act of 2

+ Represents a management contract
arrangement.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of Chiarlavestment Corporation
New York, New York

We have audited the accompanying statement ofdinhoondition of Chimera Investment Corporatiame(tCompany") as of December 31,
2007 and the related statements of operations amgrehensive income, stockholders' equity, and flasls for the period from November
21, 2007 (date operations commenced) to Decemh&0BT. These financial statements are the redpititysof the Company's management.
Our responsibility is to express an opinion on ¢hfisancial statements based on our audit.

We conducted our audit in accordance with the stadsdof the Public Company Accounting Oversighti8dé@/nited States). Those stande
require that we plan and perform the audit to ebtaasonable assurance about whether the finataieiments are free of material
misstatement. The Company is not required to hamewere we engaged to perform, an audit of isrirel control over financial reporting.
Our audit included consideration of internal cohtreer financial reporting as a basis for desigraniglit procedures that are appropriate in the
circumstances, but not for the purpose of exprgssmopinion on the effectiveness of the Companyésnal control over financial reporting.
Accordingly, we express no such opinion. An autiibancludes examining, on a test basis, evidenppating the amounts and disclosures
in the financial statements, assessing the acaayptinciples used and significant estimates mad@&nagement, as well as evaluating the
overall financial statement presentation. We belithat our audit provides a reasonable basis floopinion.

In our opinion, such financial statements presainlyf in all material respects, the financial gimsi of Chimera Investment Corporation as of
December 31, 2007, and the results of its opersitionl its cash flows for the period from Novembkr2D07 (date operations commencec
December 31, 2007, in conformity with accountinipgiples generally accepted in the United State&roérica.

DELOITTE & TOUCHE LLP
New York, New York
March 3, 2008
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CHIMERA INVESTMENT CORPORATION

STATEMENT OF FINANCIAL CONDITION
(dollars in thousands)

December 31, 2007

ASSETS
Cash and cash equivalents $ 6,026
Restricted cash 1,350
Mortgage-Backed Securities, at fair value 1,124,290
Loans held for investment, net of allowance for loa n losses
of $81 162,371
Reverse repurchase agreements 265,000
Accrued interest receivable 6,036
Other assets 563
Total assets $ 1,565,636

LIABILITIES AND STOCKHOLDERS' EQUITY

Liabilities:
Repurchase agreements $ 270,584
Payable for Mortgage-Backed Securities purchased 748,920
Accrued interest payable 415
Dividends payable 943
Accounts payable and other liabilities 1,729
Interest rate swaps, at fair value 4,156

Total liabilities 1,026,747

Commitments and Contingencies (Note 12)

Stockholders' Equity:

Common stock: par value $.01 per share; 500,000,00 0 shares

authorized, 37,705,563 shares issued and outstandi ng 377
Additional paid-in capital 532,208
Accumulated other comprehensive income 10,153
Accumulated deficit (3,849)
Total stockholders' equity 538,889
Total liabilities and stockholders' equity $ 1,565,636

See notes to financial statements.
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CHIMERA INVESTMENT CORPORATION

STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME
(dollars in thousands, except per share data)

Interest income
Interest expense

Net interest income

Unrealized losses on interest rate swaps

Net Investment Income (Expense)

Expenses
Management fee
General and administrative expenses

Total expenses

Loss before income taxes

Income tax

Net loss

Net loss per share - basic and diluted

Weighted average number of shares outstanding - bas
diluted

Comprehensive Income:
Net loss

Other comprehensive income:
Unrealized gain on available-for-sale securities

Comprehensive income

See notes to financial statements.

For the Period
November 21, 2007
(date operations
commenced) through
December 31, 2007

($2,906)

(30.08)

ic and
37,401,737

($2,906)




CHIMERA INVESTMENT CORPORATION

STATEME

NT OF STOCKHOLDERS' EQUITY
( dollars in thousands)
Accumulated
Common Additional Other
Stock Par Paid-in Comprehensive Accumulated
Value Capital Income Deficit Total

Balance, November 21, 2007 $ -3 - $ -$ -$ -
(date operations commenced)
Proceeds from common stock
offerings 377 532,197 - - 532,574
Net income - - - (2,906) (2,906)
Other comprehensive income - - 10,153 - 10,153
Proceeds from direct
purchases - 11 - - 11
Common dividends declared,

$0.025 per share

- (943)  (943)
Balance, December 31, 2007 $ 377 $ 532,208

$ 10,153  ($3,849) $ 538,889

See notes to financial statements.



