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PROSPECTUS

33,333,334 Shares

y CHIMERA

= INVESTMENT CORPORATION

W)

Common Stock

Chimera Investment Corporation is a Maryland caagion that will invest in residential mortgage Isaresidential mortgage-backed
securities, real estate-related securities andwarther asset classes. We will be externally geshand advised by Fixed Income Discount
Advisory Company, which we refer to as FIDAC or &lanager, an investment adviser registered witlSgheurities and Exchange Commiss
FIDAC is a wholly-owned subsidiary of Annaly Capikdanagement, Inc., which we refer to as Annalileav York Stock Exchange-listed real
estate investment trust.

This is our initial public offering. We are offegrthe shares of common stock described in thispedsis. The initial public offering price
our common stock is $15.00 per share. Currenthyputdic market exists for our common stock. Our omn stock has been approved for listing
on the New York Stock Exchange under the symboMCIConcurrent with this offering, we will sell tAnnaly 9.8% of our outstanding shares
after giving effect to the shares issued in thferirig, excluding shares sold pursuant to the umdtars’ exercise of their overallotment option.

We intend to elect and qualify to be taxed as hast@ate investment trust, or REIT, for federabime tax purposes. To assist us in qualif
as a REIT, ownership of our common stock by anggeis generally limited to 9.8% in value or in rhen of shares, whichever is more
restrictive, of any class or series of the outstangdhares of our capital stock. In addition, ooarter contains various other restrictions on the
ownership and transfer of our common stock, seestBption of Capital Stock—Restrictions on Ownepsand Transfer.”

Investing in our common stock involves risks. SeeRisk Factors” beginning on page 14 of this prospeus for a discussion of the
following and other risks:

* We are dependent on our Manager and its key peesand may not find a suitable replacement if o@mislger terminates the
management agreement with

There are various conflicts of interest in our tielaship with our Manager and Annaly, which coutdult in decisions that are not in the
best interest of our stockholders, including thenaggement agreement with our Manager, whereby ounalfler is entitled to receive a
base management fee, which is not tied to the paeice of our portfolio, and incentive compensabased on our portfolio’s
performance, which may lead it to place emphasithershort-term maximization of net income, andesalof our officers and directors
are also employees of Annaly which may result inflicts between their duties to us and to Ann

We have no operating history nor any assets arlcaihmence operations only upon the completiornisf offering.

The net proceeds from this offering are not conedito specific investments; we may allocate thepneteeds from this offering to
investments with which you may not agree, and ailuffe to apply these proceeds could effectivelysesour operating results and the
value of our common stock to declir

If we do not qualify as a REIT or fail to remainatified as a REIT, we will be subject to income #dxegular corporate tax rates and
could face substantial tax liability, which woulelduce the amount of cash available for distribut@maur stockholders and adversely
affect the value of our common stor

We will depend on warehouse and repurchase fasldand commercial paper to execute our businessaota our inability to access
funding could have a material adverse effect onresults of operations, financial condition andibess.

Maintenance of our Investment Company Act of 194éneption imposes limits on our operatio

Per Share Total
Public offering price $15.0C $500,000,01
Underwriting discount $.937¢ $31,250,00
Proceeds to us, before expenses $14.062! $468,750,00

The underwriters may also purchase up to an additi®,000,000 shares of our common stock from tiseainitial public offering price, le:
the underwriting discount, within 30 days after ttate of this prospectus to cover overallotmeffiny.



Neither the Securities and Exchange Commissiorangrstate securities commission has approved appisved of these securities, or
determined if this prospectus is truthful or con@lé\ny representation to the contrary is a crirhafiense.

The shares will be ready for delivery on or aboatémber 21, 2007.

Merrill Lynch & Co. Credit Suisse Deutsche Bank Securitie

JPMorgan Keefe, Bruyette & Woods
Bear, Stearns & Co. Inc.

The date of this prospectus is November 15, 2007.




TABLE OF CONTENTS

Prospectus Summa 1
The Offering 12
Risk Factors 14
Forwarc-Looking Statement 39
Use of Proceed 40
Distribution Policy 41
Capitalization 42
Managemer's Discussion and Analysis of Financial Conditiod &esults of Operatior 43
Quantitative and Qualitative Disclosures About MarRisk 50
Business 54
Our Manager and the Management Agreen 72
Managemen 81
Principal Stockholder 88
Certain Relationships and Related Transact 90
Description of Capital Stoc 92
Certain Provisions of the Maryland General Corgorataw and Our Charter and Byla 95
Shares Eligible for Future Se 10C
Certain Federal Income Tax Considerati 10z
Underwriting 11¢
Legal Matters 122
Experts 122
Where You Can Find More Informatic 122
Index to Financial Stateme F-1

You should rely only on information contained in this prospectus, any free writing prospectus preparetdy us or information to
which we have referred you. We have not, and the aierwriters have not, authorized anyone to provide gu with different information.
This prospectus may only be used where it is legtd sell these securities, and this prospectus istren offer to sell or a solicitation of an
offer to buy shares in any state or jurisdiction wkere an offer or sale of shares would be unlawful. ie information in this prospectus
and any free writing prospectus prepared by us maype accurate only as of their respective dates.

PROSPECTUS SUMMARY

This summary highlights some of the informatiothia prospectus. It is not complete and does notain all of the
information that you should consider before invggin our common stock. You should read carefaiymore detailed
information set forth under “Risk Factors” and tlo¢her information included in this prospectus. Extoehere the context
suggests otherwise, the terms “Chimera,” “companiwe,” “us” and “our” refer to Chimera Investment @Grporation; “our
Manager” and “FIDAC" refer to Fixed Income Discourtdvisory Company, our external manager; and “Antiaéfers to
Annaly Capital Management, Inc., the parent compafrflyIDAC. Unless indicated otherwise, the inforioatin this prospectus
assumes (i) the concurrent offering to Annaly 888 0of our common stock excluding shares sold puntsigethe underwriters’
exercise of their overallotment option and sharesw restricted common stock approved to be grhtbeour executive officers
and employees of our Manager and to our independieattors, and (ii) no exercise by the underwistef their overallotment
option to purchase or place up to an additional®M00 shares of our common stock.

Our Company

We are a newly-formed specialty finanoenpany that will invest in residential mortgagensaresidential mortgage-backed
securities, or RMBS, real estate-related securdigsvarious other asset classes. We will be eaflgrmanaged by Fixed Income
Discount Advisory Company, or FIDAC, a wholly-owngdbsidiary of Annaly, a New York Stock Exchangsdd REIT, which
has a long track record of managing investments$. 8 government agency mortgage-backed secur@mscurrent with this
offering, Annaly will acquire 9.8% of our outstandishares of common stock after giving effect tnghares issued in this
offering, excluding shares sold pursuant to theemwdters’ exercise of their overallotment optiordashares of our restricted
common stock approved to be granted to our exeeugfificers and employees of our Manager and tdralgpendent directors.
We intend to elect and qualify to be taxed as hestate investment trust, or REIT, for federabime tax purposes.

Our objective is to provide attractivekradjusted returns to our investors over the lamgy, primarily through dividends
and secondarily through capital appreciation. Wend to achieve this objective by investing in adat class of financial assets to




construct an investment portfolio that is desigteedchieve attractive risk-adjusted returns andithstructured to comply with the
various federal income tax requirements for REHis and to maintain our exclusion from regulatioder the Investment
Company Act of 1940, or 1940 Act. We have not yatimany investments.

We recognize that investing in our taegledsset classes is highly competitive, and thaManager will compete with many
other investment managers for profitable investnopportunities in these areas. Annaly and our Manhgve close relationships
with a diverse group of financial intermediarieenging from primary dealers, major investment baakd brokerage firms to
leading mortgage originators, specialty investnumalers and financial sponsors. In addition, weeekfp benefit from our
Manager’s analytical and portfolio management etigeeand technology. We believe that the combimedcamplementary
strengths of Annaly and our Manager give us a coitiyeeadvantage over REITs with a similar focutas.

Our Manager

We will be externally managed and advisgdrIDAC, an investment advisor registered with 8ecurities and Exchange
Commission. Our Manager is a fixed-income investnmeanagement company specializing in managing tnvests in U.S.
government agency mortgage-backed securities, en&ygRMBS, which are mortgage pass-through ceatiis, collateralized
mortgage obligations and other mortgage-backedsiesurepresenting interests in or obligationskeakcby pools of mortgage
loans issued or guaranteed by the Federal Natidoehage Association, or Fannie Mae, the Federahélhoan Mortgage
Corporation, or Freddie Mac, and the Governmeniddat Mortgage Association, or Ginnie Mae. Our Mg&raalso has
experience in managing investments in non-Agenc\BBMnd CDOs; real estate-related securities; antagiag interest rate-
sensitive investment strategies. Our Manager coroggeactive investment management operations in.1898eptember 30,
2007, our Manager was the adviser or sub-advisdufals with approximately $2.5 billion in net asand $13.9 billion in gross
assets, predominantly all of which were Agency RMBS

Our Manager will be responsible for adistiering our business activities and day-to-dayrafgens pursuant to a
management agreement with us. All of our officeesemployees of our Manager or its affiliates. ®lanager has well-respected
and established portfolio management resourcesdch of our targeted asset classes and a soptadticfrastructure supporting
those resources, including investment professidoalssing on

residential mortgage loans, Agency and non-Agen@dBR and other asset-backed securities. We alsacexpdenefit from our
Manager’s finance and administration functions,chraddress legal, compliance, investor relationd,aperational matters,
including portfolio management, trade allocatiod &@xecution, securities valuation, risk manageraedtinformation
technologies in connection with the performancasfluties.

Annaly Capital Management, Inc.

Annaly, which at September 30, 2007 owaed managed a portfolio of approximately $44.8dwi| primarily in Agency
RMBS, commenced its operations on February 18, 188G went public on October 20, 1997. Annaly tsadle the New York
Stock Exchange under the symbol “NLY”. Annaly maega@ssets on behalf of institutional and individonaéstors worldwide
directly through Annaly and through the funds masthy FIDAC.

Annaly is primarily engaged in the busimef investing, on a leveraged basis, in AgencyBSMAnnaly also invests in
Federal Home Loan Bank, Freddie Mac and Fannie débentures. Annaly’s principal business objectivivigenerate net
income for distribution to investors from the sprdgetween the interest income on its securitiestia@aost of borrowing to
finance their acquisition and from dividends ite®@s from FIDAC.

Our Investment Strategy

We will rely on our Manager’s expertiseidentifying assets within our target asset clasgée expect that our Manager will
make investment decisions based on various fadtaisiding expected cash yield, relative valueg-asljusted returns, current and
projected credit fundamentals, current and progeotacroeconomic considerations, current and prjestipply and demand,
credit and market risk concentration limits, ligityd cost of financing and financing availabiligs well as maintaining our REIT
qualification and our exemption from registratiamer the 1940 Act.




Over time, we will modify our investmeaitocation strategy as market conditions changeetk to maximize the returns
from our investment portfolio. We believe this s&gy, combined with our Manager’s experience, aiillible us to pay dividends
and achieve capital appreciation throughout chaniterest rate and credit cycles and provide etitra long-term returns to
investors.

Our targeted asset classes and the pahicivestments we expect to make in each arellasvi

Asset Class Principal Investments

Residential Mortgage Loat . Prime mortgage loans, which are mortgage Ic
that conform to the underwriting guidelines of
Fannie Mae and Freddie Mac, or Agency
Guidelines; and jumbo prime mortgage loans, w
are mortgage loans that conform to the Agency
Guidelines except as to loan si

. Alt-A mortgage loans, which are mortgage loans
that may have been originated using documentation
standards that are less stringent than the
documentation standards applied by certain other
first lien mortgage loan purchase programs, such as
the Agency Guidelines, but have one or more
compensating factors such as a borrower with a
strong credit or mortgage history or significant
assets

Residential Mortgage-Backed Securities, or RMBS . Non-Agency RMBS, including investment-grade
and non-investment grade classes, including the BB
rated, E-rated and nc-rated classe:

. Agency RMBS.

Other Asse-Backed Securities, or AB . Debt and equity tranches of collateralized ¢
obligations, or CDOs

. Commercial mortga¢-backed securities, or CMB

. Consumer and n-consumer ABS, includin
investment-grade and non-investment grade classe
including the BB-rated, B-rated and non-rated
classes

Initially, we expect to focus our invegnt activities on purchasing residential mortgagans that have been originated by
select high-quality originators, including the fetanding operations of leading commercial bardesg non-Agency RMBS. This is
in contrast to Annaly’s strategy which concentratesAgency RMBS. As the diligence and acquisitiead times for residential
mortgage loans are longer than for non-Agency RNdBhases, we expect our investment portfolio eptitset to be weighted
toward non-Agency RMBS, subject to maintaining B&EIT qualification and our 1940 Act exemption, kg expect our
investment portfolio to become weighted towarddestial mortgage loans over the next three to sixtims. Our investment
decisions, however, will depend on prevailing madanditions and will change over time. As a resui cannot predict the
percentage of our assets that will be investecah esset class or whether we will invest in otesses of investments. We may
change our investment strategy and policies witlaoudte of our stockholders.

We intend to elect and qualify to be thas a REIT and to operate our business so asdrdmept from registration under
the 1940 Act, and therefore will be required toeisiva substantial majority of our assets in lo&esied by mortgages on real
estate and real estate-related assets. Subjectitdaiming our REIT qualification and our 1940 Asstemption, we do not have any
limitations on the amounts we may invest in anpuf targeted asset classes.

D



Financing and Hedging Strategy

We intend to use leverage to increasergial returns to our stockholders. We will geneliacome principally from the
spread between yields on our investments and atrofdorrowing and hedging activities. Subjecotm maintaining our
gualification as a REIT, we expect to use a nunobaources to finance our investments, includimgurehase agreements,
warehouse facilities, securitization, commerciglgraand term financing CDOs. We are not requiretidintain any specific debt-
to-equity ratio as we believe the appropriate lagerfor the particular assets we are financing migpen the credit quality and
risk of those assets.

Subject to maintaining our qualificatias a REIT, we intend to utilize derivative finaddistruments, including, among
others, interest rate swaps, interest rate capsinderest rate floors to hedge all or a portiohef interest rate risk associated with
the financing of our portfolio. Specifically, we lseek to hedge our exposure to potential intenagst mismatches between the
interest we earn on our investments and our bormgwosts caused by fluctuations in short-term @gerates. In utilizing leverage
and interest rate hedges, our objectives will benfarove risk-adjusted returns and, where possiblégck in, on a long-term
basis, a spread between the yield on our assetharmst of our financing.

Our Competitive Advantages
We believe that our competitive advansaigelude the following:
Investment Strategy Designed to Perform in a Vayieff Interest Rate and Credit Environments

We seek to manage our investment stratefglance both interest rate risk and credit N8k believe this strategy is
designed to generate attractive, risk-adjustedmstin a variety of market conditions because dpegaonditions in which either
of these risks are increased, or decreased, may atdifferent points in the economic cycle. Feample, there may be periods
when interest-rate sensitive strategies outperfmadit-sensitive strategies whereby we would rex@iereased income over our
cost of financing, in which case our portfolio’€irased exposure to this risk would be benefitiaére may be other periods
when credit-sensitive strategies outperform intera® sensitive strategies. Although we will facerest rate risk and credit risk,
we believe that with appropriate hedging strategiesvell as our ability to evaluate the qualityarfyeted asset investment
opportunities, we can reduce these risks and peocatttactive risk-adjusted returns.

Credit-Oriented Investment Approach

We will seek to minimize principal losfile maximizing risk-adjusted returns through ouaMger’s credit-based
investment approach, which is based on rigoroustifative and qualitative analysis.

Experienced Investment Advisor

Our Manager has a long history of strpagormance across a broad range of fixed-incorseta.sOur Manager’s most
senior investment professionals have a long histbigvesting in a variety of mortgage and reabtstelated securities and
structuring and marketing CDOs. Investments wilblgerseen by an investment committee of our Marnageofessionals,
consisting of Michael A.J. Farrell, Wellington Jebahan-Norris, James P. Fortescue, Kristopher Kioftase-Marie Lyght,
Ronald Kazel, Jeremy Diamond, Eric Szabo and Matthembiase.

Access to Annaly’s and Our Manager’s Relationships

Annaly and our Manager have developed-k@nm relationships with a number of commercial arvestment banks and
other financial intermediaries. We believe thedatienships will provide us with a range of highadjty investment opportunities.

Access to Our Manager’s Systems and Infrastructure

Our Manager has created a proprietartff@m management system, which we expect will pdews with a competitive
advantage. Our Manager’s personnel have createthprehensive finance and administrative infrastmgtan important




component of a complex investment vehicle suchREIE. In addition, most of our Manager’s persorarg also Annaly’s
personnel; therefore, they have had extensive equer managing Annaly, which is a REIT.

Alignment of Interests between Annaly, Our Managand Our Investors

Our Manager’s parent company, Annaly, dgreed to purchase 9.8% of our outstanding sladitersgiving effect to the
shares issued in this offering, excluding sharés gaersuant to the underwriters’ exercise of tloeierallotment option and shares
of our restricted common stock approved to be gt our executive officers and employees of oandyer and to our
independent directors. Moreover, a portion of #nesfthat may be earned by our Manager consisteefiive compensation that
is based on the amount that a measure of our egrexceeds a specified threshold. We believe thably's investment and our
Manager’s ability to earn performance fees wiljalour Manager’s interests with our interests.

Summary Risk Factors

An investment in shares of our commoilsiavolves various risks. You should consider @idhg the risks discussed below
and under “Risk Factors” before purchasing our comistock.

. We are dependent on our Manager and its key peesémmour success and such personnel may leave the
employment of our Manager or otherwise become ngdo available to u:

. There are various conflicts of interest in our tielaship with our Manager and Annaly, which cougult in
decisions that are not in the best interest ofstackholders, including those created by our Mariagempensation
whereby it is entitled to receive a base managefieentvhich is not tied to the performance of oontjolio, and
incentive compensation based on our portfolio’§grerance, which may lead it to place emphasis erstiort-term
maximization of net income, and that several ofafticers and directors are also employees of Anmdlich may
result in conflicts between their duties to us eménnaly.

. The management agreement with our Manager wasegatiiated on an arm’s-length basis and may nosbe a
favorable to us as if it had been negotiated withuaaffiliated third party and may be difficult andstly to terminate

. Our board of directors will approve very broad istveent guidelines for our Manager and will not aereact
investment decision made by our Manager. We maggdaur investment strategy and asset allocatitimowi
stockholder consent, which may result in riskiefeistments

. We have no operating history and may not operateesisfully. We operate in a highly competitive nedrfor
investment opportunities. We have not yet iderdifi@y specific investments. Our financial conditaond results of
operation will depend on our ability to manage fatgrowth effectively

. We expect to use leverage to fund the acquisitfauoassets, which may adversely affect our returiour
investments and may reduce cash available foriildiston to our stockholder:

. Loss of our 1940 Act exemption would adversely etffes and negatively affect our stock price andatility to
distribute dividends to our stockholders and caekllt in the termination of the management agre¢mvéh our
Manager. In addition, the assets we may acquiréiraied by the provisions of the 1940 Act and thies and
regulations promulgated thereunder which may, mesgases, preclude us from pursuing the most edeatiyn
beneficial investment alternative

. Failure to obtain adequate capital and funding waaversely affect our results and may, in turgatigely affect
the market price of shares of our common stockamdhbility to distribute dividends to our stocktets.

. An increase in our borrowing costs relative toititerest we receive on our assets may adversedgtagiir
profitability, and thus our cash available for distition to our stockholder:

. Increases in interest rates could negatively affextvalue of our investments, which could resultiduced earnings
or losses and negatively affect the cash avaifiipldistribution to our stockholder

. Our hedging transactions may not completely ingulist from interest rate risk. Hedging against ggerate exposu
may adversely affect our earnings, which could cedour cash available for distribution to our stomlklers.




. Prepayment rates could negatively affect the vafumur residential mortgage loans and our RMBS chvltiould
result in reduced earnings or losses and negatafédgt the cash available for distribution to stockholders

. The mortgage loans we invest in and the mortgagieslainderlying the mortgage and asset-backed tieswie
invest in are subject to delinquency, foreclosuré lass, which could result in losses to us. We bmayequired to
repurchase mortgage loans or indemnify investaneibreach representations and warranties, whighd d@rm our
earnings

. Failure to qualify as a REIT would subject us tdeimal income tax, which would reduce the cash akselfor
distribution to our stockholder

. The REIT qualification rules impose limitations thre types of investments and hedging, financing,a&her
activities which we may undertake, and these litinites may, in some cases, preclude us from purghimgnost
economically beneficial investment, hedging, finagcand other alternative

Our Structure

We were formed by Annaly, who may be deémur promoter, as a Maryland corporation on Jyr&#907. Our initial
stockholder is Annaly, which has agreed to purcl®a8% of our outstanding shares after giving effedhe shares issued in this
offering, excluding shares sold pursuant to theemwdters’ exercise of their overallotment optiardashares of our restricted
common stock approved to be granted to our exeeuafificers and employees of our Manager and tdralgpendent directors.




The following chart shows our structufeeiagiving effect to this offering:

Annaly Capital

Management, Inc. Management
2.5%
345" 87.1%
- Management :
FIDAC Agreement Chimera Invesiment
(Our Manager) e erarere) Corporation
1) Includes shares of restricted common stock apprasegtants under our equity incentive plan to cecative officers and other employees of our Managhich

vest quarterly over a t-year period beginning January 1, 2008 and to alependent director nominees, which fully vest aruday 1, 2008
Our Relationship with Our Manager

We will be externally managed and advisgdur Manager. We expect to benefit from the gengl, infrastructure,
relationships, and experience of our Manager t@eoé the growth of our business. Each of our aficealso an employee of our
Manager or one of its affiliates. We expect to haseemployees other than our officers. Our Man#gaot obligated to dedicate
certain of its employees exclusively to us, ndt & its employees obligated to dedicate any d$jmeportion of its time to our
business. We expect, however, that Christian J.clWasko, our Head of Investments and our Managewstive Vice President,
and William B. Dyer, our Head of Underwriting andrdManager’s Executive Vice President, will devatsubstantial portion of
their time to our business.

We will enter into a management agreemaitt our Manager effective upon the closing otbffering. Pursuant to the
management agreement, our Manager will implemenbuosiness strategy and perform certain servicesgosubject to oversight
by our board of directors. Our Manager will be @sgible for, among other duties, performing albaf day-to-day functions;
determining investment criteria in conjunction withr board of directors; sourcing, analyzing andoexing investments; asset
sales and financings; and performing asset managetoées. In addition, our Manager has an inveatrmemmittee of our
Manager’s professionals consisting of Michael &arrell, Wellington J. Denahan-Norris, James Ptdsaue, Kristopher Konrad,
Rose-Marie Lyght, Ronald Kazel, Jeremy Diamondg Bzabo, and Matthew Lambiase to advise and cowsthliour Manager’s
senior management team with respect to our invegtpaicies, investment portfolio holdings, finangiand leveraging strategies
and investment guidelines.

The initial term of the management agreenwill be through December 31, 2010, with autamatne-year renewals at the
end of each year. Our independent directors wiilen® our Manager’s performance annually, and follgythe initial term, the
management agreement may be terminated annuallg fsthout cause upon the affirmative vote of astéwo-thirds of our
independent directors, or by a vote of the holdéit least a majority of the outstanding sharesusfcommon stock (other than
shares held by Annaly or its affiliates), basedrudd our Manager’s unsatisfactory performance thanaterially detrimental to
us, or (ii) our determination that the managemeasfpayable to our Manager are not fair, subjestitdManager’s right to prevent
termination based on unfair fees by accepting aatioh of management fees agreed to by at leasthisds of our independent
directors. We will provide our Manager with 180-dagrior notice of such termination. Upon termiatiwithout cause, we will
pay our Manager a termination fee. We may alsoiteatea the management agreement with 30 days’ patice from our board of
directors, without payment of a termination fee,dause or upon a change of control of Annaly agrManager, each as defined in
the management agreement. Our Manager may ternimataanagement agreement if we become requinegjister as an
investment company under the 1940 Act, with such




termination deemed to occur immediately before ®wdnt, in which case we would not be requiredap g termination fee. Our
Manager may also decline to renew the managemeeeagnt by providing us with 180-days’ written wetiin which case we
would not be required to pay a termination fee.

Our Manager is entitled to receive frosnaubase management fee, an incentive managenedvased on certain
performance criteria, reimbursement of certain esps, and a termination fee if we decide to tertaittee management
agreement without cause or if our Manager termgtiie management agreement upon a material brgach bVe believe that
the base management fee, incentive managemermrfeeéermination fee that our Manager is entitleceteive are comparable to
the fees received by managers of comparable edtemanaged REITs.

The following table summarizes the feed expense reimbursements and other amounts thatl\wey to our Manager:

Type

Base management fe

Incentive manageme
fee:

Description Payment

1.75% per annum, calculated quarterly, of our dtotder¢ Quarterly in cast
equity. For purposes of calculating the base managefee,
our stockholders’ equity means the sum of the netgeds
from any issuances of our equity securities sinception
(allocated on a pro rata daily basis for such issaa during the
fiscal quarter of any such issuance), plus oulinethearnings
the end of such quarter (without taking into acdamy non-
cash equity compensation expense incurred in coreprior
periods), less any amount that we pay for repuesha$our
common stock, and less any unrealized gains, lagsether
items that do not affect realized net income (relgas of
whether such items are included in other compréeheriscome
or loss, or in net income). This amount will bewestgd to
exclude one-time events pursuant to changes inuatiog
principles generally accepted in the United State§AAP,
and certain non-cash charges after discussionskataur
Manager and our independent directors and approyed
majority of our independent directors. The baseagament fe
will be reduced, but not below zero, by our projoorate share
of any CDO base management fees FIDAC receives in
connection with the CDOs in which we invest, basedhe
percentage of equity we hold in such CD

Quatrterly fee equal to 20% of the dollar amountuwch Core Quarterly in cash, subje
Earnings, on a rolling fouguarter basis and before the incen  to certain limitations.
management fee, exceeds the product of (1) thehtezlg

average of the issue price per share of all ofpoitic offerings

multiplied by the weighted average number of shafes

common stock outstanding in such quarter and &)%.plus

one-fourth of the average of the one month LIBOR far such

quarter and the previous three quarters. For ftialifour

guarters following this offering, Core Earnings dhd LIBOR

rate will be calculated on the basis of each ofpteiously

completed quarters on an annualized basis. Comariegrand

LIBOR rate for the initial quarter wi




each be calculated from the settlement date ofofffésing on
an annualized basis. Core Earnings is a Ga#P measure an
is defined as GAAP net income (loss) excluding nesh equit
compensation expense, excluding any unrealizedghisses ¢
other items that do not affect realized net incgregardless of
whether such items are included in other compréheriscome
or loss, or in net income). The amount will be at{d to
exclude one-time events pursuant to changes in GawdP
certain noncash charges after discussions between our Ma
and our independent directors and approved by arityapf our
independent directors. The incentive managemenviikbe
reduced, but not below zero, by our proportionhgrs of any
CDO incentive management fees FIDAC receives imeotion
with the CDOs in which we invest, based on the @etage of
equity we hold in such CDO

Expense reimbursemet Reimbursement of expenses related to Chimera ieduoy out Quarterly in cast
Manager, including legal, accounting, due diligeand other
services, but excluding the salaries and other emrsgtion of
our Manage's employees

Termination fee: Termination fee equal to three times the sum off{@)average  Upon termination of the
annual base management fee and (b) the averagalannu management agreement
incentive compensation earned by our Manager dahiegrior by us without cause or by
24-month period prior to such termination, caloedbas of the our Manager if we
end of the most recently completed fiscal quarter. materially breach the

management agreeme

Historical Performance

Annaly has a ten-year history of invegtion a leveraged basis, in Agency RMBS and ateBaper 30, 2007 owned and
managed a portfolio of approximately $44.9 billidio. date, substantially all of Annaly’s portfolioresists of Agency RMBS.
Similarly, our Manager, a wholly-owned subsidiafyAmnaly substantially all of whose personnel demamployees of Annaly,
has a 13-year history of managing Agency RMBS @varaged basis. At September 30, 2007, our Managsithe adviser or
sub-adviser for funds with approximately $2.5 bitliin net assets and $13.9 billion in gross assets.

The tables under “Certain Relationshipd Related Transactions — Historical Performannehis prospectus set forth
certain historical investment performance aboutaiynd the eight investment funds advised by oandyer. Annaly, as well as
the investment funds advised by our Manager, hawvestment strategies and objectives which arerdiftethan ours.

Additionally, this information is a refigon of the past performance of Annaly or the faadvised by our Manager, and is
not a guarantee or prediction of the returns thgtAnnaly or the funds advised by our Manager nwyexve in the future. This is
especially true for us because we intend to inweatmuch broader array of mortgage and real eatsets than Annaly or our
Manager’s other investment funds, and we expettthivse assets, which will not be Agency RMBS, wilhstitute the majority of
our investment portfolio. In particular, neither daly nor our Manager has purchased residentialgage loans, nor have they
structured mortgage loan securitizations. In addjtour Manager has only limited experience inwesiin non-Agency RMBS,
CMBS and other asset-backed securities which wepnsesue as part of our investment strategy. Acogiigj neither




Annaly’s historical returns, nor those of the invesnt funds advised by our Manager, will be indieabf the performance of our
investment strategy and we can offer no assurdrateur Manager will replicate the historical penfiance of our Manager’s
investment professionals in their previous endeavOur investment returns could be substantiallyelothan the returns achieved
by our Manager’s investment professionals in thesévious endeavors.

Our Manager is the adviser or sub-adviz@ight investment funds. In each of these imaest funds, our Manager follows
the Annaly investment strategy of investing preduately in AAA-rated Agency MBS. Certain of thesgestment funds are
operated like closed-end funds, and are not reditiireedeem shares. Other investment funds prdeidgaily, monthly or
quarterly redemptions. Most of these investmentiudeclare cash dividends on a daily, monthly ariguly basis. For some
investment funds, however, all income is rollediuthe fund and not paid to investors until thegierem their shares. For more
information please see “Certain Relationships aelhfed Transactions — Historical Performance.”

Conflicts of Interest

We are dependent on our Manager for ayrtd-day management and do not have any indepenéferers or employees.
Our officers, and our non-independent directorsy akrve as employees of our Manager. Our managegerement with our
Manager was negotiated between related partiegsaterms, including fees payable, may not be asrible to us as if it had been
negotiated at arm’s length with an unaffiliateddhparty. In addition, the ability of our Managedaits officers and employees to
engage in other business activities may reducértireeour Manager and its officers and employeesdpeanaging us.

Our Manager has discretionary investnagiihority over a number of different funds and aeds. Although currently none
of these funds or accounts have investment obgxtivat materially overlap with ours, it is possilil the future that our Manager
may manage funds and accounts that may competeugibr investment opportunities. Also, to the extaur Manager manages
investment vehicles (other than CDOs) that meefrougstment objectives, our Manager will have aeimive to invest our funds
in such investment vehicles because of the poggibil generating an additional, incremental mamaget fee. Our Manager may
also invest in CDOs managed by it that could rasutbnflicts with us, particularly if we invest aportion of the equity securities
and there is a deterioration of value of such C2fte closing we could suffer an immediate lossaétpthe decrease in the
market value of the underlying investment. In additto the extent we seek to invest in Agency RMB&8 may compete for
investment opportunities with Annaly. Our Managas lan investment allocation policy in place so tiraimay share equitably
with other client accounts of our Manager and Apnalall investment opportunities, particularly gginvolving an asset with
limited supply, that may be suitable for our acdoamd such other accounts. Our Manager’s poliay @msludes other controls
designed to monitor and prevent any particular aetor Annaly from receiving favorable treatmeneowany other fund or
account. This investment policy may be amendedunyManager at any time without our consent. Toektent FIDAC'S,
Annaly’s, or our business evolves in such a wagive rise to conflicts not currently addressed by lanager’s investment
allocation policy, our Manager may need to refisepolicy to handle any such situations. To avaig actual or perceived
conflicts of interest with our Manager, an investiini@ any security structured or managed by our &dgn will be approved by a
majority of our independent directors.

It is difficult and costly to terminatieet management agreement without cause. We mayemiynate the management
agreement without cause after the initial termanrection with the annual review of our Manageesfprmance and the
management fees and only with the approval of twal$ of our independent directors or a majorityof stockholders (other
than those shares held by Annaly or its affiligtes) upon the payment of a substantial termindédenThese conditions may
adversely affect our ability to terminate our Maeagithout cause. For more information please gesiness — Conflicts of
Interest” and “Our Manager and the Management Ageseg — Management Agreement.”

We have agreed to pay our Manager atmasegement fee that is not tied to our performamckincentive compensation
that is based entirely on our performance. Thispemsation arrangement may cause our Manager to higlkeisk investments.
Investments with higher yield potential are gergnaskier or more speculative. The base manageifi@entomponent may not
sufficiently incentivize our Manager to generateaative risk-adjusted returns for us. The incemttompensation component may
cause our Manager to place undue emphasis on thienimation of net income at the expense of othéeida, such as preservation
of capital,




to achieve higher incentive compensation. Thisdoesult in increased risk to the value of our stweent portfolio.
Operating and Regulatory Structure
REIT Qualification

In connection with this offering, we intkto elect to be treated as a REIT under Sec866shrough 859 of the Internal
Revenue Code commencing with our taxable year gnatinDecember 31, 2007. Our qualification as a Rigdpends upon our
ability to meet on a continuing basis, through atiovestment and operating results, various cormpgquirements under the
Internal Revenue Code relating to, among otheg#)ithe sources of our gross income, the compasatia values of our assets,
our distribution levels and the diversity of owrtépsof our shares. We believe that we will be oiged in conformity with the
requirements for qualification and taxation as dTRihder the Internal Revenue Code, and that denared manner of operation
will enable us to meet the requirements for quadifion and taxation as a REIT.

As a REIT, we generally will not be sutijeo federal income tax on our REIT taxable incomeedistribute currently to our
stockholders. If we fail to qualify as a REIT inyataxable year and do not qualify for certain statyrelief provisions, we will be
subject to federal income tax at regular corporates and may be precluded from qualifying as alR&if the subsequent four
taxable years following the year during which wstlour REIT qualification. Even if we qualify faatation as a REIT, we may be
subject to some federal, state and local taxesioinoome or property.

1940 Act Exemption

We intend to operate our business so ae excluded from regulation under the 1940 Ast@ministered by the Securities
and Exchange Commission and its Division of Investhivianagement. We will operate our business dontbare exempt from
registration under the 1940 Act. We will rely ore teixemption provided by Section 3(c)(5)(C) of th&l@ct, a provision designed
for companies that do not issue redeemable sexsigtid are primarily engaged in the business ahasing or otherwise
acquiring mortgages and other liens on and inteiesteal estate.

To qualify for the exemption, we makeéstments so that at least 55% of the assets wecomsist of qualifying mortgages
and other liens on and interests in real estatehndre collectively referred to as “qualifying restate assets,” and so that at least
80% of the assets we own consist of real estatdedlassets (including our qualifying real estatets). We do not intend to issue
redeemable securities.

Based on no-action letters issued byStiadf of the Securities and Exchange Commissiorlassify our investment in
residential mortgage loans as qualifying real esiasets, as long as the loans are “fully securgdh interest in real estate. That
is, if the loan-to-value ratio of the loan is eqtabr less than 100%, then we consider the moetdzan a qualifying real estate
asset. We do not consider loans with loan-to-vedties in excess of 100% to be qualifying real teséssets for the 55% test, but
only real estate-related assets for the 80% test.

We also consider RMBS such as agencyevpobl certificates to be qualifying real estateets An agency whole pool
certificate is a certificate issued or guaranteg&énnie Mae, Freddie Mac or Ginnie Mae that regmtssthe entire beneficial
interest in the underlying pool of mortgage logBw.contrast, an agency certificate that represeststhan the entire beneficial
interest in the underlying mortgage loans is noisidered to be a qualifying real estate assetdgogses of the 55% test, but
constitutes a real estate-related asset for puspafshe 80% test.

We will treat our ownership interest inats of whole loan RMBS, in cases in which we aggjtlie entire beneficial interest
in a particular pool, as qualifying real estatectsdased on no-action positions of the Staff efSbcurities and Exchange
Commission. We generally do not expect our investsisn CMBS and other RMBS investments to consitytalifying real
estate assets for the 55% test, unless such tregisnmnsistent with guidance of the Staff of Sexurities and Exchange
Commission. Instead, these investments generallypwiclassified as real estate-related assetguposes of the 80% test. We do
not expect that our investments in CDOs or otheSAMBII constitute qualifying real estate assets. M&y, however, treat our
equity interests in a CDO issuer that we deterrigrae“majority owned subsidiary” and that is exaddrom 1940 Act regulation
under Section 3(c)(5)(C) of the 1940 Act as quaiifyreal estate assets, real estate related agadtgjiscellaneous assets in the
same proportion as the assets in such CDO arefyjnglreal estate assets, real estate relatedsamsdt
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miscellaneous assets. We may in the future, howewedify our treatment of such CDO equity to confdo guidelines provided
by the Staff of the Securities and Exchange ConinisSee “Business — Operating and Regulatory 8trac— 1940 Act” for
further information concerning our reliance on 8extion 3(c)(5)(C) exclusion from 1940 Act reguiati

Restrictions on Ownership of Our Common Stock

To assist us in complying with the liniibeas on the concentration of ownership of REITresBamposed by the Internal
Revenue Code, our charter generally prohibits émgkbolder from beneficially or constructively owmgi applying certain
attribution rules under the Internal Revenue Coaegre than 9.8% in value or in number of shareschéirer is more restrictive, of
any class or series of our capital stock. Our boarirectors may, in its sole discretion, waive h8% ownership limit with
respect to a particular stockholder if it is preedrwith evidence satisfactory to it that such ogh# will not then or in the future
jeopardize our qualification as a REIT. Our chaaisp prohibits any person from, among other things

. beneficially or constructively owning shares of eapital stock that would result in our bel“closely hel” under
Section 856(h) of the Internal Revenue Code orratise cause us to fail to qualify as a REIT; i

. transferring shares of our capital stock if suemsfer would result in our capital stock being odrbg fewer than 1C
persons

Our charter provides that any ownershipuwported transfer of our capital stock in vi@atof the foregoing restrictions
will result in the shares owned or transferredualsviolation being automatically transferred toharitable trust for the benefit of
a charitable beneficiary, and the purported owmédramsferee acquiring no rights in such shareg.tthnsfer to a charitable trust
would be ineffective for any reason to preventaation of the restriction, the transfer that wohhive resulted in such violation
will be void ab initio .
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Common stock offered by us

Common stock to be outstanding after this
offering

Use of proceeds

Our Distribution Policy

THE OFFERING

33,333,334 shares (plus up to an additional 5,@@shares of our common
stock that we may issue and sell upon the exedfifige underwriters’
overallotment option)

36,954,915 shares, based upon 1,000 shares of costork outstanding as of
November 2, 2007. Does not include up to an adtiti®,000,000 shares of ¢
common stock that we may issue and sell upon thecese of the underwriters’
overallotment option. Does not include shares ofrestricted common stock
approved as grants pursuant to our equity inceipiie which will be an
aggregate of 1,301,000 shares of our common shockides shares to be sold to
Annaly concurrently with this offering

We intend to invest the net proceeds of this affgprimarily in prime and Al
mortgage loans, non-Agency RMBS, Agency RMBS andSABD0Os, CMBS
and other consumer or non-consumer ABS. Initiallg,expect to focus our
investment activities on purchasing residential tgege loans that have been
originated by select high-quality originators, imting the retail lending
operations of leading commercial banks, and nonragdRMBS. As the
diligence and acquisition lead times for residdmtiartgage loans are longer t
for non-Agency RMBS purchases, we expect our imaest portfolio at the
outset to be weighted toward non-Agency RMBS, stthijemaintaining our
REIT qualification and our 1940 Act exemption, lag expect our investment
portfolio to become weighted toward residential tnage loans over the next
three to six months. Until appropriate investmerats be identified, our Manag
may invest these funds in interest-bearing shom+iavestments, including
money market accounts, that are consistent withirtention to qualify as a
REIT. These investments are expected to providevar net return than we ho
to achieve from investments in our intended usero€eeds of this offering. See
“Use of Proceec”

Federal income tax law requires that a REIT distetannually at least 90% of
its REIT taxable income, determined without regarthe deduction for
dividends paid and excluding net capital gain. fore information, please see
“Certain Federal Income Tax Considerati”

In connection with the REIT requirements, we intémdnake regular quarter
distributions of all or substantially all of our REtaxable income to holders of
our common stock out of assets legally availabéedfor. Any future
distributions we make will be at the discretioroof board of directors and will
depend upon, among other things, our actual regfitiperations. These results
and our ability to pay distributions will be affedtby various factor:
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NYSE symbol

Ownership and transfer restrictions

Risk factors

including the net interest and other income frompmartfolio, our operating
expenses and any other expenditures. For moreniation, please see
“Distribution Policy”

We cannot assure you that we will make any distigims to our stockholder
HCIMH

To assist us in complying with limitations on thencentration of ownership of a
REIT imposed by the Internal Revenue Code, ourtehgenerally prohibits,
among other prohibitions, any stockholder from tieredly or constructively
owning more than 9.8% in value or in number of seawhichever is more
restrictive, of any class or series of the outstamdhares of our capital stock.
See"Description of Capital Sto—Restrictions on Ownership and Trang”

Investing in our common stock involves a high degpérisk. You should
carefully read and consider the information sethfonder “Risk Factors” and all
other information in this prospectus before invggin our common stocl

Unless otherwise indicated, that numbieshares of common stock does not include the 500@0shares of our common
stock that may be issued if the underwriters’ oletrment option is exercised in full.

Our Corporate Information

Our principal executive offices are l@zhat 1211 Avenue of Americas, Suite 2902, New Yhidgw York 10036. Our
telephone number is 1-866-315-9930. Our websitetfs//www.chimerareit.com The contents of our website are not a part af thi
prospectus. We have included our website addrdgsasran inactive textual reference and do nonithieto be an active link to

our website.
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RISK FACTORS

Investing in our common stock involvédgh degree of risk. You should carefully consither following risk factors and all other
information contained in this prospectus beforeghasing our common stock. The risks and uncertsrdiescribed below are not the only ¢
facing us. Additional risks and uncertainties tha are unaware of, or that we currently deem immigtealso may become important factc
that affect us.

If any of the following risks occur, dusiness, financial condition or results of opesas could be materially and adversely affected. In
that case, the trading price of our common stoakddecline, and you may lose some or all of youestment.

Risks Associated With Our Management and Relationsh With Our Manager
We are dependent on our Manager and its key persomhfor our success.

We have no separate facilities and ameptetely reliant on our Manager. Initially we wilave no employees other than our officers. Our
officers are also employees of our Manager, whosigsficant discretion as to the implementatioroof investment and operating policies
strategies. Accordingly, we will depend on thegttice, skill and network of business contacts efsgnior management of our Manager. The
senior management of our Manager will evaluateotiatg, structure, close and monitor our investsiaiierefore, our success will depend on
their continued service. The departure of any efg¢bnior managers of our Manager could have a ialdelverse effect on our performance. In
addition, we can offer no assurance that our Managkremain our investment manager or that wd adntinue to have access to our
Manager’s principals and professionals. Our managemgreement with our Manager only extends urgtéinber 31, 2010. If the
management agreement is terminated and no surglllEecement is found to manage us, we may not leet@alexecute our business plan.
Moreover, our Manager is not obligated to dedicateain of its employees exclusively to us not @bligated to dedicate any specific portion
of its time to our business, and none of our Mariaganployees are contractually dedicated to ugundr management agreement with our
Manager. The only employees of our Manager who lvélprimarily dedicated to our operations are Giaris]. Woschenko, our Head of
Investments, and William B. Dyer, our Head of Urvdeting.

There are conflicts of interest in our relationshipwith our Manager and Annaly, which could result indecisions that are not in the best
interests of our stockholders.

We are subject to potential conflictsraérest arising out of our relationship with Anypahd our Manager. An Annaly executive officer
is our Manager’s sole director; two of Annaly’s doyees are our directors; and several of Annalyipleyees are officers of our Manager and
us. Specifically, each of our officers also seragsan employee of our Manager or Annaly. As a tesut Manager and our executives may
have conflicts between their duties to us and tthefies to, and interests in, Annaly or our Managéere may also be conflicts in allocating
investments which are suitable both for us and Anaa well as other FIDAC managed funds. Annaly roaypete with us with respect to
certain investments which we may want to acquine, @ a result we may either not be presentedthétiopportunity or have to compete with
Annaly to acquire these investments. Our Managdroam executive officers may choose to allocat®fable investments to Annaly instead of
to us. The ability of our Manager and its officarsl employees to engage in other business acsiviteey reduce the time our Manager spends
managing us. Further, during turbulent conditionthe mortgage industry, distress in the creditket@ror other times when we will need
focused support and assistance from our Manadeer ehtities for which our Manager also acts amaestment manager will likewise require
greater focus and attention, placing our Managessurces in high demand. In such situations, wemoareceive the necessary support and
assistance we require or would otherwise receiweifvere internally managed or if our Manager didact as a manager for other entities.
There is no assurance that the allocation poliay &dldresses some of the conflicts relating tarouestments, which is described under
“Business—Conflicts of Interest,” will be adequédeaddress all of the conflicts that may arise.

We will pay our Manager substantial maragnt fees regardless of the performance of oufgtior Our Manager’s entitlement to
substantial nonperformance-based compensation medhte its incentive to devote its time and efforseeking investments that provide
attractive risk-adjusted returns for our portfolldnis in turn could hurt both our ability to makistdibutions to our stockholders and the market
price of our common stock.

Following this offering, we expect Anndtyown 9.8% of our common stock, excluding shardd pursuant to the underwriteeXercise
of their overallotment option and shares of outrieted common stock
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approved to be granted to our executive officetse@mnployees of our Manager and to our independesttdrs, which entitles them to receive
quarterly distributions based on financial perfonee In evaluating investments and other managestiategies, this may lead our Manage
place emphasis on the maximization of revenudsea¢xpense of other criteria, such as preservaficapital. Investments with higher yield
potential are generally riskier or more speculatiMgis could result in increased risk to the vadfieur invested portfolio. Annaly may sell
shares in us at any time following the lock-up périThe lock-up period for Annaly expires on thdierof (i) the date which is three years
after the date of this prospectus or (i) the teation of the management agreement. To the extenal sells some of its shares, its interests
may be less aligned with our interests.

Our incentive fee may induce our Manager to make c&in investments, including speculative investmerst

In addition to its management fee, ounitger is entitled to receive incentive compensat@sed, in part, upon our achievement of
targeted levels of net income. In evaluating invesits and other management strategies, the opfgrtarearn incentive compensation based
on net income may lead our Manager to place undyehasis on the maximization of net income at thgease of other criteria, such as
preservation of capital, to achieve higher incentiempensation. Investments with higher yield piaéare generally riskier or more
speculative. This could result in increased risth®value of our invested portfolio.

The management agreement with our Manager was notagotiated on an arm’s-length basis and may not besdavorable to us as if it
had been negotiated with an unaffiliated third pary and may be costly and difficult to terminate.

Our president, chief financial officeedd of underwriting, treasurer, controller, seagetand head of investments will also serve as
employees of our Manager. In addition, certainwfdirectors are employees of our Manager. Our mament agreement with our Manager
was negotiated between related parties, and itssténcluding fees payable, may not be as favorables as if it had been negotiated with an
unaffiliated third party.

Termination of the management agreemdhtour Manager without cause is difficult and ¢psOur independent directors will review
our Manager’s performance and the management feegly, and following the initial term, the managent agreement may be terminated
annually by us without cause upon the affirmatigéevof at least two-thirds of our independent does; or by a vote of the holders of at least a
majority of the outstanding shares of our commaicls{other than those shares held by Annaly aafftBates), based upon: (i) our Manager’s
unsatisfactory performance that is materially de¢mtal to us, or (ii) a determination that the nggmaent fees payable to our Manager are not
fair, subject to our Managertight to prevent termination based on unfair faesccepting a reduction of management fees agoeleyl at leas
two-thirds of our independent directors. Our Mamagdl be provided 180-days’ prior notice of anyckutermination. Additionally, upon such
termination, the management agreement provideswhatill pay our Manager a termination fee equahtee times the sum of (a) the average
annual base management fee and (b) the averagelamcentive compensation earned by our Managenduine prior 24-month period before
such termination, calculated as of the end of thsetmecently completed fiscal quarter. These piorgsmay adversely affect our ability to
terminate our Manager without cause.

Our Manager is only contractually commdtto serve us until December 31, 2010. Theredftermanagement agreement is renewable
on an annual basis; provided, however, that ourdgdanmay terminate the management agreement aynipalh 180-days’ prior notice. If the
management agreement is terminated and no surglllecement is found to manage us, we may not leet@alexecute our business plan.

Our board of directors will approve very broad investment guidelines for our Manager and will not appove each investment decision
made by our Manager.

Our Manager will be authorized to foll@ary broad investment guidelines. Our board ofadaes will periodically review our
investment guidelines and our investment portfddiat, will not, and will not be required to, revie of our proposed investments or any type
or category of investment, except that an investrimea security structured or managed by our Managest be approved by a majority of our
independent directors. In addition, in conductiegi@dic reviews, our board of directors may relynarily on information provided to them by
our Manager. Furthermore, our Manager may use aaxgifategies, and transactions entered into byviaumager may be difficult or
impossible to unwind by the time they are reviewgdur board of directors. Our Manager will havearlatitude within the broad investment
guidelines in determining the types of assets i decide are proper investments for us, which coeddlt in investment returns that are
substantially below expectations or that resulbgses, which would materially and adversely aféestbusiness operations and results. Fui
decisions made and investments entered into bijvlamager may not be in your best interests.
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We may change our investment strategy and asset@diation without stockholder consent, which may redtin riskier investments.

We may change our investment strateg@seet allocation at any time without the consemiupfstockholders, which could result in our
making investments that are different from, andsgig riskier than, the investments described ia fitospectus. A change in our investment
strategy may increase our exposure to interestradalefault risk and real estate market fluctuati¢-urthermore, a change in our asset
allocation could result in our making investmemtasset categories different from those describelis prospectus. These changes could
adversely affect the market price of our commouwlstind our ability to make distributions to you.

Our Manager has an incentive to invest our funds innvestment vehicles managed by our Manager becauséthe possibility of
generating an additional incremental management feavhich may reduce other investment opportunities aailable to us.