CHIMERA INVESTMENT CORPORA
STATEMENT OF CASH FLOW

(dollars in thousands)

Cash Flows From Operating Activities:
Net loss
Adjustments to reconcile net loss to net cash used
activities:
Amortization of investments
Unrealized loss on interest rate swaps
Allowance for loan losses
Changes in operating assets
Increase in accrued interest receivable
Increase in other assets
Changes in operating liabilities
Increase in accounts payable
Increase in accrued interest payable
Increase in other liabilities

Net cash used in operating activities

Cash Flows From Investing Activities:
Mortgage-backed securities portfolio:
Purchases
Principal payments
Loans held for investment portfolio:
Purchases

Reverse repurchase agreements

Restricted cash
Net cash used in investing activities

Cash Flows From Financing Activities:

Net proceeds from repurchase agreements

Net proceeds from common stock offerings

Net proceeds from direct purchases of common sto
Net cash provided by financing activities

Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period
Non cash investing activities
Payable for securities purchased

Net change in unrealized gain on available for s
securities

Non cash financing activities
Dividends declared, not yet paid

See notes to financial statements
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For the period
November 21
(date operations
commenced)
through
December 31,
2007

($2,906)
in operating

(98)
4,156
81

(4,337)
(563)

1,437

(368,593)
1,788
(162,465)

(265,000)
(1,350)

ck 11

$748,920

ale
$10,153

$943




CHIMERA INVESTMENT CORPORATION
NOTES TO FINANCIAL STATEMENTS
For the Period Ended December 31, 2007
1. Organization and Significant Accounting Policies

Chimera Investment Corporation, or the Company, evganized in Maryland on June 1, 2007. The Compmanymenced operations on
November 21, 2007 when it completed its initial [pubffering. The Company has elected to be taxed eeal estate investment trust or R
under the Internal Revenue Code of 1986, as ameideslich, the Company is required to distributesgantially all of the income generated
from its operations to its stockholders. As longlesCompany qualifies as a REIT, the Companygeéherally not be subject to U.S. federal
or state corporate taxes on its income to the extan the Company distributes at least 90% aofiéisincome to its stockholders. Annaly
Capital Management, Inc., or Annaly, purchased B®21 shares of the Company's common shares inaeoffering concurrent with the
Company's initial public offering. The Company iamaged by Fixed Income Discount Advisory CompanyIBDAC, an investment advisor
registered with the Securities and Exchange Conionisand a wholly-owned subsidiary of Annaly.

A summary of the Company's significant accountintigies follows:

Cash and Cash Equivalents

Cash and cash equivalents include cash on hanthandy market funds.

Restricted Cash

Restricted cash includes cash held by countergaatiecollateral for repurchase agreements anesiteate swaps.
Reverse Repurchase Agreements

The Company may invest its daily available caslteads via reverse repurchase agreements to praddtitonal yield on its assets. These
investments will typically be recorded as shortrténvestments, will mature daily, and are referi@ds receivables for reverse repurchase
agreements in the statement of financial conditieverse repurchase agreements are recorded aincbate collateralized by RMBS.

Mortgage-Backed Securities

The Company invests in mortgage-backed securigigesenting interests in obligations backed bygobmortgage loans and carries those
securities at fair value which is determined byagotihg independent pricing on the Company's investihand perform a verification of those
sources to the Company's own internal estimataiofifarket value. In the current market, it maydifécult or impossible to obtain third

party pricing on the investments the Company pwebaln addition, validating third party pricing the Company's investments may be
more subjective as fewer participants may be vgltim provide this service to the Company. Moreothes,current market is more illiquid th

in recent history for some of the investments tbenGany purchases. llliquid investments typicallpenence greater price volatility as a
ready market does not exist. As volatility incresaseliquidity decreases, the Company may havetgrelifficulty financing its investments
which may negatively impact its earnings and thecetion of its investment strategy.

Statement of Financial Accounting Standards, or §P0. 115, Accounting for Certain Investments gbband Equity Securities, requires
the Company to classify its investment securitesither trading investments, available-for-salegtments or held-to-maturity investments.
The Company intends to hold most of its residemtiattgage-backed securities, or RMBS, as availflsale and as such may sell any o
RMBS as part of its overall management of its miidf All assets classified as available-for-sake eported at estimated fair value, based on
market prices from independent sources, with urpedlgains and losses included in other comprethemscome.

Management evaluates securities for other-than-deamp impairment at least on a quarterly basis,raonce frequently when economic or
market concerns warrant such evaluation. Considerét given to (1) the length of time and the axt® which the fair value has been lower
than carrying value, (2) the financial conditiordarear-term prospects of the issuer, (3) creditityuend cash flow performance of the
security, and (4) the intent and ability of the Qxamy to retain its investment in the issuer foedqu of time sufficient to allow for any
anticipated recovery in fair value. Unrealized &ssn investment securities that are considereat thlan temporary, as measured by the
amount of decline in fair value attributable toetithan-temporary factors, are recognized in incamgbthe cost basis of the investment
securities is adjusted.

Security transactions are recorded on the trade &malized gains and losses from security traimsecare determined based on the specific
identification method and recorded as a gain (loss3ale of available for sale securities in tlaeshent of operations. Accretion of discounts
or amortization of premiums on available-for-saegities and mortgage loans is computed usingftfieetive interest yield method and is
included as a component of interest income in thiesent of operation
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Residential Mortgage Loans

The Company's residential mortgage loans are caegbiof fixed-rate and variable-rate loans. The Comgpurchases pools of residential
mortgage loans through a select group of origirsatidiortgage loans are designated as held for imas#tt recorded on trade date, and are
carried at their principal balance outstandingsgny premiums or discounts which are amortizeatoreted over the estimated life of the
loan, less allowances for loan losses. Loans aakiated for credit losses. The Company has createdhallocated provision for loan losses
estimated as a percentage of the remaining prihcipthe loans as of December 31, 2007. Managesnestimate is based on historical
experience of similarly underwritten loan poolsefénwere no specific losses as of that date.

Fair Value Disclosure

SFAS No. 107, Disclosure About Fair Value of Finahtnstruments, requires disclosure of the falugeaof financial instruments for which it
is practicable to estimate that value. The estithta#& value of investment securities and interat# swaps is equal to their carrying value
presented in the consolidated statements of fiadnondition. The estimated fair value of cash eash equivalents, accrued interest
receivable, reverse repurchase agreements, regerelggeements with maturities shorter than one pegables for mortgage-backed
securities purchased, dividends payable, accoayahpe, and accrued interest payable, generallsoappates cost as of December 31, 2007
due to the short term nature of these financidtumsents.

Interest Income

Interest income on available-for-sale securitia$ laans is recognized over the life of the investmesing the effective interest method.
Interest income on mortgage-backed securitiescisgieized using the effective interest method asritesd by SFAS No. 91, Accounting for
Nonrefundable Fees and Costs Associated with Gatigig or Acquiring Loans and Initial Direct CosfsL@ases, for securities of high cre
quality and Emerging Issues Task Force No. 99-2@08nition of Interest Income and Impairment oncRased and Retained Beneficial
Interests in Securitized Financial Assets, foo#tler securities. Income recognition is suspendetbfins when, in the opinion of
management, a full recovery of income and prindjgmomes doubtful. Income recognition is resumednithe loan becomes contractually
current and performance is demonstrated to be regum

Allowance for Loan Losses

The Company has established an allowance for lossek at a level that management believes is aelsed on an evaluation of known
and inherent risks related to the Company's loatigdim. The estimate is based on a variety ofdaxincluding, but not limited to, current
economic conditions, industry loss experience, itpdhlity trends, loan portfolio composition, deluency trends, national and local
economic trends, national unemployment data, chaimgeousing appreciation and whether specific gauitjic areas where the Company has
significant loan concentrations are experiencingeese economic conditions and events such as hdisesters that may affect the local
economy or property values. Upon purchase of tludspaf loans, the Company obtained written repriegems and warranties from the
sellers that the Company could be reimbursed ®w#iue of the loan if the loan fails to meet thee@d upon origination standards. While
Company has little history of its own to establishn trends, delinquency trends of the originatord the current market conditions aided in
determining the allowance for loan losses. The Camgalso performed due diligence procedures omglgaof loans that met its criteria
during the purchase process. As of December 317,206 allowance for loan losses was $80,745. Tlhevance consisted of unallocated I
losses with no provision for specific loans. Marragat periodically reviews the portfolio of loans fwedit worthiness. When it is probable
that contractually due specific amounts are deemmedllectible, the account is considered impaik®tiere impairment is indicated, a
valuation write-off is measured based upon the &xof the recorded investment over the net farevalf the collateral, reduced by selling
costs. Any deficiency between the carrying amodtiatnoasset and the net sales price of repossesBateral is charged to the allowance for
loan losses.

Derivative Financial Instruments/Hedging Activity

The Company economically hedges interest ratethiskugh the use of derivative financial instrumentsrently limited to interest rate swa
Realized and unrealized gains and losses on intetesswaps are recognized in earnings.

Credit Risk

The Company retains the risk of potential credssks on all of the residential mortgage loansldshim its portfolio. Additionally, some of its
investments in RMBS may be qualifying interestsgorposes of maintaining its exemption from the@8dt if it retains a 100% ownership
interest in the underlying loans. If the Companycpases all classes of these securitizationssitt@credit exposure on the underlying lo
It intends to mitigate the risk of potential creldisses through its diligence in the asset selegiiocess.