While investments in investment vehiatesnaged by our Manager require approval by a ntgjofiour independent directors, our
Manager has an incentive to invest our funds iestwment vehicles managed by our Manager becauke pbssibility of generating an
additional incremental management fee, which mdyce other investment opportunities available tdrugddition, we cannot assure you that
investments in investment vehicles managed by camader will prove beneficial to us.

We may invest in CDOs managed by our Manager, inclling the purchase or sale of all or a portion of te equity of such CDOs, which
may result in an immediate loss in book value andrpsent a conflict of interest between us and our Meager.

We may invest in securities of CDOs maatblgy our Manager. If all of the securities of a@Banaged by our Manager were not fully
placed as a result of our not investing, our Manageld experience losses due to changes in the\adlthe underlying investments
accumulated in anticipation of the launch of suolestment vehicle. The accumulated investmentdb@ transaction are generally sold at
the price at which they were purchased and nopteeailing market price at closing. Accordingly,ttee extent we invest in a portion of the
equity securities for which there has been a datation of value since the securities were purathase would experience an immediate loss
equal to the decrease in the market value of tdenlying investment. As a result, the interestewf Manager in our investing in such a CDO
may conflict with our interests and that of ourctioolders.

Our investment focus is different from those of otkr entities that are or have been managed by our Meager.

Our investment focus is different fronogle of other entities that are or have been managedr Manager. In particular, entities
managed by our Manager have not purchased wholiyay® loans or structured whole loan securitizatidm addition, our Manager has
limited experience in managing CDOs and investin@DOs, non-Agency RMBS, CMBS and other asset lhskeurities which we may
pursue as part of our investment strategy. Accaiglirour Manager’s historical returns will not blicative of its performance for our
investment strategy and we can offer no assurdrateur Manager will replicate the historical penfiance of the Manager’s investment
professionals in their previous endeavors. Oursiment returns could be substantially lower tharéturns achieved by our Manager’'s
investment professionals’ previous endeavors.

We compete with investment vehicles of our Managdor access to our Manager’s resources and investmeopportunities.

Our Manager provides investment and fongradvice to a number of investment vehicles smrde of our Manager’s personnel are also
employees of Annaly and in that capacity are ingdlin Annaly’s investment process. Accordingly, wi# compete with our Manager’s other
investment vehicles and with Annaly for our Managieesources. In the future, our Manager may spoasd manage other investment
vehicles with an investment focus that overlapfiwitrs, which could result in us competing for asc® the benefits that we expect our
relationship with our Manager to provide to us.

Risks Related To Our Business

We have no operating history and may not operate seessfully or generate sufficient revenue to make sustain distributions to our
stockholders.

We were organized in June 2007 and haveperating history. We have no assets and willmence operations only upon completion
of this offering. We cannot assure you that we tdlable to operate our business
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successfully or implement our operating policied atrategies described in this prospectus. Thdtsesuour operations depend on many
factors, including the availability of opportungiéor the acquisition of assets, the level andtiliiiaof interest rates, readily accessible short
and long-term financing, conditions in the finaherearkets and economic conditions.

We operate in a highly competitive market for inveiment opportunities and more established competita may be able to compete mor
effectively for investment opportunities than we ca.

A number of entities will compete with tasmake the types of investments that we plandakenWe will compete with other REITS,
public and private funds, commercial and investniemks and commercial finance companies. Many pEompetitors are substantially lar
and have considerably greater financial, techréodl marketing resources than we do. Several othéFrf=have recently raised, or are expe:
to raise, significant amounts of capital, and mayehinvestment objectives that overlap with oulsiclv may create competition for investment
opportunities. Some competitors may have a lowst eébfunds and access to funding sources that@travailable to us. In addition, some of
our competitors may have higher risk tolerancedifferent risk assessments, which could allow theroonsider a wider variety of investme
and establish more relationships than us. We caasmire you that the competitive pressures wewi#taot have a material adverse effect on
our business, financial condition and results adfrafions. Also, as a result of this competition,magy not be able to take advantage of
attractive investment opportunities from time toei and we can offer no assurance that we willlbe t@ identify and make investments that
are consistent with our investment objectives.

Loss of our 1940 Act exemption would adversely afte us and negatively affect the market price of shas of our common stock and our
ability to distribute dividends and could result in the termination of the management agreement withwr Manager.

We intend to operate our company sowmeawill not be required to register as an investnoempany under the 1940 Act because wi
“primarily engaged in the business of purchasingtberwise acquiring mortgages and other liensrmhiaterests in real estate.” Specifically,
we intend to invest at least 55% of our assetsadrtgage loans, RMBS that represent the entire cstnigin a pool of mortgage loans and ot
qualifying interests in real estate and approxityade additional 25% of our assets in other typemortgages, RMBS, securities of REITs and
other real estate-related assets. As a result,ilvberimited in our ability to make certain invesents.

If we fail to qualify for this exemptidn the future, we could be required to restructureactivities in a manner that, or at a time when,
we would not otherwise choose to do so, which coelgatively affect the value of shares of our commick, the sustainability of our
business model, and our ability to make distrilngid-or example, if the market value of our invesita in securities were to increase by an
amount that resulted in less than 55% of our ass@igy invested in mortgage loans or RMBS thatesgnt the entire ownership in a pool of
mortgage loans or less than 80% of our assets li@hegted in real estate-related assets, we migle to sell securities to qualify for
exemption under the 1940 Act. The sale could odauing adverse market conditions, and we couldbeefl to accept a price below that
which we believe is acceptable. In addition, theae be no assurance that the laws and regulatmresjng REITSs, including the Division of
Investment Management of the SEC providing moreifipeor different guidance regarding the treatmefassets as qualifying real estate
assets or real estate-related assets, will notgehina manner that adversely affects our opersition

A loss of our 1940 Act exemption woultbal our Manager to terminate the management agreewith us, which would materially
adversely affect our business and operations.

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

If the market value or income potentifibar residential mortgage loans, RMBS, and otkat estate-related investments declines as a
result of increased interest rates, prepaymens atether factors, we may need to increase oliestate investments and income or liquidate
our non-qualifying assets to maintain our REIT dfication or our exemption from the 1940 Act. ltldecline in real estate asset values or
income occurs quickly, this may be especially difft to accomplish. This difficulty may be exaceadzhby the illiquid nature of many of our
non-real estate assets. We may have to make ingestiecisions that we otherwise would not makerttibe REIT and 1940 Act
considerations.
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We expect to leverage our investments, which may aersely affect our return on our investments and mgreduce cash available fo
distribution to our stockholders.

We expect to leverage our investmentsutin borrowings, generally through the use of rejpase agreements, warehouse facilities,
credit facilities, securitizations, commercial papad collateralized debt obligations, or CDOs.

We are not required to maintain any dpedebt-to-equity ratio. The amount of leveragd wéry depending on our ability to obtain
credit facilities, the lenders’ and rating agencéssimates of the stability of the investmentssicdlow, and our assessment of the appropriate
amount of leverage for the particular assets wdwarging. We may be required to maintain minimurerage cash balances in connection with
borrowings under a credit facility. Our return amr investments and cash available for distributmour stockholders may be reduced to the
extent that changes in market conditions preveffitaus leveraging our investments or increase tret obour financing relative to the income
that can be derived from the assets acquired. €oirgbrvice payments will reduce cash flow avaddbt distributions to stockholders, which
could adversely affect the price of our commonlstd¢e may not be able to meet our debt servicggabtibns, and, to the extent that we car
we risk the loss of some or all of our assets tedlmsure or sale to satisfy the obligations. Wk lewerage certain of our assets through
repurchase agreements. A decrease in the vallesd issets may lead to margin calls which wehailke to satisfy. We may not have the
funds available to satisfy any such margin calld we may be forced to sell assets at significatigressed prices due to market conditions or
otherwise. The satisfaction of such margin cally megluce cash flow available for distribution ta stockholders. Any reduction in
distributions to our stockholders may cause thaevaf our common stock to decline, in some casesjgitously.

Failure to procure adequate capital and funding orfavorable terms, or at all, would adversely affecobur results and may, in turn,
negatively affect the market price of shares of oucommon stock and our ability to distribute dividerds to our stockholders.

We depend upon the availability of adegdanding and capital for our operations. We idtémfinance our assets over the long-term
through a variety of means, including repurchaseagents, credit facilities, securitizations, cormeiad paper and collateralized debt
obligations. Our access to capital depends upamreber of factors over which we have little or nazol, including:

. general market condition

. the marke’'s perception of our growth potenti

. our current and potential future earnings and cistnibutions;
. the market price of the shares of our capital stack

. the marke’'s view of the quality of our asse

The current situation in the sub-primertgage sector, and the current weakness in thelbraaortgage market, could adversely affect
one or more of our potential lenders and could eaure or more of our potential lenders to be uivglbr unable to provide us with financing.

In general, this could potentially incseaur financing costs and reduce our liquidity.

We expect to use a number of sourcemémte our investments, including repurchase ageatsnwarehouse facilities, securitizations,
asset-backed commercial paper and term CDOs. QGumarket conditions have affected the cost andabitity of financing from each of
these sources—and their individual providers—téedént degrees; some sources generally are unblaiome are available but at a high
cost, and some are largely unaffected. For exariiptee repurchase agreement market, borrowers hese affected differently depending on
the type of security they are financing. Non-AgeRiYBS have been harder to finance, depending otyfgieeof assets collateralizing the
RMBS. The amount, term and margin requirementsciatsal with these types of financings have beeraotgd.

Currently, warehouse facilities to finanghole loan prime residential mortgages are gdperaailable from major banks, but at
significantly higher cost and greater margin reguients than previously offered. Many major banke wfifier warehouse facilities have also
reduced the amount of capital available to newae$rand consequently the size of those facilitfeesed now are smaller than those
previously available.
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It is currently a challenging market éonh finance whole loans through securitization@nds issued by a CDO structure. The highly
rated senior bonds in these securitizations and G@tures currently have liquidity, but at mucldev spreads than issues priced earlier this
year. The junior subordinate tranches of theseststras currently have few buyers and current masketlitions have forced issuers to ref
these lower rated bonds rather than sell them.

Certain issuers of asset-backed commigrazer (or ABCP) have been unable to place (dy ttodir securities, which has resulted, in
some instances, in forced sales of mortgage-basdeurities, or MBS, and other securities whichfhaher negatively impacted the market
value of these assets. These market conditionuideand likely to change over time.

As a result, the execution of our investinstrategy may be dictated by the cost and aikiaof financing from these different sources.

If one or more major market participag®s out of business, it could adversely affecttlaeketability of all fixed income securities and
this could negatively impact the value of the si@s we acquire, thus reducing our net book value.

Furthermore, if many of our potentialdens are unwilling or unable to provide us withaficing, we could be forced to sell our secur
or residential mortgage loans at an inopportune tivhen prices are depressed.

We cannot assure you that these marki#iteewain an efficient source of long-term finangifor our assets. If our strategy is not viable,
we will have to find alternative forms of financifigr our assets which may not be available. Furthema REIT, we are required to distribute
annually at least 90% of our REIT taxable incometermined without regard to the deduction for dévids paid and excluding net capital gain,
to our stockholders and are therefore not abletmir significant amounts of our earnings for newestments. We cannot assure you that any,
or sufficient, funding or capital will be availalte us in the future on terms that are acceptablest If we cannot obtain sufficient funding on
acceptable terms, there may be a negative impattteomarket price of our common stock and our gt make distributions to our
stockholders. Moreover, our ability to grow will dependent on our ability to procure additionaldimg. To the extent we are not able to raise
additional funds through the issuance of additi@wplity or borrowings, our growth will be constraih

We will depend on warehouse and repurchase facilés, credit facilities and commercial paper to execte our business plan, and our
inability to access funding could have a material dverse effect on our results of operations, finanal condition and business.

Our ability to fund our investments deggito a large extent upon our ability to secureelvause, repurchase, credit, and commercial
paper financing on acceptable terms. Pending thgrisieation of a pool of mortgage loans, if anye will fund the acquisition of mortgage
loans through borrowings from warehouse, repurchease credit facilities and commercial paper. Wie peovide no assurance that we will be
successful in establishing sufficient warehousgurehase, and credit facilities and issuing comimkpaper. In addition, because warehouse,
repurchase, and credit facilities and commercipkpare short-term commitments of capital, the éesdnay 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 curtaithvillingness to provide financing. If we are radile to renew our then existing warehouse,
repurchase, and credit facilities and issue comialgraper or arrange for new financing on termseptable to us, or if we default on our
covenants or are otherwise unable to access furdix any of these facilities, we will have to cirtar asset acquisition activities.

It is possible that the lenders that witbvide us with financing could experience charigekeir ability to advance funds to us,
independent of our performance or the performaficaoinvestments, including our mortgage loansaddition, if the regulatory capital
requirements imposed on our lenders change, thgybeaequired to significantly increase the coghefwarehouse facilities that they provide
to us. Our lenders also may revise their eligipiléquirements for the types of residential mortgkogns they are willing to finance or the te
of such financings, based on, among other factoestegulatory environment and their managemepeaofeived risk, particularly with respect
to assignee liability. Financing of equity-baseddiag, for example, may become more difficult ie flature. Moreover, the amount of
financing we will receive under our warehouse alrchase facilities will be directly related te tienders’ valuation of the assets that secure
the outstanding borrowings. Typically warehouspurehase, and credit facilities grant the respedéwnder the absolute right to reevaluate the
market value of the assets that secure outstatdirrgwings at any time. If a lender determinedsrsole
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discretion that the value of the assets has demde#ashas the right to initiate a margin call. Amin call would require us to transfer additional
assets to such lender without any advance of ftmods the lender for such transfer or to repay diporof the outstanding borrowings. Any
such margin call could have a material adverseceéfie our results of operations, financial conditibusiness, liquidity and ability to make
distributions to our stockholders, and could cabgevalue of our common stock to decline. We majobeed to sell assets at significantly
depressed prices to meet such margin calls anditotain adequate liquidity, which could cause ustar losses. Moreover, to the extent we
are forced to sell assets at such time, given nhakeditions, we may be forced to sell assetsattme time as others facing similar pressures
to sell similar assets, which could greatly exaatgla difficult market environment and which corédult in our incurring significantly greater
losses on our sale of such assets. In an extrepeeofanarket duress, a market may not even bergrisecertain of our assets at any price.

The current dislocation in the satime mortgage sector, and the current weaknetbeibroader mortgage market, could adversely &
one or more of our potential lenders and could eaune or more of our potential lenders to be unmvglbr unable to provide us with financing.
This could potentially increase our financing casts reduce our liquidity. If one or more major R&rmparticipants fails, it could negatively
impact the marketability of all fixed income sedias, including Agency and non-Agency RMBS, restiddmmortgage loans and real estate
related securities, and this could negatively iniplae value of the securities we acquire, thus eedpour net book value. Furthermore, if mi
of our potential lenders are unwilling or unablgtovide us with financing, we could be forced ¢dl sur assets at an inopportune time when
prices are depressed.

We expect that our financing facilities will contan covenants that restrict our operations and may ihibit our ability to grow our
business and increase revenues.

We expect our financing facilities withrtain extensive restrictions, covenants, and sgmtations and warranties that, among other
things, will require us to satisfy specified fins&casset quality, loan eligibility and loan perfance tests. If we fail to meet or satisfy any of
these covenants or representations and warramgesiould be in default under these agreements anténders could elect to declare all
amounts outstanding under the agreements to bediatety due and payable, enforce their respectiterésts against collateral pledged under
such agreements and restrict our ability to makktiatal borrowings. We also expect our financiggeements will contain cross-default
provisions, so that if a default occurs under amg agreement, the lenders under our other agresroeuld also declare a default.

The covenants and restrictions we exjpeotir financing facilities may restrict our abjlito, among other things:

. incur or guarantee additional de

. make certain investments or acquisitic

. make distributions on or repurchase or redeem alagiitck;

. engage in mergers or consolidatio

. finance mortgage loans with certain attribu

. reduce liquidity below certain level

. grant liens, incur operating losses for more thapexified period
. enter into transactions with affiliates; a

. hold mortgage loans for longer than establishee periods

These restrictions may interfere with ability to obtain financing, including the finamg needed to qualify as a REIT, or to engage in
other business activities, which may significamtirm our business, financial condition, liquiditydaresults of operations. A default and
resulting repayment acceleration could significantiduce our liquidity, which could require us &l ®ur assets to repay amounts due and
outstanding. This could also significantly harm business, financial condition, results of operaticand our ability to make distributions,
which could cause the value of our common stoddetdine. A default will also significantly limit edinancing alternatives such that we will
be unable to pursue our leverage strategy, whiakdamurtail our investment returns.
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The repurchase agreements, warehouse facilities amdedit facilities and commercial paper that we wil use to finance our investment:
may require us to provide additional collateral andmay restrict us from leveraging our assets as fyllas desired.

We expect to use repurchase agreemeatshause facilities and credit facilities and conuia paper to finance our investments. If the
market value of the loans or securities pledgesbtd by us to a funding source decline in valuewasy be required by the lending institution
to provide additional collateral or pay down a portof the funds advanced, but we may not havdiuthds available to do so. Posting
additional collateral will reduce our liquidity atichit our ability to leverage our assets, whichultbadversely affect our business. In the event
we do not have sufficient liquidity to meet suchuigements, lending institutions can acceleratayegent of our indebtedness, increase our
borrowing rates, liquidate our collateral or terat@our ability to borrow. Such a situation woukely result in a rapid deterioration of our
financial condition and possibly necessitate adijlfor protection under the U.S. Bankruptcy Code.

Further, financial institutions may reguus to maintain a certain amount of cash thabvisnvested or to set aside non-levered assets
sufficient to maintain a specified liquidity positi which would allow us to satisfy our collateraligations. As a result, we may not be able to
leverage our assets as fully as we would choosiehwdould reduce our return on equity. If we arahie to meet these collateral obligations,
then, as described above, our financial conditmuict deteriorate rapidly.

If the counterparty to our repurchase transactionsdefaults on its obligation to resell the underlyingsecurity back to us at the end of the
transaction term, or if the value of the underlyingsecurity has declined as of the end of that termraf we default on our obligations
under the repurchase agreement, we will lose mon@n our repurchase transactions.

When we engage in a repurchase transgeti® generally sell securities to the transactiounterparty and receive cash from the
counterparty. The counterparty is obligated tolteése securities back to us at the end of the tefiine transaction, which is typically 30-90
days. Because the cash we receive from the coamtgnphen we initially sell the securities to trmuaterparty is less than the value of those
securities (this difference is referred to as taiedut), 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 amotiite haircut (assuming there was no changedwétue of the securities). We would also
lose money on a repurchase transaction if the \a@fitiee underlying securities has declined as efahd of the transaction term, as we would
have to repurchase the securities for their initédlie but would receive securities worth less tiiah amount. Any losses we incur on our
repurchase transactions could adversely affeceatnings, and thus our cash available for distidinuio our stockholders.

If we default on one of our obligationsder a repurchase transaction, the counterpartyecarinate the transaction and cease entering
into any other repurchase transactions with uthahcase, we would likely need to establish aasghent repurchase facility with another
repurchase dealer in order to continue to levecageortfolio and carry out our investment strateéffyere is no assurance we would be able to
establish a suitable replacement facility.

An increase in our borrowing costs relative to theénterest we receive on our assets may adversely edt our profitability, and thus our
cash available for distribution to our stockholders

As our repurchase agreements and otloet-sdrm borrowings mature, we will be requireceitto enter into new borrowings or to sell
certain of our investments. An increase in shamtaterest rates at the time that we seek to emtemew borrowings would reduce the spread
between our returns on our assets and the cosirdfayrowings. This would adversely affect our retuon our assets that are subject to
prepayment risk, including our mortgage-backed stes, which might reduce earnings and, in tuastcavailable for distribution to our
stockholders.

If we issue senior securities we will be exposed aalditional risks.

If we decide to issue senior securitiethie future, it is likely that they will be goverth by an indenture 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 favoratéa those of our common stock and may result utidih to owners of our common stock. '
and, indirectly, our stockholders, will bear thestcof issuing and servicing such securities.
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Our securitizations will expose us to additional $ks.

We expect to securitize certain of ourtiptio investments to generate cash for funding imevestments. We expect to structure these
transactions so that they are treated as finaricmgactions, and not as sales, for federal indameurposes. In each such transaction, we
would convey a pool of assets to a special purpebele, the issuing entity, and the issuing entibuld issue one or more classes of non-
recourse notes pursuant to the terms of an indenfine 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@%egt in the equity of the issuing entity.
The securitization of our portfolio investments htignagnify our exposure to losses on those poatiolfestments because any equity interest
we retain in the issuing entity would be subordénatthe notes issued to investors and we wouddlefbre, absorb all of the losses sustained
with respect to a securitized pool of assets bafwre@wners of the notes experience any lossesedfer, we cannot be assured that we will be
able to access the securitization market, or be t@btlo so at favorable rates. The inability tausigize our portfolio could hurt our performance
and our ability to grow our business.

The use of CDO financings with over-collateralizatn requirements may have a negative impact on ousash flow.

We expect that the terms of CDOs we nmnsor will generally provide that the principal@mt of assets must exceed the principal
balance of the related bonds by a certain amoontjmnly referred to as “over-collateralization.” \Weticipate that the CDO terms will
provide that, if certain delinquencies or losseseexl the specified levels based on the analysikebgating agencies (or any financial guaranty
insurer) of the characteristics of the assets wlédizing the bonds, the required level of oveltateralization may be increased or may be
prevented from decreasing as would otherwise bmifted if losses or delinquencies did not exceeddéhevels. Other tests (based on
delinquency levels or other criteria) may restot ability to receive net income from assets ¢ettaizing the obligations. We cannot assure
you that the performance tests will be satisfiadadvance of completing negotiaticwith the rating agencies or other key transactiarti@s ot
our future CDO financings, we cannot assure yothefactual terms of the CDO delinquency tests,-cedlateralization terms, cash flow
release mechanisms or other significant factorardigg the calculation of net income to us. Givecent volatility in the CDO market, rating
agencies may depart from historic practices for dib@ncings, making them more costly for us. Falto obtain favorable terms with regard
to these matters may materially and adversely effecavailability of net income to us. If our assfail to perform as anticipated, our over-
collateralization or other credit enhancement ezpaassociated with our CDO financings will increase

Hedging against interest rate exposure may adversehffect our earnings, which could reduce our cashvailable for distribution to our
stockholders.

Subject to maintaining our qualificatias a REIT, we may pursue various hedging strategissek to reduce our exposure to losses
from adverse changes in interest rates. Our hedgitigity will vary in scope based on the level amdhtility of interest rates, the type of ass
held and other changing market conditions. Intenast hedging may fail to protect or could adversélect us because, among other things:

. interest rate hedging can be expensive, partigutarting periods of rising and volatile interesiesg
. available interest rate hedges may not correspoadtly with the interest rate risk for which prot®n is sought
. the duration of the hedge may not match the duraifdhe related liability

. the amount of income that a REIT may earn from rdzansactions (other than through taxable REilds&liaries, or TRSs) to
offset interest rate losses is limited by fedeaalprovisions governing REIT

. the credit quality of the party owing money on Heglge may be downgraded to such an extent thapdirs our ability to sell or
assign our side of the hedging transaction;

. the party owing money in the hedging transactioy nefault on its obligation to pa

Our hedging transactions, which are idézhto limit losses, may actually limit gains andrease our exposure to losses. As a result, our
hedging activity may adversely affect our earnimvgsich could reduce our cash available for distiduto our stockholders.
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In addition, hedging instruments invohisk since they often are not traded on regulateth@nges, guaranteed by an exchange or its
clearing house, or regulated by any U.S. or forgignernmental authorities. Consequently, therenareequirements with respect to record
keeping, financial responsibility or segregatiorca$tomer funds and positions. Furthermore, thereaébility of agreements underlying
derivative transactions may depend on compliantie applicable statutory and commodity and otheulagry requirements and, depending
on the identity of the counterparty, applicablenttional requirements. The business failuretoédging counterparty with whom we enter
into a hedging transaction will most likely resinlits default. Default by a party with whom we @ninto a hedging transaction may result in
the loss of unrealized profits and force us to cawe commitments, if any, at the then current reaifkice. Although generally we will seek to
reserve the right to terminate our hedging pos#tignmay not always be possible to dispose ofagecout a hedging position without the
consent of the hedging counterparty, and we maypeatble to enter into an offsetting contract ideorto cover our risk. We cannot assure you
that a liquid secondary market will exist for heaginstruments purchased or sold, and we may héregtito maintain a position until exercise
or expiration, which could result in losses.

Declines in the market values of our investments nyaadversely affect periodic reported results and adit availability, which may
reduce earnings and, in turn, cash available for ditribution to our stockholders.

A substantial portion of our assets Wwélclassified for accounting purposes as “avaitédrlesale.”Changes in the market values of th
assets will be directly charged or credited tolgtodders’ equity. As a result, a decline in valuesy reduce the book value of our assets.
Moreover, if the decline in value of an availabde-6ale security is other than temporary, suchideatill reduce earnings.

A decline in the market value of our asseay adversely affect us, particularly in inseswwhere we have borrowed money based on the
market value of those assets. If the market valibase assets declines, the lender may requite pgst additional collateral to support the
loan. If we were unable to post the additionalateltal, we would have to sell the assets at awwien we might not otherwise choose to do so.
A reduction in credit available may reduce our &ays and, in turn, cash available for distributiorstockholders.

The lack of liquidity in our investments may advergly affect our business.

We may invest in securities or otherrimstents that are not liquid. The illiquidity of omvestments may make it difficult for us to sell
such investments if the need or desire arisesdditian, if we are required to liquidate all or arpjon of our portfolio quickly, we may realize
significantly less than the value at which we hpkeviously recorded our investments. As a resulit,ability to vary our portfolio in response
to changes in economic and other conditions maléively limited, which could adversely affectraesults of operations and financial
condition.

We are highly dependent on information systems anthird parties, and systems failures could significatly disrupt our business, which
may, in turn, negatively affect the market price ofour common stock and our ability to pay dividendgo our stockholders.

Our business is highly dependent on comaations and information systems. Any failurerterruption of our systems could cause
delays or other problems in our securities tradiativities, including mortgage-backed securitiesling activities, which could have a material
adverse effect on our operating results and neggitaffect the market price of our common stock andability to pay dividends to our
stockholders.

We expect to be required to obtain various statedenses in order to purchase mortgage loans in thecondary market and there is no
assurance we will be able to obtain or maintain thee licenses.

While we are not required to obtain lisesi to purchase mortgage-backed securities, wéavikquired to obtain various state licenses to
purchase mortgage loans in the secondary markehaie not applied for these licenses and expetthisprocess will be costly and could
take several months. There is no assurance thatiha&btain all of the licenses that we desire foattwe will not experience significant delays
in seeking these licenses. Furthermore, we willigect to various information and other requiretaéa maintain these licenses, and there is
no assurance that we will satisfy those requiremédtir failure to obtain or maintain licenses waitrict our investment options and could
harm our business.
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We may be subject to liability for potential violatons of predatory lending laws, which could adverdg impact our results of operations,
financial condition and business.

Various federal, state and local lawsehbgen enacted that are designed to discouragatpredending practices. The federal Home
Ownership and Equity Protection Act of 1994, comipdmown as HOEPA, prohibits inclusion of certaiyisions in residential mortgage
loans that have mortgage rates or origination dostscess of prescribed levels and requires thablwers be given certain disclosures prior to
origination. Some states have enacted, or may gsiattar laws or regulations, which in some casgsose restrictions and requirements
greater than those in HOEPA. In addition, underathie-predatory lending laws of some states, tlgiration of certain residential mortgage
loans, including loans that are not classifiedtaglt cost” loans under applicable law, must satisfiet tangible benefits test with respect to the
related borrower. This test may be highly subjectind open to interpretation. As a result, a coay determine that a residential mortgage
loan, for example, does not meet the test evdreife¢lated originator reasonably believed thatesewas satisfied.

Failure of residential mortgage loan mrégors or servicers to comply with these lawgshmextent any of their residential mortgage I¢
become part of our mortgaged-related assets, soghct us, as an assignee or purchaser to thedeksidential mortgage loans, to monetary
penalties and could result in the borrowers resogthe affected residential mortgage loans. Latssuave been brought in various states
making claims against assignees or purchasergbfdast loans for violations of state law. Namefiddants in these cases have included
numerous participants within the secondary mortgageket. If the loans are found to have been oaitgid in violation of predatory or abusive
lending laws, we could incur losses, which couldeadely impact our results of operations, financ@idition and business.

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

Terrorist attacks may harm our resultsdrations and your investment. We cannot assurehat there will not be further terrorist
attacks against the United States or U.S. busise$éese attacks or armed conflicts may directlyaiot the property underlying our asset-
based securities or the securities markets in gériaysses resulting from these types of eventsiairesurable.

More generally, any of these events caalase consumer confidence and spending to deaveassult in increased volatility in the
United States and worldwide financial markets acmhemies. Adverse economic conditions could haenvtiue of the property underlying
our asset-backed securities or the securities rsitkgeneral which could harm our operating rasaitd revenues and may result in the
volatility of the value of our securities.

We will be subject to the requirements of the Sarbaes-Oxley Act of 2002.

After we become a public company, our aggament will be required to deliver a report trestemses the effectiveness of our internal
controls over financial reporting, pursuant to 8tB802 of the Sarbanes-Oxley Act of 2002, or SaglsaOxley Act. Section 404 of the
Sarbanes-Oxley Act requires our independent regidteublic accounting firm to deliver an attestatieport on management’s assessment of,
and the operating effectiveness of, our internatmds over financial reporting in conjunction witheir opinion on our audited financial
statements as of December 31 subsequent to thényehich our registration statement becomes dffecSubstantial work on our part is
required to implement appropriate processes, dontithe system of internal control over key procesassess their design, remediate any
deficiencies identified and test their operatiohisiprocess is expected to be both costly andergilhg. We cannot give any assurances that
material weaknesses will not be identified in thiufe in connection with our compliance with theyisions of Sections 302 and 404 of the
Sarbanes-Oxley Act. The existence of any matergdkmess described above would preclude a conclbgiomnagement and our independent
auditors that we maintained effective internal colnbver financial reporting. Our management maydspiired to devote significant time and
expense to remediate any material weaknesses #yabendiscovered and may not be able to remedigtenaterial weaknesses in a timely
manner. The existence of any material weaknesariinternal control over financial reporting cowtbo result in errors in our financial
statements that could require us to restate oanéiial statements, cause us to fail to meet owrtieyg obligations and cause investors to lose
confidence in our reported financial informatioth,o which could lead to a decline in the tradimgce of our common stock.
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The increasing number of proposed federal, state @hlocal laws may increase our risk of liability wit respect to certain mortgage loan
and could increase our cost of doing business.

The United States Congress and variaie sind local legislatures are considering leg@iatvhich, among other provisions, would
permit limited assignee liability for certain vitilans in the mortgage loan origination process.dAtenot predict whether or in what form
Congress or the various state and local legislatomay enact legislation affecting our business.af¢eevaluating the potential impact of these
initiatives, if enacted, on our practices and ressof operations. As a result of these and othigaiives, we are unable to predict whether
federal, state or local authorities will requireanles in our practices in the future. These chairiigesgjuired, could adversely affect our
profitability, particularly if we make such changasesponse to new or amended laws, regulatioasdinances in any state where we acquire
a significant portion of our mortgage loans, oguth changes result in us being held responsiblenfp violations in the mortgage loan
origination process.

Risks Related To Our Investments
We have not yet identified any specific investments

We have not yet identified any specifieastments for our portfolio and, thus, you wilt he able to evaluate any proposed investments
before purchasing shares of our common stock. Aatditly, our investments will be selected by ourridger, and our stockholders will not
have input into such investment decisions. Botthese factors will increase the uncertainty, and the risk, of investing in our shares.

Until appropriate investments can be idiexl, our Manager may invest the net proceed$isfoffering and the concurrent sale of shares
to Annaly in interest-bearing short-term investnsemcluding money market accounts, that are cterdisvith our intention to qualify as a
REIT. These investments are expected to providevar net return than we hope to achieve from imaests in our intended use of proceed
this offering. We expect to reallocate a portioritef net proceeds from this offering into a moreediified portfolio of investments within six
months, subject to the availability of appropriseestment opportunities. Our Manager intends todaat due diligence with respect to each
investment and suitable investment opportunitieg ma be immediately available. Even if opportwsstare available, there can be no
assurance that our Manager’s due diligence prosegifieuncover all relevant facts or that any inwesnt will be successful.

We may allocate the net proceeds from this offeringp investments with which you may not agree.

We will have significant flexibility imivesting the net proceeds of this offering. You té unable to evaluate the manner in which the
net proceeds of this offering will be investedloe economic merit of our expected investments as@, result, we may use the net proceeds
from this offering to invest in investments with iefh you may not agree. The failure of our managerneapply these proceeds effectively or
find investments that meet our investment criteriaufficient time or on acceptable terms couldifein unfavorable returns, could cause a
material adverse effect on our business, finar@atlition, liquidity, results of operations andlapito make distributions to our stockholders,
and could cause the value of our common stock ¢brae

We may not realize income or gains from our investents.

We seek to generate both current incomdecapital appreciation. The securities we inveshay, however, not appreciate in value and,
in fact, may decline in value, and the debt sei@gitve invest in may default on interest or priatipayments. Accordingly, we may not be ¢
to realize income or gains from our investmentsy gains that we do realize may not be sufficierdffset any other losses we experience.
income that we realize may not be sufficient tseffour expenses.

Our investments may be concentrated and will be syéct to risk of default.

While we intend to diversify our portfolof investments in the manner described in thispectus, we are not required to observe
specific diversification criteria. To the extenattour portfolio is concentrated in any one regiottype of security, downturns relating gener
to such region or type of security may result ifadés on a number of our investments within a stiore period, which may reduce our net
income and the value of our shares and accordimgly reduce our ability to pay dividends to our khadders.
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Increases in interest rates could negatively affe¢he value of our investments, which could resulnireduced earnings or losses an
negatively affect the cash available for distributn to our stockholders.

We expect to invest in real estate-relagsets by investing directly in residential magtg loans and indirectly by purchasing RMBS,
CMBS and CDOs backed by real estate-related adsetier a normal yield curve, an investment in thessets will decline in value if long-
term interest rates increase. Declines in markieieviamay ultimately reduce earnings or result irséssto us, which may negatively affect cash
available for distribution to our stockholders.

A significant risk associated with théseestments is the risk that both long-term andtstesm interest rates will increase significantly.
If long-term rates were to increase significantly, the reavklue of these investments would decline, apditiration and weighted average
of the investments would increase. We could redifess if these assets were sold. At the same eimancrease in short-term interest rates
would increase the amount of interest owed onépeanchase agreements we may enter into to findmecpurchase of these assets.

Market values of our investments may ideclithout any general increase in interest riges number of reasons, such as increases in
defaults, increases in voluntary prepayments fos¢hinvestments that are subject to prepaymengandkvidening of credit spreads.

In a period of rising interest rates, our interestexpense could increase while the interest we earn our fixed-rate assets would not
change, which would adversely affect our profitabity.

Our operating results will depend in Egart on the differences between the income fromassets, net of credit losses and financing
costs. We anticipate that, in most cases, the iedoom such assets will respond more slowly torggerate fluctuations than the cost of our
borrowings. Consequently, changes in interest ra@sicularly short-term interest rates, may digantly influence our net income. Increases
in these rates will tend to decrease our net incantemarket value of our assets. Interest ratéufdions 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.

Most of our portfolio investments will be recordedat fair value, as determined in accordance with oupricing policy as approved by out
board of directors and, as a result, there will beincertainty as to the value of these investments.

Most of our portfolio investments will liethe form of securities that are not publiclgded. The fair value of securities and other
investments that are not publicly traded may natdaelily determinable. We will value these investtsequarterly at fair value, as determined
in accordance with our pricing policy as approvgadbr board of directors. Because such valuatioesrdnerently uncertain, may fluctuate
over short periods of time and may be based omatgs, our determinations of fair value may diffexterially from the values that would he
been used if a ready market for these securitistesk The value of our common stock could be ablgraffected if our determinations
regarding the fair value of these investments weaigerially higher than the values that we ultimatellize upon their disposal.

A prolonged economic slowdown, a recession or detlg real estate values could impair our investmestand harm our operating
results.

Many of our investments may be susceptibleconomic slowdowns or recessions, which claad to financial losses in our investme
and a decrease in revenues, net income and ads&sorable economic conditions also could increasefunding costs, limit our access to
the capital markets or result in a decision by &adot to extend credit to us. These events qaeldent us from increasing investments and
have an adverse effect on our operating results.

Prepayment rates could negatively affect the valuef our investment portfolio, which could result inreduced earnings or losses and
negatively affect the cash available for distributn to our stockholders.

In the case of residential mortgage lo#mere are seldom any restrictions on borrowdsiities to prepay their loans. Homeowners tend
to prepay mortgage loans faster when interest ceteline. Consequently, owners of the loans haveitwvest the money received from the
prepayments at the lower prevailing interest ra@@mversely, homeowners tend not to prepay mortizayes when interest rates increase.
Consequently, owners of the loans are unable twest money that would have otherwise been recdioed prepayments at the higher
prevailing interest rates. This volatility in prgpaent rates may affect our ability to maintain &tegl amounts of
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leverage on our portfolio of residential mortgagens, RMBS, and CDOs backed by real estate-reteteets and may result in reduced
earnings or losses for us and negatively affect#fsh available for distribution to our stockhokder

The mortgage loans we will invest in and the mortgge loans underlying the mortgage and asset-backedcurities we will invest in are
subject to delinquency, foreclosure and loss, whictould result in losses to us.

Residential mortgage loans are securesirtgle-family residential property and are subjeatisks of delinquency and foreclosure and
risks of loss. The ability of a borrower to repalpan secured by a residential property is depenggon the income or assets of the borrower.
A number of factors, including a general econonuw/dturn, acts of God, terrorism, social unrest eird disturbances, may impair borrowers’
abilities to repay their loans. In addition, weeind to invest in nomgency RMBS, which are backed by residential reapprty but, in contra
to Agency RMBS, their principal and interest is gaairanteed by federally chartered entities sudfaasie Mae and Freddie Mac and, in the
case of Ginnie Mae, the U.S. government. Assetdxhslecurities are bonds or notes backed by loaather financial assets. The ability of a
borrower to repay these loans or other financisétsis dependant upon the income or assets & buerowers.

Commercial mortgage loans are secureatoyifamily or commercial property and are subijectisks of delinquency and foreclosure,
and risks of loss that are greater than simil&srassociated with loans made on the securityngfiesifamily residential property. The ability of
a borrower to repay a loan secured by an incomedygiag property typically is dependent primarilyomgthe successful operation of such
property rather than upon the existence of indepeniticome or assets of the borrower. If the nerajing income of the property is reduced,
the borrower’s ability to repay the loan may be &ingd. Net operating income of an income produgiraperty can be affected by, among
other things, tenant mix, success of tenant bus@seproperty management decisions, property tcatid condition, competition from
comparable types of properties, changes in lawtsribeease operating expense or limit rents that beacharged, any need to address
environmental contamination at the property, theuoence of any uninsured casualty at the propehsmges in national, regional or local
economic conditions or specific industry segmeaiéglines in regional or local real estate valuesjides in regional or local rental or
occupancy rates, increases in interest ratesestate tax rates and other operating expensesgehamgovernmental rules, regulations and
fiscal policies, including environmental legislatjacts of God, terrorism, social unrest and disturbances.

In the event of any default under a magtgyloan held directly by us, we will bear a ri§koss of principal to the extent of any deficier
between the value of the collateral and the pradcmd accrued interest of the mortgage loan, wbichd have a material adverse effect on our
cash flow from operations. In the event of the baptcy of a mortgage loan borrower, the mortgage lm such borrower will be deemed tc
secured only to the extent of the value of the dyiey collateral at the time of bankruptcy (asetetined by the bankruptcy court), and the
securing the mortgage loan will be subject to th@dance powers of the bankruptcy trustee or delbtgossession to the extent the lien is
unenforceable under state law.

Foreclosure of a mortgage loan can bexgensive and lengthy process which could havédstantial negative effect on our anticipated
return on the foreclosed mortgage loan. RMBS ewidénterests in or are secured by pools of res@enbrtgage loans and CMBS evidence
interests in or are secured by a single commemoiatgage loan or a pool of commercial mortgage $oawecordingly, the MBS and CMBS we
invest in are subject to all of the risks of thepective underlying mortgage loans.

We may be required to repurchase mortgage loans andemnify investors if we breach representations ashwarranties, which could
harm our earnings.

When we sell loans, we will be requiredrtake customary representations and warrantiegt aboh loans to the loan purchaser. Our
residential mortgage loan sale agreements willirequs to repurchase or substitute loans in thetewe breach a representation or warranty
given to the loan purchaser. In addition, we maydogiired to repurchase loans as a result of bardraud or in the event of early payment
default on a mortgage loan. Likewise, we are rexglio repurchase or substitute loans if we breaelp@sentation or warranty in connection
with our securitizations. The remedies availabla furchaser of mortgage loans are generally brabhda those available to us against the
originating broker or correspondent. Further, ffuichaser enforces its remedies against us, wenotdye able to enforce the remedies we |
against the sellers. The repurchased loans typicah only be financed at a steep discount to tegurchase price, if at all. They are also
typically sold at a
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significant discount to the unpaid principal balen8ignificant repurchase activity could harm casfcflow, results of operations, financial
condition and business prospects.

We may enter into derivative contracts that could gpose us to contingent liabilities in the future.

Subject to maintaining our qualificatias a REIT, part of our investment strategy willdlwe entering into derivative contracts that ct
require us to fund cash payments in certain ciréantes. These potential payments will be continfiebilities and therefore may not appear
on our balance sheet. Our ability to fund thesdingant liabilities will depend on the liquidity ofur assets and access to capital at the time,
and the need to fund these contingent liabilitesld adversely impact our financial condition.

Our Manager’s due diligence of potential investmers may not reveal all of the liabilities associatedith such investments and may not
reveal other weaknesses in such investments, whicbuld lead to investment losses.

Before making an investment, our Managérassess the strengths and weaknesses of thi@ator or issuer of the asset as well as ¢
factors and characteristics that are materialégtrformance of the investment. In making thessssent and otherwise conducting customary
due diligence, our Manager will rely on resourceailable to it and, in some cases, an investigatipthird parties. This process is particularly
important with respect to newly formed originatordssuers because there may be little or no indtion publicly available about these enti
and investments. There can be no assurance thdanager's due diligence process will uncover @lkvant facts or that any investment will
be successful.

Our real estate investments are subject to risks ptcular to real property.

We own assets secured by real estatenaydwn real estate directly in the future, eititeough direct investments or upon a default of
mortgage loans. Real estate investments are subjeatious risks, including:

. acts of God, including earthquakes, floods andratléural disasters, which may result in uninsuosdes

. acts of war or terrorism, including the consequsrafderrorist attacks, such as those that occumefieptember 11, 200

. adverse changes in national and local economicrearlet conditions

. changes in governmental laws and regulations, |figalicies and zoning ordinances and the relatestiscof compliance with law
and regulations, fiscal policies and ordinant

. costs of remediation and liabilities associatedhweitvironmental conditions such as indoor mold;

. the potential for uninsured or un~insured property losse

If any of these or similar events occitrgjay reduce our return from an affected propertinvestment and reduce or eliminate our
ability to make distributions to stockholders.

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

In the course of our business, we mag tdle to real estate, and, if we do take title, @ould be subject to environmental liabilitiestwit
respect to these properties. In such a circumstaveenay be held liable to a governmental entityodhird parties for property damage,
personal injury, investigation, and clean-up castsirred by these parties in connection with envinental contamination, or may be required
to investigate or clean up hazardous or toxic sulzsts, or chemical releases at a property. The assbciated with investigation or
remediation activities could be substantial. If ewer become subject to significant environmenédiilities, our business, financial condition,
liquidity, and results of operations could be mialr and adversely affected.

We may in the future invest in RMBS collateralizedby subprime mortgage loans, which are subject to oreased risks.

We may in the future invest in RMBS battks collateral pools of subprime residential mageg loans. “Subprimehortgage loans ref
to mortgage loans that have been originated usidgmwriting standards that are less restrictiva the& underwriting requirements used as
standards for other first and junior lien mortgémgn purchase programs, such as the programs ofd-Btae and Freddie Mac. These lower
standards include mortgage loans made to borromasisig imperfect or impaired credit histories (imtihg outstanding judgments or prior
bankruptcies), mortgage loans where the amouriteofdan at origination is 80% or more of the vaifiéhe
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mortgage property, mortgage loans made to borrowihslow credit scores, mortgage loans made todveers who have other debt that
represents a large portion of their income and gagie loans made to borrowers whose income is gatresl to be disclosed or verified.

Due to economic conditions, includingresed interest rates and lower home prices, dsisaggressive lending practices, subprime
mortgage loans have in recent periods experiemmdased rates of delinquency, foreclosure, bangywgnd loss, and they are likely to
continue to experience delinquency, foreclosurakhgptcy and loss rates that are higher, and tlegtlme substantially higher, than those
experienced by mortgage loans underwritten in eenraditional manner. Thus, because of the highBnguency rates and losses associated
with subprime mortgage loans, the performance oBSNbacked by subprime mortgage loans in which we imzest could be correspondin
adversely affected, which could adversely impactresults of operations, financial condition andibess.

Exchange rate fluctuations may limit gains or resulin losses.

If we directly or indirectly hold assetsnominated in currencies other than U.S. doliaeswill be exposed to currency risk that may
adversely affect performance. Changes in the Lblards rate of exchange with other currencies ratigct the value of investments in our
portfolio and the income that we receive in respécuch investments. In addition, we may incut€@s connection with conversion between
various currencies, which may reduce our net incanteaccordingly may reduce our ability to payribsttions to our stockholders.

Risks Related To Our Common Stock

There is no public market for our common stock anch market may never develop, which could result in dlders of our common stock
being unable to monetize their investment.

Our shares of common stock are newlyedsecurities for which there is no establisheditigamarket. We expect that our common
stock will be approved for trading on the New Y&tock Exchange, but there can be no assurancarthative trading market for our comn
stock will develop. Accordingly, no assurance carglven as to the ability of our stockholders tih their common stock or the price that our
stockholders may obtain for their common stock.

Even if an active trading market develahe market price of our common stock may be Rigblatile and could be subject to wide
fluctuations after this offering and may fall beldhe offering price. Some of the factors that cawddatively affect our share price include:

. actual or anticipated variations in our quartegeating results

. changes in our earnings estimates or publicatimes#arch reports about us or the real estatetinyd
. increases in market interest rates that may leachpgers of our shares to demand a higher y

. changes in market valuations of similar compar

. adverse market reaction to any increased indebssdme incur in the futur

. additions or departures of our Mané's key personne

. actions by stockholder

. speculation in the press or investment communitg,

. general market and economic conditic

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

We cannot predict the effect, if anyfutfire sales of common stock, or the availabilitgloares for future sales, on the market price of
the common stock. Sales of substantial amountsmhwoon stock, or the perception that such saledaoedur, may adversely affect prevailing
market prices for the common stock.

Upon the completion of this offering, wél have 36,954,915 shares of common stock outstey In addition, Annaly will hold 9.8% «
our outstanding shares of common stock as of theng of this offering, excluding shares sold parguto the underwriters’ exercise of their
overallotment option and shares of our restricimumon stock approved to be granted to our execoffieers and employees of our Manager
and to our
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independent directors. Our equity incentive plaovjufes for grants of restricted common stock ametioequity-based awards up to an
aggregate of 8% of the issued and outstanding sludir@ur common stock (on a fully diluted basis amduding shares to be sold to Annaly
concurrently with this offering and shares to blel gmursuant to the underwriters’ exercise of tlo@ierallotment option) at the time of the
award, subject to a ceiling of 40,000,000 sharedlable for issuance under the plan. Each indepgrndieector will be granted 3,000 shares of
our restricted common stock which fully vest onulamy 1, 2008. In addition, our executive officensl ather employees of our Manager will
granted shares of our restricted common stock whista group and together with the shares appravegants to our independent directors,
will be an aggregate of 1,301,000 shares of ourmscomstock. The restricted common stock approvegtasts to our executive officers and
other employees of our Manager will vest in eqnatallments on the first business day of each Ifiggarter over a period of ten years
beginning on January 1, 2008. The restricted comshatk approved as grants to our executive offiaedsother employees of our Manager
that remain outstanding and are unvested will fullgt on the death of the individual. The 1,301,808res of our restricted common stock
approved as grants to our executive officers ahdragmployees of our Manager and to our indeperdiesttors represent approximately 3.
of the issued and outstanding shares of our constumk (on a fully diluted basis after giving efféatthe shares issued in this offering and
including shares to be sold to Annaly concurrentith this offering but excluding any shares to blursuant to the underwritersxercise ¢
their overallotment option). We will not make dibtrtions on shares of restricted stock which hastevested.

We, Annaly, and our executive officers alirectors have agreed with the underwriters 18@day lock-up period (subject to
extensions), meaning that, until the end of the-d&plock-up period, we and they will not, subjectertain exceptions, sell or transfer any
shares of common stock without the prior conseMeifrill Lynch. Merrill Lynch may, in its sole disetion, at any time from time to time and
without notice, waive the terms and conditionshef lock-up agreements to which it is a party. Addilly, Annaly has agreed with us to a
further lockup period that will expire at the earlier of (igtdate which is three years following the datendf prospectus or (ii) the terminati
of the management agreement. Assuming no exertibe anderwriters’ overallotment option to purchasiditional shares, approximately
12.4% of our common shares are subject to lockgupeanents. When the lock-up periods expire, thesgmon shares will become eligible for
sale, in some cases subject to the requiremerRsilef144 under the Securities Act of 1933, or teeuBities Act, which are described under
“Shares Eligible for Future Sale.”

The market price of our common stock may decligaificantly when the restrictions on resale by @ierbf our stockholders lapse. Se
of substantial amounts of common stock or the geime that such sales could occur may adversebcathe prevailing market price for our
common stock.

There is a risk that you may not receive distributons or that distributions may not grow over time.