Income Taxes

The Company qualifies to be taxed as a REIT fortdxable period ended December 31, 2007. TherateeeaZompany generally will not be
subject to corporate federal or state income takecextent that qualifying distributions are maalstockholders and the REIT requirements
are met including certain asset, income, distrdrutind stock ownership tests. If the Company faibegualify as a REIT and did not qualify
for certain statutory relief provisions, the Compavould be subject to federal, state and local inedaxes and may be precluded fr



qualifying as a REIT for the subsequent four taggtdars following the year in which the REIT quealtion was lost.
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Net Income Per Share

The Company calculates basic net income per shadivitling net income for the period by weightedeeage shares of its common stock
outstanding for that period. Diluted net income gleaire takes into account the effect of dilutiv&riiments, such as stock options and
unvested restricted common stock, but uses theageeshare price for the period in determining tinlmer of incremental shares that are to
be added to the weighted -average number of sbatstanding. The Company had no potentially dilisecurities outstanding during the
period presented.

Stock Based Compensation
The Company did not have any stock based compendati the period ended December 31, 2007.
Use of Estimates

The preparation of the financial statements in gonfty with accounting principles generally accebiie the United States, or GAAP, requ
management to make estimates and assumptiondfiztttae reported amounts of assets and liatsliied disclosure of contingent assets
liabilities at the date of the financial statememtsl the reported amounts of revenues and expdunsaeg the reporting period. Actual results
could differ from those estimates.

Recent Accounting Pronouncements

In September 2006, the Financial Accounting Stashgl&oard, or FASB, issued SFAS No. 157, Fair Valgasurements, or SFAS 157.
SFAS 157 defines fair value, establishes a framkef@rmeasuring fair value and requires enhancedasures about fair value
measurements. SFAS 157 requires companies to skstite fair value of their financial instrumentsading to a fair value hierarchy (i.e.,
levels 1, 2, and 3, as defined). Additionally, c@mies are required to provide enhanced disclogg@ding instruments in the level 3
category (which require significant management judgt), including a reconciliation of the beginneagd ending balances separately for ¢
major category of assets and liabilities. The Camypdoes not believe that the adoption of SFAS 1Bihave a significant impact on the
manner in which it estimates fair value, but expeicat adoption will increase footnote discloswredamply with SFAS 157 disclosure
requirements for financial statements issued dfi@uary 1, 2008.

In February 2007, the FASB issued SFAS No. 159, HdieValue Option for Financial Assets and Finahtiabilities, or SFAS 159. SFAS
159 permits entities to choose to measure manydiahinstruments and certain other items at falug. Unrealized gains and losses on items
for which the fair value option has been electellivé recognized in earnings at each subsequeanttieg date. SFAS 159 became effective
for the Company January 1, 2008. The Company dictlect the fair value option for any existing dig financial instruments.

In February 2008, FASB issued FASB Staff Positian NAS 140-3 Accounting for Transfers of Finandabkets and Repurchase Financing
Transactions, or FSP FAS 140-3. FSP FAS 140-3 addsavhether transactions where assets purchased fparticular counterparty and
financed through a repurchase agreement with tine saunterparty can be considered and accountexs feeparate transactions, or are
required to be considered "linked" transactionsmaag be considered derivatives under SFAS No. A88punting for Derivative Instrumer
and Hedging Activities, or SFAS 133. FSP FAS 14@uires purchases and subsequent financing thr@apgiichase agreements be
considered linked transactions unless all of ttlevieng conditions apply: (1) the initial purchaaed the use of repurchase agreements to
finance the purchase are not contractually contihgpon each other; (2) the repurchase financingred into between the parties provides
full recourse to the transferee and the repurchése is fixed; (3) the financial assets is readibtainable in the market; and (4) the financial
instrument and the repurchase agreement are revhgiobus. This FSP is effective for fiscal yeargibeing after November 15, 2008. The
Company is currently evaluating FSP FAS 140-3 lmatschot expect its application to have a signifiégapact on its financial reporting.

2. Mortgage-Backed Securities

The following table represents the Company's abbilfor sale Mortgage-Backed Securities portfoBamaDecember 31, 2007 at fair value.
All unrealized losses recorded are the result ahges in market conditions and are not the re$albp impairment of securities due to credit
quality. All Mortgage-Backed Securities are ratefifdat December 31, 2007.
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(dollars in thousands)

Mortgage-backed securities, gross $1,114,137

Gross unrealized gain 10,675
Gross unrealized loss (522)
Fair value $1,124,290

Actual maturities of mortgage-backed securitiesgamerally shorter than stated contractual madsrithctual maturities of the Company's
mortgage-backed securities are affected by theactoil lives of the underlying mortgages, periqgehigments of principal and prepayments
of principal.