We intend to make distributions on a terly basis out of assets legally available tharedour stockholders in amounts such that all or
substantially all of our REIT taxable income in legear is distributed. We have not establishedrarmim distribution payment level and our
ability to pay distributions may be adversely aféetby a number of factors, including the risk éastdescribed in this prospectus. All
distributions will be made at the discretion of dward of directors and will depend on our earnjiogs financial condition, maintenance of
REIT status and other factors as our board of tireanay deem relevant from time to time. Amongftheors that could adversely affect our
results of operations and impair our ability to ghstributions to our stockholders are:

. the profitability of the investment of the net peeds of this offerinc

. our ability to make profitable investmen

. margin calls or other expenses that reduce our ftash

. defaults in our asset portfolio or decreases irviiee of our portfolio; an

. the fact that anticipated operating expense lawalg not provide accurate, as actual results may fram estimates

A change in any one of these factors could affectability to make distributions. We cannot assyoa that we will achieve investment results
that will allow us to make a specified level of lealistributions or year-to-year increases in castridutions.
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Market interest rates may have an effect on the trding value of our shares.

One of the factors that investors maysader in deciding whether to buy or sell our shasesur distribution rate as a percentage of our
share price relative to market interest rates.dfkmat interest rates increase, prospective investay demand a higher distribution rate or seek
alternative investments paying higher dividendg@rest. As a result, interest rate fluctuationd eapital market conditions can affect the
market value of our shares. For instance, if irstierates 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 degreef oisk.

The investments we make in accordance et investment objectives may result in a higloant of risk when compared to alternative
investment options and volatility or loss of pripai. Our investments may be highly speculative aggressive, and therefore an investment in
our shares may not be suitable for someone witlelaisk tolerance.

Broad market fluctuations could negatively impact he market price of our common stock.

The stock market has experienced extiatice and volume fluctuations that have affectedrttarket price of many companies in
industries similar or related to ours and that Hasen unrelated to these companies’ operating ipeaitces. These broad market fluctuations
could reduce the market price of our common stBakthermore, our operating results and prospecistradelow the expectations of public
market analysts and investors or may be lower thase of companies with comparable market capétdins, which could lead to a material
decline in the market price of our common stock.

Future sales of shares may have adverse consequenfm investors.

We may issue additional shares in sulesgqoublic offerings or private placements to ma&e investments or for other purposes. We
are not required to offer any such shares to exjgtockholders on a pre-emptive basis. Therefoneay not be possible for existing
stockholders to participate in such future shaseds, which may dilute the existing stockholdentiiests in us. Additional shares may be
issued pursuant to the terms of the underwritgriba, which, if issued, would dilute stockholdepgrcentage ownership in us. If the
underwriters exercise their option to purchasetadil shares to cover overallotments, the issuaheglditional shares by us, or the possib
of such issue, may cause the market price of theesto decline. Annaly will own 9.8% of our outstang shares of common stock as of the
closing of this offering, excluding shares soldguant to the underwriters’ exercise of their oMetaient option and shares of our restricted
common stock approved to be granted to our exeeugfificers and employees of our Manager and tdralgpendent directors, will be an
aggregate of 1,301,000 shares of our common séwakwill be permitted, subject to the requiremaitRule 144 under the Securities Act, to
sell such shares following expiration of the logkqperiod which expires upon the earlier of (i) tate which is three years after the date of this
prospectus or (ii) the termination of the managemagneement.

Risks Related to Our Organization and Structure

Our charter and bylaws contain provisions that mayinhibit potential acquisition bids that you and other stockholders may consider
favorable, and the market price of our common stocknay be lower as a result.

Upon completion of this offering, our ctea and bylaws will contain provisions that mayéan anti-takeover effect and inhibit a
change in our board of directors. These provisinalide the following:

. There are ownership limits and restrictions on s#arability and ownership in our chartefo qualify as a REIT for each taxal
year after 2007, not more than 50% of the valueunfoutstanding stock may be owned, directly orstuetively, by five ol
fewer individuals during the second half of anyecalar year. In addition, our shares must be bealifiowned by 100 or more
persons during at least 335 days of a taxablegfeb2 months or during a proportionate part of arsdr taxable year for each
taxable year after 2007. To assist us in satisfitiege tests, our charter generally prohibits arggn from beneficially or
constructively owning more than 9.8% in value omiwer of shares, whichever is more restrictive,ryf @ass or series of our
outstanding capital stock. These restrictions niagalirage a tender offer or other transactionsairaage in the composition of
our board of directors or control that might invel& premium price for our shares or otherwise liberbest interests of our
stockholders and any shares issued or transfarreidlation of such restrictions beil
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automatically transferred to a trust for a chatedieneficiary, thereby resulting in a forfeituffetioe additional share

Our charter permits our board of directors to isssteck with terms that may discourage a third pémyn acquiring usUpon
completion of this offering, our charter will pertnoiur board of directors to amend the charter wittebockholder approval to
increase the total number of authorized sharewokr the number of shares of any class or sariego issue common or
preferred stock, having preferences, conversiatler rights, voting powers, restrictions, limitats as to dividends or other
distributions, qualifications, or terms or conditioof redemption as determined by our board. Téwisboard could authorize the
issuance of stock with terms and conditions thatctbave the effect of discouraging a takeovertbeotransaction in which
holders of some or a majority of our shares migheive a premium for their shares over the thergiliag market price of our
shares

Maryland Control Share Acquisition AMaryland law provides that “control shares” of apmration acquired in a “control
share acquisition” will have no voting rights extépthe extent approved by a vote of two-thirdshef votes eligible to be cast
on the matter under the Maryland Control Share Agitjon Act. “Control sharesineans voting shares of stock that, if aggrec
with all other shares of stock owned by the acquirdn respect of which the acquiror is able tereise or direct the exercise of
voting power (except solely by a revocable proxyguld entitle the acquiror to exercise voting poweelecting directors within
one of the following ranges of voting power: onaetkeor more but less than one-third, one-third orerbut less than a majority,
or a majority or more of all voting power. A “coatrshare acquisition” means the acquisition of oarghares, subject to certain
exceptions

If voting rights or control shares acquired in aftrol share acquisition are not approved at a $tolder meeting, or if the
acquiring person does not deliver an acquiringgestatement as required by the Maryland Contrar&RAcquisition Act, then,
subject to certain conditions and limitations, idsuer may redeem any or all of the control shmefair value. If voting rights
of such control shares are approved at a stockigdldeeeting and the acquiror becomes entitled te momajority of the shares
of stock entitled to vote, all other stockholdergynexercise appraisal rights. Our bylaws contginozision exempting
acquisitions of our shares from the Maryland Cdrfidfware Acquisition Act. However, our board of di@s may amend our
bylaws in the future to repeal or modify this exeimp, in which case any control shares of our camypecquired in a control
share acquisition will be subject to the Marylar@h@ol Share Acquisition Ac

Business CombinationUnder Maryland law"business combinatio” between a Maryland corporation and an intere
stockholder or an affiliate of an interested stadler are prohibited for five years after the mestent date on which the
interested stockholder becomes an interested swtidsh These business combinations include a mecgasolidation, share
exchange or, in circumstances specified in theitaan asset transfer or issuance or reclassificaf equity securities. An
interested stockholder is defined

. any person who beneficially owns 10% or more ofubing power of the corporati’s shares; ¢

. an affiliate or associate of the corporation wharey time within the two-year period before théeda question,
was the beneficial owner of 10% or more of thengtpower of the then outstanding voting stock ef th
corporation

A person is not an interested stockholder undesthtite if the board of directors approved in adeathe transaction by which

such person otherwise would have become an ingetasbckholder. However, in approving a transactioa board of directors

may provide that its approval is subject to commdi at or after the time of approval, with anyrterand conditions determined
by the board

After the five-year prohibition, any business combination betwteerMaryland corporation and an interested stoadn
generally must be recommended by the board of direof the corporation and approved by the afftrmeavote of at leas
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. 80% of the votes entitled to be cast by holdemsutétanding shares of voting stock of the corporatand

. two-thirds of the votes entitled to be cast by hold#ngoting stock of the corporation, other than sisdneld by th
interested stockholder with whom or with whoseliafe the business combination is to be effecteldetd by an
affiliate or associate of the interested stockhol

These super-majority vote requirements do not afjphe corporation’s common stockholders receiveiaimum price, as
defined under Maryland law, for their shares infitven of cash or other consideration in the sanmefas previously paid by the
interested stockholder for its shar

The statute permits various exemptions from itwigions, including business combinations that aengted 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 contlinadetween us and any other person is exempbed tihe provisions of the
Maryland Control Share Acquisition Act, providedtithe business combination is first approved leyttbard of directors. This
resolution, however, may be altered or repealedhale or in part at any time. If this resolutiorrépealed, or the board of
directors does not otherwise approve a businessbioation, this statute may discourage others fngtimg to acquire control of
us and increase the difficulty of consummating afigr.

Staggered boarcOur board of directors is divided into three classkdirectors. The current terms of the direcexgire in 200¢
2009 and 2010, respectively. Directors of eachsctais chosen for thrgesar terms upon the expiration of their currentigranc
each year one class of directors is elected bgttiekholders. The staggered terms of our directarg reduce the possibility of a
tender offer or an attempt at a change in conéna#n though a tender offer or change in controhiriig in the best interests of
our stockholders

Our charter and bylaws contain other possible -takeover provision. Upon completion of this offering, our charter dndaws
will contain other provisions that may have theeeffof delaying, deferring or preventing a chamgedntrol of us or the removal
of existing directors and, as a result, could pnéeeir stockholders from being paid a premium fairt common stock over the
then-prevailing market price. See “Description afp@al Stock” and “Certain Provisions of Marylanér&ral Corporation Law
and Our Charter and Bylav”

Our rights and the rights of our stockholders to t&ke action against our directors and officers are tited, which could limit your
recourse in the event of actions not in your beshferests.

Our charter limits the liability of ouirdctors and officers to us and our stockholdersrfoney damages, except for liability resulting

actual receipt of an improper benefit or profinioney, property or services;

a final judgment based upon a finding of active daliberate dishonesty by the director or offideattwas material to the cause
of action adjudicate

for which Maryland law prohibits such exemptionrfrdiability.

In addition, our charter authorizes ustiigate our company to indemnify our present famther directors and officers for actions taken
by them in those capacities to the maximum extentnfited by Maryland law. Our bylaws require usndemnify 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 hiss@ehéce to us. In addition, we may be obligateflind the defense costs incurred by our
directors and officers. See “Limitation on Liabjliof Directors and Officers and Indemnification akhdvance of Expenses.”
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Tax Risks
Your investment has various federal income tax risk

This summary of certain tax risks is biea to the federal tax risks addressed below. Aalthit risks or issues may exist that are not
addressed in this prospectus and that could affediederal tax treatment of us or our stockholders

Because this prospectus was written imeation with the marketing of our common stocks imot intended to be used and cannot be
used by any stockholder to avoid penalties that beaynposed on stockholders under the Internal Rey€ode.

We strongly urge you to review carefultg discussion under “Certain Federal Income TaxsEZierations” and to seek advice based on
your particular circumstances from an independ@ntidvisor concerning the effects of federal, séatg local income tax law on an investm
in our common stock and on your individual tax aiton.

Complying with REIT requirements may cause us to foego otherwise attractive opportunities.

To qualify as a REIT for federal inconag purposes, we must continually satisfy variogssteegarding the sources of our income, the
nature and diversification of our assets, the arfsowe distribute to our stockholders and the ownipref our stock. To meet these tests, we
may be required to forego investments we mightrettse make. We may be required to make distribstionstockholders at disadvantageous
times or when we do not have funds readily avadldbt distribution. Thus, compliance with the REEuirements may hinder our investment
performance.

Complying with REIT requirements may force us to Iguidate otherwise attractive investments.

To qualify as a REIT, we generally mussw@re that at the end of each calendar quarteaat ¥5% of the value of our total assets
consists of cash, cash items, government secuaitidgjualified REIT real estate assets, includengain mortgage loans and mortgage-backed
securities. The remainder of our investment in gdes (other than government securities and qyialif real estate assets) generally cannot
include more than 10% of the outstanding votingugéies of any one issuer or more than 10% of thel tvalue of the outstanding securities of
any one issuer. In addition, in general, no moaa th% of the value of our assets (other than gorent securities and qualifying real estate
assets) can consist of the securities of any aueisand no more than 20% of the value of out s&teurities can be represented by securities
of one or more TRSs. See “Certain Federal IncomeQansiderations—Taxation of Our Company—Asset et we fail to comply with
these requirements at the end of any quarter, wat caurect the failure within 30 days after the efiduch calendar quarter or qualify for
certain statutory relief provisions to avoid losimgr REIT status and suffering adverse tax consezpse As a result, we may be required to
liquidate from our portfolio otherwise attractivevestments. These actions could have the effetchfcing our income and amounts available
for distribution to our stockholders.

Potential characterization of distributions or gainon sale may be treated as unrelated business taxalincome to tax-exempt investors.

If (1) all or a portion of our assets aubject to the rules relating to taxable mortgagels, (2) we are a “pension-held REIT,” (3) a tax-
exempt stockholder has incurred debt to purchad®lodrour common stock, or (4) the residual REMi@iests we buy generate “excess
inclusion income,” then a portion of the distrilmts to and, in the case of a stockholder desciibethuse (3), gains realized on the sale of
common stock by such tax-exempt stockholder magulbgect to federal income tax as unrelated busitsesdle income under the Internal
Revenue Code. See “Certain Federal Income Tax Gersdions—Taxation of Our Company—Taxable MortgBgels.”

Classification of a securitization or financing armangement we enter into as a taxable mortgage poawd subject us or certain of our
stockholders to increased taxation.

We intend to structure our securitizatiord financing arrangements as to not create dl@xaortgage pool. However, if we have
borrowings with two or more maturities and, (1)gbdorrowings are secured by mortgages or mortgagked securities and (2) the payments
made on the borrowings are related to the paymentived on the underlying assets, then the bongsvand the pool of mortgages or
mortgage-backed securities to which such borromietzge may be classified as a taxable mortgagepater the Internal Revenue Code. If
any part of our investments were to be treatedtagable mortgage pool, then our REIT status waowldbe impaired, but a portion of the
taxable income we recognize may, under regulatiot® issued by the Treasury Department,
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be characterized as “excess inclusion” income #ondaded among our stockholders to the extent dfgamerally in proportion to the
distributions we make to each stockholder. Any egdaclusion income would:

. not be allowed to be offset by a stockho's net operating losse
. be subject to a tax as unrelated business incomstdckholder were a t-exempt stockholde
. be subject to the application of federal incomewétkholding at the maximum rate (without reductfon any otherwise

applicable income tax treaty) with respect to amisatiocable to foreign stockholders; &

. be taxable (at the highest corporate tax rateytoather than to our stockholders, to the extemeixcess inclusion income rele
to stock held by disqualified organizations (geltgréax-exempt companies not subject to tax orelated business income,
including governmental organization

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

We intend to operate in a manner thattended to cause us to qualify as a REIT for febi@come tax purposes commencing with our
taxable year ending on December 31, 2007. Howdherfederal income tax laws governing REITs aresgmély complex, and interpretations
of the federal income tax laws governing qualifizatas a REIT are limited. Qualifying as a REITuigs us to meet various tests regardiny
nature of our assets and our income, the owneddtopr outstanding stock, and the amount of ouritistions on an ongoing basis. While we
intend to operate so that we will qualify as a REJiwen the highly complex nature of the rules goiregy REITS, the ongoing importance of
factual determinations, including the tax treatnmntertain investments we may make, and the pilisgibf future changes in our
circumstances, no assurance can be given that leongualify for any particular year.

If we fail to qualify as a REIT in anyleadar year and we do not qualify for certain staurelief provisions, we would be required to
pay federal income tax on our taxable income. Wghimmeed to borrow money or sell assets to payt#xatOur payment of income tax would
decrease the amount of our income available fdrilligion to our stockholders. Furthermore, if ved fo maintain our qualification as a REIT
and we do not qualify for certain statutory refiedvisions, we no longer would be required to disiie substantially all of our REIT taxable
income to our stockholders. Unless our failureualy as a REIT were excused under federal taxsJave would be disqualified from taxation
as a REIT for the four taxable years following ytear during which qualification was lost.

Failure to make required distributions would subjed us to tax, which would reduce the cash availablf®r distribution to our
stockholders.

To qualify as a REIT, we must distribtdeour stockholders each calendar year at least®08ar REIT taxable income (including
certain items of non-cash income), determined witmegard to the deduction for dividends paid axadwaling net capital gain. To the extent
that we satisfy the 90% distribution requirement, distribute less than 100% of our taxable incomewill be subject to federal corporate
income tax on our undistributed income. In additie will incur a 4% nondeductible excise tax oa #mount, if any, by which our
distributions in any calendar year are less tharstim of:

. 85% of our REIT ordinary income for that ye
. 95% of our REIT capital gain net income for thaagend
. any undistributed taxable income from prior ye

We intend to distribute our REIT taxalvieome to our stockholders in a manner intendesitisfy the 90% distribution requirement and
to avoid both corporate income tax and the 4% nduaclible excise tax. However, there is no requineintiegat taxable REIT subsidiaries
distribute their after-tax net income to their parREIT or their stockholders.

Our taxable income may substantially exiceur net income as determined based on genexalpted accounting principles, or GAAP,
because, for example, realized capital lossesheilleducted in determining our GAAP net income,rbay not be deductible in computing our
taxable income. In addition, we may invest in asfiedt generate taxable income in excess of ecaniowome or in advance of the
corresponding cash flow from the
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assets. To the extent that we generate such nbntaeable income in a taxable year, we may incup@@te income tax and the 4%
nondeductible excise tax on that income if we dodistribute such income to stockholders in thatryds a result of the foregoing, we may
generate less cash flow than taxable income int&cpkar year. In that event, we may be requiredge cash reserves, incur debt, or liquidate
non-cash assets at rates or at times that we ragardfavorable to satisfy the distribution requiemt and to avoid corporate income tax and
the 4% nondeductible excise tax in that year.

Ownership limitations may restrict change of contrd or business combination opportunities in which oustockholders might receive a
premium for their shares.

In order for us to qualify as a REIT &ach taxable year after 2007, no more than 50%lurevof our outstanding capital stock may be
owned, directly or indirectly, by five or fewer iiwiluals during the last half of any calendar yéardividuals” for this purpose include natural
persons, private foundations, some employee beplefis and trusts, and some charitable trustsr@sepve our REIT qualification, our charter
generally prohibits any person from directly orinedtly owning more than 9.8% in value or in numbéshares, whichever is more restrictive,
of any class or series of the outstanding sharesiotapital stock.

This ownership limitation could have #féect of discouraging a takeover or other trarisadh which holders of our common stock
might receive a premium for their shares over i@ tprevailing market price or which holders migalieve to be otherwise in their best
interests.

Our ownership of and relationship with any TRS whid we may form or acquire following the completion 6this offering will be limited,
and a failure to comply with the limits would jeopadize our REIT status and may result in the applicéion of a 100% excise tax.

A REIT may own up to 100% of the stoclook or more TRSs. A TRS may earn income that woatde qualifying income if earned
directly by the parent REIT. Both the subsidiarg éime REIT must jointly elect to treat the subgiglias a TRS. Overall, no more than 20% of
the value of a REIE assets may consist of stock or securities ofoomeore TRSs. A TRS will pay federal, state andlascome tax at regul
corporate rates on any income that it earns. litiadgdthe TRS rules impose a 100% excise tax otatetransactions between a TRS and its
parent REIT that are not conducted on an arm’sttebgsis.

The TRS that we may form following thenqaetion of this offering would pay federal, stated local income tax on its taxable income,
and its after-tax net income would be availabledistribution to us but would not be required todigtributed to us. We anticipate that the
aggregate value of the TRS stock and securitiesedvay us will be less than 20% of the value oftotal assets (including the TRS stock and
securities). Furthermore, we will monitor the vabfeour investments in our TRSs to ensure compéamith the rule that no more than 20% of
the value of our assets may consist of TRS stodksanurities (which is applied at the end of eadbralar quarter). In addition, we will
scrutinize all of our transactions with taxable REUbsidiaries to ensure that they are enterecbintarm’s-length terms to avoid incurring the
100% excise tax described above. There can beswaase, however, that we will be able to complghwlie 20% limitation discussed above
or to avoid application of the 100% excise tax dssed above.

We could fail to qualify as a REIT or we could becme subject to a penalty tax if income we recognifeom certain investments that are
treated or could be treated as equity interests ia foreign corporation exceeds 5% of our gross incoenin a taxable year.

We may invest in securities, such as silibated interests in certain CDO offerings, thrattaeated or could be treated for federal (and
applicable state and local) corporate income tap@aes as equity interests in foreign corporatiQagegories of income that qualify for the
95% gross income test include dividends, interedtcertain other enumerated classes of passivenecdnder certain circumstances, the
federal income tax rules concerning controlled ifpmecorporations and passive foreign investmentgamies require that the owner of an
equity interest in a foreign corporation includecamts in income without regard to the owner’s rptef any distributions from the foreign
corporation. Amounts required to be included iroime under those rules are technically neither &diulends nor any of the other
enumerated categories of passive income specifidttki 95% gross income test. Furthermore, theme idear precedent with respect to the
qualification of such income under the 95% grossine test. Due to this uncertainty, we intendratlour direct investment in securities that
are or could be treated as equity interests irrgiga corporation such that the sum of the amowetsire required to include in income with
respect to such securities and other amounts ofjoalifying income do not exceed 5% of our gros®ime. We cannot assure you that we
be successful in this regard. To avoid any ristadiing the
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95% gross income test, we may be required to inwglgtindirectly, through a domestic TRS, in angséties that are or could be considere
be equity interests in a foreign corporation. Thiscourse, will result in any income recognizeahfrany such investment to be subject to
federal income tax in the hands of the TRS, whielynn turn, reduce our yield on the investment.

Liquidation of our assets may jeopardize our REIT galification.

To qualify as a REIT, we must comply wilyuirements regarding our assets and our soaféesome. If we are compelled to liquidate
our investments to repay obligations to our lendeesmay be unable to comply with these requiresjaritimately jeopardizing our
qualification as a REIT, or we may be subject 8% tax on any resultant gain if we sell assetsainsactions that are considered to be
prohibited transactions.

The tax on prohibited transactions will limit our ability to engage in transactions, including certairmethods of securitizing mortgage
loans, that would be treated as sales for federat¢éome tax purposes.

A REIT’s net income from prohibited tracions is subject to a 100% tax. In general, fitdd transactions are sales or other
dispositions of property, other than foreclosureperty, but including mortgage loans, held prinyaidr sale to customers in the ordinary
course of business. We might be subject to thisftar sold or securitized our assets in a mann&trwas treated as a sale for federal income
tax purposes. Therefore, to avoid the prohibitaddactions tax, we may choose not to engage iaicevdles of assets at the REIT level and
may securitize assets only in transactions thatraeted as financing transactions and not as &al¢ax purposes even though such
transactions may not be the optimal execution preaax basis.

We could avoid any prohibited transaditax concerns by engaging in securitization tretisas through a TRS, subject to certain
limitations as described above. To the extentweéengage in such activities through domestic TRf&sincome associated with such activi
will be subject to federal (and applicable staté kxcal) corporate income tax.

Characterization of the repurchase agreements we &t into to finance our investments as sales for fapurposes rather than as secured
lending transactions would adversely affect our altity to qualify as a REIT.

We anticipate entering into several repase agreements with a variety of counterpanieshieve our desired amount of leverage for
the assets in which we invest. When we enter imgparchase agreement, we generally sell assets twounterparty to the agreement and
receive cash from the counterparty. The counteypsutbligated to resell the assets back to useaehd of the term of the transaction, which is
typically 30-90 days. We believe that for federaldme tax purposes we will be treated as the owiire assets that are the subject of
repurchase agreements and that the repurchaseregrisewill be treated as secured lending transastiotwithstanding that such agreements
may transfer record ownership of the assets tadaterparty during the term of the agreemens ftdssible, however, that the IRS could
successfully assert that we did not own these sigseing the term of the repurchase agreementghich case we could fail to qualify as a
REIT.

Complying with REIT requirements may limit our abil ity to hedge effectively.

The REIT provisions of the Internal ReverCode substantially limit our ability to hedgertgage-backed securities and related
borrowings. Under these provisions, our annualgilesome from qualifying and non-qualifying hedgegiether with any other income not
generated from qualifying real estate assets, daxueed 25% of our gross income. In addition,aggregate gross income from non-
qualifying hedges, fees, and certain other nonifyirady sources cannot exceed 5% of our annual grassme. As a result, we might have to
limit our use of advantageous hedging techniquésiplement those hedges through a TRS, which vemihto form following the completion
of this offering. This could increase the cost of bedging activities or expose us to greater ridsociated with changes in interest rates than
we would otherwise want to bear.

We may be subject to adverse legislative or regulaty tax changes that could reduce the market pricef our common stock.

At any time, the federal income tax lawwsegulations governing REITs or the administmiivterpretations of those laws or regulations
may be amended. We cannot predict when or if amyfaderal income tax law, regulation or administinterpretation, or any amendmer
any existing federal income tax law, regulatioradministrative interpretation, will be adopted, prdgated or become effective and any such
law, regulation or interpretation may take effetoactively. 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 the educed tax rates

Legislation enacted in 2003 generallyus the maximum tax rate for dividends payabotoestic stockholders that are individuals,
trusts and estates from 38.6% to 15% (through 2@i®)dends payable by REITs, however, are generait eligible for the reduced rates.
Although this legislation does not adversely affidet taxation of REITs or dividends paid by REIF& more favorable rates applicable to
regular corporate dividends could cause investtis are individuals, trusts and estates to perdaivestments in REITSs to be relatively less
attractive than investments in stock of non-RElTpooations that pay dividends, which could advarsdiect the value of the stock of REITSs,
including our common stock.
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FORWARD -LOOKING STATEMENTS

We make forward-looking statements iis firiospectus that are subject to risks and unoé&dsi These forward-looking statements
include information about possible or assumed &utesults of our business, financial conditionyiliity, results of operations, plans and
objectives. When we use the words “believe,” “expeéanticipate,” “estimate,” “plan,” “continue,”ihtend,” “should,” “may,” “would,” “will”
or similar expressions, we intend to identify forddooking statements. Statements regarding tHewiahg subjects, among others, are
forward-looking by their nature:

our business and investment strate

our projected operating resul

our ability to obtain future financing arrangeme!

general volatility of the securities markets in ethive invest

our expected investmen

interest rate mismatches between our mort-backed securities and our borrowings used to fuetd purchase:
changes in interest rates and mortgage prepay st

effects of interest rate caps on our adjus-rate mortgag-backed securitie:

rates of default or decreased recovery rates omgastments

prepayments of the mortgage and other loans uridgrur mortgag-backed or other as-backed securitiet
the degree to which our hedging strategies mayay mot protect us from interest rate volatili

changes in governmental regulations, tax law atesrand similar matter

availability of investment opportunities in reatas-related and other securitie

availability of qualified personne

estimates relating to our ability to make distribns to our stockholders in the futu

our understanding of our competitic

market trends in our industry, interest rates,dblet securities markets or the general economy

use of the proceeds of this offerir

The forward-looking statements are basedur beliefs, assumptions and expectations ofudure performance, taking into account all

information currently available to us. You shoulnt place undue reliance on these forward-lookiatgestents. These beliefs, assumptions and

expectations can change as a result of many pessifeints or factors, not all of which are knownisoSome of these factors are described in
this prospectus under the headings “Summary,” “Riz&tors,” “Management’s Discussion and Analysifiofincial Condition and Results of
Operations” and “Business.” If a change occurs,business, financial condition, liquidity and reswf operations may vary materially from
those expressed in our forward-looking statemenyg.forward{ooking statement speaks only as of the date octwihis made. New risks a

uncertainties arise from time to time, and it igpossible for us to predict those events or how thay affect us. Except as required by law, we
are not obligated to, and do not intend to, updatevise any forward-looking statements, whetfsea aesult of new information, future events
or otherwise.
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USE OF PROCEEDS

We estimate that our net proceeds fragnrhial public offering of our shares of commdock, after deducting the underwriting
discount and our estimated offering and organinafiexpenses, will be approximately $467.75 millfpbased on the price on the cover of this
prospectus). We estimate that our net proceeddwitlpproximately $538.06 million if the underwrg@xercise their overallotment option in
full.

Concurrent with this offering, we als@ext to sell 9.8% of our shares, excluding shassursuant to the underwriters’ exercise of
their overallotment option and shares of our resd common stock approved to be granted to ownuixe officers and employees of our
Manager and to our independent directors, to Anatly price per share equal to the initial pubffering price. No underwriting discount is
payable in connection with the sale of shares toayn We plan to invest the net proceeds of thisrofg and the concurrent sale of shares to
Annaly in accordance with our investment objectigad the strategies described in this prospectes:'Business—Our Investment Strategy.”

We intend to invest the net proceedsisf offering in prime and Alt-A mortgage loans, ragency RMBS, Agency RMBS and ABS,
CDOs, CMBS and other consumer or hon-consumer Aitally, we expect to focus our investment adies on purchasing residential
mortgage loans that have been originated by skightquality originators, including the retail lang operations of leading commercial banks,
and non-Agency RMBS. As the diligence and acquisitead times for residential mortgage loans amgéo than for non-Agency RMBS
purchases, we expect our investment portfolio ebitlitset to be weighted toward non-Agency RMBSjesatlto maintaining our REIT
qualification and our 1940 Act exemption, but we@est our investment portfolio to become weighteslai@ residential mortgage loans over
the next three to six months. Until appropriateestments can be identified, our Manager may intbeshet proceeds of this offering and the
concurrent sale of shares to Annaly in interestibhgashort-term investments, including money madatounts, that are consistent with our
intention to qualify as a REIT. These investmemésexpected to provide a lower net return than eeho achieve from investments in our
intended use of proceeds of this offering. We ekpeceallocate a portion of the net proceeds ftbis offering into a more diversified portfo
of investments within six months, subject to thaikability of appropriate investment opportuniti€ur Manager intends to conduct due
diligence with respect to each investment and blgdtenvestment opportunities may not be immediatelgilable.
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DISTRIBUTION POLICY

We intend to elect and qualify to be thes a REIT for federal income tax purposes comimgneith our taxable year ending on
December 31, 2007. Federal income tax law reqtiiretsa REIT distribute with respect to each yedeast 90% of its REIT taxable income,
determined without regard to the deduction fordkvids paid and excluding any net capital gainutfaash available for distribution is less
than 90% of our REIT taxable income, we could lmpied to sell assets or borrow funds to make désthibutions or we may make a portion
of the required distribution in the form of a talebtock distribution or distribution of debt seities. We will not be required to make
distributions with respect to activities conductebugh the TRS which we intend to form followirgetcompletion of this offering. For more
information, please see “Certain Federal Income Cansiderations—Taxation of Our Company.”

To satisfy the requirements to qualifygaREIT and generally not be subject to federabiine and excise tax, we intend to make regular
quarterly distributions of all or substantially afilour REIT taxable income to holders of our conmnstock out of assets legally available
therefor. Any future distributions we make will Bethe discretion of our board of directors and délpend upon our earnings and financial
condition, maintenance of our REIT status, appliegoovisions of the Maryland General Corporati@w, or MGCL, and such other factors
our board of directors deems relevant. Our earrémgkfinancial condition will be affected by vargofactors, including the net interest and
other income from our portfolio, our operating enpes and any other expenditures. For more infoomagarding risk factors that could
materially adversely affect our earnings and finanmondition, please see “Risk Factors.”

We anticipate that our distributions generally Wi taxable as ordinary income to our stockhold®tBpugh a portion of the distributic
may be designated by us as qualified dividend ircomcapital gain or may constitute a return ofitepVe will furnish annually to each of
our stockholders a statement setting forth distidims paid during the preceding year and theirattarization as ordinary income, return of
capital, qualified dividend income or capital gaior more information, please see “Certain Feda@me Tax Considerations—Taxation of
Stockholders.”
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CAPITALIZATION

The following table sets forth (1) outwal capitalization at September 25, 2007 and (2)capitalization as adjusted to reflect the e
of the sale of our common stock in this offeringatoffering price of $15.00 per share after dedgahe underwriters’ commissions and
estimated organizational and offering expensestgayay us and the concurrent offering to Annal@&% of our common stock at the same
offering price. You should read this table togetiwéh “Use of Proceeds” included elsewhere in firisspectus.

As of September 25, 2007

Actual As Adjusted(1)(2)(3)
Stockholders equity:
Common stock, par value $0.01 per share; 1,00@slarthorized, 1,000 shares outstanding,
actual and 500,000,000 shares authorized and 36,Bb4hares outstanding, as adjusted
4) $ 10 $ 369,54¢
Additional paic-in-capital(5) 290,99( 521,704,17
Total stockholder’ equity $ 291,000 $ 522,073,72

(1) Includes 33,333,334 shares which will be sold is tfifering at an initial offering price of $15.@@r share for net proceeds of
approximately $467.75 million after deducting thelarwriters’ commission and estimated organizaiod offering expenses of
approximately $1.0 million and the concurrent dfigrto Annaly of 9.8% of our common stock. We wépurchase the 1,000 shares
currently owned by Annaly at the same $1.00 pereshece Annaly purchased them. The shares sodhialy will be sold at the
offering price without payment of any underwri’ commission. Se“Use of Proceed”

(2) Does not include the underwrit’ option to purchase or place up to 5,000,000 aduitishares

3) Includes 3,621,581 shares of our common stdukwAnnaly will purchase for an aggregate purchasee of $54,323,715 in a
concurrent offering to Annal

(4) Does not include 1,301,000 shares of restrictednsomstock approved as grants pursuant to our etnggntive plan

(5)  Upon the successful completion of this offering, wit reimburse our Manager for all costs incuriedconnection with our formation,
organization and this offering, which are expedtede $1.0 million
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MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

We are a newly-formed specialty finanompany that will invest in residential mortgagenisaresidential mortgage-backed securities,
real estate-related securities and various otremt atasses. We will be externally managed by FIDWe intend to elect and qualify to be
taxed as a real estate investment trust, or REfTfelleral income tax purposes.

Our objective is to provide attractivekrdadjusted returns to our investors over the l@mgy, primarily through dividends and seconde
through capital appreciation. We intend to achidgn® 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 cpmth the various federal income tax
requirements for REIT status.

Our investment strategy is intended ke tadvantage of opportunities in the current irderate and credit environment. We will adjust
our strategy to changing market conditions by Bigfour asset allocations across these various elssses as interest rate and credit cycles
change over time. We believe that our strategy,bioed with our Manager’s experience, will enabléaipay dividends and achieve capital
appreciation throughout changing market cycles.éifeect to take a long-term view of assets andliieds, and our reported earnings and
mark-to-market valuations at the end of a finanagabrting period will not significantly impact oabjective of providing attractive risk-
adjusted returns to our stockholders over the kengr. We have not yet made any investments.

We will use leverage to seek to increasepotential returns and to fund the acquisitibour assets. Our income will be generated
primarily by the difference, or net spread, betwtenincome we earn on our assets and the cosirdfarowings. We expect to finance our
investments using a variety of financing sourcetuiting repurchase agreements, warehouse facilg@siritizations, commercial paper and
term financing CDOs. We expect to manage our deghtitizing interest rate hedges, such as intenast swaps, to reduce the effect of interest
rate fluctuations related to our debt.

We expect the results of our operatianse affected by various factors, many of whichlagond our control. Our results of operations
will primarily depend on, among other things, thed| of our net interest income, the market valueun assets, and the supply of and demand
for such assets. Our net interest income, whidecetf the amortization of purchase premiums andetion of discounts, varies primarily as a
result of changes in interest rates, borrowings;astd prepayment speeds, which is a measurembotofuickly borrowers pay down the
unpaid principal balance on their mortgage loans.

Prepayment Spee@sepayment speeds, as reflected by the Constgmiy@nent Rate, or CPR, vary according to intergssrdhe type
of investment, conditions in financial markets, gatition and other factors, none of which can kesljoted with any certainty. In general,
when interest rates rise, it is relatively lessaative for borrowers to refinance their mortgaganis, and as a result, prepayment speeds tend tc
decrease. When interest rates fall, prepaymentsgeead to increase. For mortgage loan and RMB&stnvents purchased at a premium, as
prepayment speeds increase, the amount of inconeamedecreases because the purchase premiumdv®iptiie bonds amortizes faster than
expected. Conversely, decreases in prepaymentspesdlt in increased income and can extend thecever which we amortize the
purchase premium. For mortgage loan and RMBS invests purchased at a discount, as prepayment speeglase, the amount of income
earn increases because of the acceleration ottreten of the discount into interest income. Gansely, decreases in prepayment speeds
result in decreased income and can extend thechevier which we accrete the purchase discountimévest income.

Rising Interest Rate Environmehs.indicated above, as interest rates rise, prepayspeeds generally decrease, increasing ouestter
income. Rising interest rates, however, increasdioancing costs which may result in a net negatiapact on our net interest income. In
addition, if we acquire Agency and non-Agency RM&Materalized by monthly reset adjustable-ratetgames, or ARMs, and three- and five-
year hybrid ARMs, such interest rate increases Ish@sult in decreases in our net investment ingasehere could be a timing misma
between the interest rate reset dates on our RMBtHpo and the financing costs of these investtaeklonthly reset ARMs are ARMs on
which coupon rates reset monthly based on indigels as one-month LIBOR. Hybrid ARMs are mortgadred have interest rates that are
fixed for an initial period (typically three, fivegven or 10 years) and thereafter reset at reguéawals subject to interest rate caps.
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With respect to our future floating ratgestments such as CDO securities, such inteagsimcreases should result in increases in ot
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 insgea our net investment income on future fixe@iatestments made by us because our fixed-
rate assets would be greater in amount than oed4iate liabilities. We expect, however, that axed-rate assets would decline in value in a
rising interest rate environment and that our ntrest spreads on fixed rate assets could denliagising interest rate environment to the
extent such assets are financed with floating deats.

Credit RiskOne of our strategic focuses is assets which wievgeto be of high credit quality. We believe thisategy will keep our
credit losses and financing costs low. We retagnrisk of potential credit losses on all of theidestial mortgage loans we hold in our portfc
Additionally, some of our investments in RMBS maydualifying interests for purposes of maintaining exemption from the 1940 Act
because we retain a 100% ownership interest inrlderlying loans. If we purchase all classes adéhsecuritizations, we have the credit
exposure on the underlying loans. Prior to the Ipase of these securities, we intend to conduceaddigence process that allows us to remove
loans that do not meet our credit standards basdoam-to-value ratios, borrower’s credit scoreaspime and asset documentation and other
criteria that we believe to be important indicatiaf credit risk.

Size of Investment Portfoliche size of our investment portfolio, as measunrethb aggregate unpaid principal balance of ourtgagre
loans and aggregate principal balance of our mgeigalated securities and the other assets we @36 a key revenue driver. Generally, as
the size of our investment portfolio grows, the amtoof interest income we receive increases. Tigetanvestment portfolio, however, drives
increased expenses as we incur additional intergmnse to finance the purchase of our assets.

Since changes in interest rates may fagnitly affect our activities, our operating resuliepend, in large part, upon our ability to
effectively manage interest rate risks and prepaymisks while maintaining our status as a REIT.

Current Environmen¥Vhile the current situation in the sub-prime moggaector may provide us opportunities, the cumargtkness in
the broader mortgage market could adversely affieetor more of our potential lenders and could eaune or more of our potential lenders to
be unwilling or unable to provide us with financing general, this could potentially increase anaficing costs and reduce our liquidity. We
expect to use a number of sources to finance maistiments, including repurchase agreements, waselfaailities, securitizations, asset-
backed commercial paper and term CDOs. Currentebadnditions have affected the cost and avaitghofi financing from each of these
sources—and their individual providers—to differdegrees; some sources generally are unavailabtes are available but at a high cost, and
some are largely unaffected. For example, in thanehase agreement market, borrowers have beeaneadfdifferently depending on the type
of security they are financing. Non-Agency RMBS édeen harder to finance, depending on the tyjssits collateralizing the RMBS. The
amount, term and margin requirements associatddthétse types of financings have been impacted.

Currently, warehouse facilities to finanghole loan prime residential mortgages are gdperaailable from major banks, but at
significantly higher cost and greater margin reguients than previously offered. Many major banke wfifier warehouse facilities have also
reduced the amount of capital available to newagrisrand consequently the size of those facilitfeered now are smaller than those
previously available.

It is currently a challenging market ¢éorh finance whole loans through securitization@nds issued by a CDO structure. The highly
rated senior bonds in these securitizations and 8@@@tures currently have liquidity, but at mucller spreads than issues priced earlier this
year. The junior subordinate tranches of thesettras currently have few buyers and current mar&etlitions have forced issuers to ret
these lower rated bonds rather than sell them.

Certain issuers of asset-backed commigrajzer (or ABCP) have been unable to place (dy ttodir securities, which has resulted, in
some instances, in forced sales of MBS and ottergies which has further negatively impacted itierket value of these assets. These m
conditions are fluid and likely to change over tilAs a result, the execution of our investmenttegy may be dictated by the cost and
availability of financing from these different sges.

If one or more major market participafiaits, it could negatively impact the marketabildf/all fixed income securities and this could
negatively impact the value of the securities wguae, thus reducing our net book
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value. Furthermore, if many of our potential leredare unwilling or unable to provide us with finang; we could be forced to sell our
securities or residential mortgage loans at anpondpine time when prices are depressed.

Critical Accounting Policies

Our financial statements will be prepairedccordance with accounting principles generatigepted in the United States of America, or
GAAP. These accounting principles may require uniédke some complex and subjective decisions ardssents. Our most critical
accounting policies will involve decisions and asseents that could affect our reported assetsiabititles, as well as our reported revenues
and expenses. We believe that all of the decisaosassessments upon which our financial statemaihtse based will be reasonable at the
time made and based upon information availablestatuhat time. We will rely on independent pricofgour assets at each quarter’s end to
arrive at what we believe to be reasonable est#raftéair market value. We have identified whathetieve will be our most critical
accounting policies to be the following:

Loans and Securities Held for Investment

We will purchase residential mortgagenjyeRMBS, ABS, CDOs and CMBS, a portion of whichyrba held for investment. Loans or
securities held for investment are intended toddd to maturity and, accordingly, will be reporetdamortized cost, unless we determine that
we are an investment company for accounting pugposder American Institute of Certified Public Aaotants, or AICPA, Statement of
Position 07-1Clarification of the Scope of the Audit and AcciangiGuide Investment Companies and Accounting bgrR&ompanies and
Equity Method Investors for Investments in Investf@®mpanie;, or SOP 07-1, effective January 1, 2008, in witiake they would be
reported at fair value. We are currently evaluathig new guidance and have not determined whethewill be required to apply the
provisions of this SOP in our financial statememtsgntation.

We will determine fair value of our assat the end of each quarter by using the averbigér walue estimates provided by independent
dealers in the securities and loans and/or thirtygmicing services, which use information wittspect to transactions in such assets,
guotations from dealers, market transactions fongarable assets, various relationships betweemsaase yield to maturity in determining
value. If dealers or the independent pricing s@wiare unable to provide a price for an asset,tbeiprice provided by them is deemed
unreliable by our Manager, then the asset will bleied at its fair value as determined in good fhittour Manager. In such circumstances, our
Manager will give consideration to a number of éast which may include, among others, the following

. an evaluation of the forces which influence theketin which the securities are purchased and :
. the type, size and cost of the as

. the financial statements of the isst

. the credit quality and cash flow of the issuerdobsn our Manag’s or external analysi

. the information as to any transactions in or offerghe asse!

. the price and extent of public trading in similasets

. the coupon payment

. the quality, value and saleability of collaterélamy, securing the asset;

. other relevant factor:

These assets held for investment wiN&leed quarterly to determine if an other-ttamporary impairment exists. If upon completiol
the valuation, the fair value of the underlyinglatgral securing the impaired loan/security is bss the net carrying value of the
loan/security, an allowance will be created wittoaresponding charge to the provision for lossesallowance for each loan/security woulc
maintained at a level believed adequate by managetmabsorb probable losses. We may elect tadelin/security held for investment due
to adverse changes in credit fundamentals. Onceédteemination has been made by us that we wilbnger hold the loan for investment, we
will account for the loan at the lower of amortizambt or estimated fair value. The reclassificatibthe loan/security and recognition of
impairments could adversely affect our reportedhiegs.
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Classifications of Investment Securitie

We expect our investments in RMBS willdsemarily classified as available-for-sale sedastthat are carried on the balance sheet at
their fair value. This classification will resutt thanges in fair value being recorded as balameetsadjustments to accumulated other
comprehensive income or loss, which is a compoagsitockholders’ equity. SOP 07-1 may require gnstthent to this accounting
methodology whereby the investments will be cargethir value, however the changes in fair valuiélve included in earnings. We are
currently evaluating this new guidance and havedetérmined whether we will be required to apply pihovisions of this SOP in our financial

statement presentation. If it is necessary to atlogticcounting methodology under SOP 07-1, gponted earnings could be materially
affected.

Investment Consolidation

For each investment we will make, we wilhluate the underlying entity that issued theistes we will acquire or to which we will
make a loan to determine the appropriate accounfirggrefer to guidance in Statement of Financiad@dmting Standards (SFAS) No. 140,
Accounting for Transfers and Servicing of Finandakets and Extinguishments of Liabilil, and FASB Interpretation No. (FIN) 46R,
Consolidation of Variable Interest Entitiegn performing our analysis. FIN 46R addressesg@ication of Accounting Research Bulletin No.
51, Consolidated Financial Statement® certain entities in which voting rights are effective in identifying an investor with a coolling
financial interest. An entity is subject to condalion under FIN 46R if the investors either do Imate sufficient equity at risk for the entity to
finance its activities without additional subordie@ financial support, are unable to direct thétgatactivities, or are not exposed to the
entity’s losses or entitled to its residual retufivariable interest entities” or “VIES"). Variabiaterest entities within the scope of FIN 46R are
required to be consolidated by their primary begiafy. The primary beneficiary of a VIE is determihto be the party that absorbs a majority
of the entity’s expected losses, its expected nstusr both.

Valuations of Available-for-Sale Securities

We expect our available-for-sale secesitivill have fair values as determined with refeeeto price estimates provided by independent
pricing services and dealers in the securities.riedng is subject to various assumptions whichldagesult in different presentations of value.

When the fair value of an available-fatessecurity is less than its amortized cost foex@ended period, we will consider whether there
is an other-than-temporary impairment in the valfithe security. If, in our judgment, an other-ttamporary impairment exists, the cost basis
of the security is written down to the theurrent fair value, and the unrealized loss isdfamed from accumulated other comprehensive ls
an immediate reduction of current earnings (alsefloss had been realized in the period of oth@n-temporary impairment). The

determination of other-than-temporary impairmerd subjective process, and different judgmentsamsdmptions could affect the timing of
loss realization.

We will consider the following factors @ determining an other-than-temporary impairmengfsecurity or investment:

. The length of time and the extent to which the raadalue has been less than the amortized
. Whether the security has been downgraded by egratiency; an

. Our intent to hold the security for a period of éisufficient to allow for any anticipated recovamymarket value

The determination of other-than-tempotiargairment is made at least quarterly. If we deaiae an impairment to be other than
temporary we will need to realize a loss that wdwdgte an impact on future income.

Interest Income Recognition

Interest income on available-for-saleusities and loans held for investment will be retiagd over the life of the investment using the
effective interest method. Interest income on maggbacked securities is recognized using theteféemterest method as described by SFAS
No. 91,Accounting for Nonrefundable Fees and Costs Asgetiaith Originating or Acquiring Loans and Initillirect Costs of Leasedor
securities of high credit quality and Emerging Essrask Force No. 99-2Bgcognition of Interest Income and Impairment orcRased and
Retained Beneficial Interests in Securitized Finah&ssets, for all other securities. Interest income on aeld for investment is recognized
based on the contractual terms of the loan instnisnéncome
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recognition will be suspended for loans when, e dpinion of management, a full recovery of incand principal becomes doubtful. Income
recognition will be resumed when the loan beconmegractually current and performance is demonsiraide resumed. Any loan fees or
acquisition costs on originated loans or securitidisbe capitalized and recognized as a compooéitterest income over the life of the
investment using the effective interest method.

Under SFAS No. 91 and Emerging Issue& Fasce No. 99-20, management will estimate, atithe of purchase, the future expected
cash flows and determine the effective interest batsed on these estimated cash flows and ourgaeghrice. As needed, these estimated cast
flows will be updated and a revised yield computaded on the current amortized cost of the investnhe estimating these cash flows, there
will be a number of assumptions that will be subjeaincertainties and contingencies. These incthdeate and timing of principal payments
(including prepayments, repurchases, defaults ignéiations), the pass-through or coupon rate atetést rate fluctuations. In addition,
interest payment shortfalls due to delinquencietherunderlying mortgage loans, and the timinghefmagnitude of credit losses on the
mortgage loans underlying the securities have toigmentally estimated. These uncertainties amtirngencies are difficult to predict and
subject to future events that may impact managemestimates and our interest income.

Security transactions will be recordedlmmtrade date. Realized gains and losses froarigetransactions will be determined based
upon the specific identification method and recdrde gain (loss) on sale of available for sale iéesiand loans held for investment in the
statement of income.

We will account for accretion of discosior premiums on available-for-sale securitiesr@adl estate loans using the effective interest
yield method. Such amounts will be included asrammnent of interest income in the income staten

Accounting For Derivative Financial Instruments

Our policies permit us to enter into dative contracts, including interest rate swapsiatetest rate caps, as a means of mitigating our
interest rate risk. We intend to use interest datévative instruments to mitigate interest rask mather than to enhance returns.

We will account for derivative financiaktruments in accordance with SFAS No. 188counting for Derivative Instruments and
Hedging Activities, as amended and interpreted. SFAS No. 133 reqairesntity to recognize all derivatives as eithesess or liabilities in the
balance sheets and to measure those instrumeais \alue. Additionally, the fair value adjustmemtill affect either other comprehensive
income in stockholders’ equity until the hedgeditis recognized in earnings or net income dependimghether the derivative instrument
qualifies as a hedge for accounting purposes &sd, the nature of the hedging activity.

In the normal course of business, we os®ya variety of derivative financial instrumerntsrtanage, or hedge, interest rate risk. These
derivative financial instruments must be effeciiveeducing our interest rate risk exposure in otdequalify for hedge accounting. When the
terms of an underlying transaction are modifiedwben the underlying hedged item ceases to efisthanges in the fair value of the
instrument are marked-to-market with changes inevadcluded in net income for each period untildieeivative instrument matures or is
settled. Any derivative instrument used for riskr/@agement that does not meet the hedging criterimiked-to-market with the changes in
value included in net income.

Derivatives will be used for hedging pesps rather than speculation. We will rely on gtiotas from a third party to determine these
values. If our hedging activities do not achieve @esired results, our reported earnings may beradiy affected.

Reserve for Possible Credit Losses

The expense for possible credit lossepimection with debt investments is the chargeatmings to increase the allowance for possible
credit losses to the level that management estgniatbe adequate considering delinquencies, Igssrience and collateral quality. Other
factors considered relate to geographic trendgpandiuct diversification, the size of the portfoéind current economic conditions. Based upon
these factors, we will establish the provisiongossible credit losses by category of asset. Whisrprobable that we will be unable to collect
all amounts contractually due, the account is amrsid impaired.

Where impairment is indicated, a valuatierite-down or write-off is measured based upandhcess of the recorded investment amount
over the net fair value of the collateral, as rextliby selling costs. Any deficiency
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between the carrying amount of an asset and theatest price of repossessed collateral is cham#tetallowance for credit losses.
Income Taxes

We intend to elect and qualify to be thas a REIT for the taxable year ended Decembe2(®X7. Accordingly, we will generally not be
subject to corporate federal or state income takeaextent that we make qualifying distributioa®tr stockholders, and provided we satisfy
on a continuing basis, through actual investmedtaperating results, the REIT requirements inclgdiartain asset, income, distribution and
stock ownership tests. If we fail to qualify as BIR, and do not qualify for certain statutory rélpeovisions, we will be subject to federal, state
and local income taxes and may be precluded froafifgung as a REIT for the subsequent four taxat@ars following the year in which we
lost our REIT qualification. Accordingly, our failel to qualify as a REIT could have a material aseémpact on our results of operations and
amounts available for distribution to our stockleskd

The dividends paid deduction of a REITdaalifying dividends to its stockholders is cortgrliusing our taxable income as opposed to
net income reported on the financial statementsaldl@ income, generally, will differ from net incemeported on the financial statements
because the determination of taxable income iscbasdax provisions and not financial accountiniggples.

We may elect to treat certain of our sdibsies as TRSs. In general, a TRS of ours magt hesets and engage in activities that we ci
hold or engage in directly and generally may engagay real estate or non-real estate-relatechkasi A TRS is subject to federal, state and
local corporate income taxes.

While our TRS will generate net incomer ®RS can declare dividends to us which will beluded in our taxable income and
necessitate a distribution to our stockholders.\@osely, if we retain earnings at the TRS leveldistribution is required and we can increase
book equity of the consolidated entity.

Recent Accounting Pronouncements

In September 2006, the Financial Accovntandards Board, or FASB, issued SFAS No. E&if,Value Measurement§SFAS 157").
SFAS 157 defines fair value, establishes a framkvi@rmeasuring fair value and requires enhancedalures about fair value measureme
SFAS 157 requires companies to disclose the féirevaf their financial instruments according taa falue hierarchy (i.e., levels 1, 2, and 3,
as defined). Additionally, companies are requieg@rovide enhanced disclosure regarding instrumarttee level 3 category (which require
significant management judgment), including a redation of the beginning and ending balances smpdy for each major category of assets
and liabilities. SFAS 157 will be effective for tkempany on January 1, 2008.

In February 2007, the FASB issued SFAS™®, The Fair Value Option for Financial Assets and Fingl Liabilities- Including an
amendment of FASB Statement No. 115 (“SFAS 159AS 159 permits entities to choose to measure rfinagcial instruments and certain
other items at fair value. Unrealized gains anddsson items for which the fair value option hasrbelected will be recognized in earnings at
each subsequent reporting dates. FAS 159 will feetdfe for the company commencing January 1, 2008.

In June 2007, the AICPA issued SOP OTkls SOP provides guidance for determining wheémeentity is within the scope of the
AICPA Audit and Accounting Guidevestment Companie®r the Guide. Entities that are within the scopthe Guide are required, among
other things, to carry their investments at falueawith changes in fair value included in earsinghe provisions of this SOP were deferred
indefinitely by the FASB on October 17, 2007.

Proposed FASB Staff Positionhe FASB issued a proposed FSP FAS 140-d rel&tifghSB Statement No. 14Bccounting for
Transfers of Financial Assets and Repurchase Fiman€ransactiong“FSP FAS 140”) to address questions where assethased from a
particular counterparty and financed through a relpase agreement with the same counterparty caorsdered and accounted for as sep
transactions. Currently, we intend to record swsgets and the related financing on a gross basisrigtatements of financial condition, and
corresponding interest income and interest expenger statements of operations and comprehensoame (loss). For assets representing
available-for-sale investment securities, as inaase, any change in fair value will be reportedugh other comprehensive income under
SFAS 115, with the exception of impairment lossesich will be recorded in the statement of operaiand comprehensive (loss) income as
realized losses. FASB's staff position required #iof the following criteria be met in order ¢ontinue the application of SFAS 140 as
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described above: (1) the initial transfer of angurehase financing cannot be contractually contiig®) the repurchase financing entered into
between the parties provides full recourse to thwesferee and the repurchase price is fixed; @Jittancial asset has an active market and the
transfer is executed at market rates; (4) the m@ranaintains the right to the collateral and #eder cannot re-pledge the asset prior to
settlement of the repurchase agreement; and (5pthechase agreement and financial asset do ratensimultaneously. FSP FAS 140 may
be subject to significant changes prior to findlia, which may impact our current assessmentsahipact upon adoption.

Results of Operations

As of the date of this prospectus, weehaet commenced any significant operations becaesare in our organization stage. We will
commence any significant operations until we hawemleted this offering. We are not aware of anyamat trends or uncertainties, other than
economic conditions affecting mortgage loans, magégbacked securities and real estate, genettadiyntay reasonably be expected to have a
material impact, favorable or unfavorable, on rexenor income from the acquisition of real estatated investments, other than those
referred to in this prospectus.

Liquidity and Capital Resources

Liquidity, which is our ability to turnam-cash assets into cash, allows us to purchasgomdd investment securities and to pledge
additional assets to secure existing borrowingsilshihhe value of our pledged assets decline. Piaténtmediate sources of liquidity for us
include cash balances and unused borrowing capébitysed borrowing capacity will change over tinsaglge market values of our investment
securities fluctuate. Our balance sheet also geeliguidity on an omgoing basis through mortgage principal repaymendsreet earnings he
before payment as dividends. Should our needsesgered these ogeing sources of liquidity plus the immediate sesrof liquidity discusse
above, we believe that in most circumstances owgsitiment securities could be sold to raise casé.m&intenance of liquidity is one of the
goals of our capital investment policy. Under thidicy, we limit asset growth to preserve unuseddwing capacity for liquidity management
purposes.

We anticipate that, upon repayment ohdamrrowing under a repurchase agreement, we sallthe collateral immediately for borrow
under a new repurchase agreement. We have nat ptekent time entered into any commitment agretsmeder which the lender would be
required to enter into new repurchase agreememisgla specified period of time.

Under repurchase agreements, we maychereel to pledge additional assets to our repuchgseement counterparties (i.e., lenders) in
the event the estimated fair value of the exisfilegiged collateral under such agreements declimsach lenders demand additional colla
(a “margin call”), which may take the form of addital securities or cash. Similarly, if the estiptafair value of investment securities increase
due to changes in market interest rates of madatdfs, lenders may release collateral back tSpacifically, margin calls result from a
decline in the value of the our investments seguoiar repurchase agreements, prepayments on thigages securing such investments and to
changes in the estimated fair value of such investengenerally due to principal reduction of sushestments from scheduled amortization
and resulting from changes in market interest ratesother market factors. Should prepayment speedise mortgages underlying our
investments or market interest rates suddenly &seremargin calls on our repurchase agreementd oesdlt, causing an adverse change in our
liquidity position.

Contractual Obligations and Commitments

We had no contractual obligations as of&mnber 2, 2007. We intend to enter into a manageagreement with FIDAC, a wholly-
owned subsidiary of Annaly. FIDAC is entitled txeéve a base management fee, incentive compensgatirin certain circumstances, a
termination fee and reimbursement of certain exggas described in the management agreement. &exhrid expenses do not have fixed
and determinable payments. The base managemestgagable quarterly in arrears in an amount etu&l75% per annum, calculated
quarterly, of our stockholders’ equity (as definedhe management agreement). Our Manager usgsdbeeds from its management fee in
part to pay compensation to its officers and emgdsywho, notwithstanding that certain of them alsoour officers, receive no cash
compensation directly from us. The base managefaenwill be reduced, but not below zero, by ourgamionate share of any CDO base
management fees FIDAC receives in connection vagh@DOs in which we invest, based on the percerdgaggquity we hold in such CDOs.
Our Manager will receive quarterly incentive comgegion in an amount equal to 20% of the dollar amdy which Core Earnings, on a
rolling four-quarter basis and before the incentivenagement fee, exceeds the product of (1)
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the weighted average of the issue price per sHaak af our public offerings multiplied by the wgited average number of shares of common
stock outstanding in such quarter and (2) 0.50% phe-fourth of the average of the one month LIB@ite for such quarter and the previous
three quarters. For the initial four quarters faflog this offering, Core Earnings and the LIBOReratill be calculated on the basis of each of
the previously completed quarters on an annualizesis. Core Earnings and LIBOR rate for the inijiadrter will each be calculated from the
settlement date of this offering on an annualizasi®» Core Earnings is a non-GAAP measure andfiisedeas GAAP net income (loss)
excluding non-cash equity compensation expensdy@irg any unrealized gains, losses or other itdrasdo not affect realized net income
(regardless of whether such items are includedhisracomprehensive income or loss, or in net ingoifige amount will be adjusted to exclt
one-time events pursuant to changes in GAAP andinanon-cash charges after discussions betweelManager and our independent
directors and approval by a majority of our indeget directors. The incentive management fee iltdgluced, but not below zero, by our
proportionate share of any CDO incentive managerfie&st FIDAC receives in connection with the CDOsvhich we invest, based on the
percentage of equity we hold in such CDOs.

We expect to enter into certain contréttés contain a variety of indemnification obligats, principally with our Manager, brokers and
counterparties to repurchase agreements. The maxpotential future payment amount we could be meglio pay under these
indemnification obligations is unlimited.

Off-Balance Sheet Arrangements

As of November 2, 2007 we did not maimtany relationships with unconsolidated entitiefirmancial partnerships, such as entities o
referred to as structured finance, or special pegp variable interest entities, established ¢difate off-balance sheet arrangements or other
contractually narrow or limited purposes. Furtteer of November 2, 2007 we had not guaranteed digatibns of unconsolidated entities or
entered into any commitment or intent to providdiadnal funding to any such entities.

Dividends

To qualify as a REIT, we must pay anrdigidends to our stockholders of at least 90% oftanable income, determined without regard
to the deduction for dividends paid and excluding aet capital gains. We intend to pay regular tpubr dividends 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 repurchasetiesiind commercial paper, we must first meet bathoperating requirements and
scheduled debt service on our warehouse lines #ied debt payable.

Inflation

Virtually all of our assets and liab#s will be interest rate sensitive in nature. Aesult, interest rates and other factors influemae
performance far more so than does inflation. Chamgéterest rates do not necessarily correlatk inflation rates or changes in inflation
rates. Our financial statements are prepared iardaace with GAAP and our distributions will be elmhined by our board of directors
consistent with our obligation to distribute to @tiockholders at least 90% of our REIT taxable inemn an annual basis in order to maintain
our REIT qualification; in each case, our actigtand balance sheet are measured with referetistéoical cost and/or fair market value
without considering inflation.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

The primary components of our market sk related to credit risk, interest rate rislkegayment and market value risk. While we do not
seek to avoid risk completely, we believe the dak be quantified from historical experience arekde actively manage that risk, to earn
sufficient compensation to justify taking thoseksisnd to maintain capital levels consistent whih tisks we undertake.

Credit Risk

We will be subject to credit risk in camtion with our investments and face more credk on assets we own which are rated below
“AAA”. The credit risk related to these investmeptsrtains to the ability and willingness of the hoovers to pay, which is assessed before
credit is granted or renewed and periodically rereié throughout the loan or security term. We belithat residual loan credit quality is
primarily determined by the borrowers’ credit pledi and loan characteristics.

Our Manager will use a comprehensive itregtiew process. Our Manager’s analysis of loacfides borrower profiles, as well as
valuation and appraisal data. Our Manager’s regsuriclude a proprietary portfolio
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management system, as well as third party softegstems. Our Manager will utilize a third party diiégence firm to perform an independ:
underwriting review to insure compliance with ekigtguidelines. Our Manager will select loans fewview predicated on risk-based criteria
such as loan-tealue, borrowers credit score(s) and loan size.Nbamager will also outsource underwriting serviteseview higher risk loan
either due to borrower credit profiles or collateraluation issues. In addition to statistical séimptechniques, our Manager will create adv
credit and valuation samples, which we individuadlyiew. Our Manager will reject loans that faildenform to our standards. Our Manager
will accept only those loans which meet our undéimg criteria. Once we own a loan, our Managetis/gillance process includes ongoing
analysis through our proprietary data warehousesandcer files. Additionally, the non-Agency RMB&d other ABS which we will acquire
for our portfolio will be reviewed by our Managerénsure that we acquire non-Agency RMBS and AABS which satisfy our risk based
criteria. Our Manager’s review of non-Agency RMB®lather ABS will include utilizing its proprietaportfolio management system. Our
Manager’s review of non-Agency RMBS and other ABi# ne based on quantitative and qualitative arialg$ the risk-adjusted returns non-
Agency RMBS and other ABS present.

Interest Rate Risk

Interest rate risk is highly sensitivartany factors, including governmental monetary &xdolicies, domestic and international
economic and political considerations and othetofacbeyond our control.

We will be subject to interest rate rislconnection with our investments and our relatebt obligations, which are generally repurchase
agreements, warehouse facilities, securitizatiomroercial paper and term financing CDOs. Our repase agreements and warehouse
facilities may be of limited duration that are pelically refinanced at current market rates. Wendtto mitigate this risk through utilization of
derivative contracts, primarily interest rate svagpeements.

Interest Rate Effect on Net Interest Income

Our operating results will depend in Egart on differences between the income from meestments and our borrowing costs. Most of
our warehouse facilities and repurchase agreemehisrovide financing based on a floating rateikrest calculated on a fixed spread over
London Interbank Offered Rate, or LIBOR. The fixaatead will vary depending on the type of undedyé@sset which collateralizes the
financing. Accordingly, the portion of our portfolivhich consists of floating interest rate asselisb@ match-funded utilizing our expected
sources of short-term financing, while our fixeteiest rate assets will not be match-funded. Duypiergods of rising interest rates, the
borrowing costs associated with our investmentd terincrease while the income earned on our firégtest rate investments may remain
substantially unchanged. This will result in a paring of the net interest spread between the rlassets and borrowings and may even result
in losses. Further, during this portion of the iiest rate and credit cycles, defaults could in@easl result in credit losses to us, which could
adversely affect our liquidity and operating resuuch delinquencies or defaults could also hawdaerse effect on the spread between
interest-earning assets and interest-bearingiligisil

Hedging techniques are partly based saraed levels of prepayments of our fixed-rate aytatil adjustable-rate mortgage loans and
RMBS. If prepayments are slower or faster thanragsl) the life of the mortgage loans and RMBS wélllinger or shorter, which would
reduce the effectiveness of any hedging strategégesiay use and may cause losses on such transadtiedging strategies involving the us
derivative securities are highly complex and maydpice volatile returns.

Interest Rate Effects on Fair Value

Another component of interest rate riskhie effect changes in interest rates will havéhermarket value of the assets we acquire. We
will face the risk that the market value of ouregsswill increase or decrease at different rataa that of our liabilities, including our hedging
instruments.

We will primarily assess our intereseresk by estimating the duration of our assetsthedduration of our liabilities. Duration
essentially measures the market price volatilitfidncial instruments as interest rates changegéverally calculate duration using various
financial models and empirical data. Different misdad methodologies can produce different duratiombers for the same securities.

It is important to note that the impattbanging interest rates on fair value can chaigficantly when interest rates change beyond
100 basis points from current levels. Therefore,wblatility in the fair value of our assets couldrease significantly when interest rates
change beyond 100 basis points. In addition, ddmors impact the fair value of our interest ragmsitive investments and hedging
instruments, such as the shape of the
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yield curve, market expectations as to future agerate changes and other market conditions. Aaugly, in the event of changes in act
interest rates, the change in the fair value ofamsets would likely differ from that shown aboaed such difference might be material and
adverse to our stockholders.

Interest Rate Cap Risk

We will also invest in adjustable-raterigage loans and RMBS. These are mortgages or RiMB&ich the underlying mortgages are
typically subject to periodic and lifetime intereate caps and floors, which limit the amount bycktthe security’s interest yield may change
during any given period. However, our borrowingtsgaursuant to our financing agreements will nostigject to similar restrictions.
Therefore, in a period of increasing interest ratgsrest rate costs on our borrowings could iaseawithout limitation by caps, while the
interest-rate yields on our adjustable-rate mordagns and RMBS would effectively be limited. Thisblem will be magnified to the extent
we acquire adjustable-rate RMBS that are not basadortgages which are fully indexed. In additithre mortgages or the underlying
mortgages in an RMBS may be subject to periodiergay caps that result in some portion of the istelbeing deferred and added to the
principal outstanding. This could result in oure#at of less cash income on our adjustable-rategages or RMBS than we need in order to
pay the interest cost on our related borrowinggsehactors could lower our net interest incomeamise a net loss during periods of rising
interest rates, which would harm our financial ddod, cash flows and results of operations.

Interest Rate Mismatch Risk

We intend to fund a substantial portiboar acquisitions of hybrid adjustable-rate moggsand RMBS with borrowings that, after the
effect of hedging, have interest rates based oieésdand repricing terms similar to, but of somewgterter maturities than, the interest rate
indices and repricing terms of the mortgages andBBMT hus, we anticipate that in most cases thedsteate indices and repricing terms of
our mortgage assets and our funding sources wilbaddentical, thereby creating an interest ratematch between assets and liabilities.
Therefore, our cost of funds would likely rise all imore quickly than would our earnings rate osets. During periods of changing interest
rates, such interest rate mismatches could nedyatimpact our financial condition, cash flows amsults of operations. To mitigate interest
rate mismatches, we may utilize the hedging stiasedjscussed above.

Our analysis of risks is based on our dpat’s experience, estimates, models and assursplibese analyses rely on models which
utilize estimates of fair value and interest raesitivity. Actual economic conditions or implematidn of investment decisions by our
management may produce results that differ sigaifiy from the estimates and assumptions usedrimadels and the projected results sh
in this prospectus.

Prepayment Risk

As we receive prepayments of principatloese investments, premiums paid on such investmweéh be amortized against interest
income. In general, an increase in prepayment veiteaccelerate the amortization of purchase prens, thereby reducing the interest income
earned on the investments. Conversely, discounssiol investments are accreted into interest incémgeneral, an increase in prepayment
rates will accelerate the accretion of purchaseaodists, thereby increasing the interest incomeesgbom the investments.

Extension Risk

Our Manager will compute the projectedghieed-average life of our investments based onraptions regarding 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 tigeinto an interest rate swap agreement or dtbdging instrument that effectively fixes
our borrowing costs for a period close to the @pdited average life of the fixed-rate portion of tlelated assets. This strategy is designed to
protect us from rising interest rates because thiing costs are fixed for the duration of theefl-rate portion of the related residential
mortgage-backed security.

However, if prepayment rates decreaseriging interest rate environment, the life of fixed-rate portion of the related assets could
extend beyond the term of the swap agreement er bedging instrument. This could have a negatiy@aict on our results from operations, as
borrowing costs would no longer be fixed after ¢inel of the hedging instrument while the income edron the hybrid adjustable-rate assets
would remain fixed. This situation may also causernarket value of our hybrid adjustable-rate asgetiecline, with little or no offsetting
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gain from the related hedging transactions. Inesm# situations, we may be forced to sell assetsiotain adequate liquidity, which could
cause us to incur losses.

Market Risk
Market Value Risk

Our available-for-sale securities willfedlected at their estimated fair value with ufizeal gains and losses excluded from earnings anc
reported in other comprehensive income pursuaBE#S No. 115, Accounting for Certain Investment®ebt and Equity Securities. The
estimated fair value of these securities fluctugrésarily due to changes in interest rates anérfctors. Generally, in a rising interest rate
environment, the estimated fair value of these iséesiwould be expected to decrease; converselg,decreasing interest rate environment
estimated fair value of these securities wouldjeeeted to increase.

Real Estate Risk

Residential property values are subjeestolatility and may be affected adversely by a benof factors, including, but not limited to,
national, regional and local economic conditionkifh may be adversely affected by industry slowd®and other factors); local real estate
conditions (such as an oversupply of housing); gkaror continued weakness in specific industry ssgsn construction quality, age and
design; demographic factors; and retroactive chawtgéuilding or similar codes. In addition, des@sin property values reduce the value of
the collateral and the potential proceeds availabieborrower to repay our loans, which could alsase us to suffer losses

Risk Management

To the extent consistent with maintaining REIT status, we will seek to manage risk exp@so protect our portfolio of residential
mortgage loans, RMBS, and mortgage securities @lated debt against the effects of major interg@st changes. We generally seek to manage
our risk by:

. monitoring and adjusting, if necessary, the rasgéx and interest rate related to our MBS and imantings;

. attempting to structure our financings agreememtsgave a range of different maturities, terms, dizaiions and interest rate
adjustment period:

. using derivatives, financial futures, swaps, oiaraps, floors and forward sales to adjust trera@st rate sensitivity of our MBS
and our borrowings

. using securitization financing to lower averaget@fgunds relative to shc-term financing vehicles further allowing us
receive the benefit of attractive terms for an edt period of time in contrast to short term fitiag and maturity dates of the
investments included in the securitization;

. actively managing, on an aggregate basis, thedsiteate indices, interest rate adjustment perenid gross reset margins of «
MBS and the interest rate indices and adjustmetidghe of our financings
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BUSINESS
Our Company

We are a specialty finance company foraedune 1, 2007 by Annaly, who may be deemed mmgter, that will invest in residential
mortgage loans, RMBS, real estate-related secsiatiel various other asset classes. We will be madtgrmanaged by FIDAC. We intend to
elect and qualify to be taxed as a real estatestnuent trust, or REIT, for federal income tax puagm

Our objective is to provide attractivekrdadjusted returns to our investors over the lemgy, primarily through dividends and seconde
through capital appreciation. We intend to achig 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 cpmth the various federal income tax
requirements for REIT status and to maintain owfeston from regulation under the Investment Conypaat of 1940, or 1940 Act. We have
not yet made any investments.

We recognize that investing in our taegledsset classes is highly competitive, and thaMamnager will compete with many other
investment managers for profitable investment ofymities in these areas. Annaly and our Managee lodose relationships with a diverse
group of financial intermediaries, ranging frommairy dealers, major investment banks, and brokeiags to leading mortgage originators,
specialty investment dealers and financial sponsoraddition, we expect to benefit from our Mangg@analytical and portfolio management
expertise and technology. We believe that the coethand complementary strengths of Annaly and camadder give us a competitive
advantage over REITs with a similar focus to ours.

Our Manager

We will be externally managed and advisgdrIDAC pursuant to a management agreement.fAllio employees are employees of our
Manager or one of its affiliates. Our Manager fsxad-income investment management company speriglin managing investments in U.S.
government agency mortgage-backed securities, en&qgRMBS, which are mortgage pass-through ceatifig, collateralized mortgage
obligations and other mortgage-backed securitipesenting interests in or obligations backed hyigpof mortgage loans issued or guaranteed
by Fannie Mae, Freddie Mac and Ginnie Mae. Our Manalso has experience in managing investmemsrirAgency MBS and CDOs; real
estate-related securities; and managing interestsensitive strategies. Our Manager commencedesictvestment management operations in
1994. At September 30, 2007, our Manager was this@dor sub-adviser for funds with approximate®y/Sbbillion in net assets and $13.9
billion in gross assets, $9.6 billion of which wexgency RMBS. Recently, our Manager has begun teaga non-Agency RMBS and at
September 30, 2007 $4.3 billion in gross assets wmenon-Agency RMBS.

Our Manages’ offices are located at 1211 Avenue of the Ameri€auite 2902, New York, New York 10036 and thepgabne number
our Manager’s offices is 1-866-315-9930.

Our Manager will be responsible for adistigring our business activities and day-to-dayrapens. Pursuant to the terms of the
management agreement, our Manager will provideitisaur management team, including our officerenglwith appropriate support
personnel. Our Manager is at all times subjechéostupervision and oversight of our board of doectind has only such functions and
authority as we delegate to it.

Our Manager has well-respected and asted portfolio management resources for each ofavgeted asset classes and a sophisticatec
infrastructure supporting those resources, inclydiwvestment professionals focusing on residentiaitgage loans, Agency and non-Agency
RMBS and other asset-backed securities. We alsectxp benefit from our Manager’s finance and adstiation functions, which address
legal, compliance, investor relations and operatiomatters, including portfolio management, tralfiecation and execution, securities
valuation, risk management and information techgiel® in connection with the performance of its ésiti

We do not pay any of our employees argh @dmpensation. Rather, we pay our Manager arhasagement fee and incentive
compensation based on performance pursuant tetims f the management agreement.

Our Competitive Advantages
We believe that our competitive advansaigelude the following:
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Investment Strategy Designed to Perform in a Vayieff Interest Rate and Credit Environmen

We seek to manage our investment stratefglance both interest rate risk and credit Nk believe this strategy is designed to
generate attractive, risk-adjusted returns in &taof market conditions because operating comdgiin which either of these risks are
increased, or decreased, may occur at differemtgai the economic cycle. For example, there meapdyiods when interest-rate sensitive
strategies outperform credit-sensitive strategibsreby we would receive increased income over osir af financing, in which case our
portfolio’s increased exposure to this risk wouldheneficial. There may be other periods when tisitive strategies outperform interest-
rate sensitive strategies. Our current strategitaleges on two aspects of the current market cy€lest, our initial focus on high-quality
residential mortgage loans will provide us with tpgortunity to generate attractive, stable retenwen though the spread between long-term
interest rates and short-term interest rates &ively narrow and mortgage default rates are asirey. Second, the general re-pricing of RMBS
and other ABS, including non-investment grade @sashkas resulted in securities trading at lowenatgdns and higher yields. As a result, we
believe our focus on these markets will providevith an opportunity to buy securities at attractwaduations. Although we will face interest
rate risk and credit risk, we believe that with eygiate hedging strategies, as well as our ahititgvaluate the quality of targeted asset
investment opportunities, we can reduce these &rlisprovide attractive risk-adjusted returns.

Credit-Oriented Investment Approach

We will seek to minimize principal losfile maximizing risk-adjusted returns through ouaMger’s investment approach which is
based on rigorous quantitative and qualitative \aiglof credit risk. We review credit risk and athisks of loss associated with each of our
potential investments by considering, among othieigs, geographic concentration, insurer, induatrg certain other types of concentrations.
We may also reduce certain risks from sellers andicers through representations and warranties Mamager will monitor our overall
portfolio risk and determine appropriate levelpaivision for losses. We expect that our investnpemtfolio will be comprised of (1) high-
quality residential mortgage loans, which generatly loans made to prime borrowers exhibiting @angtrcredit history with a demonstrated
ability and willingness to pay, with minimum 80%alo-to-value, full documentation and full appraisalsd (2) non-Agency RMBS, and
CMBS, including investment grade and non-investngeatle and unrated classes. Accordingly, we theegpgct to provide investors with
diversification across a variety of real estate atier asset classes. We intend to source residlemdrtgage loans directly from originators
which we believe will provide us with attractivabyiced and differentiated assets. We also expeatitbfurther diversification and enhance the
return of our core portfolio of residential mortgagans by investing in RMBS and other ABS.

Experienced Investment Advisor

Our Manager has a long history of strpagormance across a broad range of fixed-incorsetgsincluding investing in a variety of
mortgage and real estate-related securities andtsting and marketing CDOs. Our Manager has aestment committee of our Manager’s
professionals consisting of Michael A.J. Farrelelvigton J. Denahan-Norris, James P. Fortescustdfher Konrad, Rose-Marie Lyght,
Ronald Kazel, Jeremy Diamond, Eric Szabo, and Matthambiase to advise and consult with our Managsghior management team with
respect to our investment policies, investmentfpliotholdings, financing and leveraging stratega@sl investment guidelines. Moreover, sc
of our Manager’s executives have had experienceaging assets through a variety of interest ratecagdit cycles since the early 1970s, and
have demonstrated the ability to generate risksadflreturns in these various interest rate ardlt@avironments. We expect to benefit from
this varied expertise, and believe that our Managegperienced investment team provides us witbrapetitive advantage relative to
companies that have management teams with lessienxpe.

Access to Annaly’s and Our Manager’s Relationships

We believe our relationship with Annatydsour Manager will provide us with access to @i of investment opportunities. Annaly
and our Manager have developed long-term relatipsshith a number of commercial and investment lsaarkd other financial intermediaries.
We believe these relationships will provide us vétrange of high-quality investment opportunities.

Access to Our Manager’s Systems and Infrastructure

We will have access to our Manager'sriteand administration functions which addressl]egenpliance, and operational matters and
promulgates and administers comprehensive polanesprocedures

55




regarding important investment advisor matterduisiag portfolio management, trading allocation @&xecution, securities valuation, risk
management, investor relations, and informatiohrietogies in connection with the performance of Manager’s duties hereunder. Our
Manager has created a proprietary portfolio managesystem which we expect will provide us withoanpetitive advantage. Our Manager’s
personnel have created a comprehensive financadmihistrative infrastructure, an important compane a complex investment vehicle
such as a REIT. In addition, our Manager’s persbareeAnnaly’s employees and have had extensivergqce managing Annaly, which is a
REIT.

Alignment of Interests between Annaly, Our Managand Our Investors

Our Manager’s parent company, Annaly, dgreed to purchase 9.8% of our outstanding sladitersgiving effect to the shares issued in
this offering, excluding shares sold pursuant tothderwriters’ exercise of their overallotmentioptand shares of our restricted common
stock approved to be granted to our executive @ffi@and employees of our Manager and to our indkpdrdirectors. Moreover, a portion of
the fees that may be earned by our Manager comdigisentive compensation that is based on theuatitvat our Core Earnings exceeds a
specified threshold. We believe that Annaly’s inmesnt and our Manager’s ability to earn performaiees will align our Manager’s interests
with our interests.

Our Investment Strategy

Our objective is to provide attractivéuras to our investors over the long-term, primyattiirough dividends and secondarily through
capital appreciation. We intend to seek to achthisobjective by investing in a diversified inve&nt portfolio of residential mortgage loans,
real estate-related securities and real estate |@snwell as various other asset classes, subjatiintaining our REIT status and exemption
from registration under the 1940 Act. The RMBS, ABS31BS and CDO securities we purchase may inclodestment-grade and non-
investment grade classes, including the BB-ratethtBd and non-rated classes. Our investment giratiéfers from Annaly’s in that Annaly
primarily invests in Agency RMBS.

We will rely on our Manager’s expertiseidentifying assets within our target asset clasgée expect that our Manager will make
investment decisions based on various factorsydtiie) expected cash yield, relative value, risksatdjd returns, current and projected credit
fundamentals, current and projected macroeconoatisiderations, current and projected supply andasheincredit and market risk
concentration limits, liquidity, cost of financirand financing availability, as well as maintainimgr REIT qualification and our exemption
from registration under the 1940 Act.

Over time, we will modify our investmeaitocation strategy as market conditions changeetk to maximize the returns from our
investment portfolio. We believe this strategy, tdémed with our Manager’s experience, will enabldaipay dividends and achieve capital
appreciation throughout changing interest rateaadit cycles and provide attractive long-term mesuto investors.

Our targeted asset classes and the pahicivestments we expect to make in each arellasvi

Asset Class Principal Investments

Residential Mortgage Loans . Prime mortgage loans, which are mortgage loans that
conform to the underwriting guidelines of FannieeMa
and Freddie Mac, or Agency Guidelines; and jumbo
prime mortgage loans, which are mortgage loans that
conform to the Agency Guidelines except as to kiae.

. Alt- A mortgage loans, which are mortgage loans thai
have been originated using documentation standhads
are less stringent than the documentation standards
applied by certain other first lien mortgage loamghase
programs, such as the Agency Guidelines, but haee o
or more compensating factors such as a borrowéravit
strong credit or mortgac
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history or significant asse

Residential Mortgac-Backed Securities, or RME . Non-Agency RMBS, including investme-grade anc
non-investment grade classes, including the BBdrae
rated and nc-rated classe:

. Agency RMBS.



Other Asset-Backed Securities, or ABS . Debt and equity tranches of collateralized debt
obligations, or CDOs

. Commercial mortga¢-backed securities, or CMB

. Consumer and non-consumer ABS, including investment
grade and non-investment grade classes, includimg t
BB-rated, E-rated and nc-rated classe:

We intend to invest the net proceedsisf offering primarily in the investments descrikazbve. Initially, we expect to focus our
investment activities on purchasing residential tgege loans that have been originated by selebtdpimlity originators, including the retail
lending operations of leading commercial banks, rondtAgency RMBS. As the diligence and acquisitead times for residential mortgage
loans are longer than for non-Agency RMBS purchasesexpect our investment portfolio at the outsdie weighted toward non-Agency
RMBS, subject to maintaining our REIT qualificatiand our 1940 Act exemption, but we expect ourstwent portfolio to become weighted
toward residential mortgage loans over the nexetho six months. Our investment decisions, howevilirdepend on prevailing market
conditions and will change over time. As a resul,cannot predict the percentage of our assetsvilidte invested in each asset class or
whether we will invest in other classes of invegtiseWe may change our investment strategy andipslivithout a vote of our stockholders.

We intend to elect and qualify to be thas a REIT and to operate our business so asdrdmpt from registration under the 1940 Act,
and therefore we will be required to invest a satsal majority of our assets in loans secured bytgages on real estate and real esttted
assets. See “—Operating and Regulatory Struct@ebject to maintaining our REIT qualification angr d 940 Act exemption, we do not have
any limitations on the amounts we may invest in ahgur targeted asset classes.

Investment Portfolio
The following briefly discusses the pijpal types of investments that we expect to make:
Residential Mortgage Loans

We intend to invest in residential moggdoans (mortgage loans secured by residentibpreperty) primarily through direct purchases
from selected high-quality originators. We intencehter into mortgage loan purchase agreementsawitimber of primary mortgage loan
originators, including mortgage bankers, commetoaiks, savings and loan associations, home bsjldezdit unions and mortgage conduits.
We may also purchase mortgage loans on the segomaket. We expect these loans to be secured plynby residential properties in the
United States.

We intend to invest primarily in resid@himortgage loans underwritten to our specifiaadior he originators will perform the credit
review of the borrowers, the appraisal of the prige securing the loan, and maintain other qualitytrol procedures. We expect to generally
consider the purchase of loans when the origindtave verified the borrowers’ income and assetsfi®@ their credit history and obtained
appraisals of the properties. We or a third paiityperform an independent underwriting review bétprocessing, underwriting and loan
closing methodologies that the originators useguialifying a borrower for a loan. Depending on $iee of the loans, we may not review all of
the loans in a pool, but rather select loans fatemwriting review based upon specific risk-baseteda such as property location, loan size,
effective loan-to-value ratio, borrowers’ credibse and other criteria we believe to be importadtdators of credit risk. Additionally, before
the purchase of loans, we will obtain representatend warranties from each originator stating ¢laah loan is underwritten to our
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requirements or, in the event underwriting excemgibave been made, we are informed so that we wsdyate whether to accept or reject the
loans. An originator who breaches these representaaind warranties in making a loan that we puwetmay be obligated to repurchase the
loan from us. As added security, we will use thwises of a third-party document custodian to iesitve quality and accuracy of all individual
mortgage loan closing documents and to hold themients in safekeeping. As a result, all of theionébloan collateral documents that are
signed by the borrower, other than the originatiitreerification documents, are examined, verifeed held by the third-party document
custodian.

We currently do not intend to originatentigage loans or provide other types of financmthe owners of real estate. We currently dc
intend to establish a loan servicing platform, éxpect to retain highly-rated servicers to sera@igemortgage loan portfolio. We may also
purchase certain residential mortgage loans omvécgeg-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 servicingloans will be highly rated by the rating agench& will also conduct a due diligence review of
each servicer before executing a servicing agreersenvicing procedures will typically follow FamnMae guidelines but will be specified in
each servicing agreement. All servicing agreemeiitsneet standards for inclusion in highly ratedntigage-backed or asset-backed
securitizations.

We expect that the loans we acquire lglfirst lien, single-family residential traditidrfaxed-rate, adjustable-rate and hybrid adjustable
rate loans with original terms to maturity of nobma than 40 years and are either fully amortizingre interest-only for up to 10 years, and
fully amortizing thereafter. Fixed-rate mortgagearie bear an interest rate that is fixed for treedifthe loan. All adjustable-rate and hybrid
adjustable-rate residential mortgage loans wilk lzgsinterest rate tied to an interest rate intléost loans have periodic and lifetime
constraints on how much the loan interest ratect@mge on any predetermined interest rate reset @ae interest rate on each adjustable-rate
mortgage loan resets monthly, semi-annually or atiyyand generally adjusts to a margin over a Ur8asury index or LIBOR index. Hybrid
adjustable-rate loans have a fixed rate for amairperiod, generally 3 to 10 years, and then cdrteeadjustable-rate loans for their remaining
term to maturity.

We will acquire residential mortgage Isdor our portfolio with the intention of eithercsgitizing them and retaining them in our
portfolio as securitized mortgage loans, or holdimgm in our residential mortgage loan portfolio. facilitate the securitization or financing of
our loans, we expect to generally create suboreioattificates, which provide a specified amountrefdit enhancement. We expect to issue
securities through securities underwriters anceeitbtain these securities or finance them in ¢épeirchase agreement market. There is no limit
on the amount we may retain of these below-investrgeade subordinate certificates. Until we seaeibur residential mortgage loans, we
expect to finance our residential mortgage loanfplo through the use of warehouse facilities agderse repurchase agreements.

Residential Mortgage-Backed Securities

We intend to invest in residential moggéacked securities, or RMBS, which are typicpHgs-through certificates created by the
securitization of a pool of mortgage loans thatakateralized by residential real estate properti

The securitization process is governedmy or more of the rating agencies, includingh-Ratings, Moody’s Investors Service and
Standard & Poor’s, who determine the respectivellass sizes, generally based on a sequentialgraystructure. Bonds that are rated from
AAA to BBB by the rating agencies are consideret/éistment grade.” Bond classes that are subordiodke BBB class are considered
“below-investment grade” or “non-investment gradehe respective bond class sizes are determinedilmasthe review of the underlying
collateral by the rating agencies. The paymentsived from the underlying loans are used to maketyments on the RMBS. Based on the
sequential payment priority, the risk of nonpaymenthe AAA RMBS is lower than the risk of nonpagmnt for the non-investment grade
bonds. Accordingly, the AAA class is typically s@tia lower yield compared to the non-investmeatigrclasses which are sold at higher
yields.

We may invest in investment grade andingestment grade RMBS. We expect to evaluate thditccharacteristics of these types of
securities, including, but not limited to, loan &ate distribution, geographic concentration, priypgmpe, occupancy, periodic and lifetime cap,
weighted-average loan-to-value and weighted-aveFd@® score. Qualifying securities will then be lgmad using base line expectations of
expected prepayments and losses from given seisugrs and the current state of the fixed-incomaeket. Losses and prepayments are
stressed simultaneously based on a credit riskdoaselel. Securities in this portfolio are
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monitored for variance from expected prepaymenggjuencies, severities, losses and cash flow. Tikaldigence process is particularly
important and costly with respect to newly formeigjimators or issuers because there may be littleodnformation publicly available about
these entities and investments.

We may invest in net interest margin siies, or NIMs, which are notes that are payabdenfand secured by excess cash flow that is
generated by MBS or home equity loan-backed seéesirior HELOCS, after paying the debt service, agpe and fees on such securities. The
excess cash flow represents all or a portion ek&lual that is generally retained by the originafdhe MBS or HELOCSs. The residual is
illiquid, thus the originator will monetize the ptien by securitizing the residual and issuing &M\usually in the form of a note that is backed
by the excess cash flow generated in the underlgéagritization.

We may invest in mortgage pass-througtifimates issued or guaranteed by Ginnie Mae, iahtae or Freddie Mac. We refer to these
U.S. government agencies as Agencies, and to thigage pass-through certificates they issue oraguiee as Agency Mortgage Pass-through
Certificates. We may invest in collateralized magg obligations issued by the Agencies. We refélndee types of securities as Agency
CMOs, and we refer to Agency Mortgage Pass-thrabgificates and Agency CMOs as Agency RMBS.

Other Asset-Backed Securities

We intend to invest in securities issiredarious CDO offerings to gain exposure to bavdals, corporate bonds, ABS, mortgages,
RMBS and CMBS and other instruments. To avoid arya or perceived conflicts of interest with ouaiager, an investment in any such
security structured or managed by our Managerhweilapproved by a majority of our independent dinectTo the extent such securities are
treated as debt of the CDO issuer for federal ireetam purposes, we will hold the securities disecubject to the requirements of our
continued qualification as a REIT as describeddertain Federal Income Tax Considerations — TarafcOur Company — Asset Tests.” To
the extent the securities represent equity intefiesh CDO issuer for federal income tax purposesmay be required to hold such securities
through a TRS which would cause the income receghizith respect to such securities to be subjefdderal (and applicable state and local)
corporate income tax. See “Risk Factors — Tax RisWée could fail to qualify as a REIT or we coulgcbme subject to a penalty tax if the
income we recognize from certain investments thatr@ated or could be treated as equity inteiesiforeign corporation exceed 5% of our
gross income in a taxable year.”

In general, CDO issuers are special mepehicles that hold a portfolio of income-prodigcassets financed through the issuance of
rated debt securities of different seniority andigg The debt tranches are typically rated basedash flow structure, portfolio quality,
diversification and credit enhancement. The egsgtyurities 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 been
satisfied. Some CDO vehicles are “synthetic,” inahtthe credit risk to the collateral pool is tréarsed to the CDO vehicle by a credit
derivative such as a credit default swap.

We also intend to invest in CMBS, which aecured by, or evidence ownership interests éingle commercial mortgage loan or a pool
of mortgage loans secured by commercial properiiesse securities may be senior, subordinatedsiment grade or non-investment grade.
We intend to invest in CMBS that will yield curreinterest income and where we consider the retbipmincipal to be likely. We intend to
acquire CMBS from private originators of, or inva@stin, mortgage loans, including savings and lassociations, mortgage bankers,
commercial banks, finance companies, investmeritdand other entities.

We also intend to invest in consumer ABBese securities are generally securities for wthe underlying collateral consists of assets
such as home equity loans, credit card receivabidsauto loans. We also expect to invest in norsworer ABS. These securities are generally
secured by loans to businesses and consist obagsgt as equipment loans, truck loans and agrielikéquipment loans. Issuers of consumer
and non-consumer ABS generally are special purpogges owned or sponsored by banks and finanogaaies, captive finance subsidiaries
of non-financial corporations or specialized oragrs such as credit card lenders.

We may purchase RMBS and ABS which aredenated in foreign currencies or are collateealiby non-U.S. assets.
Investment Sourcing

We expect our Manager to take advantageeobroad network of relationships it and Annbafwe established over the past decade to
identify investment opportunities. Our Manager &mshaly have relationships
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with a large and diverse group of financial intediagies, ranging from major commercial and invesihienks to specialty investment dealers
and brokerage firms. In addition, we believe thpbgion of our Manager’s transaction pipeline,lsas the CDOs it sponsors, will generate
appropriate investment opportunities for us. Ounkfger also sources investments directly from thady originators, such as in the case of
CDOs and CLOs, sponsored by other asset managéinnest

Investing in our targeted asset classésghly competitive. Our Manager competes with ynetier investment managers for profitable
investment opportunities in fixed-income assets#asand related investment opportunities.

Investment Process

We expect our investment process willdfigirom the resources and professionals of oundger. The professionals responsible for
portfolio management decisions are Matthew LambiasePresident and Chief Executive Officer and lanagers Executive Vice Preside!
Structured Products; William B. Dyer, our Head afdérwriting and our Manager’s Executive Vice Presig Christian J. Woschenko, our
Head of Investments and our Manager’'s Executive Vresident; Eric Szabo, our Manager’s Senior Yiesident and Investment Strategist;
and Konstantin Pavlov, our Manager’s Senior VicesiRlent and Senior Repo Trader. Investments withisgseen by an Investment
Committee of our Manager’s professionals, congjstihMichael A.J. Farrell, Wellington J. DenahanfN®, James P. Fortescue, Kristopher
Konrad, Rose-Marie Lyght, Ronald Kazel, Jeremy Diadh Eric Szabo and Matthew Lambiase. This Investr@@mmittee will oversee our
investment guidelines and will meet periodicallydiscuss preferences for sectors and sub-sectors.

Our investment process will include s@gcand screening of investment opportunities, ssieg investment suitability, conducting
credit and prepayment analysis, evaluating cash &lod collateral performance, reviewing legal strees and servicer and originator
information and investment structuring, as appidptito seek an attractive return commensuratethéthisk we are bearing. Upon
identification of an investment opportunity, thedéstment will be screened and monitored by our Manéo determine its impact on
maintaining our REIT qualification and our exemptivom registration under the 1940 Act. We will kée make investments in sectors where
our Manager has strong core competencies and weelelieve credit risk and expected performancebeareasonably quantified.

Our Manager evaluates each one of owgsimeent opportunities based on its expected righssetl return relative to the returns available
from other, comparable investments. In addition gwaluate new opportunities based on their relaimected returns compared to our
comparable securities held in our portfolio. Thent of any leverage available to us for use in fogén investment purchase are also taken
into consideration, as are any risks posed byuildiify or correlations with other securities in thartfolio.

Once a potential residential loan packagestment has been identified, our Manager aind ffarties it engages will perform financial,
operational and legal due diligence to assesdske of the investment. Our Manager and third pariti engages will analyze the loan pool and
conduct follow-up due diligence as part of the uadiing process. As part of this process, the tegors which the underwriters will consider
include, but are not limited to, documentation, teéekincome ratio, loan-to-value ratios and propesluation. Consideration is also given to
other factors such as price of the pool, geograpticentrations and type of product. Our Managémrefine its underwriting criteria based
upon actual loan portfolio experience and as martetlitions and investor requirements evolve. Simdhalysis is also performed on
securities, where the evaluation process will aistude relative value analyses based on yieldlitrating, average life, expected duration,
option-adjusted spreads, prepayment assumptionsradd exceptions. Other considerations in ouestment process include analysis of
fundamental economic trends, suitability for invesht by a REIT, consumer borrowing trends, homespaippreciation and relevant regulat
developments.

Our Financing Strategy

We intend to use leverage to increasential returns to our stockholders. We will empleyerage to achieve our return objectives. We
are not required to maintain any specific debtdgaiy ratio as we believe the appropriate leverfagehe particular assets we are financing
depends on the credit quality and risk of thosetass

Subject to our maintaining our qualificatas a REIT, we expect to use a number of sodectisance our investments, including the
following:
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. Repurchase Agreemer. We intend to finance certain of our assets thrahghuse of repurchase agreements. We anticipdte tha
repurchase agreements will be one of the sourcesilivese to achieve our desired amount of leverfageur residential real
estate assets. We intend to maintain formal relatipps with multiple counterparties to obtain fiogng on favorable term:

. Warehouse FacilitiesWe intend to utilize credit facilities for capitaéeded to fund our assets. We intend to maintamd&b
relationships with multiple counterparties to maintwarehouse lines on favorable ter

. Securitizatior. We will acquire residential mortgage loans for partfolio with the intention of securitizing themdretaining
the securitized mortgage loans in our portfolio.fadilitate the securitization or financing of doans, we will generally create
subordinate certificates, providing a specified amaf credit enhancement, which we intend to reitaiour portfolio.



Asse-Backed Commercial PapeiVe may finance certain of our assets using assideldacommercial paper, or ABCP, conduits,
which are bankruptcy-remote special purpose vehitiat issue commercial paper and the proceed$ichvare used to fund
assets, either through repurchase or secured gpdigrams. We may utilize ABCP conduits of thiedtes or create our own
conduit.

Term Financing CDOsWe may finance certain of our assets using teranfilng strategies, including CDOs and other match-
funded financing structures. CDOs are multiple £ldsbt securities, or bonds, secured by poolss#tassuch as mortgage-
backed securities and corporate debt. Like tyealritization structures, in a CD

. the assets are pledged to a trustee for the berfiefie holders of the bond
. one or more classes of the bonds are rated by rome@ rating agencies; a

. one or more classes of the bonds are marketewideavariety of fixedincome investors, which enables the CDO spc
to achieve a relatively low cost of Ic-term financing

Unlike typical securitization structures, the urgieig assets may be sold, subject to certain litiites, without a correspondir
pay-down of the CDO, provided the proceeds arevesited in qualifying assets. As a result, CDOs lenthie sponsor to actively
manage, subject to certain limitations, the po@ssets. We believe CDO financing structures magrba&ppropriate financing
vehicle for our target asset classes because tlilegnable us to obtain relatively low, long-termst of funds and minimize the
risk that we may have to refinance our liabilitiefore the maturities of our investments, whileiggws the flexibility to manac
credit risk and, subject to certain limitationsta@e advantage of profit opportuniti

Our Interest Rate Hedging and Risk Management Stragy

We may, from time to time, utilize detiiv@ financial instruments to hedge all or a portad the interest rate risk associated with our
borrowings. Under the federal income tax laws ayglie to REITs, we generally will be able to entéo certain transactions to hedge
indebtedness that we may incur, or plan to in@uadguire or carry real estate assets, althougkotalrgross income from such hedges and
other non-qualifying sources must not exceed 25%uofgross income.

We intend to engage in a variety of iagtrrate management techniques that seek to reitipainges in interest rates or other potential
influences on the values of our assets. The fedsrame tax rules applicable to REITs, may requs¢o implement certain of these technig
through a TRS that is fully subject to corporatecime taxation. Our interest rate management teabsiqay include:

puts and calls on securities or indices of seas;

Eurodollar futures contracts and options on suctiracts;
interest rate caps, swaps and swapti

U.S. treasury securities and options on U.S. tmyasecurities; an

other similar transaction
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We expect to attempt to reduce interatgt risks and to minimize exposure to interestftattuations through the use of match funded
financing structures, when appropriate, wherebysegk (i) to match the maturities of our debt oliliges with the maturities of our assets and
(i) to match the interest rates on our investmerith like-kind debt (i.e., floating rate assets &inanced with floating rate debt and fixed-rate
assets are financed with fixed-rate debt), direstlthrough the use of interest rate swaps, capsher financial instruments, or through a
combination of these strategies. We expect th@ltov us to minimize the risk that we have to rafine our liabilities before the maturities of
our assets and to reduce the impact of changiegesit rates on our earnings.