The following table summarizes the Company's mgegbacked securities at December 31, 2007 accotditigir estimated weighted-
average life classifications:

(dollars in thousands)
Weighted Average
Weighted Average Life Fair Value  Amortize d Cost Coupon

Less than one year $45,868 $46,102 6.31%
Greater than one year

and less than five

years 1,078,422 1 ,068,035 6.32%
Greater than five years - - -

Total $1,124,290 $1 ,114,137 6.32%

The weighted-average lives of the mortgage-backedréties as December 31, 2007 in the tables abme/based on data provided through
dealer quotes, assuming constant prepayment mtks balloon or reset date for each security. grepayment model considers current yi
forward yield, steepness of the curve, current gameé rates, mortgage rate of the outstanding loan,age, margin and volatility.

The Company did not sell any mortgage-backed sesiduring the period ended December 31, 2007.
3. Loans Held For Investment

The following table represents the Company's regidiemortgage loans classified as held for investtrat December 31, 2007, which are
carried at their principal balance outstanding lEssillowance for loan losses:

(dollars in thousands)

Mortgage loans, at principal balance outstanding $162,452
Less: allowance for loan losses (81)
Mortgage loans held for investment $162,371

The following table summarizes the changes in tlesvance for loan losses for the mortgage loanfpbotduring the period ended Decem
31, 2007:

(dollars in thousands)

Balance, beginning of period $-
Provision for loan losses 81
Charge-offs -

Balance, end of period $81

On a quarterly basis, the Company evaluates thguadg of its allowance for loan losses. Based aahalysis, the Company recorded a
provision for loan losses of $80,745 for the pegodied December 31, 2007, representing 5 basitspafithe Company's mortgage loan
portfolio. At December 31, 2007, there were no ¥86 days or more past due and all loans were iagcinterest.

The geographic distribution of the Company's Idaglsl for investment was as follows:
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(dollars in thousands)

State Number of Loans Balance
CA 52 $36,593
NJ 25 14,368
NY 18 12,061
IL 15 11,330
VA 20 10,517
WA 13 7,111
TX 12 6,723
MA 11 6,623
FL 11 5,795
MD 7 5,011
GA 7 4,665
CO 5 3,686
CT 4 3,601
AZ 5 3,303
Ml 4 3,121
uT 4 2,783
DC 4 2,628
PA 6 2,576
NC 4 2,487
NH 4 2,402

Other states,
individually less
than 1% of

aggregate current 27 14,105
balance

Unamortized

premium 963
Provision for

loan losses (81)

Total $162,371

4. Repurchase Agreements

The Company had outstanding $270.6 million of repase agreements with weighted average borrowteg od 5.02% and weighted
average remaining maturities of 22 days as of Déeer81, 2007. Investment securities pledged aateodll under these repurchase
agreements had an estimated fair value of $27lllibmat December 31, 2007.

At December 31, 2007, the repurchase agreemeritadihe following remaining maturities:
(dollars in thousands)

Within 30 days $270,5 84
30 to 59 days -
60 to 89 days

90 to 119 days

Greater than or equal to 120 days

Total $270,5 84

The Company did not have an amount at risk grelagsr 10% of the equity of the Company with any ¢erparty as of December 31, 2007.

Currently the sub-prime mortgage sector is expeignunprecedented losses and there is a weakméss broader mortgage market that has
increased volatility in market valuation of investnts and the availability of credit which may achedy affect one or more of the Company's
lenders and could cause one or more of the Complamders to be unwilling or unable to provide ithradditional financing. This could
potentially increase the Company's financing castsreduce liquidity. If one or more major markettigipants fail, it could negatively

impact the marketability of all fixed income seti@s and this could negatively impact the valu¢hefsecurities in the Company's portfolio,
thus reducing its net book value. Furthermore,ahgnof the Company's lenders are unwilling or ueablprovide it with additional financin
the Company could be forced to sell its investmah#n inopportune time when prices are depressed.
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5. Interest Rate Swaps

In connection with the Company's interest rate nislnagement strategy, the Company economicallydsedgportion of its interest rate risk
by entering into derivative financial instrumentt@cts. As of December 31, 2007, such instrumar@somprised of interest rate swaps,
which in effect modify the cash flows on repurchageeements. The use of interest rate swaps cregbesure to credit risk relating to
potential losses that could be recognized if thenterparties to these instruments fail to perfdmgirtobligations under the contracts. In the
event of a default by the counterparty, the Comparuld have difficulty obtaining its RMBS pledgesl eollateral for swaps. The Company
does not anticipate any defaults by its counteigmriThe Company's swaps are used to lock-in ¥eel fiate related to a portion of its current
and anticipated future 30-day term repurchase aggats. The Company accounts for interest rate samfreestanding derivatives with
changes in fair value recorded in earnings.

The table below represents the Company's swaptaaodisg at December 31, 2007:

(dollars in thousands)

Notional Amount Weighted Average Pay Wei ghted Average  Net Estimated Fair
Rate Re ceive Rate  Value/Carrying Value
$1,235,000 4.04% 4.94% ($4,156)

6. Common Stock

The Company commenced operations on November 27, llowing the completion of its initial publioiwhich it sold approximately 34.1
million shares of its common stock and raised pedseof $479.3 million before offering expenses. €wrent with its initial public offering,
in a private offering the Company sold Annaly apgmmately 3.6 million shares of its common stock &ggregate net proceeds of
approximately $54.3 million. The Company had 37,368 shares of common stock outstanding as of DeeeB1, 2007.

7. Net Loss per Common Share

The following table presents a reconciliation af tiet loss and shares used in calculating basidiartdd earnings per share for the period
ended December 31, 2007:

(dollars in thousands)

Net Loss ($2,906)

Net loss per weighted average shares of common stoc k outstanding -

basic

and diluted ($0.08)
Weighted average number of shares of common stock o utstanding 37,401,737

8. Long Term Incentive Plan

On November 1, 2007, the Company adopted a lomg $&vck incentive plan to provide incentives taitdependent directors, employees of
FIDAC and its affiliates, to stimulate their effeitowards our continued success, long-term growthpaiofitability and to attract, reward and
retain personnel and other service providers. fkberitive Plan authorizes the Compensation Comnufttiee board of directors to grant
awards, including incentive stock options, ripralified stock options, restricted shares andraypes of incentive awards. The Incentive F
authorizes the granting of options or other awémdan aggregate of the greater of 8.0% of thetanting shares of its common stock, or
3,016,445 shares, up to a ceiling of 40,000,008esh&lo awards had been made as of December 37,266 note 12).

9. Income Taxes

As a REIT, the Company is not subject to Fedei@nne tax on earnings distributed to its sharehelddpst states recognize REIT status as
well. The Company has decided to distribute theonitgjof its income and retain a portion of therpanent differences between book and
taxable income. During the period ended DecembgB3Q7, the Company recorded $4,960 of income xperse for excise tax. The
statutory combined federal, state, and city congotax rate is 49.3%. This amount is applied toaim@unt of estimated REIT taxable income
retained (if any, and only up to 10% of ordinargdme as all capital gain income is distributedu§;las a REIT, the Company's effective tax
rate is significantly less as it is allowed to detddividend distributions.
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10. Credit Risk and Interest Rate Risk

The Company's primary components of market riskcezdit risk and interest rate risk. The Compansuisject to credit risk in connection
with its investments in residential mortgage loand credit sensitive mortgage-backed securitiesidaglow AAA. When the Company
assumes credit risk, it attempts to minimize irgerate risk through asset selection, hedging aatimng the income earned on mortgage
assets with the cost of related liabilities. Ther(any is subject to interest rate risk, primanilyconnection with its investments in fixed-rate
and adjustable-rate mortgage backed securitiesemidiential mortgage loans. When the Company assurterest rate risk, it minimizes
credit risk through asset selection. The Compastyégegy is to purchase loans underwritten to agmn specifications of selected
originators in an effort to mitigate credit riskhd Company has established a whole loan targetanaduding prime borrowers with FICO
scores generally greater than 650, Alt-A documéniageographic diversification, owneccupied property, moderate loan size and mod
loan to value ratio. These factors are consideydzktimportant indicators of credit risk.

11. Management Agreement and Related Party Traosact

The Company has entered into a management agreevitleritl DAC, which provides for an initial term thmgh December 31, 2010 with
automatic ongrear extension options and subject to certain teatian rights. The Company pays FIDAC a quarternagement fee equal
1.75% per annum of the gross Stockholders' Egagydéfined in the management agreement) of the @oynFIDAC is also entitled to a
quarterly incentive fee equal to 20% of the dadlarount by which Core Earnings (as defined in theagament agreement) on a rolling four-
guarter basis and before the incentive manageraenekceeds the product of (1) the weighted aveshtie issue price per share of all of
public offerings multiplied by the weighted averaganber of shares of common stock outstanding ¢h swarter and (2) 0.50% plus one-
fourth of the average of the one month LIBOR ratesuch quarter and the previous three quartershiéanitial four quarters following the
Company's initial public offering, Core Earningglahe LIBOR rate will be calculated on the basigath of the previously completed
quarters on an annualized basis. Core Earning& @R rate for the initial quarter will each be calated from the settlement date of this
offering on an annualized basis.