Credit Analysis and Structuring

We will benefit from our Manager’s exparce in credit analysis and investment structurTitng credit analysis process is driven by
extensive research that focuses, where applicablthe underlying collateral, servicer and struetofra loan or security, as well as the
borrower or issuer, its management team and ovesatlitions in its industry. When conducting dukgeince, we expect our Manager will
evaluate a number of important business considestias well as relevant tax, accounting, envirartedend legal issues in determining
whether to proceed with an investment.

Risk Management

Risk management is an integral componé&our strategy to deliver returns to our stockleodd Because we will invest primarily in
fixed-income securities, investment losses fronditrgefaults, interest rate volatility or otherksscan meaningfully reduce or eliminate our
distributions to stockholders. In addition, becawsewill employ financial leverage in funding owsrtfolio, mismatches in the maturities of (
assets and liabilities can create risk in the rtieexbntinually renew or otherwise refinance oubiliies. Our net interest margins will be
dependent upon a positive spread between the settrour asset portfolio and our overall cost ofding. To minimize the risks to our
portfolio, we will actively employ portfolio-wideral securityspecific risk measurement and management procesees daily operations. O1
risk management tools include software and senlicessed or purchased from third parties, in addito proprietary analytical methods
developed by FIDAC. There can be no guaranteettiease tools will protect us from market risks.

Investment Guidelines

Our board of directors has adopted afivestment guidelines that set out the assssels risk tolerance levels, diversification
requirements and other criteria used to evaluatenérits of specific investments as well as thealportfolio composition. Our Manager’s
Investment Committee reviews our compliance withitivestment guidelines periodically and our bazrdirectors receives an investment
report at each quarter-end in conjunction withréigew of our quarterly results. Our board alsaeess our investment portfolio and related
compliance with our investment policies and procedwand investment guidelines at each regularlgdudled board of directors meeting.

Our board of directors and our Managbn&stment Committee have adopted the followinglglimes for our investments and
borrowings:

. No investment shall be made that would cause €altto qualify as a REIT for federal income taxrpases
. No investment shall be made that would cause be tegulated as an investment company under the A8¢
. With the exception of real estate and housing,ingls industry shall represent greater than 20%efsecurities or aggregate

risk exposure in our portfolio; ar

. Investments in non-rated or deeply subordinated AB&her securities that are non-qualifying astmtpurposes of the 75%
REIT asset test will be limited to an amount nogxaeed 50% of our stockhold’ equity.

These investment guidelines may be chéibgea majority of our board of directors withobetapproval of our stockholders.

Our board of directors has also adoptseparate set of investment guidelines and proesdargovern our relationships with FIDAC.
We have also adopted detailed compliance policig®vern our interaction with FIDAC, including whEIDAC is in receipt of material non-
public information.
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Policies with Respect to Certain Other Activities

If our board of directors determines thadlitional funding is required, we may raise sfustds through additional offerings of equity or
debt securities or the retention of cash flow (sabjo provisions in the Internal Revenue Code earing distribution requirements and the
taxability of undistributed REIT taxable income)acombination of these methods. In the eventdhaboard of directors determines to raise
additional equity capital, it has the authoritytivaiut stockholder approval, to issue additional w@mn stock or preferred stock in any manner
and on such terms and for such considerationdeeins appropriate, at any time.

We may offer equity or debt securitiegithange for property and to repurchase or otlservdacquire our shares and may engage in
such activities in the future.

In addition, we may borrow money to fioarthe acquisition of investments. We intend toteasditional forms of financing, such as
repurchase agreements and warehouse facilitiesl$dantend to utilize structured financing techug@g, such as CDOs, to create attractively
priced non-recourse financing at an all-in borrayvoost that is lower than that provided by traditibsources of financing and that provide
long-term, floating rate financing. Our investmenidelines and our portfolio and leverage are pkcally reviewed by our board of directors
as part of their oversight of our Manager.

We may, subject to gross income and agsests necessary for REIT qualification, investdnurities of other REITSs, other entities
engaged in real estate activities or securitiestlodr issuers.

We engage in the purchase and sale esiments. We will not underwrite the securitiesthier issuers.
Our board of directors may change anthege policies without prior notice to you or aevof our stockholders.
Historical Performance

Annaly has a ten-year history of invegtion a leveraged basis, in Agency RMBS and ate®amer 30, 2007 owned and managed a
portfolio of approximately $44.9 billion. To datybstantially all of Annaly’s portfolio consists Afiency RMBS. Similarly, our Manager, a
wholly-owned subsidiary of Annaly substantially aflwhose personnel are also employees of Annaly ahl3-year history of managing
Agency RMBS on a leveraged basis. At Septembe2@07, our Manager was the adviser or sub-advisdufals with approximately $2.5
billion in net assets and $13.9 billion in grosseds.

The tables below set forth certain histdrinvestment performance about Annaly and tigatahvestment funds advised by our Mane
Annaly, as well as the investment funds adviseduoyManager, have investment strategies and obgctihich are different than ours.

Additionally, this information is a refitton of the past performance of Annaly or the fiadvised by our Manager, and is not a
guarantee or prediction of the returns that we,ayor the funds advised by our Manager may achieviee future. This is especially true for
us because we intend to invest in a much broaday af mortgage and real estate assets than Alenayr Manager’s other investment funds,
and we expect that those assets, which will ndidpency RMBS, will constitute the majority of ounviestment portfolio. In particular, neither
Annaly nor our Manager has purchased residentialgage loans, nor have they structured mortgagedeauritizations. In addition, our
Manager has only limited experience investing in-Agency RMBS, CMBS and other asset-backed seesnithich we may pursue as part of
our investment strategy. Accordingly, neither Aiyr&historical returns, nor those of the investmieinids advised by our Manager, will be
indicative of the performance of our investmenatgtgy and we can offer no assurance that our Mandfieeplicate the historical
performance of our Managsrinvestment professionals in their previous endeaOur investment returns could be substantialler than th
returns achieved by our Manager’s investment psidasis in their previous endeavors.

Annaly Historical Performance
Table | sets forth certain historicaldmhation with respect to Annaly for the fiscal yeanded December 31, 2006, 2005, and 2004.
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Table |
Annaly Capital Management, Inc.
Historical Information
(dollars in thousands

2006 2005 2004

Total Capital Raise $ 1,099,337 % 41,65¢ $ 607,15
Amount paid to Annaly and Affiliates from proceesfsofferings® — — —



Amounts paid to third parties from proceeds of wifigs @ $ 52,96¢ $ 1,07C  $ 26,75(

Stockholder’ Equity $ 2,543,04. $ 1,504,022 $ 1,700,47
Total Assets $ 30,715,98 $ 16,063,42 $ 19,560,29
Leverage® 10.4:1 9.0:1 9.8:1

(1) Annaly and its affiliates do not receive any consiaas with respect to amounts rais

(2)  Aggregate fees and commissions paid to underwriedssales agents, and fees and expenses paiditpdtties in connection with the
offerings such as legal, accounting, printing, élaand listing expense

(3) Ratio of debt to equity
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Table Il sets forth certain summary ficiahinformation about Annaly for the fiscal yeasded December 31, 2006, 2005, 2004, 2003
and 2002.

Table Il
Annaly Capital Management, Inc.
Summary Financial Information

For the years ended December 3.

2006 2005 2004 2003 2002

(dollars in thousands, except per share amount:
Statement of Operations Date

Interest incomt $ 122188 $ 70504 $ 532,32¢ $ 337,430 $ 404,16
Interest expens 1,055,01. 568,56( 270,11¢ 182,00« 191,75¢
Net interest income 166,86¢ 136,48t 262,21: 155,42¢ 212,40°

Other income (loss):

Investment advisory and service ft 22,35 35,62¢ 12,51: — —

Gain (loss) on sale of investment securi (3,862 (53,239 5,21t 40,90 21,06:

Gain on termination of interest rate swi 10,67+ — — —

Income from trading securiti¢ 3,99/ — — — —

Loss on othe-thar-temporarily impaired securitie (52,349 (83,099 — —

Total other income (loss; (29,19) (100,71 17,72% 40,90 21,06:

Expenses:

Distribution fees 3,44 8,00( 2,86( —

General and administrative expen 40,06 26,27¢ 24,02¢ 16,23 13,96:

Total Expenses 43,501 34,27¢ 26,88¢ 16,23 13,96

Impairment of intangibles for customer relationst 2,49: — — — —
Income before income taxes and minority interes 101,67¢ 1,49 253,05( 180,10« 219,50°
Income taxes 7,53¢ 10,74« 4,45¢ — —
Income (loss) before minority interest 94,14( (9,247) 248,59:. 180,10« 219,50°
Minority interest 324 — — — —
Net income (loss 93,81¢ (9,24%) 248,59: 180,10¢ 219,50°
Dividends on preferred stock 19,557 14,59: 7,74% — —
Net income available (loss related) to commc

shareholders $ 7425¢ $ (23,84() $ 240,84 $ 180,100 $ 219,50
Basic net income (loss) per average common ¢ $ 044  $ 019 $ 20¢  $ 198  $ 2.6¢
Diluted net income (loss) per average common s $ 044 % 019 $ 202 % 194 $ 2.67
Dividends declared per common sh $ 057 $ 104 % 19¢ 3 198 % 2.67
Dividends declared per preferred Series A s $ 197 % 197 % 1.4¢ — —
Dividends declared per preferred Series B s $ 1.0¢ — — — —
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Our Manager’s Historical Performance

Our Manager is the adviser or sub-aduiseight investment funds. In each of these inmest funds, our Manager follows the Annaly
investment strategy of investing predominately iArated Agency MBS. Certain of these investmemidfsi are operated like closed-end
funds, and are not required to redeem shares. @thestment funds provide for daily, monthly or ctealy redemptions. Most of these
investment funds declare cash dividends on a daibnthly or quarterly basis. For some investmendfy however, all income is rolled-up in
the fund and not paid to investors until they redekeir shares.

Table | presents the amount of capitisled by the eight investment funds, the aggregagb generated from these funds and the amoun
of investment advisory fees, and certain otherrinftion for the fiscal years ended 2006, 2005, 20#.

Table |
Fixed Income Discount Advisory Company
Aggregate Compensation to Our Manager and Affiliats
(dollars in thousand:

2006 2005 2004
Total Capital Raise&l $ 7436¢ $ 1,369,63 $ 876,28
Amount paid to our Manager and Affiliates from peeds of

offerings® — — _
Amounts paid to third parties from proceeds of wifigs ®) —  $ 38,34« $ 6,062

Cash Generated from Operatidfis $ 118,06 $ 174,02 $ 107,69:
Investment Advisory Fe€d® $ 25000 $ 34,85 $ 22,89
Leverage® 8.07:1 7.08:1 7.16:1

(1) This amount is the aggregate amount of capitalithatbeen raised from the investors in the eiglgstment funds. Each of these
investment funds has the ability to raise additi@magital, subject to market conditions. The aggteglollar amount in thousands of
redepemtions in these investment funds was $764n12006, $758,411 in 2005, and $547,612 in 2!

(2)  Our Manager and its affiliates do not receive ampmissions with respect to amounts rais

(3) This amount is the aggregate fees and commissmids@ underwriters and placement agents, andded®xpenses paid to third par
in connection with the offerings such as legal cacting, printing, travel, and listing expens

(4)  This amount is the aggregate net interest incomeedaby the eight investment funds, after all exgesrbut before investment advis
fees.

(5) This amount is the aggregate investment advis@y f&id by the eight investment funds, and incladkssory fees paid to third party
investment advisers for investment funds for whoah Manager is the s-adviser.

(6) Ratio of debt to net asset vali
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Table Il presents certain historical @ig results with respect to the eight investnientls. The aggregated information about each
investment fund is with respect to the fiscal yearded 2002 to 2006.

Table Il
Fixed Income Discount Advisory Company
Aggregate Summary Historical Performance®)

For the years ended December 31,
2006 2005 2004 2003 2002

(dollars in thousands, except number of investmerftinds)

Gross assel $ 1131769 $ 16,063,73 $ 12,707,72 $ 1155800 $  4,039,40

Net asset 1,239,35 1,978,67. 1,530,43! 1,209,97! 435,70(

Number of investment func 8 8 5 4 1

Statement of Operations

Interest incom: $ 688,88t $ 686,25 $ 240,16¢ $ 157,74  $ 43,28(

Interest expens 562,83: 502,00: 124,25} 95,41¢ 24,34¢
Net interest income 126,05: 184,25: 115,91 62,32¢ 18,93:

Other income (loss):
Realized gain (loss) on sales

impairment (254,47Y) (151,657) (12,23 (3,272 29
Unrealized gain (loss 163,30¢ (60,52)) (33,659 (19,319 603
Total other income (loss; (91,166€) (212,179 (45,88¢) (22,58 632
Expenses:
Investment advisory fe 25,00¢ 34,85¢ 22,89 15,80¢ 2,28
All other expense 7,98¢ 10,23: 8,21¢ 7,01¢ 1,05¢
Total expenses 32,99: 45,08¢ 31,11¢( 22,81¢ 3,34(
Net income (loss $ 1,89« $ (73,009 $ 38,917 % 16,91¢ $ 16,22
Dividends Distributed $ 51,390 $ 89,97¢ % 47,12¢ $ 28,66 $ 14,38

1) If the investment fund distributes income, divideraate generally declared with respect to an investrfunc s net interest income le
total expenses. For certain funds, realized gaansbe paid out as dividends. Other income (los)lt®in changes to the investment
fund’s net asset value, and generally will not etfffleEmounts available for distribution as dividendividends are not return of capital
except with respect to one investment fund, whicB004 and 2005 made aggregate distributions abappately $38.0 million, of
which approximately 17.6% was return of capi

Conflicts of Interest

We are dependent on our Manager for ayrtd-day management and do not have any indepeoffeers. Our officers and our non-
independent directors also serve as employeesrdflanager. As a result, our management agreementonir Manager was negotiated
between related parties and its terms, includieg feayable, may not be as favorable to us ad#dtbeen negotiated at arm’s length with an
unaffiliated third party.

Our Manager has discretionary investnaemtority over a number of different funds and aets. Although currently none of these
funds or accounts have investment objectives thatlap ours, it is possible in the future that Manager may manage funds and accounts
which may compete with us for investment opporiesitAlso, to the extent our Manager manages invesst vehicles (other than CDOs) that
meet our investment objectives, our Manager willdhan incentive to invest our funds in such investhvehicles because of the possibility of
generating an additional incremental managementJae Manager may also invest in CDOs managed thattcould result in conflicts with
us, particularly if we invest in a portion of thguity securities and there is a deterioration dfi®af such CDO before closing we could suffer
an immediate loss equal to the decrease in theehaatue of the underlying investment. In addititmthe extent we seek to invest in Agency
RMBS, we
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may compete for investment opportunities with Agyn&ur Manager has an investment allocation pdligylace so that we may share
equitably with other client accounts of our Managed Annaly in all investment opportunities, partily those involving an asset with limi
supply, that may be suitable for our account aruth ®ther accounts. Our Manager’s policy also inetudther controls designed to monitor and
prevent any particular account or Annaly from retwj favorable treatment over any other fund omact. This investment allocation policy
may be amended by our Manager at any time withoutonsent. To the extent FIDAC'’s, Annaly’s, or @usiness evolves in such a way to
give rise to conflicts not currently addressed by Manager’s investment allocation policy, our Mgeamay need to refine its policy to handle
any such situations. To avoid any actual or peexknonflicts of interest with our Manager, an inwgant in any CDO structured or managed
by our Manager will be approved by a majority of ovdependent directors.

The ability of our Manager and its offisend employees to engage in other businesstagimay reduce the time our Manager spends
managing us. Further, during turbulent conditionthe mortgage industry, distress in the creditket@ror other times when we will need
focused support and assistance from our Manadeer entities for which or Manager also acts anaastment manager will likewise require
greater focus and attention, placing our Managessurces in high demand. In such situations, wemoareceive the necessary support and
assistance we require or would otherwise receiweifvere internally managed or if our Manager didact as a manager for other entities.

We have agreed to pay our Manager atasmgement fee that is not tied to our performamckincentive compensation that is based
entirely on our performance. This compensationreyeanent may cause our Manager to invest in highimgestments. Investments with higl
yield potential are generally riskier or more spgative. The base management fee component mayffatisntly incentivize our Manager 1
generate attractive, risk-adjusted returns foiThe incentive compensation component may caus&lanager to place undue emphasis on the
maximization of net income at the expense of othiéeria, such as preservation of capital, to ashigigher incentive compensation. This cc
result in increased risk to the value of our inmemtt portfolio.

It is difficult and costly to terminateet management agreement we have entered into witklanager without cause. Our independent
directors will review our Manager’s performance dnel management fees annually, and following titairterm, the management agreement
provides that it may be terminated annually by itkout cause upon the affirmative vote of at léast-thirds of our independent directors or
by a vote of the holders of at least a majorityhaf outstanding shares of our common stock (otteer those shares held by Annaly or its
affiliates), based upon: (i) our Manager’s unsatithry performance that is materially detrimentah$ or (ii) our determination that the
management fees payable to our Manager are npstdiject to our Manager’s right to prevent terrtiovabased on unfair fees by accepting a
reduction of management fees agreed to by atteasthirds of our independent directors. Our Mamagédl be provided 180-daygrior notice
of any such termination. Upon such terminationwilepay our Manager a termination fee equal teethtimes the sum of (a) the average
annual base management fee and (b) the averagelamcentive compensation earned by our Managengdtine prior 24-month period before
such termination, calculated as of the end of thstmecently completed fiscal quarter. These piomgsmay increase the effective cost to us of
terminating the management agreement, thereby selyaaffecting our ability to terminate our Managéthout cause.

Our Manager may terminate the managemmgmtement if we become required to register asw@stment company under the 1940 Act,
with such termination deemed to occur immediatelipke such event, in which case we would not baired to pay a termination fee. Our
Manager may also decline to renew the managemes¢mgnt by providing us with 180-days’ written getiin which case we would not be
required to pay a termination fee.

The management agreement provides tha#lanager will not assume any responsibility otfeen to provide the services called for by
the management agreement. It further providesainaManager will not be responsible for any actdour board of directors in following or
declining to follow its advice or recommendatio@sir Manager, its officers, managers and employéksot be liable to us, any subsidiary of
ours, our directors, our stockholders or any suasits stockholders or partners for acts or omissiperformed in accordance with and
pursuant to the management agreement, except leechasts constituting bad faith, willful miscondugross negligence, or reckless disregard
of their duties under the management agreementhaVe agreed to indemnify our Manager, its officetsgckholders, managers, directors,
officers, employees, any person controlling or ogigd by the Manager and any person providing adwisory services to the Manager, with
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respect to all expenses, losses, damages, liabjliemands, charges and claims arising from &otsrdManager not constituting bad faith,
willful misconduct, gross negligence, or recklessehard of duties, performed in good faith in ademce with and pursuant to the
management agreement.

Resolution of Potential Conflicts of Interest and Alocation of Investment Opportunities

FIDAC will abide by its allocation polignd thus will offer us the right to participatealhinvestment opportunities that it determines
appropriate for us in view of our investment obijges, policies and strategies and other relevarbfa, subject to the exception that, in
accordance with FIDAC's allocation policy descridelow, we might not participate in each such oppoty but will on an overall basis
equitably participate with FIDAC's other clientsall such opportunities. FIDAC allocates investnseiteligible accounts, including us, based
on current demand according to the market valudefccount (which is the amount of available epitat, consistent with such account’s
investment parameters, may be invested in a propoasestment). An account has current demandhifé positive market value. For certain
transactions that cannot be allocated on a prdoadis, such as in the case of “whole pool” tradas Manager will endeavor to allocate such
purchases over time in a fair and equitable manf#re investment cannot fulfill the pro rata alédgion or be allocated in marketable portions,
the investment is allocated on a rotational basectounts with current demand, with an emphasisgol on those accounts that were excluded
in prior allocations, but without any preferenceegi to accounts based on their market value. Ttagiooal system is determined by FIDAC’s
chief investment officer and is overseen by its ptiamce officer to ensure fair and equitable inwestt allocation to all accounts in accordance
with the 1940 Act.

Operating and Regulatory Structure
REIT Qualification

In connection with this offering, we intkto elect to be treated as a REIT under Sec866shrough 859 of the Internal Revenue Code
commencing with our taxable year ending on DecerBtheP007. Our qualification as a REIT depends upamability to meet on a continuing
basis, through actual investment and operatingtsesiarious complex requirements under the IntéRewvenue Code relating to, among other
things, the sources of our gross income, the coitiposind values of our assets, our distributiorele and the diversity of ownership of our
shares. We believe that we will be organized inf@onity with the requirements for qualification atekation as a REIT under the Internal
Revenue Code, and that our intended manner of tigenaill enable us to meet the requirements faalijication and taxation as a REIT.

As a REIT, we generally will not be sutijeo federal income tax on our REIT taxable incomeedistribute currently to our stockholders.
If we fail to qualify as a REIT in any taxable yeard do not qualify for certain statutory reliebpisions, we will be subject to federal income
tax at regular corporate rates and may be preclfrdedqualifying as a REIT for the subsequent ftaxable years following the year during
which we lost our REIT qualification. Even if wealify for taxation as a REIT, we may be subjecsdme federal, state and local taxes on our
income or property.

1940 Act Exemption

We intend to operate our business so as excluded from regulation under the 1940 Act. Wil operate our business so that we are
exempt from registration under the 1940 Act. Wd relly on the exemption provided by Section 3(d){(§)of the1940 Act, a provision
designed for companies that do not issue redeersableities and are primarily engaged in the bssitoé purchasing or otherwise acquiring
mortgages and other liens on and interests inestate.

To qualify for the exemption, we makedstments so that at least 55% of the assets wecomsist of qualifying mortgages and other
liens on and interests in real estate, which alleavely referred to as “qualifying real estatsats,” and so that at least 80% of the assets we
own consist of real estate-related assets (inctudir qualifying real estate assets). We do nenidtto issue redeemable securities.

Based on no-action letters issued bystiaf of the Securities and Exchange Commissiomlagsify our investment in residential
mortgage loans as qualifying real estate assetsngsas the loans are “fully secured” by an indere real estate. That is, if the loan-to-value
ratio of the loan is equal to or less than 100%ntiwe consider the mortgage loan a qualifying estdte asset. We do not consider loans with
loan-to-value ratios in excess of 100% to be quiaigf real estate assets for the 55% test, but i@alyestate-related assets for the 80% test.
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We also consider RMBS such as agencyevpobl certificates to be qualifying real estateets An agency whole pool certificate is a
certificate issued or guaranteed by Fannie MaaldieeMac or Ginnie Mae that represents the engreeficial interest in the underlying pool
mortgage loans. By contrast, an agency certifitederepresents less than the entire beneficiatést in the underlying mortgage loans is not
considered to be a qualifying real estate assgiudgroses of the 55% test, but constitutes a statexrelated asset for purposes of the 80% test

We will treat our ownership interest iogts of whole loan RMBS, in cases in which we apgjthe entire beneficial interest in a
particular pool, as qualifying real estate assatel on no-action positions of the Staff of theuBides and Exchange Commission. We
generally do not expect our investments in CMBS athér RMBS investments to constitute qualifyinglrestate assets for the 55% test, ur
such treatment is consistent with guidance of tiaéf 8f the Securities and Exchange Commissiortebms, these investments generally will be
classified as real estate-related assets for paspaisthe 80% test. We do not expect that our invests in CDOs or other ABS will constitute
qualifying real estate assets. We may, howeveat trer equity interests in a CDO issuer that wermheine is a “majority owned subsidiarghc
that is excluded from 1940 Act regulation undert®ac3(c)(5)(C) of the 1940 Act as qualifying remstate assets, real estate related assets, an
miscellaneous assets in the same proportion aasieds in such CDO are qualifying real estate ;igs=tl estate related assets and
miscellaneous assets. We may in the future, howewvedify our treatment of such CDO equity to conido guidelines provided by the Staff
of the Securities and Exchange Commission.

We also invest in other types of RMBS &MBS, which we will not treat as qualifying reaitate assets for purposes of determining our
eligibility for the exclusion provided by Sectiofcy5)(C) unless such treatment is consistent gitidance of the Staff of the Securities and
Exchange Commission. We have not requested noragtiother interpretative guidance or applied foeaemptive order with respect to the
treatment of such assets. In the absence of gwedafrtbe Staff of the Securities and Exchange Casimin that otherwise supports the
treatment of such investments as qualifying rettesassets, we will treat them, for purposes tdrdgining our eligibility for the exclusion
provided by Section 3(c)(5)(C), as real estateteelassets or miscellaneous assets as appropgist@dditional guidance from the Staff of the
Securities and Exchange Commission could providitiadal flexibility to us, or it could further irhit our ability to pursue the investment
strategy we have chosen.

We will monitor our assets to ensure #itdeast 55% of our assets consist of qualifyem) estate assets, and that at least 80% of our
assets consist of qualifying real estate assetsemiestate-related assets. We expect, when eghdire to the mix of our investments, to
acquire pools of whole loan RMBS for compliancegmses. Investments in such pools may not represeaptimum use of our investable
capital when compared to the available investmertsarget pursuant to our investment strategy.

Licensing

We may be required to be licensed to lpase and sell previously originated residentialtgaae loans in certain jurisdictions (including
the District of Columbia) in which we will conduetr business. We are currently in the process t#Hioing those licenses, if required. Our
failure to obtain or maintain licenses will restrizir investment options. We may consummate tHeriofy even if we have not yet obtained
such licenses. Once we are fully licensed to pwweland sell mortgage loans in each of the statehich we become licensed, we expect that
we will acquire previously originated residenti@ahs in those states. We intend to be licensduibset states where licenses are required to
purchase or sell previously originated mortgagedaas soon as reasonably practicable after thargffdout in any event, this is not likely to
occur before the end of the third fiscal quarte2007.

Competition

Our net income will depend, in large part our ability to acquire assets at favorableagds over our borrowing costs. In acquiring real
estate-related assets, we will compete with ottatgage REITs, specialty finance companies, savamgsloan associations, banks, mortgage
bankers, insurance companies, mutual funds, itistital investors, investment banking firms, finaténstitutions, governmental bodies and
other entities. In addition, there are numeroustgame REITs with similar asset acquisition objegsivincluding a number that have been
recently formed, and others may be organized ifuthee. These other REITs will increase compatifior the available supply of mortgage
assets suitable for purchase. Many of our antiegpbabmpetitors are significantly larger than we aee access to greater capital and other
resources and may have other advantages over addition, some of our competitors may have higtskrtolerances or different risk
assessments, which could allow them to considedarwariety of investments and establish moretigiahips than we can. Current market
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conditions may attract more competitors, which rimayease the competition for sources of financhgincrease in the competition for
sources of funding could adversely affect the adlity and cost of financing, and thereby adversdfect the market price of our common
stock.

In the face of this competition, we expiechave access to our Manager’s professionalgteidindustry expertise, which may provide
us with a competitive advantage and help us assesstment risks and determine appropriate priédmgertain potential investments. We
expect that these relationships will enable ustapete more effectively for attractive investmeppaortunities. In addition, we believe that
current market conditions may have adversely afithe financial condition of certain competitoraus, not having a legacy portfolio may
also enable us to compete more effectively fomative investment opportunities. However, we malylbeoable to achieve our business goa
expectations due to the competitive risks thataeef For additional information concerning thesmgetitive risks, see “Risk Factors — Risks
Related To Our Business — We operate in a hightlgpetitive market for investment opportunities anarenestablished competitors may be
able to compete more effectively for investmentapmities than we can.”

Staffing

We will be managed by our Manager purst@the management agreement between our Managdarsa All of our officers are
employees of our Manager or its affiliates. We Wwdlve no employees upon completion of this offedtiger than our officers. See “Our
Manager and the Management Agreement—ManagemeereAmnt.”

Legal Proceedings
Neither we nor our Manager is currentlpject to any legal proceedings which it considerse material.
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OUR MANAGER AND THE MANAGEMENT AGREEMENT
General

We are externally advised and manageapyManager. All of our officers are employees of Manager or its affiliates. The executive
offices of our Manager are located at 1211 AverfubeAmericas, Suite 2902, New York, New York 18G8d the telephone number of our
Manager’s executive offices is (212) 696-0100.

Officers of Our Manager

The following sets forth certain inforruat with respect to the executive officers and epés of our Manager:

Name Age Position Held with our Manager
Michael A.J. Farrel 56 Chairman of the Board, President and Chief Exeeulificer
Wellington J. DenahéNorris 43 Vice Chairman of the Board, Chief Investment Offiaed Chief Operating Office
Kathryn F. Fagal 40 Chief Financial Officer and Treasut
Jeremy Diamoni 44 Managing Directo
Ronald Kaze 39 Managing Directo
R. Nicholas Sing| 48 Executive Vice President, General Counsel, Corpd8acretary and Chi
Compliance Office
James P. Fortesc! 33 Executive Vice President and Head of Liabilit
Kristopher Konrac 33 Executive Vice President and -Head Portfolio Manageme
Ros¢Marie Lyght 34 Executive Vice President and -Head Portfolio Manageme
Matthew Lambias 41 Executive Vice President, Structured Prodi
Christian J. Woschenk 47 Executive Vice Presidel
William B. Dyer 60 Executive Vice Presidel
A. Alexandra Denaha 37 Controller
Konstantin Pavlo 36 Senior Vice President and Senior Repo Tri
Eric Szabc 32 Senior Vice President and Investment Strate

Michael A.J. Farrellis the Chief Executive Officer, President and foemadf FIDAC and Chairman, Chief Executive OfficBresident
and one of the founders of Annaly. Mr. Farrell vafounder of FIDAC in July 1994 and since Novemb@94 he has been its President and
Chief Executive Officer. Mr. Farrell was electedDacember 5, 1996 to serve as Chairman of the BaraddChief Executive Officer of
Annaly. Mr. Farrell was appointed as Annaly’s Pdesit effective January 1, 2002. Mr. Farrell is arbher of our Manager’s Investment
Committee. Prior to founding FIDAC, from Februai§92? to July 1994, Mr. Farrell served as Presidéitadel Funding Corporation. From
April 1990 to January 1992, Mr. Farrell was a Mangdirector for Schroder Wertheim & Co. Inc., is Fixed Income Department. In
addition to being the former Chairman of the Prigni2aealers Operations Committee of the Public SéesrAssociation (from 1981 through
1985) and its Mortgage Backed Securities Divistanjs a former member of the Executive CommitteiésdPrimary Dealers Division (from
1983 through 1988). Mr. Farrell has served on therd of directors for the US Dollar Floating Raten#, Ltd. since August 1994 and the bc
of governors of the National Association of Realdss Investment Trusts since January 2000 andédes the Chairman of the board of trus
of the Oratory Preparatory School since June 2004.

Wellington J. Denahan-Norrids the Vice-Chairman of Annaly, and Chief Investin@fficer and Chief Operating Officer of Annaly
and FIDAC. Ms. Denahan-Norris is a member of ounitger’'s Investment Committee. Ms. Denahan-Norris glacted on December 5, 1996
to serve as Vice Chairman of the Board and a direxftAnnaly. Ms. Denahan-Norris was appointed ApisaChief Operating Officer in
January 2006. Ms. Denahan-Norris has been the Ghiegtment Officer of Annaly since 1996. She wésumder of Annaly and has been the
Chief Operating Officer of FIDAC since January 2086e has been FIDAC’s Senior Vice President ditaech 1995, Treasurer since July
1994 and Chief Investment Officer since Februar§71%rom July 1994 through March 1995 she was & Piesident of FIDAC. She is also
responsible for the development of Annaly and FIDgNG-house portfolio systems. Ms. Denahdorris has been the Portfolio Manager for
U.S. Dollar
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Floating Rate Fund since its inception in Augu24.Prior to joining FIDAC, from March 1992 to Jul®94, Ms. Denahan-Norris had been
Vice President responsible for asset selectionfiaadcing at Citadel Funding Corporation. Priojdming Citadel she had been a trader on the
mortgagebacked securities desk at Schroder Wertheim andnC€ofrom July 1991 to March 1992. She has a Blach®egree in Finance fro
Florida State University and attended the New Ylaskitute of Finance for intense mortgage-backedisges studies.

Kathryn F. Faganis our Manager’'s and Annaly’s Chief Financial Offiand Treasurer. Ms. Fagan was employed by Ararady
FIDAC on April 1, 1997 in the positions of Chiefriaincial Officer and Treasurer of each of Annaly BHIAC. From June 1, 1991 to February
28, 1997, Ms. Fagan was Chief Financial Officer @aahtroller of First Federal Savings & Loan Assticia of Opelousas, Louisiana. First
Federal is a publicly owned savings and loan tbaterted to the stock form of ownership during émployment period. Ms. Fagan’s
responsibilities at First Federal included all fio&l reporting, including reports for internal wesed reports required by the SEC and the Office
of Thrift Supervision. During the period from Septger 1988 to May 1991, Ms. Fagan was employedask and savings and loan auditol
John S. Dowling & Company, a corporation of CeetifiPublic Accountants. Ms. Fagan is a Certifiedlieukccountant and has an M.B.A.
from the University of Southwestern Louisiana.

Jeremy Diamonds one of our Directors. He is also a Managing €twe for FIDAC and Annaly and a member of our Magrag)
Investment Committee. He joined Annaly and FIDAQViarch 2002. From 1990 to 2002 he was Preside@raft’s Financial Publishing, a
financial research company and publisher of Grantarest Rate Observer. In addition to his resjilittes as principal business executive,
Mr. Diamond conducted security analysis and finaheiarket research. Mr. Diamond began his careanamalyst in the investment banking
group at Lehman Brothers. Mr. Diamond has an M.Brém UCLA and a Bachelors Degree from Princetoriversity.

Ronald Kazels a Managing Director for Annaly and FIDAC. Mr. K& is a member of our Managethvestment Committee. Mr. Ka
joined these companies in December 2001. BefoningiAnnaly and FIDAC, Mr. Kazel was a Senior VRReesident in Friedman Billing
Ramsey’s financial services investment banking gr@uring his tenure there, he was responsiblstfoicturing both the private and public
equity offerings for Annaly in 1997. From 1991 1896, Mr. Kazel served as a Vice President at Sa@ileill & Partners where he was
involved in asset/liability management and mortghgeked securities analysis and sales. Mr. KazebhBachelor of Science in Finance and
Management from New York University.

R. Nicholas Singlis Executive Vice President and serves as Genenahs2l, Corporate Secretary and Chief Compliandie€ffor
Annaly and FIDAC. Before joining these companie&abruary 2005, Mr. Singh was a partner at thefiawMcKee Nelson LLP. Mr. Singh
has experience in a broad range of public and writransactions. Before joining McKee Nelson, he waartner at the law firm of Sidley
Austin, LLP. Mr. Singh received a J.D. from the Wiagton College of Law, American University, an Mfom Columbia University and a
Bachelors Degree from Carleton College.

James P. Fortescus an Executive Vice President and Head of Lidbgifor FIDAC and Annaly. Mr. Fortescue is a memdieour
Manager’s Investment Committee. He started withATOn June 1995 where he was in charge of findingrfcing on mortgage-backed and
corporate bonds for regional dealers. In Septerh®86 he expanded his responsibilities for all firiag activities which included trading and
structuring all liabilities, coordinating trade gements with broker dealers and maintaining thatienships with these dealers. Mr. Fortescue
has been in charge of liability management for Apsace its inception, and continues to overséérancing activities for FIDAC. Mr.
Fortescue holds a Bachelors Degree in Finance 8i@ma College.

Kristopher Konrad is an Executive Vice President and Co-Head of BlistManagement for FIDAC and Annaly. Mr. Konradais
member of our Manager’s Investment Committee. Hevinarked for both companies since October 1997re®tly, Mr. Konrad is a portfolio
manager for Annaly and has served in this capaaitye December 2000. Before this, he was headhafding for the US Dollar Floating Rate
Fund, Ltd. and assisted with the management of 2BAigh net worth separate accounts. Mr. KonrazldnBachelors Degree in Business
from Ithaca College and has attended the New Yiskitute of Finance for intense mortgage-backedritges studies.

Rose-Marie Lyghtis an Executive Vice President and Bead of Portfolio Management for FIDAC and Anna§s. Lyght is a membe
of our Manager’s Investment Committee. She joineith ltompanies in April 1999. Since that time she l@en involved in the asset selection
and financing for FIDAC'’s funds and high net
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worth separate accounts. She has been a portfaeli@mger of the US Dollar Floating Rate Fund, LtdcsiDecember 2000. Ms. Lyght has a
Bachelor of Science in Finance and an M.B.A. froittexiova University.

Matthew Lambiases our President and Chief Executive Officer, and of our Directors. He is Executive Vice Presid&ttuctured
Products for Annaly and FIDAC and a member of oanllger’s Investment Committee. He joined these amieg in June 2004. Before
joining Annaly and FIDAC, Mr. Lambiase was a Diracin Fixed Income Sales at Nomura Securities irggonal, Inc. Over his 11 ye
employment at Nomura, Mr. Lambiase was responéiblehe distribution of commercial and residenti@rtgage-backed securities to a wide
variety of institutional investors. Mr. Lambiasa@lheld positions at Bear, Stearns & Company as Fiesident in Institutional Fixed Income
Sales and as a mortgage analyst in the Financialyfics and Structured Transaction Group. Mr. Laasbihas a Bachelors Degree in
Economics from the University of Dayton.

A. Alexandra Denaharis our Chief Financial Officer and Secretary, amel €Controller of Annaly and FIDAC. Before joininghAaly
and FIDAC in October 2002, Ms. Denahan was a bssicensultant in Fort Lauderdale, Florida. Ms. Demahas a Bachelors Degree in
Accounting and an M.B.A. from Florida Atlantic Umisity.

Konstantin Pavlovis Senior Vice President and Senior Repo Tradé&mnoialy and FIDAC. He has worked for both comparsiese
March of 2001. Since 2004, Mr. Pavlov has assistete financing for Annaly and oversees the finagdor the FIDAC accounts. Mr. Pavlov
has a Bachelors Degree from San Diego State Utitiyers

Eric Szabds a Senior Vice President and Investment StratégisAnnaly and FIDAC. Mr. Szabo is a member of Manager’'s
Investment Committee. Before joining these compmaimeApril 2004, he worked for Times Square Capilanagement as a Mortgage Analyst
and Trader since 2001. Mr. Szabo has a Bachelatgd® from The College of New Jersey and a M.Aiirance from Boston College. Mr.
Szabo is a PRMIA certified Professional Risk Manaayel a CFA charterholder.

Christian J. Woschenkads our Manager’'s Executive Vice President and seageour Head of Investments. Before joining FIDAC
August 2007, Mr. Woschenko worked at PHH Mortgaigees2005 with responsibilities for arranging, miirtg and pricing the securitizations
of their non-Agency residential mortgage productide was a member of both PHH’s Credit Committes laterest Rate Risk Committee.
Previously, Mr. Woschenko was employed as Seniontdége Credit Trader at RBC Capital, Senior Assstk®d Securities Banker at BB&T
Capital Markets and as a Principal in Mortgage rgét Mariner Capital Management. Mr. Woschenkse &&8achelors Degree in Accounting
from Widener University.

William B. Dyeris our Manager’'s Executive Vice President and seagour Head of Underwriting. Before joining FIDACAugust
2007, Mr. Dyer was Vice President, Credit Risk Mgeraent for PHH Mortgage Corporation from 1997 whégeresponsibilities included
supervision of the Credit Solutions Department. Dlyer was Vice President at the Fixed-Income Donsbf Nomura Asset Capital
Corporation from 1994 to 1997, where he managetréésted activities critical for the securitizatior sale of the mortgage loans. Mr. Dyer
has an M.B.A. from St. John’s University and a Baoh of Science from St. Francis College.

Investment Committee

The role of our Investment Committeenisdview and approve our investment policies, auestment portfolio holdings and related
compliance with our investment policies. The Inugstt Committee will meet as frequently as necesisapyder for us to achieve our
investment objectives. Our Manager has an Invedt@emmittee of our Manager’s professionals, coimgisvf Michael A.J. Farrell,
Wellington J. Denahan-Norris, James P. Fortescustdpher Konrad, Rose-Marie Lyght, Ronald Kazetgdny Diamond, Eric Szabo and
Matthew Lambiase. For biographical information ba members of our Investment Committee, see “Ourdgar and the Management
Agreement—Officers of Our Manager.”

Management Agreement

Before the completion of this offeringe wrill enter into a management agreement with Fisedme Discount Advisory Company, our
Manager, pursuant to which it will provide for thiay-to-day management of our operations.

The management agreement requires ouaigarto manage our business affairs in conformitly the policies and the investment
guidelines that are approved and monitored by oardof directors. Our Manager’s
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role as manager is under the supervision and @reof our board of directors. Our Manager is resiole for (i) the selection, purchase and
sale of our portfolio investments, (ii) our finangiactivities, and (iii) providing us with investmteadvisory services. Our Manager is
responsible for our day-to-day operations and per$o(or causes to be performed) such services @itias relating to our assets and
operations as may be appropriate, which may in¢hwiteout limitation, the following:

(i)

(ii)

(iii)

(iv)

v)

(vi)

(vii)

(viii)

(ix)

()
(xi)

(xii)

(xiii)

(xiv)

serving as our consultant with respect to the pligiceview of the investment criteria and parangefer our investments,
borrowings and operations, any modifications tockhwill be approved by a majority of our independdinectors;

investigating, analyzing and selecting possiblegtment opportunities and acquiring, financinggireng, selling, restructuring,
or disposing of investments consistent with theegtment guideline:

with respect to prospective purchases, sales,drasmges of investments, conducting negotiationsusrbehalf with sellers ar
purchasers and their respective agents, repres@staind investment banke

negotiating and entering into, on our behalf, drédance agreements, repurchase agreements, tsatiohs, commercial pape
CDQOs, interest rate swaps, warehouse facilitiesafimther agreements and instruments required$do conduct our busine:

engaging and supervising, on our behalf and aerpense, independent contractors which providestnvent banking, mortgas
brokerage, securities brokerage, other financialises, due diligence services, underwriting reveamvices, and all other
services as may be required relating to our invests)

coordinating and managing operations of any joartture or co-investment interests held by us amdecting all matters with
the joint venture or -investment partner:

providing executive and administrative personnffice space and office services required in remdgservices to u:

administering the di«to-day operations and performing and supervising gréopmance of such other administrative functi
necessary to our management as may be agreed ypam Manager and our board of directors, includimghout limitation, the
collection of revenues and the payment of our dabtsobligations and maintenance of appropriatepeten services to perform
such administrative function

communicating on our behalf with the holders of ahgpur equity or debt securities as required tsBathe reporting and othi
requirements of any governmental bodies or agemcigading markets and to maintain effective ietes with such holder:

counseling us in connection with policy decisiombé& made by our board of directc

evaluating and recommending to our board of dimsdedging strategies and engaging in hedgingiaegwn our behalf,
consistent with such strategies, as so modifiech flime to time, with our status as a REIT, and wlih investment guideline

counseling us regarding the maintenance of ounstad a REIT and monitoring compliance with theowes REIT qualificatior
tests and other rules set out in the Internal Reee€ode and Treasury Regulations thereunder andg asmmercially reasonat
efforts to cause the company to qualify for taxatis a REIT

counseling us regarding the maintenance of our pkemfrom the 1940 Act and monitoring compliancéwihe requirement
for maintaining an exemption from the 1940 Act aisthg commercially reasonable efforts to causetimepany to maintain
such exclusion from the status as an investmenpeaosnunder the 1940 Ac

assisting us in developing criteria for asset pasehcommitments that are specifically tailoredupbiovestment objectives al
making available to us its knowledge and experiemitie respect to mortgage loans, real estate estakerelated securities, ot
real estat-related assets and r-real estate related asse
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(xv)

(xvi)

(xvii)

(xviii)

(xix)

furnishing reports and statistical and economieaesh to us regarding our activities and serviezfpmed for us by oL
Manager;

monitoring the operating performance of our investis and providing periodic reports with respeetéko to the board «
directors, including comparative information witspect to such operating performance and budgefejected operating
results;

investing and r-investing any moneys and securities of ours (inalgéhvesting in sho-term investments pending investmen
other investments, payment of fees, costs and egseior payments of dividends or distributionsuosiockholders and
partners) and advising us as to our capital straduad capital raising

causing us to retain qualified accountants and legansel, as applicable, to assist in developp@repriate accountin
procedures, compliance procedures and testingmsgsiéth respect to financial reporting obligatiamsl compliance with the
provisions of the Internal Revenue Code applicéhIREITs and to conduct quarterly compliance regievith respect theret

assisting us in qualifying to do business in aplagable jurisdictions and to obtain and maintdirappropriate license:



(xx)

(xxi)

(xxii)

(xxiii)

(xxiv)

(xxv)

(xxvi)

(xxvii)

(xxviii)

assisting us in complying with all regulatory regmients applicable to us in respect of our busiaessities, including
preparing or causing to be prepared all finandatksnents required under applicable regulationscanttactual undertakings @
all reports and documents, if any, required underixchange Act, the Securities Act, or by the NY

assisting the company in taking all necessary astio enable the company to make required taxgliand reports, including
soliciting stockholders for required informationtte extent provided by the provisions of the In&iRevenue Code applicable
to REITSs;

placing, or arranging for the placement of, alleslpursuant to the Manager’s investment deterioimafor us either directly
with the issuer or with a broker or dealer (inchgliany affiliated broker or deale

handling and resolving all claims, disputes or coversies (including all litigation, arbitrationetdement or other proceedings
negotiations) in which we may be involved or to g¢hive may be subject arising out of our day-to-ojpgrations (other than
with the Manager of its affiliates), subject to Buitnitations or parameters as may be imposed fiora to time by the board of
directors;

using commercially reasonable efforts to cause esgeincurred by us or on our behalf to be comrakyadieasonable or
commercially customary and within any budgeted petars or expense guidelines set by the boardeétdis from time to
time;

representing and making recommendations to usrinextion with the purchase and finance of, and citmemt to purchase and
finance, mortgage loans (including on a portfolésis), real estate, real estate-related securitiber real estate-related assets
and nol-real estat-related assets, and the sale and commitment telgsl asset:

advising us with respect to and structuring longatéinancing vehicles for our portfolio of assediad offering and selling
securities publicly or privately in connection wihy such structured financin

performing such other services as may be requitad fime to time for management and other actigitedating to our assets ¢
business as our board of directors shall reasomafjlyest or our Manager shall deem appropriatenthdeparticular
circumstances; ar

using commercially reasonable efforts to cause uemply with all applicable law:

Pursuant to the management agreemenManager will not assume any responsibility otliantto render the services called for

thereunder and will not be responsible for anyoectif our board of directors in following or dedfig to follow its advice or recommendatio
Our Manager, its officers, stockholders, managdirectors, officers, employees, any person corntiglbr controlled by the Manager and any
person providing sub-advisory services to the Managill not be liable to us, any subsidiary of suvur directors, our stockholders or any
subsidiary’s stockholders or partners for actsmissions performed in accordance with and pursigatite management agreement, except
because of acts constituting bad faith, willful c@isduct, gross negligence, or reckless disregatidedf duties under the management
agreement, as determined by a final non-appeatatier of a court of competent jurisdiction. We hageeed to indemnify our Manager, its
members and its officers with
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respect to all expenses, losses, damages, liabjliemands, charges and claims arising from &otsrdManager not constituting bad faith,
willful misconduct, gross negligence, or recklessehard of duties, performed in good faith in ademce with and pursuant to the
management agreement. Our Manager has agreedetoimifyy us, our directors and officers with respecall expenses, losses, damages,
liabilities, demands, charges and claims arisingifacts of our Manager constituting bad faith, fwilmisconduct, gross negligence or reckless
disregard of its duties under the management agreean any claims by our Manager's employees rglatid the terms and conditions of their
employment by our Manager. For the avoidance obtaur Manager will not be liable for trade errdrat may result from ordinary
negligence, such as errors in the investment-detisiaking process (e.g., a transaction was effentemlation of our investment guidelines)
or in the trade process (e.g., a buy order wag@miastead of a sell order, or the wrong secuwvig purchased or sold, or a security was
purchased or sold in an amount or at a price dttaar the correct amount or price). Notwithstandhimgforegoing, our Manager will carry
errors and omissions and other customary insuraper the completion of the offering.

Pursuant to the terms of the managengreeaent, our Manager is required to provide uk wifr management team, including a
president, chief executive officer, head of undémg, head of investments, and chief financiala#f, along with appropriate support
personnel, to provide the management services pydxéded by our Manager to us.

The management agreement may be amemaaddified by agreement between us and our Mandder initial term of the management
agreement expires on December 31, 2010 and widlbematically renewed for a one year term eachvanséry date thereafter unless
previously terminated as described below. Our iedepnt directors will review our Manager’s perfonoa and the management fees annually
and, following the initial term, the managementesgnent may be terminated annually upon the affimatote of a least two-thirds of our
independent directors or by a vote of the holdéesmajority of the outstanding shares of our comrstmck (other than those shares held by
Annaly or its affiliates), based upon (1) unsatisfay performance that is materially detrimentaligoor (2) our determination that the
management fees payable to our Manager are npstdiject to our Manager’s right to prevent suchteation due to unfair fees by accepting
a reduction of management fees agreed to by dttleaghirds of our independent directors. We npursivide 180-days’ prior notice of any
such termination. Our Manager will be paid a temtiion fee equal to three times the sum of (a) tlegae annual base management fee and
(b) the average annual incentive compensation ddmmeur Manager during the 24-month period immiediygoreceding such termination,
calculated as of the end of the most recently ceteglfiscal quarter before the date of termination.

We may also terminate the managementatgat, without the payment of any termination feieh 30 days’ prior written notice from
our board of directors for cause, which is defiasd

. our Manager’s continued material breach of any isiom of the management agreement following a j0e0io30 days after
written notice thereof (or 45 days after writtertio® of such breach if our Manager, under certaitumstances, has taken steps
to cure such breach within 30 days of the writtetioe);

. our Manage’s fraud, misappropriation of funds, or embezzlenaginst us

. our Manage’'s gross negligence of duties under the managerges¢ment

. the occurrence of certain events with respectaéd#mkruptcy or insolvency of our Manager, inclgdam order for relief in a
involuntary bankruptcy case or our Manager autlwgior filing a voluntary bankruptcy petitio

. our Manager is convicted (including a plea of ncdmtendere) of a felon

. the dissolution of our Manager; a

. change of control of our Manager or Anne

We may not assign our rights or respalids under the management agreement withoupthoe written consent of our Manager,
except in the case of an assignment to another REdther organization which is our successor, limctv case such organization shall be bc
by the terms of such assignment in the same maswe are bound under the management agreementlamager may generally only ass
the management agreement with the written appmivalmajority of our independent directors. Our ldger, however, may assign
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certain of its duties under the management agreetoemy of its affiliates without the approvalair independent directors if such assignment
does not require our approval under the InvestrAdmisers Act of 1940.

Our Manager may terminate the managemgmement if we become required to register ag@@stment company under the 1940 Act,
with such termination deemed to occur immediateliple such event, in which case we would not baired to pay a termination fee. Our
Manager may decline to renew the management agrédmeroviding us with 180-days’ written notica,which case we would not be
required to pay a termination fee. In additionyé default in the performance of any material tefrthe agreement and the default continues
for a period of 30 days after written notice to gt Manager may terminate the management agreament60 days, written notice. If the
management agreement is terminated by the Manager aur breach, we would be required to pay ourdden the termination fee described
above.

Management Fees and Incentive Compensation

We do not maintain an office or employgoanel. Instead we rely on the facilities and veses of our Manager to conduct our
operations. Expense reimbursements to our Managanade in cash on a monthly basis following the @heach month.

Base Management Fee

We will pay our Manager a base managerfgenguarterly in arrears in an amount equal t6%. per annum, calculated quarterly, of our
stockholders’ equity. For purposes of calculatimg Ibase management fee, our stockholdersity means the sum of the net proceeds fron
issuances of our equity securities since incep@tincated on a pro rata daily basis for such issaa during the fiscal quarter of any such
issuance), plus our retained earnings at the esdaf quarter (without taking into account any ash equity compensation expense incurred
in current or prior periods), less any amount thatpay for repurchases of our common stock, arsldag unrealized gains, losses or other
items that do not affect realized net income (rdlgas of whether such items are included in otberprehensive income or loss, or in net
income). This amount will be adjusted to exclude-time events pursuant to changes in GAAP, andicenbn-cash charges after discussions
between our Manager and our independent directatspproved by a majority of our independent doextThe base management fee will be
reduced, but not below zero, by our proportionagrs of any CDO base management fees FIDAC reciivamnection with the CDOs in
which we invest, based on the percentage of egquetjold in such CDOs. The base management feg/aébfmindependent of the performance
of our investment portfolio. Our Manager uses tf@peds from its management fee in part to pay emsgtion to its officers and employees
who, notwithstanding that certain of them alsoa@ueofficers, receive no cash compensation dirdotiyn us. If we invest in any collateralized
debt obligation or investment fund managed by oanlyer or any of its affiliates, then the annuakElbmanagement fee payable by us to our
Manager will be reduced by an amount equal to #ee=lmanagement fee allocable to the equity supgaotir investment in such collaterali:
debt obligation or investment fund, except in cagkere our Manager or any of its affiliates doesraoeive a fee in connection with the
management of such collateralized debt obligatioimeestment fund.

Our Manager’s base management fee shalatzulated by our Manager within 30 days aftereghd of each quarter and such calculation
shall be promptly delivered to us. We are obligategay the base management fee in cash withirbiiginess days after delivery to us of our
Manager’s written statement setting forth the cotafion of the base management fee for such quarter.

Incentive Compensation

In addition to the base management feeManager is entitled to receive quarterly incemttompensation in an amount equal to 20% of
the dollar amount by which Core Earnings, on a@nglfour-quarter basis and before the incentive amement fee, exceeds the product of (1)
the weighted average of the issue price per sHaak af our public offerings multiplied by the wgited average number of shares of common
stock outstanding in such quarter and (2) 0.50% phe-fourth of the average of the one month LIB@ite for such quarter and the previous
three quarters. For the initial four quarters fafilog this offering, Core Earnings and the LIBOReraiill be calculated on the basis of each of
the previously completed quarters on an annualizesis. Core Earnings and LIBOR rate for the inijiadrter will each be calculated from the
settlement date of this offering on an annualizasi®» Core Earnings is a non-GAAP measure andfiisedeas GAAP net income (loss)
excluding non-cash equity compensation expenséyding any unrealized gains, losses or other itdrasdo not affect realized net income
(regardless of whether such items are includedhisraccomprehensive income or loss, or in net inqoifige amount will be adjusted to exclt
one-time events pursuant to changes in GAAP artdinanon-
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cash charges after discussions between our Maaadevur independent directors and approved by arityapf our independent directors. T
incentive management fee will be reduced, but ediw zero, by our proportionate share of any CD€zimive management fees FIDAC
receives in connection with the CDOs in which weeist, based on the percentage of equity we haddéh CDOs.

Our ability to achieve returns in excebthe thresholds noted above in order for our Mj@ndo earn the incentive compensation
described in the preceding paragraph is depengiemt the level and volatility of interest rates, ability to react to changes in interest rates
and to utilize successfully the operating strategiescribed herein, and other factors, many oflwhie not within our control.

Our Manager will compute the quarterlgantive compensation within 30 days after the drehoh fiscal quarter, and we will pay the
quarterly incentive compensation with respect thdescal quarter within five business days follagithe delivery to us of our Manager’s
written statement setting forth the computatiomthefincentive fee for such quarter.

Reimbursement of Expenses

Because our Manager’s employees perf@ntain legal, accounting, due diligence tasks ahdrcservices that outside professionals or
outside consultants otherwise would perform, ounsger is paid or reimbursed for the documentedafgs¢rforming such tasks, provided
that such costs and reimbursements are in amounthare no greater than those which would be daytaboutside professionals or
consultants engaged to perform such services pursmagreements negotiated on an arm’s-lengttsbasi

We also pay all operating expenses, ext@ge specifically required to be borne by ouniiger under the management agreement. Out
Manager is responsible for all costs incident ®plerformance of its duties under the managemeatawent, including compensation of our
Manager’'s employees and other related expensesXpgenses required to be paid by us include, leuhat limited to:

0] expenses in connection with the issuance and twéosacosts incident to the acquisition, dispositamd financing of our investmen

(i) costs of legal, tax, accounting, consulting, anditadministrative and other similar services reeddor us by providers retained by our
Manager or, if provided by our Manager's employ@esmounts which are no greater than those whichidvbe payable to outside
professionals or consultants engaged to perfort sevices pursuant to agreements negotiated ame s-length basis

(i)  the compensation and expenses of our directorshencbst of liability insurance to indemnify ouretitors and officers

(iv)  costs associated with the establishment and maintenof any of our credit facilities or other inteiness of ours (includir
commitment fees, accounting fees, legal fees, mdpand other similar costs) or any of our secugitiferings;

(v)  expenses connected with communications to holdevarosecurities or of our subsidiaries and ottmokikeeping and clerical wol
necessary in maintaining relations with holderswth securities and in complying with the contirsiceporting and other requirements
of governmental bodies or agencies, including, aitHimitation, all costs of preparing and filingquired reports with the SEC, the
costs payable by us to any transfer agent andtragia connection with the listing and/or tradiofgour stock on any exchange, the fees
payable by us to any such exchange in connectitmitgilisting, costs of preparing, printing andiling our annual report to our
stockholders and proxy materials with respect yorapeting of our stockholder

(vi)  costs associated with any computer software ontenel electronic equipment or purchased informaté@hnology services from thil
party vendors that is used solely for

(vii) expenses incurred by managers, officers, emplogegsgents of our Manager for travel on our beduadf other out-of-pocket expenses
incurred by managers, officers, employees and agdrdur Manager in connection with the purchasgyfcing, refinancing, sale or
other disposition of an investment or establishnaert maintenance of any of our credit facilitied ather indebtedness or any of our
securities offerings
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(viii) costs and expenses incurred with respect to marla@mation systems and publications, researchipatibns and materials, al
settlement, clearing and custodial fees and expe

(ix) compensation and expenses of our custodian ansfeéraagent, if any
(x)  the costs of maintaining compliance with all fedestate and local rules and regulations or angmotagulatory agenc
(xi) all taxes and license fee

(xii)  all insurance costs incurred in connection withdperation of our business except for the costibattble to the insurance that ¢
Manager elects to carry for itself and its emplay:

(xiii) costs and expenses incurred in contracting witld f@rties, including affiliates of our Manager; tbe servicing and special servicing
our assets



(xiv)

(xv)

(xvi)

(xvii)

(xviii)

all other costs and expenses relating to our basiaad investment operations, including, withouithtion, the costs and expenses of
acquiring, owning, protecting, maintaining, devetgpand disposing of investments, including apdaieporting, audit and legal fee

expenses relating to any office(s) or office faigs, including but not limited to disaster backapovery sites and facilities, maintair
for us or our investments separate from the officeffices of our Manage

expenses connected with the payments of interiesdethds or distributions in cash or any other fauthorized or caused to be mad:
the board of directors to or on account of holadrsur securities or of our subsidiaries, includingthout limitation, in connection with
any dividend reinvestment pla

any judgment or settlement of pending or threatgmwedeedings (whether civil, criminal or otherwisgjninst us or any subsidiary,
against any trustee, director or officer of us army subsidiary in his capacity as such for whighor any subsidiary is required to
indemnify such trustee, director or officer by amurt or governmental agency; a

all other expenses actually incurred by our Managegch are reasonably necessary for the performbypair Manager of its duties a
functions under the management agreern

In addition, we will be required to payrgro rata portion of rent, telephone, utilitieffice furniture, equipment, machinery and other

office, internal and overhead expenses of our Managd its affiliates required for our operatiofiBese expenses will be allocated between
FIDAC and us based on the ratio of our proportibgross assets compared to all remaining grosssassmaged by FIDAC as calculated at
each quarter end. We and FIDAC will modify thisoalition methodology, subject to our board of dwextapproval if the allocation becomes
inequitable (i.e., if we become very highly levesdgompared to FIDAC'’s other funds and account®AE has waived its right to request
reimbursement from us of these expenses until Boehas it determines to rescind that waiver.
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MANAGEMENT
Our Directors and Executive Officers

Our board of directors will consist ofdimembers. We have appointed two directors. We haminated three additional persons to be
directors who will be installed as directors on Bmber 15, 2007. Our board of directors has deterdhihat our director nominees satisfy the
listing standards for independence of the New Ysidck Exchange, or NYSE.

The following sets forth certain inforrmat with respect to our directors and executivéceff:

Name Age Position Held with Us
Matthew Lambias: 41 Chief Executive Officer, President and Direc
Christian J. Woschenk 47 Head of Investment
William B. Dyer 60 Head of Underwriting
A. Alexandra Denaha 37 Chief Financial Officer and Secrete
Paul Donlin* 46 Nominee to be Nonexecutive Chairman of the Boarioéctors
Jeremy Diamont 44 Director
Mark Abrams* 58 Director Nominee
Paul A. Keenan' 40 Director Nominee

*Independent director nomine
Biographical Information
Executive Officers
For biographical information on our exte officers, see “Our Manager and the Managemeneéement—Officers of Our Manager.”
Directors

Pursuant to our charter, the board adadors is divided into three classes of directons: Class | Directors (Messrs. Donlin and Abra
will serve until our annual meeting of stockholder2008, our Class Il Directors (Messrs. Lambiasd Keenan) will serve until our annual
meeting of stockholders in 2009; and our Clas®itector (Mr. Diamond) will serve until our annuaketing of stockholders in 2010. At each
annual meeting of the stockholders, the successdh® class of directors whose term expires &t sueeting shall be elected to hold office for
a term expiring at the annual meeting of stockhaldield in the third year following the year of ithelection and until their successors are duly
elected and qualify. Our bylaws provide that a migjmf the entire board of directors may, at aegular or special meeting called for that
purpose, increase or decrease the number of dise¢élowever, unless our bylaws are amended, thévauof directors may never be less than
the minimum number required by the MGCL nor mommti5. Set forth below are the names and certéomation on each of our Directors
and nominees to be Directors.

Class | Directors

Paul Donlinis a nominee to be both one of our Class | Direcsord our Nonexecutive Chairman of the Board oé@®ars. Mr. Donlin
recently left Citigroup after a career that spanpggears. For the past 10 years at Citigroup,Dénlin was in the securitization business, v
his most recent position being the Head of GloleluBitization in the Global Securitized Markets Bess within Fixed Income. Earlier in his
career at Citicorp, Mr. Donlin managed the StrustliFinance and Advisory Unit of Citicorp’s Priv@8ank. Mr. Donlin has a B.S. from
Georgetown University and M.B.A. from Harvard Unisigy.

Mark Abramsis a nominee to be one of our Class | Directors. Mirams has served as Chief Investment OfficenefPresidential Lit
Insurance Company since November 2003 and as Bxedtite President since 2005. He was Senior ViesiBlent of the Presidential Life
Insurance Company from 2001 to 2005. Before that,Mrams served as Vice President of the Predaldrife Insurance Company since
October 1994. Mr. Abrams currently serves as athreof Presidential Life Insurance Company. Mrréins has a B.A. from Hobart College.
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Class Il Directors

Matthew Lambiases one of our Class Il Directors. For biographicdibrmation on Mr. Lambiase, see “Our Manager drel t
Management Agreement—Executive Officers of Our Mgmd

Paul A. Keenaris a nominee to be one of our Class Il Directors. K&enan has been with Kelley, Drye and Warren kltiee 2002 an
is a partner and the head of Real Estate Finantbe daw firm. Mr. Keenan has a J.D. from Setonl Haliversity and a B.A. from Rutgers, the
State University of New Jersey.

Class Ill Directors

Jeremy Diamonds our Class Il Director. For biographical infortitan on Mr. Diamond, see “Our Manager and the Mamagnt
Agreement—Executive Officers of Our Manager.”

Corporate Governance—Board of Directors and Commitees

Our business is managed by our Manageyjest to the supervision and oversight of our dazrdirectors, which has established
investment guidelines for our Manager to followitgxday-to-day management of our business. A nigjofiour board of directors is
“independent,’as determined by the requirements of the New YtokISExchange and the regulations of the SEC. @actubrs keep informe
about our business at meetings of our board arabitsnittees and through supplemental reports andramications. Our independent
directors meet regularly in executive sessionsauitithe presence of our corporate officers.

Audit Committet

Our board of directors has establisheduwatit committee, which is composed of each ofindependent directors, Messrs. Donlin,
Abrams and Keenan. Mr. Abrams chairs our audit catamand serves as our audit committee finangipéd, as that term is defined by the
SEC. Each of the members of the audit committéfniancially literate” under the rules of the NYSEhe committee assists the board in
overseeing:

. our accounting and financial reporting proces

. the integrity and audits of our financial statense

. our compliance with legal and regulatory requiretag

. the qualifications and independence of our indepahtegistered public accounting firm; ¢
. the performance of our independent registered pagitounting firm and any internal auditc

The audit committee is also responsibleehgaging our independent registered public autiogi firm, reviewing with the independent
registered public accounting firm the plans andiltsf the audit engagement, approving professisaices provided by the independent
registered public accounting firm, reviewing thdépendence of the independent registered publmuatiag firm, considering the range of
audit and non-audit fees and reviewing the adeqoéoyr internal accounting controls.

Our board of directors has determined &liaf the directors serving on the audit comestare independent members of the audit
committee under the current NYSE independence reqpgints and SEC rules. We believe that, at théngriaf the offering, the audit
committee will meet the requirements for indeper@éermder, and the functioning of the audit comraittéll comply with, current rules of the
SEC and NYSE.

Compensation Committee

Our board of directors has establishedrapensation committee, which is composed of e&chinindependent directors, Messrs.
Donlin, Abrams and Keenan. Mr. Keenan chairs themensation committee, whose principal functionstare

. evaluate the performance of our office

. evaluate the performance of our Manay

. review the compensation and fees payable to ouagl@mnunder our management agreen
. recommend to the board of directors the compensébioour independent directors; a
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. administer the issuance of any securities undeequity incentive plan to our employees or the @ypés of our Manage

Our board of directors has determined &liaf the directors serving on the compensatiommittee are independent members of the
compensation committee under the current NYSE ieddpnce requirements and SEC rules. We believeatidite pricing of the offering, the
compensation committee will meet the requirememtsnidependence under, and the functioning of dmarittee will comply with, current
rules of the NYSE, taking into account the releuvisantsition rules for IPO issuers.

Nominating and Corporate Governance Commi

Our board of directors has establishadrainating and corporate governance committee, wisicomposed of each of our independent
directors, Messrs. Donlin, Abrams and Keenan. Mmli chairs the committee, which is responsiblesieeking, considering and
recommending to the full board of directors quatificandidates for election as directors and recarnding a slate of nominees for election as
directors at the annual meeting of stockholderalsib periodically prepares and submits to thedéaradoption the nominating and corporate
governance committee’s selection criteria for diveoaominees. It reviews and makes recommendatiomaatters involving general operation
of the board and our corporate governance, andadlgmecommends to the board nominees for each dteerof the board. In addition, the
nominating and corporate governance committee diyrfaailitates the assessment of the board ofadines’ performance as a whole and of the
individual directors and reports thereon to therdoa

Our board of directors has determined &laf the directors serving on the nominatingl @orporate governance committee are
independent members of the nominating and corpg@ternance committee under the current NYSE inulggece requirements and SEC
rules. We believe that, at the pricing of the dffgr the nominating and corporate governance cotaeivill meet the requirements for
independence under, and the functioning of the citteenwill comply with, current rules of the NY Staking into account the relevant
transition rules for IPO issuers.

Code of Business Conduct and Ethics

Our board of directors has establishedde of business conduct and ethics that applieartofficers, directors and employees and to
our Manager's officers, directors and employeesmgech individuals are acting for or on our behathong other matters, our code of
business conduct and ethics is designed to detargeping and to promote:

. honest and ethical conduct, including the ethiealdiing of actual or apparent conflicts of intefestween personal and
professional relationship

. full, fair, accurate, timely and understandableldisure in our SEC reports and other public comcations;

. compliance with applicable governmental laws, raed regulations

. prompt internal reporting of violations of the cadeappropriate persons identified in the code;

. accountability for adherence to the co

Any waiver of the code of business condun ethics for our executive officers or direstoray be made only by our board of directors
or one of our board committees and will be prompiclosed as required by law or stock exchangela&gns.

Director Compensation

Any member of our board of directors vibialso an employee of our Manager is referredstaraexcluded director. Each excluded
director will not receive additional compensation $erving on our board of directors. Each nondet! director will receive an annual fee for
their services of $45,000. The chair of our audinmittee will receive an annual fee of $10,000Hisrservice in such capacity. Each non-
excluded director will receive a fee of $500 faeatlance at every in-person meeting of the boadirettors or committee of the board of
directors and a fee of $250 for attendance at edsdephonic meeting of the board of directors anouttee of the board of directors. Fees to
our non-excluded directors will be paid in caslsloares of our
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common stock at the election of each director. Walgso reimburse our directors for their trave&penses incurred in connection with their
attendance at full board and committee meetings.

Our non-excluded directors will also ligible to receive restricted common stock, optéor other stock-based awards under our equity
incentive plan.

We will compensate only those directotovare independent under the NYSE listing stand&k#shave not made any payments to our
independent director nominees in 2007.

Executive Compensation

We have not paid, and we do not intengay, any annual cash compensation to our execotiieers for their services as executive
officers. Our executive officers will be compenshby our Manager. Our Manager has informed us tetause the services performed by
these executive officers or employees in their cijga as such are not performed exclusively folitusannot segregate and identify that
portion of the compensation awarded to, earneabpaid to our executive officers by our Managet ttelates solely to their services to us.

Equity Incentive Plan

We will adopt an equity incentive planpimvide incentives to our independent directonspleyees of our Manager and its affiliates,
including Annaly, and other service providers imstate their efforts toward our continued succéssy-term growth and profitability and to
attract, reward and retain personnel. The equitgritive plan will be administered by the compemsatiommittee of our board of directors.
Unless terminated earlier, our equity incentivenphall terminate in 2017, but will continue to gowmeunexpired awards. Our equity incentive
plan provides for grants of restricted common siac#t other equitypased awards up to an aggregate of 8% of the issuwkdutstanding shat
of our common stock (on a fully diluted basis ancluding shares to be sold to Annaly concurrenily whis offering and shares to be sold
pursuant to the underwriters’ exercise of theirraltetment option) at the time of the award, subjea ceiling of 40,000,000 shares available
for issuance under the plan.

Our equity incentive plan will permit theanting of options to purchase shares of comnmrksntended to qualify as incentive stock
options under the Internal Revenue Code, and siptikns that do not qualify as incentive stock opsi. The exercise price of each stock
option may not be less than 100% of the fair mavkéie of our shares of common stock on the datgarit. The compensation committee \
determine the terms of each option, including wiach option may be exercised and the period of, tinag@y, after retirement, death, disabi
or termination of employment during which optionayrbe exercised. Options become vested and exeleisainstallments and the
exercisability of options may be accelerated bydbmpensation committee.

Our equity incentive plan will also petrtie granting of shares of our common stock inftie of restricted common stock. A restricted
common stock award is an award of shares of constamk that may be subject to forfeiture (vestimgytrictions on transferability and such
other restrictions, if any, as the compensationrodtee may impose at the date of grant. The shamsvest and the restrictions may lapse
separately or in combination at such times, undeh €ircumstances, including, without limitationsgecified period of employment or the
satisfaction of pre-established criteria, in sutdtallments or otherwise, as our compensation céieenmay determine.

Unrestricted shares of common stock, Whie shares of common stock awarded at no cdisé tparticipant or for a purchase price
determined by the compensation committee, maykssgsued under our equity incentive plan. The areation committee may also grant
shares of our common stock, stock appreciatiortgjgierformance awards, dividend equivalent rigdutsl other stock and non-stock-based
awards under the incentive plan. These awards maybject to such conditions and restrictions astimpensation committee may deterrr
including, but not limited to, the achievement eftain performance goals or continued employmetit wé through a specific period. Each
award under the plan may not be exercisable maire 10 years after the date of grant.

Our board of directors may at any timeeadh alter or discontinue the incentive plan, arntrot, without a participant’s consent, take any
action that would diminish any of the rights of Bymarticipant under any award granted under the. flaproval of the stockholders, however,
will be required for any amendment that would, otth@n through adjustment as provided in the ireerglan:
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. increase the total number of shares of our comrtawk seserved for issuance under the incentive;|

. change the class of eligible participants undeiinbentive plan
. reprice any option or stock appreciation right
. otherwise require such approv

Our equity incentive plan provides tha tompensation committee of our board of diredtassthe discretion to provide that all or any
outstanding options and stock appreciation righlisb@come fully exercisable, all or any outstargigtock awards will become vested and
transferable and all or any outstanding performaeges and incentive awards will be earned, ahgroutstanding awards may be cancelled
in exchange for a payment of cash or all or angtantling awards may be substituted for awardsahiasubstantially preserve the otherwise
applicable terms of any affected awards previogsiynted under the equity incentive plan if thera ehange in control of us.

Under our equity incentive plan, a chaimgeontrol is defined as the occurrence of antheffollowing events: (i) the acquisition of mc
than 50% of our voting shares by any person;H{&)dale or disposition of all or substantiallyaflbur assets; (iii) a merger, consolidation or
statutory share exchange where our stockholdersfiately prior to such event hold less than 50%hefvoting power of the surviving or
resulting entity; (iv) during any two year periodralirectors, including subsequent directors recemshed or approved by our directors, at the
beginning of such period cease to constitute a mtgjof our board of directors; (v) stockholder apyal of our liquidation or dissolution; or
(vi) the adoption by our board of directors of aalation to the effect that, in its judgment, aasequence of any transaction or event, a
change in control has effectively occurred, exciepthe case of clauses (i) through (vi), if theege of control results from a transaction
between us and our Manager or an affiliate of oan&ger or from a termination of the managementsageat for cause.

Equity Compensation Plan Information

The following table presents informatasof December 31, 2006, with respect to compemsatans under which shares of our comi
stock are authorized for issuance.

Number of Number of
Securities to be Securities
Issued upon Weighted Average Available
Exercise of Exercise Price of for Future Issuance
Outstanding Outstanding Under Equity
Options, Warrants Options, Warrants Compensation
Plan Category and Rights(1) and Rights Plans (1)
Equity Compensation Plans Approved by Stockhol — $ — —
Equity Compensation Plans Not Approved by Stockérd — $ — —
Total — $ — —

(1) The amount does not give effect to the 1,301,0@Peshof restricted common stock approved to beetssn our Manag’s employee
and to our independent directors under our equoitgritive plan, which was approved by our Board isé®ors and shareholder on
November 1, 2007. Each independent director wiljianted 3,000 shares of our restricted commorkstdich fully vest on January
2008. The restricted common stock approved as gitardgur executive officers and other employeesuofManager will vest in equal
installments on the first business day of eaclafiqoarter over a period of ten years beginnindamuary 1, 2008, or all outstanding
unvested shares will fully vest on the death ofitidividual.

Restricted Common Stock Awards

We have approved making grants on Janlig2908 of 1,301,000 shares of restricted comnbmrkgo our executive officers and other
employees of our Manager, and our independenttdireominees. Each independent director will bentgré 3,000 shares of our restricted
common stock which fully vest on January 1, 2008ddition, our executive officers and other empks/of our Manager will be granted
shares of our restricted
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common stock which, as a group and together witstiares approved as grants to our independentatisewill be an aggregate of 1,301,000
shares of our common stock subject to a pro ratacteon if the aggregate proceeds of this offeangless than as set forth on the cover of this
prospectus. The restricted common stock approvegaass to our executive officers and other empdsyaf our Manager will vest in equal
installments on the first business day of eaclafigoarter over a period of ten years beginnindamuary 1, 2008. The restricted common s
approved as grants to our executive officers ahdragmployees of our Manager that remain outstgnaiia are unvested will fully vest on the
death of the individual. The 1,301,000 shares ofrestricted common stock approved as grants t@recutive officers and other employee
our Manager and to our independent directors reptespproximately 3.4% of the issued and outstansirares of our common stock (on a
fully diluted basis after giving effect to the sbaiissued in this offering and including sharelse®old to Annaly concurrently with this offeri
but excluding any shares to be sold pursuant taitigerwriters’ exercise of their overallotment op)i. We will not make distributions on
shares of restricted stock which have not vested.

Indemnification and Limitation on Liability; Insura nce

Maryland law permits a Maryland corpavatto include in its charter a provision limitirftetliability of its directors and officers to the
corporation and its stockholders for money damagpesept for liability resulting from:

. actual receipt of an improper benefit or profitioney, property or services;

. active and deliberate dishonesty established liyahjtidgment and which is material to the causaation.

Our charter contains such a provisionchlgliminates directors’ and officers’ liability the maximum extent permitted by Maryland
law.

Our charter also authorizes our comptmihe maximum extent permitted by Maryland lawpbdigate our company to indemnify any
present or former director or officer or any indival who, while a director or officer of our compaand at the request of our company, serves
or has served another corporation, real estatesiment trust, partnership, joint venture, trustpkapee benefit plan or other enterprise as a
director, officer, partner or trustee, from andiaghany claim or liability to which that individuenay become subject or which that individual
may incur because of his or her service in any sagacity and to pay or reimburse his or her reasienexpenses in advance of final
disposition of a proceeding.

Our bylaws obligate us, to the maximurteakpermitted by Maryland law, to indemnify anggent or former director or officer or any
individual who, while a director or officer of oubmpany and at the request of our company, senessoserved another corporation, real
estate investment trust, partnership, joint ventust, employee benefit plan or other enterpgisa director, officer, partner or trustee and
is made, or threatened to be made, a party tortteepding because of his or her service in thaagpfrom and against any claim or liability
to which that individual may become subject or vhhilcat individual may incur because of his or l@wie in any such capacity and to pay or
reimburse his or her reasonable expenses in adwdfficel disposition of a proceeding.

Maryland law requires a corporation (gslés charter provides otherwise, which our chattes not) to indemnify a director or officer
who has been successful, on the merits or otherimiske defense of any proceeding to which heheris made, or threatened to be made, a
party because of his or her service in such capadiryland law permits a corporation to indemritfy/present and former directors and
officers, among others, against judgments, pemsalfiiees, settlements and reasonable expensedhaatearred by them in connection with &
proceeding to which they may be made, or threatémée made, a party because of their servicedsetlor other capacities unless it is
established that:

. the act or omission of the director or officer vmaaterial to the matter giving rise to the procegdind (i) was committed in bad
faith or (ii) was the result of active and delikterdishonesty
. the director or officer actually received an impeopersonal benefit in money, property or servioe
. in the case of any criminal proceeding, the dineotoofficer had reasonable cause to believe tiematt or omission was
unlawful.
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A court may order indemnification if ikgtrmines that the director or officer is fairlydar@asonably entitled to indemnification, even

though the director or officer did not meet thegorébed standard of conduct or was adjudged liablthe basis that personal benefit was
improperly received.

Under Maryland law, however, a Marylamdporation may not indemnify for an adverse judghiera suit by or in the right of the
corporation or for a judgment of liability on thadis that personal benefit was improperly receivetEss in either case a court orders
indemnification and then only for expenses. In ddj Maryland law permits a corporation to advaressonable expenses to a director or
officer upon the corporation’s receipt of:

. a written affirmation by the director or officer bis or her good faith belief that he or she hastheestandard of conduct
necessary for indemnification by the corporatiarg

. a written undertaking by him or her or on his or behalf to repay the amount paid or reimbursethbycorporation if it i
ultimately determined that the standard of coneas not met

We are in the process of obtaining, axmket to obtain before the closing of this offefiagoolicy of insurance under which our directors
and officers will be insured, subject to the limifsthe policy, against certain losses arising frdaims made against such directors and officers

because of any acts or omissions covered underalidy in their respective capacities as directorsfficers, including certain liabilities
under the Securities Act.
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P RINCIPAL STOCKHOLDERS

Immediately prior to the completion ofstioffering, there will be 1,000 shares of commtatk outstanding and one stockholder of
record. At that time, we will have no other shasEsapital stock outstanding. The following tabétssforth certain information, prior to and
after this offering, regarding the ownership offeatass of capital stock by:

. each of our directors and director nomine

. each of our executive officer

. each holder of 5% or more of each class of ourtabgiock; anc
. all of our directors, director nominees and officas a grouf

In accordance with SEC rules, each listed pe's beneficial ownership include
. all shares the investor actually owns beneficialpf record;

. all shares over which the investor has or sharéagor dispositive control (such as in the capaa& a general partner of an
investment fund); an

. all shares the investor has the right to acquithiwib0 days (such as shares of restricted comrnuomk shat are currently vest
or which are scheduled to vest within 60 da

Unless otherwise indicated, all sharesoavned directly and the indicated person has\smiag and investment power. Except as
indicated in the footnotes to the table below,libsiness address of the stockholders listed beddiei address of our principal executive off
1211 Avenue of the Americas, Suite 2902, New Ydhw York 10036.

Percentage of Common Stock Outstanding

Immediately Prior to This Immediately After This
Offering Offering(1)(2)
Shares Shares
Name Owned Percentage Owned Percentage
Matthew Lambiase (= — — 90,00( *
Christian J. Woschenko (- — — 90,00( *
William B. Dyer (5) — — 70,00( *
A. Alexandra Denahan (t — — 70,00( *
Paul Donlin (7) — — 3,00(¢ *
Jeremy Diamond (& — — 70,00( *
Mark Abrams (9 — — 3,00( *
Paul A. Keenan (1( — — 3,00 *
All Directors, Director Nominees and Officers A&aoup — — 399,00( 1.1%
Annaly Capital Management, Inc.(1 1,00¢ 100(% 3,621,58. 9.8%

* Less than 1 percer

(1)  Includes shares of restricted common stock appragegtants to our independent directors and emetgeéour Manage

(2) Includes the33,333,334 shares offered hereby. Does not indngeshares of common stock reserved for issuanme exercise of th
underwriter’ option.
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(3) Mr. Lambiase, our Chief Executive Officer, Presidend one of our Directors, will be granted an agate of 90,000 shares of restri
common stock which will vest in equal installmeatsthe first business day of each fiscal quarter avperiod of ten years beginning
January 1, 2008. Includes 2,250 shares of redrimdenmon stock under our equity incentive plan ttest or have or will become
vested within 60 days after November 2, 2007 and®Yshares which vest more than 60 days after ibee 2, 2007

(4)  Mr. Woschenko, our Head of Investments, will bengea an aggregate of 90,000 shares of restrictentnmm stock which will vest i
equal installments on the first business day ohd&cal quarter over a period of ten years begigrin January 1, 2008. Includes 2,250
shares of restricted common stock under our eguigntive plan that vest or have or will becometedsvithin 60 days after November
2, 2007 and 87,750 shares which vest more tharag® after November 2, 20C



®)

(6)

™)

®)

©)

(10)

11)

Mr. Dyer, our Head of Underwriting, will be grantad aggregate of 70,000 shares of restricted comatoak which will vest in equal
installments on the first business day of eactafigoarter over a period of ten years beginningamuary 1, 2008. Includes 1,750 shi
of restricted common stock under our equity inaenplan that vest or have or will become vestetiiwi60 days after November 2,
2007 and 68,250 shares which vest more than 60aftgrsNovember 2, 200

Ms. Denahan, our Chief Financial Officer and Sesetwill be granted an aggregate of 70,000 shafresstricted common stock which
will vest in equal installments on the first busiaalay of each fiscal quarter over a period ofygars beginning on January 1, 2008.
Includes 1,750 shares of restricted common stodleiuaur equity incentive plan that vest or havevilirbecome vested within 60 days
after November 2, 2007 and 68,250 shares whichmest than 60 days after November 2, 2(

Independent Director Nominee. Mr. Donlin will beagted an aggregate of 3,000 shares of restrictednom stock which will fully ves
on January 1, 2008. All of the shares of restricimehmon stock will become vested within 60 dayerdftovember 2, 200°

Mr. Diamond, one of our Directors, will be grantea aggregate of 70,000 shares of restricted constomk which will vest in equs
installments on the first business day of eactafigoarter over a period of ten years beginningamuary 1, 2008. Includes 1,750 shi
of restricted common stock under our equity inaenplan that vest or have or will become vestetiwi60 days after November 2,
2007 and 68,250 shares which vest more than 60aftersNovember 2, 200

Independent Director Nominee. Mr. Abrams will bamged an aggregate of 3,000 shares of restrictednom stock which will fully
vest on January 1, 2008. All of the shares of ietett common stock will become vested within 60dafter November 2, 200

Independent Director Nominee. Mr. Keenan will barged an aggregate of 3,000 shares of restrictednom stock which will fully
vest on January 1, 2008. All of the shares of iestt common stock will become vested within 60dafter November 2, 200

Annaly Capital Management, Inc. owns our Mana
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C ERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS
Management Agreement

We will enter into a management agreemaitt FIDAC, our Manager, pursuant to which it witovide the day-to-day management of
our operations. The management agreement requirddanager to manage our business affairs in camifgwith the policies and the
investment guidelines that are approved and madtby our board of directors. See “Our ManagertardMlanagement Agreement—
Management Agreement.”

Our chief executive officer and presidetiief financial officer, head of underwritinge&rsurer, controller, secretary, and head of
investments also serve as employees of our ManAgex.result, the management agreement betweemdusuet Manager negotiated between
related parties, and the terms, including fees Iplayanay not be as favorable to us as if it hachlbregotiated with an unaffiliated third party.
See “Business—Conflicts of Interest “ and “Risk tems—Risks Associated with Our Management and Reslship with Our Manager—There
are conflicts of interest in our relationship withr Manager which could result in decisions thatraot in the best interests of our stockholders.

Restricted Common Stock Awards

Our equity incentive plan provides foagts of restricted common stock and other equiseawards up to an aggregate of 8% of the
issued and outstanding shares of our common stotk fully diluted basis and including shares tsblel to Annaly concurrently with this
offering and shares to be sold pursuant to the writers’ exercise of their overallotment option) at the tiofiehe award, subject to a ceiling
40,000,000 shares available for issuance undepléime Each independent director will be grante®3 8hares of our restricted common stock
which fully vest on January 1, 2008. In additionr executive officers and other employees of oundger will be granted shares of our
restricted common stock which, as a group and kagetith the shares approved as grants to our entignt directors, will be an aggregate of
1,301,000 shares of our common stock subject 1o agba reduction if the aggregate proceeds ofdfiezing are less than as set forth on the
cover of this prospectus. The restricted commocksaépproved as grants to our executive officersahdr employees of our Manager will v
in equal installments on the first business dagauth fiscal quarter over a period of ten yearsriseégg on January 1, 2008. The restricted
common stock approved as grants to our executfieecs and other employees of our Manager that irmatstanding and are unvested will
fully vest on the death of the individual. The 1130 shares of our restricted common stock appragegrants to our executive officers and
other employees of our Manager and to our indeparaieectors represent approximately 3.4% of tiseésl and outstanding shares of our
common stock (on a fully diluted basis after giviffect to the shares issued in this offering ariliding shares to be sold to Annaly
concurrently with this offering but excluding antyases to be sold pursuant to the underwriters’aserof their overallotment option). We will
not make distributions on shares of restrictedkstalcich have not vested.

Purchases of Common Stock by Affiliates

Annaly, an affiliate of our Manager, teggeed to purchase shares of stock concurrentigioffering at the same price paid by other
investors in this offering such that Annaly will 0v@.8% of the shares after this offering, excludghgres sold pursuant to the underwriters’
exercise of their overallotment option and shafesuo restricted common stock approved to be grhtdeur executive officers and employees
of our Manager and to our independent directors plle to invest the net proceeds of this offerind the concurrent sale of shares to Annaly
in accordance with our investment objectives ardsthategies described in this prospectus.

Other Relationships

Matthew J. Lambiase, our President ani@f@Executive Officer, one of our directors and Eyeecutive Vice President, Structured
Products for Annaly and FIDAC, is the son of onéahaly’s directors, John A. Lambiase. A. AlexanBrnahan, our Chief Financial Officer
and Secretary and the Controller of Annaly and FID# the sister of Wellington J. Denahan-Nortig Vice Chairman of Annaly and Chief
Investment Officer and Chief Operating Officer afifaly and FIDAC.
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Lack of Separate Representatiot

Kirkpatrick & Lockhart Preston Gates EIlliLP is counsel to us, our Manager and Annalyoimnection with this offering and may in the
future act as counsel to us, our Manager and Anfi&lgre is a possibility that in the future theeneists of various parties may become adverse.
If such a dispute were to arise between us, ourdganor Annaly, separate counsel for such mattérbevretained as and when appropriate
the event of a dispute or conflict between us, FIDAr Annaly, Kirkpatrick & Lockhart Preston Gatellis LLP will not represent any of the
parties in any such dispute or conflict.
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D ESCRIPTION OF CAPITAL STOCK

The following summary description of eapital stock does not purport to be complete anslibject to and qualified in its entirety by
reference to the MGCL and our charter and our bydaeopies of which will be available before thesalg of this offering from us upon
request. See “Where You Can Find More Information.”

General

Our charter provides that we may issu#oup00,000,000 shares of common stock having agdae of $0.01 per share and up to
50,000,000 shares of preferred stock having a plaevof $0.01 per share. Upon completion of thierafg, 36,954,915 shares of common
stock will be issued and outstanding and no shafrpseferred stock will be issued and outstand@gr board of directors, with the approval of
a majority of the entire board and without any @ttbn the part of our stockholders, may amend barter from time to time to increase or
decrease the aggregate number of shares of stdbk aumber of shares of stock of any class oeséhiat we have authority to issue. Under
Maryland law, our stockholders generally are naospeally liable for our debts and obligations splke$ a result of their status as stockholders.

Common Stock

All shares of our common stock have egigits as to earnings, assets, dividends andgyatinl, when they are issued, will be duly
authorized, validly issued, fully paid and non-assdle. Distributions may be paid to the holdersusfcommon stock if, as and when
authorized by our board of directors and declageddiout of funds legally available therefor. Slsaw€our common stock have no preemptive,
appraisal, preferential exchange, conversion cgmgation rights and are freely transferable, exedpre their transfer is restricted by federal
and state securities laws, by contract or by te&iotions in our charter. In the event of our ldation, dissolution or winding up, each share of
our common stock would be entitled to share ratabbll of our assets that are legally availabledistribution after payment of or adequate
provision for all of our known debts and other lidies and subject to any preferential rights ofders of our preferred stock, if any preferred
stock is outstanding at such time. Subject to darter restrictions on the transfer and ownershiguo stock and except as may otherwise be
specified in the terms of any class or series afrmon stock, each share of our common stock enthiesolder to one vote on all matters
submitted to a vote of stockholders, including élextion of directors. Except as provided with extgo any other class or series of stock, the
holders of our common stock will possess exclusiting power. There is no cumulative voting in tlection of directors, which means that
holders of a majority of the outstanding sharesashmon stock can elect all of our directors, anldérs of less than a majority of such shares
will be unable to elect any director.

Power to Reclassify Shares of Our Stock

Our charter authorizes our board of doesto classify and reclassify any unissued shafretock into other classes or series of stock,
including preferred stock. Before issuance of shafeeach class or series, the board of direcsorsquired by Maryland law and by our charter
to set, subject to our charter restrictions ontthesfer and ownership of our stock, the termdepeaces, conversion or other rights, voting
powers, restrictions, limitations as to dividend®ther distributions, qualifications and termsonditions of redemption for each class or
series. Thus, the board of directors could autledtiz issuance of shares of common stock or pesfetock with terms and conditions which
could have the effect of delaying, deferring orvergting a transaction or a change in control thghtrinvolve a premium price for holders of
our common stock or otherwise be in their bestré@ss. No shares of our preferred stock are prgsentstanding and we have no present
to issue any preferred stock.

Power to Issue Additional Shares of Common Stock ahPreferred Stock

We believe that the power of our boardioéctors to amend the charter without stockhosggaroval to increase the total number of
authorized shares of our stock or any class oesefiour stock, to issue additional authorizedumissued shares of our common stock or
preferred stock and to classify or reclassify wmskshares of our common stock or preferred stodklzereafter to cause us to issue such
classified or reclassified shares of stock willpde us with increased flexibility in structuringgsible future financings and acquisitions an
meeting other needs which might arise. The additiolasses or series, as well as our common stgtiihe available for issuance without
further action by our stockholders, unless stoatt@ohction is required by applicable law or thesubf any stock exchange or automated
guotation system on which our securities may ledisr traded. Although our board of directors hasntention at the present time of doing
S0, it could authorize us to
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issue a class or series that could, depending tipoterms of such class or series, delay, defprearent a transaction or a change in control of
us that might involve a premium price for holdef®or common stock or otherwise be in their betriests.

Restrictions on Ownership and Transfer

To qualify as a REIT under the InternavBnue Code for each taxable year beginning akeeBber 31, 2007, our shares of capital
stock must be beneficially owned by 100 or morespes during at least 335 days of a taxable yea? shonths or during a proportionate part
of a shorter taxable year. Also, beginning aftecé&eber 31, 2007, no more than 50% of the valuaipbatstanding shares of capital stock
may be owned, directly or constructively, by fivefewer individuals (as defined in the Internal Beue Code to include certain entities) du
the second half of any calendar year.

Our charter, subject to certain exce@i@ontains restrictions on the number of sharesiptapital stock that a person may own. Our
charter provides that (subject to certain exceptibescribed below) no person may own, or be deémedn by the attribution provisions of
the Internal Revenue Code, more than 9.8% in vatue number of shares, whichever is more restagtof any class or series of our capital
stock.

Our charter also prohibits any persomfi© beneficially or constructively owning sham@sour capital stock that would result in our
being “closely held” under Section 856(h) of theelnal Revenue Code or otherwise cause us toofajlialify as a REIT and (i) transferring
shares of our capital stock if such transfer waekllt in our capital stock being owned by fewemtti 00 persons. Any person who acquires or
attempts or intends to acquire beneficial or cartsive ownership of shares of our capital stock wi#l or may violate any of the foregoing
restrictions on transferability and ownership, drows the intended transferee of shares of ouksttnich are transferred to the trust (as
described below), will be required to give notioamediately to us and provide us with such othesrimfition as we may request to determine
the effect of such transfer on our status as a RHEH€ foregoing restrictions on transferability avanership will not apply if our board of
directors determines that it is no longer in owstlieterests to attempt to qualify, or to continogualify, as a REIT.

Our board of directors, in its sole dé&imn, may exempt a person from the foregoing it&ins. The person seeking an exemption must
provide to our board of directors such represemtaticovenants and undertakings as our board eftdiis may deem appropriate to conclude
that granting the exemption will not cause us &elour status as a REIT. Our board of directors ate&y require a ruling from the Internal
Revenue Service or an opinion of counsel to detegror ensure our status as a REIT.

Any attempted transfer of our securitidsch, if effective, would result in a violation tfe foregoing restrictions will cause the number
of securities causing the violation (rounded toribarest whole share) to be automatically transfielo a trust for the exclusive benefit of one
or more charitable beneficiaries, and the propasedsferee will not acquire any rights in such sities. The automatic transfer will be deen
to be effective as of the close of business orbtlgness day (as defined in our charter) beforel#he of the transfer. If, for any reason, the
transfer to the trust is ineffective, our chartesyides that the purported transfer in violatiortlad restrictions will be voidb initio . Shares of
our stock held in the trust will be issued and tutding shares. The proposed transferee will neéfitseconomically from ownership of any
securities held in the trust, will have no righigdividends and no rights to vote or other rightstautable to the shares of stock held in thett
The trustee of the trust will have all voting rigland rights to dividends or other distributionghwespect to shares held in the trust. These
rights will be exercised for the exclusive benefithe charitable beneficiary. Any dividend or atldéstribution paid before our discovery that
shares of stock have been transferred to thewilldie paid by the recipient to the trustee upemand. Any dividend or other distribution
authorized but unpaid will be paid when due totthstee. Any dividend or distribution paid to tiestee will be held in trust for the charitable
beneficiary. Subject to Maryland law, the trustetk mave the authority (i) to rescind as void arter cast by the proposed transferee before oul
discovery that the shares have been transferréietsust and (i) to recast the vote in accordanmitle the desires of the trustee acting for the
benefit of the charitable beneficiary. Howevenvé have already taken irreversible corporate acttmen the trustee will not have the authority
to rescind and recast the vote.

Within 20 days of receiving notice from that the securities have been transferred ttrisg the trustee will sell the securities to a
person designated by the trustee, whose ownersliig @ecurities will not violate the above owngpdimitations. Upon such sale, the interest
of the charitable beneficiary in the securitieslssill terminate and the trustee will distributeethet proceeds of the sale to the proposed
transferee and to the charitable beneficiary devi@. The proposed transferee will receive thedesé (i) the price paid by the proposed
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transferee for the securities or, if the proposeddferee did not give value for the securitiesdnnection with the event causing the securities
to be held in the trust (e.g., a gift, devise dreotsimilar transaction), the market price (asrdadiin our charter) of the securities on the day of
the event causing the securities to be held irirtrst and (ii) the price received by the trustesrfithe sale or other disposition of the securities.
The trustee may reduce the amount payable to tipoped transferee by the amount of dividends astdlalitions paid to the proposed
transferee and owed by the proposed transferdetustee. Any net sale proceeds in excess @rtiaint payable to the proposed transferee
will be paid immediately to the charitable benedigi. If, before our discovery that the securitiagénbeen transferred to the trust, the securities
are sold by the proposed transferee, then (i)ebarties shall be deemed to have been sold onfltedtihe trust and (i) to the extent that the
proposed transferee received an amount for theiiesithat exceeds the amount the proposed traesfeas entitled to receive, the excess
shall be paid to the trustee upon demand.

In addition, the securities held in thest will be deemed to have been offered for salgst or our designee, at a price per share equal t
the lesser of (i) the price per share in the trefisa that resulted in the transfer to the trust ifothe case of a devise or gift, the markete&t
the time of the devise or gift) and (ii) the margete on the date we, or our designee, acceptffee We may reduce the amount payable to
the proposed transferee, however, by the amousmtyflividends or distributions paid to the proposadsferee on the securities and owed by
the proposed transferee to the trustee. We wiletihe right to accept the offer until the trustae bold the securities. Upon a sale to us, the
interest of the charitable beneficiary in the séms sold will terminate and the trustee will distte the net proceeds of the sale to the prog
transferee.

All certificates representing the sedasitwill bear a legend referring to the restriciatescribed above or will state that we will fumés
full statement about certain transfer restrictitma stockholder upon request and without charge.

Every owner of more than 5% (or such lopercentage as required by the Internal Revenwe Gothe regulations promulgated
thereunder) in value of all classes or series ofsteck, including shares of common stock, withindays after the end of each taxable year,
will be required to give written notice to us statithe name and address of such owner, the numibbaces of each class and series of shares
of our stock which the owner beneficially owns andescription of the manner in which the shareshal#. Each owner shall provide to us
such additional information as we may request terdane the effect, if any, of the beneficial owstgp on our status as a REIT and to ensure
compliance with the ownership limitations. In adulit each such owner shall upon demand be reqtarptbvide to us such information as we
may request, in good faith, to determine our statua REIT and to comply with the requirementsnyf @xing authority or governmental
authority or to determine such compliance.

These ownership limitations could del@dgfer or prevent a transaction or a change in obtitat might involve a premium price for the
common stock or might otherwise be in the bestéstis of our stockholders.

Listing

Our common stock has been approveddting on the New York Stock Exchange under the gjifBIM”.
Transfer Agent and Registrar

The transfer agent and registrar forshares of common stock is Mellon Investor ServideS.
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CERTAIN PROVISIONS OF THE MARYLAND GENERAL CORPORAT ION LAW
AND OUR CHARTER AND BYLAWS

The following description of the term®af stock and of certain provisions of Marylanavles only a summary. For a complete
description, we refer you to the MGCL, our chaed our bylaws, copies of which will be availab&fdye the closing of this offering from us
upon request.

The MGCL and our charter and bylaws cionpaovisions that could make it more difficult farpotential acquiror to acquire us by a
tender offer, proxy contest or otherwise. Theseigions are expected to discourage certain coetakeover practices and inadequate take
bids and to encourage persons seeking to acquiteotof us to negotiate first with our board ofetitors. We believe that the benefits of these
provisions outweigh the potential disadvantagedisfouraging any such acquisition proposals becaumseng other things, the negotiation of
such proposals may improve their terms.