The Company is obligated to reimburse FIDAC forcibsts incurred under the management agreemeaddition, the Company is requirec
pay its pro rata portion of rent, telephone, ugiit office furniture, equipment, machinery andeotbffice, internal and overhead expenses of
FIDAC required for the Company's operations. Thegeenses are allocated between FIDAC and the Conigased on the ratio of the
Company's proportion of gross assets compared temhining gross assets managed by FIDAC as eafmliat each quarter end. FIDAC |
the Company will modify this allocation methodologybject to the Company's board of directors' eygdrif the allocation becomes
inequitable (i.e., if the Company becomes very lyidgveraged compared to FIDAC's other funds armbants). FIDAC has waived its right
to request reimbursement from the Company of tb&penses until such time as it determines to rdgbtiat waiver. The Company was
required to reimburse FIDAC for all costs FIDAC ¢hain behalf of the Company incurred in connectidth the formation, organization and
initial public offering of the Company, which amdad to $697,947.

12. Commitments and Contingencies

From time to time, the Company may become invoiwedharious claims and legal actions arising ind¢hdinary course of business.
Management is not aware of any reported or unregarontingencies at December 31, 2007.

13. Subsequent Events

On January 2, 2008, the Company granted restrgttedk awards in the amount of 1,301,000 share$DAE's employees and the Compar
independent directors. The awards to the indepérmtiectors vested on the date of grant, and trer@svto FIDAC's employees vest quart
over a period of 10 years.

On January 18, 2008, the Company entered into éem@&purchase agreement with Credit Suisse Fostdd Mortgage Capital LLC. The
agreement is a $500 million lending facility of whi$200 million is on an uncommitted basis. Theeagrent terminates January 16, 2009.

On January 31, 2008, the Company entered into éemapurchase agreement with DB Structured Prsdimt. and Deutsche Bank
Securities, Inc. The agreement is a $350 milliomedtted lending facility. The agreement terminatesuary 29, 2010.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regiigthas duly caused this report to be
signed on its behalf by the undersigned, thereduatyp authorized, in the city of New York, StateNéw York.

CHIMERA INVESTMENT CORPORATION

By: [/s/ Matthew Lanbi ase

Mat t hew Lanbi ase
Chi ef Executive Oficer and President
February 29, 2008

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed bélpthe following persons on behalf of
the registrant and in the capacities and on the iddicated.

Signatures Title Date
Chief Executive Officer, President, and
/sl Matthew Lambiase Director (Principal Exec utive Officer) February 29, 2008

Matthew Lambiase

Chief Financial Officer (Principal
/sl A. Alexandra Denahan  Financial and Accounti ng Officer)  February 29, 2008

A. Alexandra Denahan

/sl Jeremy Diamond Director February 29, 2008

Jeremy Diamond

/sl Mark Abrams Director February 29, 2008
Mark Abrams
/sl Paul A. Keenan Director February 29, 2008

Paul A. Keenan

/sl Paul Donlin Director February 29, 2008

Paul Donlin



Exhibit 31.1
CERTIFICATIONS
I, Matthew Lambiase, certify that:
1. I have reviewed this annual report on Form 16fIChimera Investment Corporation;

2. Based on my knowledge, this report does notaiominy untrue statement of a material fact or dmn#ttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nistatdisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

4. The registrant's other certifying officer anaré responsible for establishing and maintainisgldsure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e))iatednal control over financial reporting (as definin Exchange Act Rules 13a-15(f) and
15d-15(f) for the registrant and have:

a. Designed such disclosure controls and proceduresused such disclosure controls and procedaontas designed under our supervisior
ensure that material information relating to thgistrant, including its consolidated subsidiarissnade known to us by others within those
entities, particularly during the period in whidtig report is being prepared;

b. (Reserved)

c. Evaluated the effectiveness of the registratisslosure controls and procedures and presentiisineport our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psnt based on such evaluation; and

d. Disclosed in this report any change in the tegyis's internal control over financial reportitgit occurred during the registrant's most re
fiscal quarter (the registrant's fourth fiscal daain the case of an annual report) that has madljeaffected, or is reasonably likely to
materially affect, the registrant's internal cohtreer financial reporting; and

5. The registrant's other certifying officer anthlve disclosed, based on our most recent evaluatimernal control over financial reporting,
to the registrant's auditors and the audit committethe registrant's board of directors (or pesguerforming the equivalent functions):

a. All significant deficiencies and material weakses in the design or operation of internal costookr financial reporting which are
reasonably likely to adversely affect the regigtsaability to record, process, summarize and rtefreaincial information; and

b. Any fraud, whether or not material, that invalvaanagement or other employees who have a signifrole in the registrant's internal
control over financial reporting.

Date: February 29, 2008

/'s/ Natthew Lanbi ase

Mat t hew Lanbi ase

Chi ef Executive O ficer and President (Principal Executive Oficer)



Exhibit 31.2
CERTIFICATIONS
I, A. Alexandra Denahan, certify that:
1. I have reviewed this annual report on Form 16fIChimera Investment Corporation;

2. Based on my knowledge, this report does notaioriny untrue statement of a material fact or dmn#ttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigtatdisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

4. The registrant's other certifying officer anaré responsible for establishing and maintainisgldsure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e))iatednal control over financial reporting (as definin Exchange Act Rules 13a-15(f) and
15d-15(f) for the registrant and have:

a. Designed such disclosure controls and proceduresused such disclosure controls and procedaontas designed under our supervisior
ensure that material information relating to thgistrant, including its consolidated subsidiarissnade known to us by others within those
entities, particularly during the period in whidtig report is being prepared;

b. (Reserved);

c. Evaluated the effectiveness of the registratisslosure controls and procedures and presentiisineport our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psnt based on such evaluation; and

d. Disclosed in this report any change in the tegyis's internal control over financial reportitgit occurred during the registrant's most re
fiscal quarter (the registrant's fourth fiscal daain the case of an annual report) that has madljeaffected, or is reasonably likely to
materially affect, the registrant's internal cohtreer financial reporting; and

5. The registrant's other certifying officer anthlve disclosed, based on our most recent evaluatimernal control over financial reporting,
to the registrant's auditors and the audit committethe registrant's board of directors (or pesguerforming the equivalent functions):

a. All significant deficiencies and material weakses in the design or operation of internal costookr financial reporting which are
reasonably likely to adversely affect the regigtsaability to record, process, summarize and rtefreaincial information; and

b. Any fraud, whether or not material, that invalvaanagement or other employees who have a signifrole in the registrant's internal
control over financial reporting.

Date: February 29, 2008

/sl A. Al exandra Denahan

A Al exandra Denahan
Chi ef Financial Oficer (Principal Financial Oficer)



Exhibit 32.1

CHIMERA INVESTMENT CORPORATION
1211 AVENUE OF THE AMERICAS
SUITE 2902
NEW YORK, NEW YORK 10036

CERTIFICATION
PURSUANT TO SECTION 906 OF THE
SARBANES-OXLEY ACT OF 2002, 10 U.S.C. SECTION 1350

In connection with the annual report on Form 10fkKChimera Investment Corporation (the "Companyf)tfee period ended December 31,
2007 to be filed with Securities and Exchange Cossion on or about the date hereof (the "ReportMdtthew Lambiase, President, and
Chief Executive Officer of the Company, certify rpuant to Section 906 of the Sarbanes-Oxley A@D6R, 18 U.S.C. Section 1350, that:

1. The Report fully complies with the requiremenft$Section 13(a) or 15(d) of the Securities ExcleaAgt of 1934; and

2. The information contained in the Report fairhegents, in all material respects, the financialdition and results of operations of the
Company at the dates of, and for the periods coveyethe Report.

It is not intended that this statement be deeméxtiiled for purposes of the Securities Exchangeok 1934.

/sl Matthew Lanbi ase

Mat t hew Lanbi ase

Chi ef Executive Oficer and President
February 29, 2008



Exhibit 32.2

CHIMERA INVESTMENT CORPORATION
1211 AVENUE OF THE AMERICAS
SUITE 2902
NEW YORK, NEW YORK 10036

CERTIFICATION
PURSUANT TO SECTION 906 OF THE
SARBANES-OXLEY ACT OF 2002, 10 U.S.C. SECTION 1350

In connection with the annual report on Form 10fkKChimera Investment Corporation (the "Companyf)tfe period ended December 31,
2007 to be filed, 1, A. Alexandra Denahan, Chiefdficial Officer of the Company, certify, pursuamSection 906 of the Sarbanes-Oxley Act
of 2002, 18 U.S.C. Section 1350, that:

1. The Report fully complies with the requiremeoftSection 13(a) or 15(d) of the Securities ExcleaAgt of 1934; and

2. The information contained in the Report fairhegents, in all material respects, the financialdition and results of operations of the
Company at the dates of, and for the periods coveyethe Report.

It is not intended that this statement be deeméxtiiled for purposes of the Securities Exchangeok 1934.

/sl A. Al exandra Denahan
A. Al exandra Denahan

Chi ef Financial Oficer
February 29, 2008