Classification of Board of Directors

Pursuant to our charter, our board cfctors is divided into three classes of directBegjinning in 2008, directors of each class will be
chosen for three-year terms upon the expiraticth&if current terms and every year one class ofloactors will be elected by our
stockholders. We believe that classification of board of directors will help to assure the continand stability of our business strategies and
policies as determined by our board of directordErs of shares of our common stock will not heneeright to cumulative voting in the
election of directors. Consequently, at each anmggadting of stockholders, the holders of a majaftthe shares of our common stock entitled
to vote will be able to elect all of the successiirthe class of directors whose terms expire @ntieeting.

Currently the number of directors in eatdss and the expiration of each class term felksvs:

Class | Director: 2 Directors Expires 200¢
Class Il Director 2 Directors Expires 200¢
Class Il Directors 1 Director Expires 201(

The classified board provision in our tbacould have the effect of making the replaceneéincumbent directors more time consun
and difficult. Two separate meetings of stockhdderstead of one, will generally be required tfeefa change in a majority of our board of
directors. Thus, the classified board provisionldancrease the likelihood that incumbent directoiié retain their positions. The staggered
terms of directors may delay, defer or preveninaée offer or an attempt to change control of ugnethough a tender offer or change in
control might be in the best interests of our shadtters.

Number of Directors; Vacancies; Removal of Directos

Our charter provides that the numberidadors is set at five, which number may be inseebor decreased by the board of directors in
accordance with our bylaws. Our bylaws provide thatajority of our entire board of directors mayany regular or special meeting called for
that purpose, increase or decrease the numberaatalis. However, unless our bylaws are amendedjdimber of directors may never be less
than the minimum number required by the MGCL, norerthan 15.

Our bylaws provide that any vacancy ontmard of directors may be filled by a majoritytbé remaining directors. Any individual so
elected director will hold office for the unexpireefm of the director he or she is replacing. Charter provides that a director may be remc
at any time only for cause upon the affirmativeevot at least two-thirds of the votes entitled ¢éodast in the election of directors. These
provisions preclude stockholders from removing inbent directors, except for cause and upon a suigtaffirmative vote, and filling the
vacancies created by such removal with their owminees.

Our charter provides that, at such timeva have at least three independent directorsiataiss of our common or preferred stock is
registered under the Securities Exchange Act ofi188the Exchange Act, we will elect to be subjedhe provision of Subtitle 8 of Title 3 of
the MGCL regarding the filling of vacancies on th@ard of directors. Accordingly, at such time, gtcas may be provided by the board of
directors in setting the terms of any class oreseoif stock, any and all vacancies on the boadire€tors may be filled only by the affirmative
vote of a majority of the remaining directors ificd, even if the remaining directors do not can$ti a quorum, and any director elected to fill
a vacancy will serve for the remainder of the fetin of the class in which the vacancy occurredwantd a successor is duly elected and
qualified.
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Our charter provides that a director rhayemoved only for cause, as defined in our cheatel then only by the affirmative vote of at
least two-thirds of the votes entitled to be caghe election of directors.

Action by Stockholders

Under the MGCL, stockholder action cartdieen only at an annual or special meeting ofi$tolders or by unanimous written conser
lieu of a meeting (unless the charter providesaftasser percentage, which our charter does niogsd provisions, combined with the
requirements of our bylaws regarding the calling stockholder-requested special meeting of stddkh® discussed below, may have the
effect of delaying consideration of a stockholdepwsal until the next annual meeting.

Advance Notice Provisions for Stockholder Nominatins and Stockholder Proposals

Our bylaws provide that with respect moamnual meeting of stockholders, nominations divikuals for election to the board of
directors and the proposal of business to be cersitlby stockholders may be made only (i) purst@atir notice of the meeting, (ii) by the
board of directors or (iii) by a stockholder whosaastockholder of record both at the time of giviri notice by such stockholder as provided
for in our bylaws and at the time of the annual timgeand who is entitled to vote at the meeting ahd has complied with the advance notice
procedures of the bylaws. With respect to specegdtings of stockholders, only the business spekifieour notice of the meeting may be
brought before the meeting. Nominations of indialufor election to the board of directors at acigdeneeting may be made only (i) pursuant
to our notice of the meeting, (ii) by the boarddotctors or (iii) provided that the board of dif@s has determined that directors will he ele
at the meeting, by a stockholder who was a stodéraif record both at the time of giving of notmesuch stockholder, as provided for in our
bylaws, and at the time of the special meeting igtentitled to vote at the meeting and who has dieupvith the advance notice provisions of
the bylaws.

The purpose of requiring stockholdergit@ us advance notice of nominations and otheinkss is to afford our board of directors a
meaningful opportunity to consider the qualificaoof the proposed nominees and the advisabiligngfother proposed business and, to the
extent deemed necessary or desirable by our bdalideators, to inform stockholders and make reca@ndations about such qualifications or
business, as well as to provide a more orderlygatore for conducting meetings of stockholders. édtdh our bylaws do not give our board of
directors any power to disapprove stockholder nations for the election of directors or proposalsommending certain action, they may
have the effect of precluding a contest for thetée of directors or the consideration of stockieslproposals if proper procedures are not
followed and of discouraging or deterring a thiedty from conducting a solicitation of proxies tea its own slate of directors or to approve
its own proposal without regard to whether congitlen of such nominees or proposals might be hdrarfbeneficial to us and our
stockholders.

Calling of Special Meetings of Stockholders

Our bylaws provide that special meetiofjstockholders may be called by our board of dimecand certain of our officers. Additionally,
our bylaws provide that, subject to the satisfactibcertain procedural and informational requiratseby the stockholders requesting the
meeting, a special meeting of stockholders shatldiled by the secretary of the company upon thtemrrequest of stockholders entitled to
cast not less than a majority of all the votestkatito be cast at such meeting.

Approval of Extraordinary Corporate Action; Amendme nt of Charter and Bylaws

Under Maryland law, a Maryland corporatgenerally cannot dissolve, amend its chartergmesell all or substantially all of its assets,
engage in a share exchange or engage in simitaactions outside the ordinary course of businedess approved by the affirmative vote of
stockholders entitled to cast at least two-thirtithe votes entitled to be cast on the matter. Hamea Maryland corporation may provide in its
charter for approval of these matters by a lessegntage, but not less than a majority of alheftotes entitled to be cast on the matter. Our
charter, with certain exceptions, generally prosife approval of charter amendments and extraarditransactions, which have been first
declared advisable by our board of directors, leystockholders entitled to cast at least a majaoffityhe votes entitled to be cast on the matter.

Our bylaws provide that the board of dioes will have the exclusive power to adopt, afterepeal any provision of our bylaws and to
make new bylaws.
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No Appraisal Rights

As permitted by the MGCL, our charterypdes that stockholders will not be entitled to reige appraisal rights unless a majority of our
board of directors determines that such rights agly.

Control Share Acquisitions

The Maryland Control Share AcquisitiontAcovides that control shares of a Maryland caaion acquired in a control share acquisi
have no voting rights except to the extent apprdwed vote of two-thirds of the votes entitled ®dast on the matter. Shares owned by the
acquiror, by officers or by directors who are enyples of the corporation are excluded from sharéifezhto vote on the matter. Control sha
are voting shares of stock which, if aggregatedth @it other shares of stock owned by the acquiran oespect of which the acquiror is able to
exercise or direct the exercise of voting powecégpt solely by a revocable proxy), would entitle #tquiror to exercise voting power in
electing directors within one of the following rasgof voting power:

. one-tenth or more but less than «third;
. one-third or more but less than a majority;
. a majority or more of all voting powe

Control shares do not include sharesitfiiiring person is then entitled to vote as alte$inaving previously obtained stockholder
approval. A control share acquisition means theaisttipn of control shares, subject to certain gtoss.

A person who has made or proposes to raamntrol share acquisition may compel the bo&udirectors of the corporation to call a
special meeting of stockholders to be held witlirdays of demand to consider the voting rightdefdhares. The right to compel the callin
a special meeting is subject to the satisfactioceofain conditions, including an undertaking ty fflze expenses of the meeting. If no request
for a meeting is made, the corporation may itsedspnt the question at any stockholders meeting.

If voting rights are not approved at theeting or if the acquiring person does not delareecquiring person statement as required b
statute, then the corporation may repurchase fovédue any or all of the control shares, excépse for which voting rights have previously
been approved. The right of the corporation to refpase control shares is subject to certain canditand limitations. Fair value is determin
without regard to the absence of voting rightstfar control shares, as of the date of the lastrcbsihare acquisition by the acquiror or of any
meeting of stockholders at which the voting righitshe shares are considered and not approvedtitig/rights for control shares are approved
at a stockholders meeting and the acquiror becemiitted to vote a majority of the shares entitedote, all other stockholders may exercise
appraisal rights. The fair value of the sharesedsrdhined for purposes of appraisal rights maybedess than the highest price per share paid
by the acquiror in the control share acquisition.

The Control Share Acquisition Act does apply (a) to shares acquired in a merger, codattin or share exchange if the corporation is
a party to the transaction or (b) to acquisitiopgraved or exempted by the charter or bylaws ottivporation.

Our bylaws contain a provision exempfiran the Control Share Acquisition Act any andaadbuisitions by any person of our shares of
stock. There can be no assurance that such prowisgibnot be amended or eliminated at any timéhia future. However, we will amend our
bylaws to be subject to the Control Share Acquisithct only if the board of directors determineattit would be in our best interests.

Business Combinations

Under Maryland law, “business combinatibbetween a Maryland corporation and an interesteckholder or an affiliate of an
interested stockholder are prohibited for five geater the most recent date on which the intedestieckholder becomes an interested
stockholder. These business combinations includerger, consolidation, share exchange, or, in gistances specified in the statute, an asset
transfer or issuance or reclassification of egségurities. An interested stockholder is defined as

. any person who beneficially owns 10% or more ofubng power of the corporati’s shares; ¢

97




. an affiliate or associate of the corporation whargy time within the tw-year period before the date in question, was
beneficial owner of 10% or more of the voting powéthe then outstanding voting stock of the coggion.

A person is not an interested stockholdeter the statute if the board of directors appdown advance the transaction by which he, sl
it otherwise would have become an interested stadien. However, in approving a transaction, therbad directors may provide that its
approval is subject to compliance, at or aftertiime of approval, with any terms and conditionsedsiined by the board.

After the five-year prohibition, any bness combination between the corporation and aneisited stockholder generally must be
recommended by the board of directors of the catjpmr and approved by the affirmative vote of aste

. 80% of the votes entitled to be cast by holdersut§tanding shares of voting stock of the corporgtand

. two-thirds of the votes entitled to be cast by holdéngoting stock of the corporation other than skdreld by the intereste
stockholder with whom or with whose affiliate thesiness combination is to be effected or held bgffitiate or associate of the
interested stockholde

These super-majority vote requirementsaatoapply if the corporatios’common stockholders receive a minimum price gdised unde
Maryland law, for their shares in the form of castother consideration in the same form as prelaguaid by the interested stockholder for its
shares.

The statute permits various exemptioamfits provisions, including business combinatitired are exempted by the board of directors
before the time that the interested stockholdeolrexs an interested stockholder. Our board of diredtas adopted a resolution which prov
that any business combination between us and dy person is exempted from the provisions of thsifiess Combination Act, provided that
the business combination is first approved by therd of directors. This resolution, however, mayaltered or repealed in whole or in part at
any time. If this resolution is repealed, or thabof directors does not otherwise approve a legsisombination, the statute may discourage
others from trying to acquire control of us andré@ase the difficulty of consummating any offer.

Subtitle 8

Subtitle 8 of Title 3 of the MGCL permasMaryland corporation with a class of equity seias registered under the Exchange Act and
at least three independent directors to elect tsubgect, by provision in its charter or bylawsaaresolution of its board of directors and
notwithstanding any contrary provision in the cbadr bylaws, to any or all of five provisions:

. a classified boarc

. a twc-thirds stockholder vote requirement for removirgjractor;

. a requirement that the number of directors be fixelg by vote of the director:

. a requirement that a vacancy on the board be filldyg by the remaining directors and for the rerdainof the full term of the

class of directors in which the vacancy occurrexd

. a majority requirement for the calling of a specisdeting of stockholder

Through provisions in our charter andcalmg unrelated to Subtitle 8, we already (a) requitwo-thirds stockholder vote for the removal
of any director from the board, as well as reqtheg such removal be for cause (as defined in barter), (b) unless called by our Chairman of
the Board, our President, our Chief Executive @ffior the board, require the request of holdees mfjority of outstanding shares to call a
special meeting and (c) vest in the board the ekadupower to fix the number of directorships. ©hbarter also provides that at such time as
Subtitle 8 becomes applicable to us, our boardhille the exclusive power to fill vacancies onlibard, by a vote of a majority of the
remaining directors, and such vacancies will Hediluntil the end of the term of the class of diegin which the vacancy occurred.
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Limitation on Liability of Directors and Officers; Indemnification and Advance of Expense:

Maryland law permits a Maryland corpavatio include in its charter a provision limitirftetliability of its directors and officers to the
corporation and its stockholders for money damagespt for liability resulting from (i) actual rdpeof an improper benefit or profit in
money, property or services or (ii) active and laslate dishonesty established by a final judgmedtvehich is material to the cause of action.
Our charter contains such a provision which elirteésalirectors’ and officers’ liability to the maxinm extent permitted by Maryland law.

Our charter also authorizes our comp#mihe maximum extent permitted by Maryland lawoldigate our company to indemnify any
present or former director or officer or any indival who, while a director or officer of our compaand at the request of our company, serves
or has served another corporation, real estatesiment trust, partnership, joint venture, trustpkayee benefit plan or other enterprise as a
director, officer, partner or trustee, from andiaghany claim or liability to which that individuenay become subject or which that individual
may incur because of his or her service in any sagacity and to pay or reimburse his or her reasienexpenses in advance of final
disposition of a proceeding.

Our bylaws obligate us, to the maximurteekpermitted by Maryland law, to indemnify anggent or former director or officer or any
individual who, while a director or officer of oubmpany and at the request of our company, semnessoserved another corporation, real
estate investment trust, partnership, joint ventust, employee benefit plan or other enterpgisa director, officer, partner or trustee and
is made, or threatened to be made, a party tortheepding because of his or her service in any saphcity from and against any claim or
liability to which that individual may become sutf@r which that individual may incur because & bi her service in any such capacity ar
pay or reimburse his or her reasonable expenszdvimnce of final disposition of a proceeding. Chairter and bylaws also permit our comp
to indemnify and advance expenses to any individim served a predecessor of our company in attyeofapacities described above and any
employee or agent of our company or a predecessuraompany.

Maryland law requires a corporation (gslés charter provides otherwise, which our chattes not) to indemnify a director or officer
who has been successful, on the merits or otherimiske defense of any proceeding to which heheris made a party because of his or her
service in that capacity. Maryland law permits gpooation to indemnify its present and former dioes and officers, among others, against
judgments, penalties, fines, settlements and reddem®xpenses actually incurred by them in conoedtiith any proceeding to which they
be made, or are threatened to be made, a partysdecatheir service in those or other capacitidsess it is established that (i) the act or
omission of the director or officer was materiattte matter giving rise to the proceeding and (&% wommitted in bad faith or (2) was the
result of active and deliberate dishonesty, (i@ director or officer actually received an impropersonal benefit in money, property or serv
or (i) in the case of any criminal proceedingg ttirector or officer had reasonable cause to &elieat the act or omission was unlawful.

A court may order indemnification if ikgtrmines that the director or officer is fairlydar@asonably entitled to indemnification, even
though the director or officer did not meet thesgrébed standard of conduct or was adjudged liablthe basis that personal benefit was
improperly received. However, under Maryland lawjaryland corporation may not indemnify for an adeejudgment in a suit by or in the
right of the corporation or for a judgment of liyi on the basis that a personal benefit was impprty received, unless in either case a court
orders indemnification, and then only for expenseaddition, Maryland law permits a corporatioratdvance reasonable expenses to a dir
or officer upon the corporation’s receipt of (ijvaitten affirmation by the director or officer ofshor her good faith belief that he or she has met
the standard of conduct necessary for indemniticaby the corporation and (i) a written undertakby him or her or on his or her behalf to
repay the amount paid or reimbursed by the corjuorétit is ultimately determined that the standlaf conduct was not met.

99




SHARES ELIGIBLE FOR FUTURE SALE

Before this offering, there has been ublic market for our common stock. We cannot prettie effect, if any, that sales of shares or
availability of shares for sale will have on therket price of our common stock prevailing from titegtime. Sales of substantial amounts of
our common stock in the public market, or the pgtioa that such sales could occur, could adverafigct the prevailing market price of our
common stock.

Upon completion of this offering, we whiive outstanding an aggregate of approximatel§536915 of our common stock. In addition,
our equity incentive plan provides for grants aftrieted common stock and other equity-based awgsde an aggregate of 8% of the issued
and outstanding shares of our common stock (otyadiluted basis and including shares to be soldmnaly concurrently with this offering
and shares to be sold pursuant to the underwrigees’cise of their overallotment option) at thediof the award, subject to a ceiling of
40,000,000 shares available for issuance undesléme We have also approved making grants on Jary&008 of 1,301,000 shares of our
restricted common stock to our independent direcamid our Manager’'s employees. Each independesutdirwill be granted 3,000 shares of
our restricted common stock which fully vest onukay 1, 2008. In addition, our executive officensl ather employees of our Manager will
granted shares of our restricted common stock whista group and together with the shares appravggants to our independent directors,
will be an aggregate of 1,301,000 shares of oumesomstock subject to a pro rata reduction if thgragate proceeds of this offering are less
than as set forth on the cover of this prospedthe.restricted common stock approved as grantartexecutive officers and other employees
of our Manager will vest in equal installments be first business day of each fiscal quarter oveeréod of ten years beginning on January 1,
2008. The restricted common stock approved as gitardgur executive officers and other employeesuofManager that remain outstanding
and are unvested will fully vest on the death efitidividual. The 1,301,000 shares of our restict@mmon stock approved as grants to our
executive officers and other employees of our Menand to our independent directors represent appately 3.4% of the issued and
outstanding shares of our common stock (on a flillyted basis after giving effect to the shareséskin this offering and including shares t
sold to Annaly concurrently with this offering bescluding any shares to be sold pursuant to themwiters’ exercise of their overallotment
option).

The shares of common stock sold in tHisrimg will be freely tradable without restrictiar further registration under the Securities Act
unless the shares are held by any of our “afftifitas that term is defined in Rule 144 under teeuBities Act. As defined in Rule 144, an
“affiliate” of an issuer is a person that directly,indirectly through one or more intermediariesntrols, is controlled by or is under common
control with the issuer. All shares of our comméwck held by our affiliates, including our officemad directors, are restricted securities as tha
term is defined in Rule 144 under the Securitiet Restricted securities may be sold in the publizket only if registered under the securities
laws or if they qualify for an exemption from reigéion under Rule 144, as described below.

Rule 144

In general, under Rule 144 as curremtlgffect, if one year has elapsed since the dadeauisition of restricted common stock from us
or any of our affiliates, and we have been a pulglporting company under the Exchange Act for asti®0 days, the holder of such restricted
common stock can sell the shares, provided thatthgber of shares sold by such person within argettmonth period cannot exceed the
greater of:

. 1% of the total number of shares of our commonkstben outstanding; ¢

. the average weekly trading volume of our commonlstiuring the four calendar weeks preceding the datwhich notice of tr
sale is filed with the SE(C

Sales under Rule 144 also are subjemttiin manner of sale provisions, notice requimgsiand the availability of current public
information about us (which will require us to fperiodic reports under the Exchange Act). If tvears have elapsed since the date of
acquisition of restricted common stock from usmy af our affiliates and the holder is not one of effiliates at any time during the three
months preceding the proposed sale, such persosetlasuch shares in the public market under R&@EK) without regard to the volume
limitations, manner of sale provisions, public imf@ation requirements or notice requirements.
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No assurance can be given as to (i)ikedihood that an active market for our common ktadl develop, (ii) the liquidity of any such
market, (i) the ability of the stockholders tdigbe securities or (iv) the prices that stocklesklmay obtain for any of the securities. No
prediction can be made as to the effect, if argt fiture sales of shares, or the availabilitytadres for future sale, will have on the market
price prevailing from time to time. Sales of sulbgil amounts of common stock, or the percepti@t sluch sales could occur, may affect
adversely prevailing market prices of the commarilstSee “Risk Factors—Risks Related To Our Com8tock.”

Lock-Up Agreements

We, Annaly and each of our executivecsffs, our directors and the persons who will becoaradirectors upon completion of this
offering have agreed with the underwriters notfferp sell or otherwise dispose of any common stoic&ny securities convertible into or
exercisable or exchangeable for common stock orrighys to acquire common stock for a period of #&9s after the date of this prospectus,
without the prior written consent of Merrill Lynchubject to specific limited exceptions. See “Und@ing—No Sales of Similar Securities.”

In connection with the 180-day restricpediod with the underwriters, if either (1) duritige last 17 days of the lock-up period, we
release earning results or material news, or anmh&yent relating to us occurs or (2) beforegkpiration of the 180-day restricted period, we
announce that we will release earnings resultsiduhie 16-day period beginning on the last dayefit80-day period, then in either case the
expiration of the lock-up will be extended untietexpiration of the 18-day period beginning ondhte of the release of the earnings results or
the occurrence of the material news or event, picaple, unless Merrill Lynch waives, in writingiich an extension.

Merrill Lynch has informed us that they ot have a present intent or arrangement togeleay of the securities subject to the lock-up
provisions agreed to with the underwriters. Theasé of any lock-ups will be considered on a cgsealke basis. Merrill Lynch in its sole
discretion and at any time without notice releasaes or all of the shares subject to lock-up agrersigefore the expiration of the 180-day
lock-up period. When determining whether or notdi@ase shares from the lock-up agreements, Mewilth will consider, among other
factors, the stockholder’s reasons for requestiegé¢lease, the number of shares for which thaselés being requested and market conditions
at such time.

Additionally, Annaly has agreed with osat further lock-up period that will expire at tharlier of (i) the date which is three years
following the date of this prospectus or (ii) tleenhination of the management agreement.
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CERTAIN FEDERAL INCOME TAX CONSIDERATIONS

This section summarizes the materialf@dacome tax considerations that you, as an O\aeedefined in the immediately succeeding
paragraph) of shares of common stock, may consédevant. McKee Nelson LLP has acted as our taxisel) has reviewed this section and is
of the opinion that the discussion contained hefi@ity summarizes the federal income tax consegegthat are likely to be material to an
Owner of our shares of common stock. Because #uitios is a summary, it does not address all asgédaxation that may be relevant to
particular Owners of our common stock in light loéir personal investment or tax circumstancesy aettain types of Owners that are subject
to special treatment under the federal incomeaws) such as insurance companies, tax-exempt aegaomis (except to the extent discussed in
“—Taxation of Owners,—Taxation of Tax-Exempt Owridselow), regulated investment companies, partripssand other pass-through
entities (including entities classified as parthgrs for federal income tax purposes), financiatitntions or broker-dealers, and non-U.S.
individuals and foreign corporations (except to ééent discussed in “—Taxation of Owners,—Taxatibiroreign Owners” below) and other
persons subject to special tax rules.

You should be aware that in this sectiginen we use the term:

. “Code” we mean the Internal Revenue Code of 1986, as eede
. “Disqualified organizatio” we mean any organization described in section 89Q&)Y of the Code, including
i. the United State:
ii. any state or political subdivision of the Unitect8s;
iii. any foreign governmen
iv. any international organizatio
V. any agency or instrumentality of any of the foregp

Vi. any charitable remainder trust or other tax-exeongénization, other than a farmer’s cooperativedesd in
section 521 of the Code, that is exempt both frecotine taxation and from taxation under the unrdlbtesiness
taxable income provisions of the Code; i

vii.  any rural electrical or telephone cooperat
. “Domestic Owne” we mean an Owner that is a U.S. Per:
. “Foreign Owne” we mean an Owner that is not a U.S. Per
. “IRS;” we mean the Internal Revenue Serv
. “Owner” we mean any person having a beneficial ownershgréast in shares of our common stc
. “TMP,” we mean a taxable mortgage pool as that term isetkin section 7701(i)(2) of the Coc
. “U.S. Person,” we mean (i) a citizen or residentha&f United States; (ii) a corporation (or entigated as a corporation for

federal income tax purposes) created or organizéltel United States or under the laws of the Urfitsdes or of any state
thereof, including, for this purpose, the Disto€tColumbia; (iii) a partnership (or entity treatasl a partnership for tax purposes)
organized in the United States or under the lawtke@tnited States or of any state thereof, inciggdfor this purpose, the

District of Columbia (unless provided otherwisefbiure Treasury regulations); (iv) an estate whoseme is includible in gro:
income for federal income tax purposes regardlé#s source; or (v) a trust, if a court within thimited States is able to exerc
primary supervision over the administration of thest and one or more U.S. Persons have authoritpiitrol all substantial
decisions of the trust. Notwithstanding the prengdilause, to the extent provided in Treasury &gnns, certain trusts that we

in existence on August 20, 1996, that were treated.S. Persons prior to such date, and that telecintinue to be treated as
U.S. Persons, also are U.S. Pers
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The statements in this section and theiop of McKee Nelson LLP are based on the curfederal income tax laws. We cannot assure
you that new laws, interpretations of law or caletisions, any of which may take effect retroadyiveill not cause any statement in tl
section to be inaccurate. No assurance can be tgiaethe IRS would not assert, or that a courtldimot sustain, a position contrary to any of
the tax consequences described below. We haveuaghsand will not seek an advance ruling fromI&R® regarding any matter in this
prospectus.

This summary provides general informatioty and is not tax advice. We urge you to congaolltr tax advisor regarding the specific tax
consequences to you of the purchase, ownershipaladf our common stock and of our election téalxed as a REIT. Specifically, you
should consult your tax advisor regarding the feljetate, local, foreign, and other tax consegegmné such purchase, ownership, sale and
election, and regarding potential changes in appletax laws.

Taxation of Our Company

We plan to make an election to be taxseed REIT under Sections 856 through 860 of the @odemencing with our short taxable year
ended on December 31, 2007, upon filing our fedaame tax return for that year. We believe thatwere organized and have operated and
will continue to operate in such a manner as tdifyuar taxation as a REIT under the federal in@tax laws, but no assurances can be given
that we will operate in a manner so as to qualifyemnain qualified as a REIT. This section discashke laws governing the federal income tax
treatment of a REIT and the owners of REIT stodiede laws are highly technical and complex.

In connection with this offering, McKeesNon LLP is rendering an opinion that, providedtineely elect to be taxed as a REIT on our
first federal income tax return, we will qualify be taxed as a REIT for our short taxable year @wotieDecember 31, 2007, and our
organization and current and proposed method afatipe will enable us to continue to meet the reguients for qualification and taxation ¢
REIT for our taxable year ending December 31, 280F subsequent taxable years. Investors should/iée=dahat Mckee Nelson LLBopinior
is based upon customary assumptions, is conditiaped certain representations made by us as todlactatters, including representations
regarding the nature of our assets and the comdwttr business, and is not binding upon the IR8nyrcourt.

In addition, McKee Nelson LLP’s opinicbased on existing federal income tax law govergimalification as a REIT, which is subject
to change either prospectively or retroactively.rétiver, our qualification and taxation as a REIPpeatal upon our ability to meet on a
continuing basis, through actual annual operatsglts, certain qualification tests set forth ie federal income tax laws. Those qualification
tests involve the percentage of income that we frlam specified sources, the percentage of outtsiisat falls within specified categories, the
diversity of our stock ownership, and the perceatagour earnings that we distribute. McKee NelsbR will not review our compliance with
those tests on a continuing basis. Accordinglyasgurance can be given that our actual resultperftions for any particular taxable year will
satisfy such requirements. For a discussion ofghe&onsequences of our failure to qualify as alREée “—Failure to Qualify.”

If we qualify as a REIT, we generally wibt be subject to federal income tax on our téx@come that we currently distribute to our
stockholders, but taxable income generated by onregtic TRSs will be subject to regular federati(applicable state and local) corporate
income tax. However, we will be subject to fedeaal in the following circumstances:

. We will pay federal income tax on our taxable inegrimcluding net capital gain, that we do not distie to stockholders durin
or within a specified time period after, the calengear in which the income is earn

. We may be subject to the “alternative minimum tar”any items of tax preference including any deidustof net operating
losses

. We will pay federal income tax at the highest cogpe rate on

o] net income from the sale or other disposition afperty acquired through foreclosure, which we réfeas
foreclosure property, that we hold primarily fofesto customers in the ordinary course of businasd

o] other noi-qualifying income from foreclosure proper
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. We will pay a 100% tax on net income earned frotessar other dispositions of property, other tharetlosure property, that
hold primarily for sale to customers in the ordinaourse of busines

. If we fail to satisfy the 75% gross income testher 95% gross income test, as described below Urdéross Income Tests,”
but nonetheless continue to qualify as a REIT beeave meet other requirements, we will be subfeat100% tax or

o] the greater of the amount by which we fail the 7g%ss income test or the 95% gross income testjptied], in
either case, b

o] a fraction intended to reflect our profitabili

. If we fail to satisfy the asset tests by more thate minimis amount, as described below under “—eA$ssts,” as long as the



failure was due to reasonable cause and not teulileglect, we dispose of the assets or otheragseply with such asset tests
within six months after the last day of the quaitewhich we identify such failure and we file dhedule with the IRS describing
the assets that caused such failure, we will payx &qual to the greater of $50,000 or 35% of #teimcome from the non-
qualifying assets during the period in which weefdito satisfy such asset te:

If we fail to satisfy one or more requirements REIT qualification, other than the gross incomeasgesd the asset tests, and ¢
failure was due to reasonable cause and not dwélfiol neglect, we will be required to pay a petyabf $50,000 for each such
failure.

We may be required to pay monetary penalties tdRISein certain circumstances, including if we tailmeet recordkeepir
requirements intended to monitor our compliancé wides relating to the composition of a REIT scétiwolders, as described
below in“—Requirements for Qualificatic”

If we fail to distribute during a calendar yeatesst the sum of: (i) 85% of our REIT ordinary inw®for the year, (ii) 95% of o
REIT capital gain net income for the year and iy undistributed taxable income from earlier pasi we will pay a 4%
nondeductible excise tax on the excess of the reg@istribution over the amount we actually disited, plus any retained
amounts on which income tax has been paid at tipocate level

We may elect to retain and pay federal income tagur net long-term capital gain. In that case paBstic Owner would be
taxed on its proportionate share of our undistedubng-term capital gain (to the extent that wéenatimely designation of
such gain to the stockholder) and would receiveeditor refund for its proportionate share of the we paid

We will be subject to a 100% excise tax on trarnisastbetween us and any of our TRSs that are matumied on an arm’s-
length basis

If (&) we recognize excess inclusion income faaxable year as a result of our ownership of a 18ty interest in a TMP ¢
our ownership of a REMIC residual interest anddi® or more Disqualified Organizations is the rdamwner of shares of our
common stock during that year, then we will be sabjo tax at the highest corporate federal inctareate on the portion of the
excess inclusion income that is allocable to theqDalified Organizations. We do not anticipate owyrREMIC residual
interests; we may, however, own 100% of the equtgrests in one or more CDO offerings or one orartusts formed in
connection with our securitization transactiongd,ibtend to structure each CDO offering and eadu$ézation transaction so
that the issuing entity would not be classifiedda@MP. Se¢‘—Taxable Mortgage Poo”

If we acquire any asset from a C corporation, oomporation that generally is subject to full caigte-level tax, in a merger or
other transaction in which we acquire a basis énasset that is determined by reference eithéret&tcorporation’s basis in the
asset or to another asset, we will pay tax at tledst corporate federal income tax rate if we gatoe gain on the sale or
disposition of the asset during the 10-year pesifver we acquire the asset. The amount of gaininhwe will pay tax is the
lesser of.

o] the amount of gain that we recognize at the timihefsale or disposition, ai
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o] the amount of gain that we would have recognizedeithad sold the asset at the time we acquiredsyming that
the C corporation will not elect in lieu of thigatment to an immediate tax when the asset is 1@l

In addition, notwithstanding our qualiton as a REIT, we may also have to pay certaite sthd local income taxes, because not all
states and localities treat REITS in the same nraihia¢ they are treated for federal income tax psegs. Moreover, as further described below,
any domestic TRS in which we own an interest walldubject to federal, state and local corporatenectax on its taxable income. We could
also be subject to tax in situations and on traiwa not presently contemplated.

Requirements for Qualification
A REIT is a corporation, trust, or association tmetets each of the following requirements:
1. It is managed by one or more trusteetirectors.
2. Its beneficial ownership is evidenbgdransferable shares or by transferable cerntédaf beneficial interest.
3. It would be taxable as a domestic ampon, but for the REIT provisions of the feddralome tax laws.
4. It is neither a financial institutiolor an insurance company subject to special prmvisof the federal income tax laws.
5. At least 100 persons are beneficiatens of its shares or ownership certificates.

6. Not more than 50% in value of its ¢antsling shares or ownership certificates is owd@dctly or indirectly, by five or fewer
individuals, which the federal income tax laws defto include certain entities, during the last bébany taxable year. For purposes of this
requirement, indirect ownership will be determitgdapplying attribution rules set out in sectiort ®f the Code, as modified by section 856
(h) of the Code.

7. It elects to be taxed as a REIT, arimade such election for a previous taxable year satisfies all relevant filing and other
administrative requirements that must be met toteled maintain REIT qualification.

8. It meets certain other qualificatiests, described below, regarding the nature afidsme and assets.

We must meet requirements 1 through fhdwur entire taxable year and must meet requinefeluring at least 335 days of a taxable
year of twelve months, or during a proportionate péa taxable year of less than twelve monthgjukements 5 and 6 will apply to
beginning with our 2008 taxable year. If we compiyh all the requirements for ascertaining the okghg of our outstanding stock in a
taxable year and have no reason to know that watei requirement 6, we will be deemed to havesati requirement 6 for that taxable year.
For purposes of determining share ownership uregrirement 6, an “individual” generally includesupplemental unemployment
compensation benefits plan, a private foundatiom portion of a trust permanently set aside oduselusively for charitable purposes. An
“individual” generally does not include a trust tiga qualified employee pension or profit shatingt under the federal income tax laws,
however, and beneficiaries of such a trust wiltheated as owning our stock in proportion to tlaeiuarial interests in the trust for purposes of
requirement 6.

We believe that we will issue in thisesfhg common stock with sufficient diversity of oamhip to satisfy requirements 5 and 6. In
addition, our charter restricts the ownership aaddfer of our stock so that we should continusatisfy these requirements. The provisions of
our charter restricting the ownership and transféehe common stock are described in “Descriptib@apital Stock—Restrictions on
Ownership and Transfer.”

To monitor compliance with the share omh@ requirements, we generally are required tmtai@ records regarding the actual
ownership of our shares. To do so, we must demaitté statements each year from the record holofesgynificant percentages of our stock
pursuant to which the record holders must disclbseactual owners of the shares (i.e., the pensndred to include our dividends in their
gross income). We must maintain a list of thoseqes failing or refusing to comply with this demaasdpart of our records. We could be
subject to monetary penalties if we fail to compith these record keeping requirements. If youdaitefuse to comply with the demands, you
will be required by Treasury Regulations to subarstatement with your tax return disclosing youvakcownership of our shares and other
information. In addition, we must satisfy all re¢ex filing
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and other administrative requirements that mushbeto elect and maintain REIT qualification and ascalendar year for federal income tax
purposes. We intend to continue to comply with ¢hegjuirements.

Qualified REIT Subsidiaries

A corporation that is a “qualified REIlTlssidiary” is not treated as a corporation sepdrata its parent REIT. All assets, liabilities, and
items of income, deduction and credit of a qualifiREIT subsidiary are treated as assets, lials)i@d items of income, deduction and credit
of the REIT. A qualified REIT subsidiary is a corption, other than a TRS, all of the capital sto€khich is owned, directly or indirectly, by
the REIT. Thus, in applying the requirements désctiherein, any qualified REIT subsidiary that weaavill be ignored, and all assets,
liabilities, and items of income, deduction andditref such subsidiary will be treated as our asdegbilities, and items of income, deduction
and credit. If we own 100% of the equity interéata CDO issuer or other securitization vehicle thdreated as a corporation for tax purpa
that CDO issuer or other securitization vehicle lddae a qualified REIT subsidiary, unless we arel@pO issuer or other securitization
vehicle jointly elect to treat the CDO issuer dneatsecuritization vehicle as a TRS. It is antitgpathat CDO financings we enter into will be
treated as qualified REIT subsidiaries.

Other Disregarded Entities and Partnerships

An unincorporated domestic entity, suslagartnership, limited liability company, or trtisat has a single owner generally is not tre
as an entity separate from its parent for fedex@me tax purposes. An unincorporated domestityeniih two or more owners generally is
treated as a partnership for federal income tapgres. In the case of a REIT that is a partnempiarmership that has other partners, the REIT
is treated as owning its proportionate share oid®ets of the partnership and as earning itsaddlecshare of the gross income of the
partnership for purposes of the applicable REITli§joation tests. For purposes of the 10% valué¢ ese “—Asset Tests”), our proportionate
share is based on our proportionate interest irtjuity interests and certain debt securities bdyethe partnership. For all of the other asset
and income tests, our proportionate share is baseair proportionate interest in the capital inéésén the partnership. Our proportionate share
of the assets, liabilities, and items of incomeum§ partnership, joint venture or limited liabilitpmpany that is treated as a partnership for
federal income tax purposes in which we acquirstarest, directly or indirectly, will be treated aur assets and gross income for purposes of
applying the various REIT qualification requirenent

If a disregarded subsidiary of ours cedede wholly-owned-fer example, if any equity interest in the subsigis acquired by a pers
other than us or another disregarded subsidiaoudf—the subsidiary’s separate existence wouldngdr be disregarded for federal income
tax purposes. Instead, the subsidiary would havépteiowners and would be treated as either anpaship or a taxable corporation. Such an
event could, depending on the circumstances, aelyesffect our ability to satisfy the various asaetl gross income requirements applicab
REITs, including the requirement that REITs gergnalay not own, directly or indirectly, more thafi% of the securities of another
corporation. See “—Asset Tests” and “—Gross Incdrests.”

Taxable REIT Subsidiaries

A REIT is permitted to own up to 100%tloé stock of one or more TRSs. A TRS is a fullyatsle corporation that may earn income that
would not be qualifying income if earned directly the parent REIT. The subsidiary and the REIT nuistly elect to treat the subsidiary as a
TRS. A corporation with respect to which a TRS dliyeor indirectly owns more than 35% of the votipgwer or value of the stock will
automatically be treated as a TRS. We generally masaywn more than 10%, as measured by voting powealue, of the securities of a
corporation that is not a qualified REIT subsidiantess we and such corporation elect to treat sagboration as a TRS. Overall, no more
than 20% of the value of a REIT’s assets may copnéistock or securities of one or more TRSs.

The separate existence of a TRS or d¢éha@ble corporation, unlike a qualified REIT sultesig or other disregarded subsidiary as
discussed above, is not ignored for U.S. fedei@nme tax purposes. Accordingly, a domestic TRS dgeherally be subject to federal (and
applicable state and local income tax) corporaterime tax on its earnings, which may reduce the ftaghgenerated by us and our subsidia
in the aggregate and our ability to make distritmasito our stockholders.

A REIT is not treated as holding the &sséa TRS or other taxable subsidiary corporatioas receiving any income that the subsidiary
earns. Rather, the stock issued by the subsidiaagp asset in the hands of the REIT,
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and the REIT generally recognizes as income thidelvs, if any, that it receives from the subsigidihis treatment can affect the gross
income and asset test calculations that applyadrtBIT, as described below. Because a parent R&#$ dot include the assets and income of
such subsidiary corporations in determining theepgs compliance with the REIT requirements, sutfities may be used by the parent REIT
to undertake indirectly activities that the REITesumight otherwise preclude it from doing direatlythrough pass-through subsidiaries or
render commercially unfeasible (for example, atiéigithat give rise to certain categories of inca@meh as non-qualifying hedging income or
inventory sales).

Certain restrictions imposed on TRSsitended to ensure that such entities will be sttbijeappropriate levels of U.S. federal income
taxation. First, a TRS may not deduct interest payimade in any year to an affiliated REIT toaktent that such payments exceed,
generally, 50% of the TRS'’s adjusted taxable incéon¢hat year (although the TRS may carry forwtardand deduct in, a succeeding year the
disallowed interest amount if the 50% test is §iatilsin that year). In addition, if amounts arec¢otd a REIT or deducted by a TRS due to
transactions between the REIT and a TRS that extbeeamount that would be paid to or deducted pgréy in an arm’dength transaction, tt
REIT generally will be subject to an excise taxadn 100% of such excess. We intend to scrutialzef our transactions with any of our
subsidiaries that are treated as a TRS in an @ff@hsure that we do not become subject to thisestax; however, we cannot assure you that
we will be successful in avoiding this excise tax.

Gross Income Tests

We must satisfy two gross income testsially to maintain qualification as a REIT. Firat,least 75% of our gross income for each
taxable year must consist of defined types of inedhat we derive from investments relating to praperty or mortgages on real property, or
from qualified temporary investments. Qualifying@me for purposes of the 75% gross income testrgynancludes:

. rents from real propert

. interest on debt secured by a mortgage on reakpippr on interests in real proper

. dividends or other distributions on, and gain fribra sale of, shares in other REI

. gain from the sale of real estate ass

. any amount includible in gross income with resgiec regular or residual interest in a REMIC, usliess than 95% of tt

REMIC's assets are real estate assets, in which casa pniportionate amount of such income will qualdpnd

. income derived from certain temporary investme

Second, in general, at least 95% of sasgincome for each taxable year must consisianfime that is qualifying income for purpose
the 75% gross income test, other types of interedtdividends, gain from the sale or dispositiostotk or securities (provided that such stock
or securities are not inventory property, i.e.,qemty held primarily for sale to customers in thidioary course of business) or any combination
of these.

Gross income from the sale of inventagperty is excluded from both the numerator anddr@ominator in both income tests. Income
and gain from hedging transactions that we entertmhedge indebtedness incurred or to be incuoredquire or carry real estate assets will
generally be excluded from both the numerator aeddenominator for purposes of the 95% gross indestebut not the 75% gross income
test). We intend to monitor the amount of our noiadifying income and manage our investment pouxftdi comply at all times with the gross
income tests but we cannot assure you that webeiuccessful in this effort.

Interest

The term “interest,” as defined for pusps of both gross income tests, generally excladgsamount that is based in whole or in part on
the income or profits of any person. However, ies¢generally includes the following: (i) an amotirat is based on a fixed percentage or
percentages of gross receipts or sales and (@naunt that is based on the income or profits lmdr@ower, where the borrower derives
substantially all of its income from the real prayesecuring the debt by leasing substantiallyo&lts interest in the property, but only to the
extent that the amounts received by the borrowerddvbe qualifying “rents from real property” if reiwed directly by a REIT.
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If a loan contains a provision that desita REIT to a percentage of the borrower’s gaionuthe sale of the real property securing the
loan or a percentage of the appreciation in thpgnyg’s value as of a specific date, income atteble to that loan provision will be treated as
gain from the sale of the property securing theeghich generally is qualifying income for purpes# both gross income tests.

Interest on debt secured by a mortgagealhproperty or on interests in real propertgaserally qualifying income for purposes of the
75% gross income test. However, if the highestqggpisl amount of a loan outstanding during a taxgblar exceeds the fair market value of the
real property securing the loan as of the datdBE agreed to originate or acquire the loan, diponf the interest income from such loan
will not be qualifying income for purposes of thg%4 gross income test, but will be qualifying incofaepurposes of the 95% gross income
test. The portion of the interest income that wilt be qualifying income for purposes of the 75%sgrincome test will be equal to the portion
of the principal amount of the loan that is notwsed by real property (i.e., the amount by whioh ltten exceeds the value of the real estats
is security for the loan).

Interest, including original issue disnbor market discount, that we accrue on our refdte-related investments generally will be
qualifying income for purposes of both gross incdests. However, many of our investments will ntskcured by mortgages on real property
or interests in real property. Our interest incdroen those investments will be qualifying income paurposes of the 95% gross income tes
not the 75% gross income test. In addition, asudised above, if the fair market value of the retdte securing any of our investments is less
than the principal amount of the underlying loappation of the income from that investment will pgalifying income for purposes of the 9
gross income test but not the 75% gross income test

Fee Income

We may receive various fees in conneactiih our operations. The fees will be qualifyimgome for purposes of both the 75% gross
income and 95% gross income tests if they arevedeén consideration for entering into an agreememake a loan secured by a mortgage on
real property or an interest in real property drelfees are not determined by income or profisngfperson. Other fees are not qualifying
income for purposes of either gross income tesy. f&es earned by our TRS will not be included forgmses of the gross income tests.

Dividends

Our share of any dividends received faomg corporation (including any TRS that we formdualing the completion of this offering, and
any other TRS, but excluding any REIT or any qiedifREIT subsidiary) in which we own an equity net&t will qualify for purposes of the
95% gross income test but not for purposes of 8% @ross income test. Our share of any dividendsived from any other REIT in which we
own an equity interest will be qualifying income faurposes of both gross income tests.

Rents from Real Property
We currently do not intend to acquirel gaperty with the proceeds of this offering.
Hedging Transactions

We may, from time to time, enter into §ied) transactions with respect to the interestrigteassociated with our borrowings. To the
extent that we enter into a contract to hedge @sterate risk on indebtedness incurred to acquioawoy real estate assets, any income and gain
from such hedging transaction will be excluded frgmoss income for purposes of the 95% gross indestebut will be treated as non-
qualifying income for purposes of the 75% gros®ine test. To the extent that we hedge for othepgames, the resultant income or gain wil
treated as income that does not qualify under 5 8ross income or 75% gross income test unlessiceequirements are met. We intend to
structure any hedging transaction in a mannerdbas not jeopardize our status as a REIT but weatarssure you that we will be successful
in this regard. We may conduct some or all of cedlding activities through a TRS, the income froniclvimay be subject to federal income
tax, rather than participating in the arrangemdiresctly or through a partnership, qualified RELbsidiary or other disregarded subsidiary. No
assurance can be given, however, that our hedgingties will not give rise to income that doest gpialify for purposes of either or both of
the REIT gross income tests, and will not advera#figct our ability to satisfy the REIT qualificati requirements.

Failure to Satisfy Gross Income Tests

We intend to monitor the amount of ounsgualifying income and manage our assets to convjilythe gross income tests for each
taxable year for which we seek to maintain ounustats a REIT. We cannot assure you,
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however, that we will be able to satisfy the griome®me tests. If we fail to satisfy one or botttted gross income tests for any taxable year, we
may nevertheless qualify as a REIT for such yewaeifqualify for relief under certain provisionstbe Code. These relief provisions will be
generally available if (i) our failure to meet suelts was due to reasonable cause and not dudftd meglect, and (ii) we file with the IRS a
schedule describing the sources of our gross indnraecordance with Treasury Regulations. We capresdict, however, whether in all
circumstances, we would qualify for the benefitti#se relief provisions. In addition, as discussieove under “—Taxation of Our Company,”
even if the relief provisions apply, a tax wouldibosed upon the amount by which we fail to satiké particular gross income test.

Asset Tests

To qualify as a REIT, we also must sgtthe following asset tests at the end of eachtquaf each taxable year. First, at least 75% of
the value of our total assets must consist of soonebination of “real estate assets,” cash, casisitgovernment securities, and, under some
circumstances, stock or debt instruments purchastadhew capital. For this purpose, the term “restiate assets” includes interests in real
property (including leaseholds and options to aegreal property and leaseholds), stock of otheparations that qualify as REITs and
interests in mortgage loans secured by real proiextiuding certain types of mortgage backed siées). Assets that do not qualify for
purposes of the 75% test are subject to the additiasset tests described below.

Second, the value of our interest in ang issuer’s securities (other than debt and egeityrities issued by any of our TRSs, qualified
REIT subsidiaries, any other entity that is disrdgd as an entity separate from us, and any eouégest we may hold in a partnership) may
not exceed 5% of the value of our total assetsd] e may not own more than 10% of the voting poerel0% of the value of any one
issuer’s outstanding securities (other than debtesuity securities issued by any of our TRSs, ifjedIREIT subsidiaries, any other entity that
is disregarded as an entity separate from us, ap@@uity interest we may hold in a partnershipuih, no more than 20% of the value of our
total assets may consist of the securities of smaare TRSs. For purposes of the 10% value testieim “securities” does not include certain
“straight debt” securities.

Notwithstanding the general rule that,darposes of the gross income and asset tes|aiRtreated as owning its proportionate share
of the underlying assets of a partnership in witittolds a partnership interest, if a REIT holddehtedness issued by a partnership, the
indebtedness will be subject to, and may causelation of the asset tests, unless it is a qualifynortgage asset or otherwise satisfies the
rules for “straight debt.” Similarly, although stoof another REIT qualifies as a real estate dsseturposes of the REIT asset tests, non-
mortgage debt issued by another REIT may not stifgua

Any regular or residual interest thataven in a REMIC will generally qualify as real egtassets. However, if less than 95% of the
assets of a REMIC consist of assets that qualifgakestate assets, then we will be treated artgptlirectly our proportionate share of the
assets of such REMIC for purposes of the asset test

We believe that most of the real estatated securities that we expect to hold will baltdying assets for purposes of the 75% asset test
However, our investment in other asset-backed ge&xsjrbank loans and other instruments that ates@cured by mortgages on real property
will not be qualifying assets for purposes of thé6rasset test.

We will monitor the status of our asdetspurposes of the various asset tests and wak $& manage our portfolio to comply at all times
with such tests. There can be no assurance, howteatmwe will be successful in this effort. Indhiegard, to determine our compliance with
these requirements, we will need to estimate thgevaf our assets to ensure compliance with thetassts. We will not obtain independent
appraisals to support our conclusions concerniag/gttiues of our assets, and we will generally oslyepresentations and warranties of sellers
from whom we acquire mortgage loans concerninddae-to-value ratios for such mortgage loans. Meegpsome of the assets that we may
own may not be susceptible to precise valuatiothddigh we will seek to be prudent in making thestereates, there can be no assurance that
the IRS will not disagree with these determinatiand assert that a different value is applicalbleyhich case we might not satisfy the 75%
asset test and the other asset tests and would faialify as a REIT.

Failure to Satisfy Asset Tests
If we fail to satisfy the asset testdtssend of a quarter, we will not lose our REIT Ification if:
. we satisfied the asset tests at the end of thegireg calendar quarter; a
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. the discrepancy between the value of our assetthanasset test requirements arose from changke imarket values of our
assets and was not wholly or partly caused by ¢lyeiaition of one or more n-qualifying assets

If we did not satisfy the condition débed in the second bullet above, we still couldidwisqualification by eliminating any
discrepancy within 30 days after the close of thlermdar quarter in which it arose.

If we violate the 5% value test, 10% ugttest or 10% value test described above at ti@fany calendar quarter, we will not lose our
REIT qualification if (i) the failure is de minimi@p to the lesser of 1% of our total assets oriilllon) and (ii) we dispose of these assets or
otherwise comply with the asset tests within sixathe after the last day of the quarter. In the eeéa more than de minimis failure of any of
the asset tests, as long as the failure was digasonable cause and not to willful neglect, wénat lose our REIT qualification if we (i) file
with the IRS a schedule describing the assetscthaged the failure, (i) dispose of these assetsharwise comply with the asset tests within
six months after the last day of the quarter aiidp@y a tax equal to the greater of $50,000 pédurfe or an amount equal to the product of the
highest corporate income tax rate (currently 358@) the net income from the non-qualifying assetinguthe period in which we failed to
satisfy the asset tests.

Annual Distribution Requirements

To qualify as a REIT, we are requirediistribute dividends (other than capital gain dands) to our stockholders in an amount at least
equal to:

(A) the sum of
(i) 90% of our “REIT taxablecmme” (computed without regard to the dividendsiglgduction and our net capital gains), and
(i) 90% of the net income &ftax), if any, from foreclosure property (as dised below), minus

(B) the sum of certain items of non-casfome.

In addition, if we were to recognize “Inin-gain” (as defined below) on disposition ofyamssets acquired from a “C” corporation in a
transaction in which our basis in the assets wéarigéned by reference to the “C” corporation’s Bg$or instance, if the assets were acquired
in a tax-free reorganization), we would be requiiedistribute at least 90% of the built-in-gaicagnized net of the tax we would pay on such
gain. “Built-in-gain” is the excess of (a) the faiarket value of an asset (measured at the tiraeafisition) over (b) the basis of the asset
(measured at the time of acquisition).

Such distributions must be paid in theatde year to which they relate, or in the followitaxable year if either (i) we declare the
distribution before we file a timely federal inconae return for the year and pay the distributidthwr before the first regular dividend
payment after such declaration or (ii) we declagedistribution in October, November or Decembetheftaxable year, payable to stockholc
of record on a specified day in any such month,aadctually pay the dividends before the end otiday of the following year. The
distributions under clause (i) are taxable to tlen@rs of our common stock in the year in which paittl the distributions in clause (ii) are
treated as paid on December 31 of the prior taxgdde. In both instances, these distributions ediatour prior taxable year for purposes of the
90% distribution requirement.

We will pay federal income tax at corgertax rates on our taxable income, including agitel gain, that we do not distribute to
stockholders. Furthermore, if we fail to distribaliering each calendar year, or by the end of Jgrfedowing the calendar year in the case of
distributions with declaration and record dateBrfglin the last three months of the calendar yagleast the sum of (i) 85% of our REIT
ordinary income for such year, (ii) 95% of our REdpital gain income for such year and (iii) anglistributed taxable income from prior
periods, we will be subject to a 4% nondeductilxeise tax on the excess of such required distdbudiver the amounts actually distributed.
We generally intend to make timely distribution$fisient to satisfy the annual distribution requirents and to avoid corporate federal income
tax and the 4% nondeductible excise tax.

We may elect to retain, rather than diste, our net capital gain and pay tax on suchgydn this case, we could elect to have our
stockholders include their proportionate shareushsundistributed capital gains in income and teeiee a corresponding credit or refund, as
the case may be, for their share of the tax paidshystockholders would then increase the adjussi of their stock by the difference
between the designated amounts
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of capital gains from us that they include in thiakable income, and the tax paid on their behalidwith respect to that income.

To the extent that a REIT has availateeaperating losses carried forward from priorytears, such losses may reduce the amount of
distributions that it must make to comply with REIT distribution requirements. Such losses, howewdl generally not affect the character,
in the hands of stockholders, of any distributitivet are actually made by the REIT, which are galhetaxable to stockholders to the extent
that the REIT has current or accumulated earningspaofits. See “—Taxation of Stockholders, —Taaatof Taxable Domestic
Stockholders.”

We may find it difficult or impossible toeet distribution requirements in certain circiamses. Due to the nature of the assets in which
we will invest, we may be required to recognizeatalg income from those assets in advance of oeipecf cash flow on or proceeds from
disposition of such assets. For instance, we magdpgired to accrue interest and discount incommorigage loans, mortgage backed
securities, and other types of debt securitiest@résts in debt securities before we receive agynents of interest or principal on such assets.
Moreover, in certain instances we may be requivegttrue taxable income that we may not actuatiggeize as economic income. For
example, if we own a residual equity position imartgage loan securitization, we may recognizelitexancome that we will never actually
receive due to losses sustained on the underlyortgage loans. Although those losses would be didadleidor tax purposes, they would likely
occur in a year subsequent to the year in whichewegnized the taxable income. Thus, for any taxgbhr, we may be required to fund
distributions in excess of cash flow received froan investments. If such circumstances arise, théand our distribution requirement and
maintain our status as a REIT we may have to ss#ta at unfavorable prices, borrow at unfavortdstes, make taxable stock dividends, or
pursue other strategies. We cannot be assuredveoyvany such strategy would be successful if ashdlow were to become insufficient to
make the required distributions.

Under certain circumstances, we may e @hrectify a failure to meet the distributiorgterement for a year by paying “deficiency
dividends” to stockholders in a later year, whicaynbe included in our deduction for dividends pfaidthe earlier year. Thus, we may be able
to avoid being taxed on amounts distributed ascagfcy dividends; however, we will be required &y pnterest and a penalty to the IRS based
on the amount of any deduction taken for deficietieydends.

Failure to Qualify

If we falil to satisfy one or more requirents for REIT qualification, other than the grogsome tests and the asset tests, we could avoid
disqualification if our failure is due to reasorabhuse and not to willful neglect and we pay aftgrof $50,000 for each such failure. In
addition, there are relief provisions for a failafethe gross income tests and asset tests, aslobt “—Gross Income Tests” and “—Asset
Tests.”

If we fail to qualify for taxation as &Rl in any taxable year, and the relief provisidiesnot apply, we will be subject to tax (including
any applicable alternative minimum tax) on our tdgancome at regular federal corporate incomea#es. Distributions to stockholders in
year in which we fail to qualify will not be dedilde by us nor will they be required to be madesiich event, to the extent of current
accumulated earnings and profits, all distributitmstockholders will be taxable as ordinary incoared, subject to certain limitations of the
Code, corporate stockholders may be eligible ferdividends received deduction, and individual lshatders and other non-corporate
stockholders may be eligible to be taxed at theced 15% rate currently applicable to qualifieddind income (through 2010). Unless
entitled to relief under specific statutory prowiss, we will also be disqualified from taxationsaREIT for the four taxable years following the
year during which qualification was lost. We canpadict whether in all circumstances we would betled to such statutory relie

Prohibited Transactions

Net income derived by a REIT from a pbiteid transaction is subject to a 100% exciseTae.term “prohibited transaction” generally
includes a sale or other disposition of propertiéothan foreclosure property) that is held “pnityefor sale to customers in the ordinary
course of a trade or business.” Although we doempect that our assets will be held primarily falesto customers or that a sale of any of our
assets will be in the ordinary course of our bussnéhese terms are dependent upon the partiadts dnd circumstances, and we cannot a
you that we will never be subject to this excise Ehe 100% tax does not apply to gains from the sbproperty that is held through a TRS
other taxable corporation, although such incomébeilsubject to tax in the hands of the corporasibregular federal corporate income tax
rates.
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Foreclosure Property

A REIT is subject to tax at the maximuanporate rate (currently 35%) on any income fromeétosure property, including gain from 1
disposition of such foreclosure property, othentircome that otherwise would be qualifying incofmepurposes of the 75% gross income
test. Foreclosure property is real property andmergonal property incident to such real propdjtsh@t is acquired by a REIT as result of the
REIT having bid on such property at foreclosurehaving otherwise reduced the property to ownershipossession by agreement or process
of law, after there was a default (or default wasinent) on a lease of such property or a mortd@ae held by the REIT and secured by the
property, (ii) for which the related loan or leaga&s acquired by the REIT at a time when default m@smminent or anticipated and (iii) for
which such REIT makes a proper election to treafpitoperty as foreclosure property. Any gain friwe $ale of property for which a
foreclosure election has been made will not beesathip the 100% excise tax on gains from prohibitadsactions described above, even if the
property would otherwise constitute inventory oaleée property in the hands of the selling REIT. Bdenot expect to receive income from
foreclosure property that is not qualifying incofoe purposes of the 75% gross income test. Howeéf/@e do receive any such income, we
intend to make an election to treat the relateg@my as foreclosure property.

Taxable Mortgage Pools

An entity, or a portion of an entity, miag classified as a TMP under the Code if (i) sattslly all of its assets consist of debt
obligations or interests in debt obligations, fiipre than 50% of those debt obligations are raat@snortgage loans, interests in real estate
mortgage loans or interests in certain mortgageked securities as of specified testing dati@sth@ entity has issued debt obligations thatd
two or more maturities and (iv) the payments rezplito be made by the entity on its debt obligatitiesr a relationshipto the payments to t
received by the entity on the debt obligations thholds as assets. Under Treasury Regulatiomsssfthan 80% of the assets of an entity (or a
portion of an entity) consist of debt obligatiotieese debt obligations are considered not to caagsubstantially all” of its assets, and
therefore the entity would not be treated as a TMP.

We do not intend to structure or entéo Becuritization or financing transactions that eause us to be viewed as owning interests in
one or more TMPs. Generally, if an entity or a jporof an entity is classified as a TMP, then thétg or portion thereof is treated as a taxable
corporation and it cannot file a consolidated fatlercome tax return with any other corporationhbwever, a REIT owns 100% of the equity
interests in a TMP, then the TMP is a qualified REUbsidiary and, as such, ignored as an entitgraggpfrom the REIT.

If, notwithstanding our intent to avoidving the issuing entity in any of our securitigator financing transactions classified as a TMP,
one or more of such transactions was so classifiet, as long as we owned 100% of the equity isteti@ the issuing entity, all or a portion of
the income that we recognize with respect to ovestment in the issuing entity will be treated ssess inclusion income. Section 860E(c) of
the Code defines the term “excess inclusion” withpect to a residual interest in a REMIC. The IIR8yever, has yet to issue guidance on the
computation of excess inclusion income on equitgrests in a TMP held by a REIT. Generally, howgegcess inclusion income with respect
to our investment in any TMP and any taxable yaliraqual the excess of (i) the amount of incomeagerue on our investment in the TMP
over (ii) the amount of income we would have acdrifi@ur investment were a debt instrument havingsaue price equal to the fair market
value of our investment on the day we acquiredd a yield to maturity equal to 120% of the long¥teapplicable federal rate in effect on the
date we acquired our interest. The term “applicéddieral rate” refers to rates that are based aghted average yields for treasury securities
and are published monthly by the IRS for use iiousrtax calculations. If we undertake securitmatiransactions that are TMPs, the amount
of excess inclusion income we recognize in anylikxgear could represent a significant portion wf ital taxable for that year.

Although we intend to structure our s@@ation and financing transactions so that we nat recognize any excess inclusion income,
we cannot assure you that we will always be sufgkissthis regard. If, notwithstanding our intemte recognized excess inclusion income,
then under guidance issued by the IRS we woulegeired to allocate the excess inclusion incomegntmnately among the dividends we
pay to our stockholders and we must notify ourlgtotders of the portion of our dividends that regemgts excess inclusion income. The portion
of any dividend you receive that is treated as ex@eclusion income is subject to special rulesstFyour taxable income can never be less
the sum of your excess inclusion income for the;yeecess inclusion income cannot be offset withaperating losses or other allowable
deductions. Second, if you are a tax-exempt orgaioiz your excess inclusion income is subject eouhrelated business income tax, then the
excess inclusion portion of any dividend you reeenill be treated as unrelated business taxablteniec Third, dividends
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paid to Foreign Owners who hold stock for investtreard not in connection with a trade or businesglooted in the United Sates will be
subject to United States federal withholding tatheut regard to any reduction in rate otherwisevedld by any applicable income tax treaty.

If we recognize excess inclusion incoarg] one or more Disqualified Organizations areneébolders of shares of common stock, we
will be taxable at the highest federal corporat®ine tax rate on the portion of any excess inclugioome equal to the percentage of our s
that is held by Disqualified Organizations. In swaltumstances, we may reduce the amount of otnitwlions to a Disqualified Organization
whose stock ownership gave rise to the tax. Tegtent that our common stock owned by Disqualifiedanizations is held by a broker/de:
or other nominee, the broker/dealer or other nomimeuld be liable for a tax at the highest corpotak rate on the portion of our excess
inclusion income allocable to our common stock hmBldhe broker/dealer or other nominee on behatfiefDisqualified Organizations.

If we own less than 100% of the equityerasts in a TMP, the foregoing rules would nothapRather, the entity would be treated as a
corporation for federal income tax purposes andlavpotentially be subject to federal corporate meatax. This could adversely affect our
compliance with the REIT gross income and ass&t tisscribed above. We currently do not have, anctotly do not intend to enter into any
securitization or financing transaction that isMM'in which we own some, but less than all, ofeéheity interests, and we intend to monitor
structure of any TMPs in which we have an intetestnsure that they will not adversely affect datiss as a REIT. We cannot assure you that
we will be successful in this regard.

Taxation of Owners
Taxation of Taxable Domestic Owners

DistributionsAs long as we qualify as a REIT, distributions waka to our taxable Domestic Owners out of currertocumulated
earnings and profits (and not designated as cagaial dividends) will be taken into account by thasnordinary income. Dividends we pay to a
corporation will not be eligible for the dividendzceived deduction. In addition, distributions wakm to individuals and other Owners that are
not corporations generally will not be eligible the 15% reduced rate of tax currently (through®@0d effect for “qualified dividend income.”
However, provided certain holding period and otleguirements are met, an individual or other nomparate Owner will be eligible for the
15% reduced rate with respect to (i) distributiattsibutable to dividends we receive from certa@f torporations, such as our TRSs, and (ii)
distributions attributable to income upon which meve paid corporate income tax.

Distributions that we designate as capién dividends will be taxed as long-term capifains (to the extent that they do not exceed our
actual net capital gain for the taxable year) withegard to the period for which you have ownedammmon stock. However, corporate
Owners may be required to treat up to 20% of aertapital gain dividends as ordinary income. Loaigrt capital gains are generally taxable at
maximum federal rates of 15% (through 2010) indage of individuals, trusts and estates, and 35&#teicase of corporations.

Rather than distribute our net capitahgawe may elect to retain and pay the federalrime tax on them, in which case you will (i)
include your proportionate share of the undistelutet capital gains in income, (ii) receive a itrfed your share of the federal income tax we
pay and (iii) increase the basis in your commoulstry the difference between your share of thetahgain and your share of the credit.

Distributions in excess of our currentl @ccumulated earnings and profits will not be bdex#o you to the extent that they do not exceed
your adjusted tax basis in our common stock you,dwhrather, will reduce your adjusted tax basigaur common stock. Assuming that -
common stock you own is a capital asset, to thergxhat such distributions exceed your adjustedvésis in the common stock you own, you
must include them in income as long-term capitah ger short-term capital gain if the common stbels been held for one year or less).

If we declare a dividend in October, NaMxer or December of any year that is payable tcksimders of record on a specified date in
any such month, but actually distribute the ama@diared in January of the following year, then yust treat the January distribution as
though you received it on December 31 of the yeavhich we declared the dividend. In addition, wayrelect to treat other distributions after
the close of the taxable year as having been paidgithe taxable year, but you will be treatedhaging received these distributions in the
taxable year in which they are actually made.

To the extent that we have availableopefrating losses and capital losses carried fordvard prior tax years, such losses may reduce
the amount of distributions that we must make tmoly with the REIT distribution
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requirements. See “—Annual Distribution Requirersénbuch losses, however, are not passed througbu@nd do not offset your income
from other sources, nor would they affect the ctigraof any distributions that you receive from ysy will be subject to tax on those
distributions to the extent that we have curreraarumulated earnings and profits.

Although we do not expect to recognizg excess inclusion income, if we did recognize sgdaclusion income, we would identify a
portion of the distributions that we make to yole&sess inclusion income. Your taxable income @renbe less than the sum of your excess
inclusion income for the year; excess inclusioroine cannot be offset with net operating losseglerallowable deductions. See “—Taxable
Mortgage Pools.”

Dispositions of Our Stockny gain or loss you recognize upon the sale oemwdlisposition of our common stock will generally dapita
gain or loss for federal income tax purposes, aitico@ long-term capital gain or loss if you heltetcommon stock for more than one year. In
addition, any loss you recognize upon a sale onaxge of our common stock that you have ownedixamenths or less (after applying cert
holding period rules) will generally be treatedsdsng-term capital loss to the extent of distribug received from us that you are required to
treat as long-term capital gain.

If you recognize a loss upon a disposittbour common stock in an amount that exceedgscpbed threshold, it is possible that the
provisions of recently adopted Treasury Regulatiomslving “reportable transactions” could applyithwva resulting requirement to separately
disclose the loss-generating transaction to the WRislle these regulations are directed towards Staelters,” they are written quite broadly,
and apply to transactions that would not typichllyconsidered tax shelters. In addition, recenthceed legislation imposes significant
penalties for failure to comply with these requiests. You should consult your tax advisor concey@iny possible disclosure obligation with
respect to the receipt or disposition of our comrstmrtk, or transactions that might be undertakegctly or indirectly by us. Moreover, you
should be aware that we and other participantsaérnransactions involving us (including our advionay be subject to disclosure or other
requirements pursuant to these regulations.

Amounts that you are required to inclidéaxable income with respect to our common stgmk own, including taxable distributions
and the income you recognize with respect to uribiged net capital gain, and any gain recognizeshuyour disposition of our common
stock, will not be treated as passive activity meo You may not offset any passive activity loggas may have, such as losses from limited
partnerships in which you have invested, with inegrou recognize with respect to our shares of comstack. Generally, income you
recognize with respect to our common stock wiltieated as investment income for purposes of thestment interest limitations.

Information Reporting and Backup Withtio¢d We will report to our stockholders and to the IR8 amount of distributions we pay
during each calendar year and the amount of tawitdnold, if any. Under the backup withholding rsilegou may be subject to backup
withholding at a current rate of 28% with respectlistributions unless you:

l. are a corporation or come within certain other gxecategories and, when required, demonstratdabisor

Il. provide a taxpayer identification number, certista no loss of exemption from backup withholdiagd otherwise comply with
the applicable requirements of the backup withimgdiles.

Any amount paid as backup withholdingl wé creditable against your income tax liabilfpr a discussion of the backup withholding
rules as applied to foreign owners, see “—TaxabibRoreign Owners.”

Taxation of Tax-Exempt Owners

Tax-exempt entities, including qualifieshployee pension and profit sharing trusts andviddal retirement accounts, are generally
exempt from federal income taxation. However, tasy subject to taxation on their unrelated busiteesable income (“UBTI"). Provided that
a tax-exempt Owner (i) has not held our commonksésc*debt financed property” within the meaningted Code and (i) has not used our
common stock in an unrelated trade or businessyatadhat we distribute to tax-exempt Owners gelyesaould not constitute UBTI.
However, a tax-exempt Owner’s allocable share gfeatess inclusion income that we recognize wilsblject to tax as UBTI. See “—
Taxable Mortgage Pools.” We intend to structuresmauritization and financing transactions so Weatvill avoid recognizing any excess
inclusion income.
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Tax-exempt Owners that are social clubgjntary employee benefit associations, suppleatememployment benefit trusts and
qualified group legal services plans, exempt fraxation under special provisions of the federabme tax laws, are subject to different UBTI
rules, which generally will require them to chagaie distributions that they receive from us asTUB

In certain circumstances, a qualified Eyge pension trust or profit sharing trust thahewnore than 10% of our stock could be reqt
to treat a percentage of the dividends that itivesefrom us as UBTI if we are a “pension-held REMe will not be a pension-held REIT
unless either (a) one pension trust owns more 268 of the value of our stock or (b) a group ofgien trusts individually holding more than
10% of our stock collectively owns more than 50%haf value of our stock. However, the restrictionsownership and transfer of our stock
described under “Description of Capital Stock—Resbns on Ownership and Transfer” are designedraather things to prevent a tax-
exempt entity from owning more than 10% of the eatdi our stock, thus making it unlikely that we Mikcome a pension-held REIT.

Taxation of Foreign Owners

The following is a summary of certain Uf€deral income and estate tax consequences ofithership and disposition of our common
stock applicable to a foreign owner.

If a partnership, including for this poge any entity that is treated as a partnership) #8r federal income tax purposes, holds our
common stock, the tax treatment of a partner irpiénership will generally depend upon the stafube partner and the activities of the
partnership. An investor that is a partnership hguikoreign Owners as partners should consultitadaisors about the U.S. federal income
consequences of the acquisition, ownership anasligpn of our common stock.

The discussion is based on current lagvisufior general information only. The discussiaidi@sses only certain and not all aspects of
U.S. federal income and estate taxation.

Ordinary Dividend Distributiong.he portion of dividends received by a Foreign Ompegyable out of our current and accumulated
earnings and profits that are not attributableupaapital gains and that are not effectively cated with a U.S. trade or business of the
Foreign Owner will be subject to U.S. withholdiraxtat the rate of 30% (unless reduced by an afgdidacome tax treaty). In general, a
Foreign Owner will not be considered engaged in& ttade or business solely as a result of itsessitip of our common stock. In cases
where the dividend income from a Foreign Ownenrgestment in our common stock is (or is treateceffectively connected with the Foreign
Owner’s conduct of a U.S. trade or business, threigfp Owner generally will be subject to U.S. taxgeaduated rates, in the same manner as
Domestic Owners are taxed with respect to suclddivds (and may also be subject to the 30% brarmdhsptax in the case of a foreign owner
that is a foreign corporation). If a Foreign Owitethe record holder of shares of our common staekplan to withhold U.S. income tax at the
rate of 30% on the gross amount of any distribugaid to a Foreign Owner unless:

. a lower income treaty rate applies and the For@gmer provides us with an IRS Form W-8BEN evidegaéfigibility for that
reduced rate; c

. the Foreign Owner provides us with an IRS Forl-8ECI certifying that the distribution is effectiyetonnected incom:e

Under some income tax treaties, lowehkagtding tax rates do not apply to ordinary dividerirom REITs. Furthermore, reduced treaty
rates are not available to the extent that distidiog are treated as excess inclusion income. Sekakable Mortgage Pools.” We intend to
structure our securitization and financing transast so that we will avoid recognizing any excessusion income.

Non-Dividend Distribution®istributions we make to a Foreign Owner that areaonsidered to be distributions out of our currd
accumulated earnings and profits will not be subjed).S. federal income or withholding tax unléss distribution exceeds the Foreign
Owner’s adjusted tax basis in our common stocketitne of the distribution and, as described betbe Foreign Owner would otherwise be
taxable on any gain from a disposition of our comratock.. If it cannot be determined at the tingisdribution is made whether or not such
distribution will be in excess of our current arcd@mulated earnings and profits, the entire distiim will be subject to withholding at the rate
applicable to dividends. A Foreign Owner may, hogregeek a refund of such amounts from the IRSsfsubsequently determined that the
distribution was, in fact, in excess of our current accumulated earnings and profits, providegtbper forms are timely filed with the IRS
by the Foreign Owner.
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Capital Gain Dividend®istributions that we make to Foreign Owners thiatadtributable to our disposition of U.S. realpeay
interests (“USRPI,” which term does not includeehaists in mortgage loans and mortgage backed 8esydre subject to U.S. federal income
and withholding taxes pursuant to the Foreign Itmesit in Real Property Act of 1980, or FIRPTA, andy also be subject to branch profits
tax if the Foreign Owner is a corporation thatas entitled to treaty relief or exemption. Althougle do not anticipate recognizing any gain
attributable to the disposition of USRPI, as dediby FIRPTA, Treasury Regulations interpreting BiRPTA provisions of the Code impose a
withholding tax at a rate of 35% on all of our ¢apgain dividends (or amounts we could have degighas capital gain dividends) paid to
Foreign Owners, even if no portion of the capit@ihg we recognize during the year are attributeblzur disposition of USRPI. However, in
any event, the FIRPTA rules will not apply to distitions to a Foreign Owner so long as (i) our camratock is regularly traded (as definec
applicable Treasury Regulations) on an establisieedrities market, and (ii) the Foreign Owner oatiually or constructively) no more than
5% of our common stock at any time during the oearyperiod ending with the date of the distribution

Dispositions of Our Stoddnless our common stock constitutes a USRPI, acdadar common stock by a Foreign Owner generally w
not be subject to U.S. federal income tax undeiPHIR. We do not expect that our common stock witisttute a USRPI. Our common stock
will not constitute a USRPI if less than 50% of assets throughout a prescribed testing periodstasfsinterests in real property located
within the United States, excluding, for this pusppinterest in real property solely in the capyaast a creditor. Even if the foregoing test is not
met, our common stock will not constitute a USRRVé are a domestically controlled REIT. A “domeatly controlled REIT” is a REIT in
which, at all times during a specified testing pdriless than 50% in value of its shares is hefecdy or indirectly by foreign owners.

Even if we do not constitute a domesljcabntrolled REIT, a Foreign Owner’s sale of oonumon stock generally will still not be
subject to tax under FIRPTA as a sale of a USR&Viged that (i) our stock is “regularly traded” @efined by applicable Treasury
Regulations) on an established securities marke&{igrthe selling Foreign Owner has owned (actual constructively) 5% or less of our
outstanding common stock at all times during a igelctesting period.

If gain on the sale of our stock werejsabto taxation under FIRPTA, the Foreign Owneuldogenerally be subject to the same
treatment as a Domestic Owner with respect to gadah (subject to applicable alternative minimum daxi a special alternative minimum tax
in the case of nonresident alien individuals) drelgurchaser of the common stock could be reqairedthhold 10% of the purchase price and
remit such amount to the IRS.

Capital gains not subject to FIRPTA witinetheless be taxable in the United States taeidfoOwner in two cases. First, if the Foreign
Owner’s investment in our common stock is effedfivannected with a U.S. trade or business condueyesuch Foreign Owner, the Foreign
Owner will generally be subject to the same treatnas a Domestic Owner with respect to such ganofd, if the Foreign Owner is a
nonresident alien individual who was present inUinied States for 183 days or more during thelibexgear and has a “tax home” in the
United States, the nonresident alien individual & subject to a 30% tax on the individual's calpgain.

Estate TaxOur common stock owned or treated as owned bydimidual who is not a citizen or resident of theitdd States (as
specially defined for U.S. federal estate tax pags) at the time of death will be includible in thdividual's gross estate for U.S. federal es
tax purposes, unless an applicable estate tay tpeavides otherwise. Such individual's estate thaysubject to U.S. federal estate tax on the
property includible in the estate for U.S. federstiate tax purposes.

Other Tax Consequences

Possible Legislative or Other Actionsesfing Tax Consequencégospective investors should recognize that thegmtefederal income
tax treatment of an investment in our common stoely be modified by legislative, judicial or adminigive action at any time, and that any
such action may affect investments and commitmgregiously made. The rules dealing with federabme taxation are constantly under
review by persons involved in the legislative psxand by the IRS and Treasury Department, regutinevisions of regulations and revised
interpretations of established concepts as wedtatsitory changes. Revisions in federal tax lavesiaterpretations thereof could adversely
affect the tax consequences of an investment irconmmon stock.
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State and Local Tax&¥e and our stockholders may be subject to stalecaf taxation in various state or local jurisdiets, including
those in which we or they transact business odeedihe state and local tax treatment may not econfo the federal income tax consequences

discussed above. Consequently, prospective ingeshmuld consult their own tax advisors regardiegdffect of state and local tax laws on an
investment in our common stock.
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UNDERWRITING

We intend to offer the shares throughuheerwriters. Merrill Lynch, Pierce, Fenner & Smihcorporated, Credit Suisse Securities
(USA) LLC, and Deutsche Bank Securities Inc. aitingcas the representatives of the underwritersetbbelow. Subject to the terms and
conditions described in a purchase agreement an®agd the underwriters, we have agreed to steteinderwriters and the underwriters
severally have agreed to purchase from us, the auoftshares listed opposite their names below.

Number

Underwriter of Shares
Merrill Lynch, Pierce, Fenner & Smith Incorporal 12,666,66
Credit Suisse Securities (USA) LL 7,083,33.
Deutsche Bank Securities Ir 7,083,33.
J.P. Morgan Securities In 2,666,66
Keefe, Bruyette & Woods, In 2,666,66
Bear, Stearns & Co. In 1,166,66
Total 33,333,33

The underwriters have agreed to purchs# the shares sold under the purchase agreeiremy of these shares are purchased. If an
underwriter defaults, the purchase agreement pesuidat the purchase commitments of the aefiulting underwriters may be increased o
purchase agreement may be terminated.

We have agreed to indemnify the undeassitgainst certain liabilities, including lialigis under the Securities Act of 1933, as amer
and to contribute to payments the underwriters beayequired to make in respect of those liabiljtieghe extent set forth in the purchase
agreement.

The underwriters are offering the shasebject to prior sale, when, as and if issuechtbaccepted by them, subject to approval of legal
matters by their counsel, including the validitytloé shares, and other conditions contained iptinehase agreement, such as the receipt k
underwriters of officer’s certificates and legaimipns. The underwriters reserve the right to wiétvd, cancel or modify offers to the public and
to reject orders in whole or in part.

Commissions and Discounts

The representatives have advised ughieainderwriters propose initially to offer the ssto the public at the initial public offering
price on the cover page of this prospectus an@&beds at that price less a concession not in exafe.54 per share. The underwriters may
allow, and the dealers may reallow, a discounimetxcess of $.10 per share to other dealers. #Afeemitial public offering, the public offerir
price, concession and discount may be changed.

The following table shows the public ofifg price, underwriting discount and proceeds befxpenses to us. The information assumes
either no exercise or full exercise by the undeessi of their overallotment option.

Per Share Without Option With Option

15.0C $ 500,000,01 $ 575,000,01
937t % 31,250,00 $ 35,937,50
14.062¢ $ 468,750,00 $ 539,062,50

Public offering price
Underwriting discoun
Proceeds, before expenses, t

@ AP

The expenses of this offering, not inahgdthe underwriting discount, are estimated ad8Q,000 and are payable by us.
Overallotment Option

We have granted an option to the undéewgito purchase up to 5,000,000 additional shetréiee public offering price less the
underwriting discount. The underwriters may exex¢fis option for 30 days from the date of thisgpectus solely to cover any overallotme
If the underwriters exercise this option, each w#lobligated,
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subject to conditions contained in the purchaseegent, to purchase a number of additional shaogmgionate to that underwriter’s initial
amount reflected in the above table.

No Sales of Similar Securities

Pursuant to certain “lock-up” agreemewnts, Annaly and our executive officers and direstosve agreed, subject to certain exceptions,
not to offer, sell, contract to sell, announce amgntion to sell, pledge or otherwise disposedogctly of indirectly, or file with the SEC a
registration statement under the Securities Aettirgd to, any common shares or securities converititto or exchangeable or exercisable for
any common shares without the prior written consémerrill Lynch for a period of 180 days aftertldate of this prospectus. Specifically, we
and these other individuals have agreed, with iteeteceptions, not to directly or indirectly:

. offer, pledge, sell or contract to sell any comnstotk;

. sell any option or contract to purchase any comstook;

. purchase any option or contract to sell any comstook;

. grant any option, right or warrant for the saleany common stocl

. lend or otherwise dispose of or transfer any comstook;

. request or demand that we file a registration stat# related to the common stock;

. enter into any swap or other agreement that tra;sfewhole or in part, the economic consequeriaamership of any commc

stock whether any such swap or transaction is teeltéed by delivery of shares or other securifiesash or otherwist

This lock-up provision applies to commatack and to securities convertible into or excleside or exercisable for or repayable with
common stock. It also applies to common stock owred or acquired later by the person executingatireement or for which the person
executing the agreement later acquires the poweispbsition.

The 180-day restricted period will becamatically extended if (1) during the last 17 daji¢he lock-up restricted period, we issue an
earnings release or material news or a materialteedating to us occurs or (2) before the exparaf the 180-day restricted period, we
announce that we will release earnings resultsooimes aware that material news or a material evidrdccur during the 16-day period
beginning on the last day of the 180-day restrigtexdod, in which case the restrictions describdgalva will continue to apply until the
expiration of the 18-day period beginning on theu@nce of the earnings release or the occurrerite ofiaterial news or material event. The
exceptions permit us, among other things and stiljeestrictions, to issue common stock or optipassuant to our long term equity incent
plan or pursuant to the exercise of employee sttions or other awards.

Additionally, Annaly has agreed with vsat further lock-up period that will expire at tharlier of (i) the date which is three years
following the date of this prospectus or (i) teemination of the management agreement.

New York Stock Exchange Listing

Our common stock has been approveddting on the New York Stock Exchange under the fit®IM”. To meet the requirements
for listing on that exchange, the underwriters wildertake to sell lots of 100 or more sharesrtoramum of 400 U.S. beneficial holders and
thereby establish at least 1,100,000 shares it Bepublic float having a minimum aggregate maxkdtie of $60,000,000 in the U.S.

Offering Price Determination

Before this offering, there has been uablio market for our common stock. The initial pistffering price will be determined by
negotiation between the underwriters and us. lnitiatdo prevailing market conditions, the prindifiactors to be considered in determining
the initial public offering price include:

. the information set forth in this prospectus artieowvise available to the underwrite
. the history of, and the prospects for, our compamy the industry in which we will compe’
. the prospects for our future earnin
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. the present state of our development and our cufireancial condition



. the general condition of the securities marketbatime of this offering; an

. the recent market prices of, and the demand fdoligy-traded common stock of generally comparable congse

An active trading market for the sharesymot develop. It is also possible that afterdffering the common stock will not trade in the
public market at or above the initial public offegiprice.

The underwriters do not expect to seltertban 5% of the shares in the aggregate to atsower which they exercise discretionary
authority.

Price Stabilization, Short Positions and Penalty Ris

Until the distribution of the shares @npleted, SEC rules may limit underwriters andisglgroup members from bidding for and
purchasing our common stock. However, the repratgas may engage in transactions that stabiliegtite of the common stock, such as
bids or purchases to peg, fix or maintain thatepric

If the underwriters create a short posiin the common stock in connection with the affgri.e., if they sell more shares than are listed
on the cover of this prospectus, the representativey reduce that short position by purchasingeshiarthe open market. The representatives
may also elect to reduce any short position byasieg all or part of the overallotment option déised above. Purchases of the common stock
to stabilize its price or to reduce a short positieay cause the price of the common stock to bieehithan it might be in the absence of such
purchases.

The representatives may also impose alfyelid on underwriters and selling group memb@&rgs means that if the representatives
purchase shares in the open market to reduce thexwriters’ short position or to stabilize the jgriaf such shares, they may reclaim the
amount of the selling concession from the undeessitind selling group members who sold those shaihesimposition of a penalty bid may
also affect the price of the shares in that it@isages resales of those shares.

Neither we nor any of the underwriterskasaany representation or prediction as to thectiine or magnitude of any effect that the
transactions described above may have on the pfittee common stock. In addition, neither we noy ahthe underwriters makes any
representation that the representatives will engragfgese transactions or that these transactam® commenced, will not be discontinued
without notice.

Selling Restrictions

This prospectus does not constitute &r off, or an invitation by or on behalf of us,layr or on behalf of the underwriters, to subscribe
for or purchase, any of the shares in any jurigglicto any person to whom it is unlawful to makefsan offer or solicitation in that
jurisdiction. The distribution of this prospectusdahe offering of the shares in certain jurisdio may be restricted by law. We and
underwriters require persons into whose possesismprospectus comes to inform themselves abalit@nbserve any such restrictions.

In relation to each Member State of theopean Economic Area which has implemented theg@aius Directive (each, a Relevant
Member State), each underwriter has representedgumeegd that with effect from and including theedait which the Prospectus Directive is
implemented in that Relevant Member State (or talevant Implementation Date) it has not made atidnat make an offer of common stock
to the public in that Relevant Member State betbegpublication of a prospectus in relation to¢benmon stock which has been approved by
the competent authority in that Relevant MembeteSta, where appropriate, approved in another ReleMember State and notified to the
competent authority in that Relevant Member Staten accordance with the Prospectus Directiveepk that it may, with effect from and
including the Relevant Implementation Date, makeff@r of common stock to the public in that Reletvilember State at any time:

. to legal entities which are authorized or reguldtedperate in the financial markets or, if notsmhorized or regulated, whose
corporate purpose is solely to invest in securi

. to any legal entity which has two or more of (i)arerage of at least 250 employees during thditestcial year; (ii) a total
balance sheet of more than €43,000,000 and (ii§renual net turnover of more than €50,000,000haws in its last annual or
consolidated accounts;
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. in any other circumstances which do not requireptiiglication by the Issuer of a prospectus purst@aiticle 3 of the
Prospectus Directive

For the purposes of this provision, thpression an “offer of common stock to the publictelation to any common stock in any
Relevant Member State means the communicationyifiaam and by any means of sufficient informationtbe terms of the offer and the
common stock to be offered so as to enable antovesdecide to purchase or subscribe the comnumk sas the same may be varied in that
Relevant Member State by any measure implemertiadrtospectus Directive in that Relevant MembeteStad the expression Prospectus
Directive means Directive 2003/71/EC and includeg r@levant implementing measure in each Relevanhber State.

Each underwriter has represented ancedghet:

. it has not made or will not make an offer of thencoon stock to the public in the United Kingdom witthe meaning of sectic
102B of the Financial Services and Markets Act 2@30amended) (FSMA) except to legal entities whiehauthorised or
regulated to operate in the financial marketsfarpt so authorised or regulated, whose corporatpgse is solely to invest in
securities or otherwise in circumstances which alorequire the publication by the company of a pexsus pursuant to the
Prospectus Rules of the Financial Services Auth¢FSA);

. it has only communicated or caused to be commueticand will only communicate or cause to be comiatad an invitation ¢
inducement to engage in investment activity (witthie meaning of Section 21 of FSMA) to persons Wwaee professional
experience in matters relating to investmentsrfglivithin Article 19(5) of the Financial ServicesdaMarkets Act 2000
(Financial Promotion) Order 2005 or in circumstanicewhich Section 21 of FSMA does not apply taitg

. it has complied with and will comply with all apgéible provisions of FSMA with respect to anythirend by it in relation to th
common stock in, from or otherwise involving theitdd Kingdom.

Internet Distribution

Merrill Lynch will be facilitating interet distribution for this offering to certain of itsternet subscription customers. Merrill Lynch
intends to allocate a limited number of shares#de to its online brokerage customers. An eleatrprospectus is available on internet web
sites maintained by Merrill Lynch. Other than thegpectus in electronic format, the information\derrill Lynch’s web sites is not part of tt
prospectus.

Other Relationships

Certain of the underwriters and theipesdive affiliates have, from time to time, perfaun and may in the future perform, various
financial advisory and investment banking serviceur affiliates, for which they received or wiceive customary fees and expenses. In
addition, Merrill Lynch, Pierce, Fenner & Smith trporated, Credit Suisse Securities (USA) LLC, Behe Bank Securities Inc., J.P. Morgan
Securities Inc., and Bear, Stearns & Co. Inc. eirtaffiliates have been or are lenders under emeare secured repurchase credit facilities
with Annaly and FIDAC-managed funds, and Annaly &HdAC-managed funds have entered into interest rate agigements with certain
the underwriters. Certain of the underwriters dradrtrespective affiliates are or have been copatties to securities and other trading
activities with Annaly. Merrill Lynch, Pierce, Feen& Smith Incorporated acts as a sales agent uhaiealy’s ATM Equity Offering®™Sales
Agreement.
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LEGAL MATTERS

Certain legal matters relating to thitedhg will be passed upon for us by Kirkpatricki&ckhart Preston Gates Ellis LLP, Washington,
D.C. In addition, the description of federal incotag consequences contained in the section ofriteppctus entitled “Certain Federal Income
Tax Considerations” is based on the opinion of MelIson LLP. Certain legal matters relating ts thfering will be passed upon for the
underwriters by Fried, Frank, Harris, Shriver & dason LLP, New York, New York.

EXPERTS

The financial statement included in {hiespectus has been audited by Deloitte & Touch®, ldn independent registered public
accounting firm, as stated in their report appegherein, and is included in reliance upon the repisuch firm given upon their authority as
experts in accounting and auditing.

WHERE YOU CAN FIND MORE INFORMATION

We have filed with the Securities and lixege Commission a registration statement on Foefirh, $hcluding exhibits and schedules fi
with the registration statement of which this pedps is a part, under the Securities Act of 18933%mended, with respect to the shares of
common stock to be sold in this offering. This pastus does not contain all of the informationfegh in the registration statement and
exhibits and schedules to the registration staténfe@m further information with respect to us ahd shares of common stock to be sold in this
offering, reference is made to the registratiotesteent, including the exhibits and schedules tadigéstration statement. Copies of the
registration statement, including the exhibits aokedules to the registration statement, may beieeal without charge at the public refere
room of the Securities and Exchange Commission,FL8@eet, N.E., Room 1580, Washington, D.C. 2054f@®rmation about the operation of
the public reference room may be obtained by aaliire Securities and Exchange Commission at 1-&0-@300. Copies of all or a portion of
the registration statement may be obtained fronptl#ic reference room of the Securities and ExgeaDommission upon payment of
prescribed fees. Our Securities and Exchange Caosioniéilings, including our registration statemearte also available to you, free of charge,
on the Securities and Exchange Commission’s websitevw.sec.gov

As a result of this offering, we will b@oe subject to the information and reporting regmients of the Securities Exchange Act of 1934,
as amended, and will file periodic reports, protatements and will make available to our stockh@@amnual reports containing audited
financial information for each year and quartedpaorts for the first three quarters of each figear containing unaudited interim financial
information

122




| NDEX TO FINANCIAL STATEMENT
Chimera Investment Corporation:

Report of Independent Registered Public Accourf&imm F-2
Audited Financial Statemer
Balance Shee F-3

Notes to Balance She F-4

F-1



R EPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGGRM

To the Board of Directors of
Chimera Investment Corporation:

We have audited the accompanying balance shedtiofeta Investment Corporation (the “Compangs)of September 25, 2007. This finan
statement is the responsibility of the Company'siaggement. Our responsibility is to express an opiwin this financial statement based on
our audit.

We conducted our audit in accordance with the stedgdof the Public Company Accounting Oversightfq&@nited States). Those standards
require that we plan and perform the audit to sbteasonable assurance about whether the balaeetistiree of material misstatement. The
Company is not required to have, nor were we ergjegeerform, an audit of its internal control ofi@ancial reporting. Our audit included
consideration of internal control over financigboeting as a basis for designing audit procedurasdre appropriate in the circumstances, but
not for the purpose of expressing an opinion oreffectiveness of the Company’s internal contramfinancial reporting. Accordingly, we
express no such opinion. An audit also includesrémiag, on a test basis, evidence supporting thewems and disclosures in the balance sl
assessing the accounting principles used and gignifestimates made by management, as well agsairgy the overall balance sheet
presentation. We believe that our audit providesaaonable basis for our opinion.

In our opinion, such balance sheet presents fairlgll material respects, the financial positidrChimera Investment Corporation as of
September 25, 2007, in conformity with accountinggples generally accepted in the United StafeSmerica.

/s/ DELOITTE & TOUCHE LLP

New York, New York
September 25, 2007
(November 1, 2007 as to Note 4)
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CHIMERA INVESTMENT CORPORATION
B ALANCE SHEET
SEPTEMBER 25, 2007

ASSETS
Cash $ 1,00(
Deferred Offering Cost 290,00(
Total asset $ 291,00(

STOCKHOLDERY EQUITY

Stockholder’ equity:

Common stock: (par value $.01, 1,000 shares authdyrissued and outstandir $ 1C
Additional paic-in-capital 290,99(
Total stockholder equity $ 291,00(

Please see accompanying notes to the Balance Sheet.



CHIMERA INVESTMENT CORPORATION
N OTES TO BALANCE SHEET
SEPTEMBER 25, 2007

1. ORGANIZATION

Chimera Investment Corporation (the “Camg’) was organized in Maryland on June 1, 2007d&srithe Articles of Incorporation, the
Company is authorized to issue up to 1,000 shdresromon stock. The Company has not commenced tipesa

2. FORMATION OF THE COMPANY/INITIAL PUBLIC OFFERING

The Company intends to conduct an infighlic offering of common stock, which is anticied to be finalized in the fourth quarter of
2007. Proceeds will be used to invest in (i) prilmebo prime and Alt-A mortgage loans sourced thfoprimary originators including
mortgage bankers, commercial banks, savings amddssociations, home builders, credit unions andgage conduits, and through the
secondary market; (ii) non-Agency residential mager-backed securities (RMBS) which may includeitrestment-grade and namvestmen
grade classes of RMBS, including BB-rated, B-ratrd non-rated classes, and Agency RMBS,; (iii) otfsset backed securities (ABS),
including collateralized debt obligations (CDO)pumercial mortgage backed securities (CMBS) andrathnsumer or non-consumer ABS,
which may include investment-grade and non-investrgeade classes, including BB-rated, B-rated aordmated classes.

The Company will be subject to the riskolved with real estate. These include, amongisththe risks normally associated with
changes in the general economic climate, creditvireess of borrowers, competition for borrowers,rges in tax laws, interest rate levels, and
the availability of financing. The Company interidgjualify as a real estate investment trust (“REURder the Internal Revenue Code
commencing with its taxable period ending on Decendi, 2007. In order to maintain its tax statua &EIT, the Company plans to distribute
at least 90% of its taxable income.

The sole stockholder of the Company isdin Capital Management, Inc. (“Annaly”), the parefFixed Income Discount Advisory
Company (“FIDAC"). Annaly’s initial capital contriltion to the Company was $1,000, made on Augua0Q7.

The Company will be managed by FIDACjrarestment advisor registered with the Securitie$ Bxchange Commission. The Manager
is a fixed-income management company specializingvesting in US agency mortgage-backed and staterelated securities and managing
interest rate-sensitive strategies. The Managetesitactive investment management operations id, 188 managed approximately $2.6
billion in net assets and $15.7 billion in grossas at June 30, 2007. The Manager is a wholly dwiagable REIT subsidiary of Annaly, lisi
as NLY on the New York Stock Exchange.

F-4



CHIMERA INVESTMENT CORPORATION
NOTES TO BALANCE SHEET
SEPTEMBER 25, 2007

3. SIGNIFICANT ACCOUNTING POLICIES
Use of Estimates

The preparation of the balance sheebiriarmity with accounting principles generally apted in the United States of America requires
management to make estimates and assumptiondfeetttae reported amounts of assets and liakslisied disclosure of contingent assets and
liabilities at the date of the balance sheet. Alatesults could differ from those estimates.

Underwriting Commissions and Costs

Underwriting commissions and costs tanoeirred in connection with the Company’s stocledfigs will be reflected as a reduction of
additional paid-in-capital.

Organization Costs
Costs incurred to organize the Comparlyhgi expensed as incurred.
4. MANAGEMENT AGREEMENT AND RELATED PARTY TRANSACTIONS

In connection with the Company’s initalblic offering, the Company will enter into a mgeaent agreement with FIDAC, which
provides for an initial term through December 301 @ with automatic one-year extension options arjest to certain termination rights. The
Company will pay FIDAC a quarterly management fgeat to 1.75% per annum of the gross Stockholdegsity (as defined in the
management agreement) of the Company. To providecantive for FIDAC to enhance the value of thenawon stock, FIDAC will be entitle
to a quarterly incentive fee equal to 20% of thikadl@mount by which Core Earnings (as definechimthanagement agreement) on a rolling
four-quarter basis and before the incentive managéree, exceeds the product of (1) the weightedame of the issue price per share of all of
our public offerings multiplied by the weighted aage number of shares of common stock outstandisgdh quarter and (2) 0.50% plus one-
fourth of the average of the one month LIBOR ratesuch quarter and the previous three quartersthieédnitial four quarters following this
offering, Core Earnings and the LIBOR rate willdaculated on the basis of each of the previousiggeted quarters on an annualized basis.
Core Earnings and LIBOR rate for the initial quektél each be calculated from the settlement ddtthis offering on an annualized basis.

The Company will be obligated to reimeuF$DAC for its costs incurred under the manageragntement. In addition, the Company is
required to pay its pro rata portion of rent, télepe, utilities, office furniture, equipment, maudiy and other office, internal and overhead
expenses of FIDAC required for the Company’s op@nat These expenses will be allocated between EIRAd the Company based on the
ratio of the Company’s proportion of gross assetamared to all remaining gross assets managed¥Eks calculated at each quarter end.
FIDAC and the Company will modify this allocatiorethodology, subject to the Company’s board of diet approval if the allocation
becomes inequitable (i.e., if the Company beconeeg highly leveraged compared to FIDAC’s other fairashd accounts). FIDAC has waived
its right to request reimbursement from the Compafrthese expenses until such time as it determmesscind that waiver. Upon successful
completion of its planned initial public offerinthe Company will be obligated to reimburse FIDAE€ &l costs incurred in connection with 1
formation, organization and initial public offerimd the Company, which is estimated to be $1,00@,00

In connection with the initial public efing, FIDAC has incurred offering costs approximgt$290,000 on behalf of the Company. U
successful completion of its planned initial pulgitering, the Company will be obligated to reimeaiFIDAC for all costs incurred in
connection with the formation, organization andiahipublic offering of the Company, which are esdted to be $1,000,000. At such time, the
capital contribution from FIDAC will be reclassifléo a liability.




Until December 10, 2007 (25 days after the date of tlusgactus), all dealers that effect transactions in thesedtgeguvhether
or not participating in this offering, may be requiredieliver a prospectus. This is in addition to the elsabbligation to deliver a
prospectus when acting as underwriters and with resp#utitounsold allotments or subscriptions.

33,333,334 Shares
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