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Washington, D.C. 20549
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OF CERTAIN REAL ESTATE COMPANIES

CHIMERA INVESTMENT CORPORATION

(Exact Name of Registrant as Specified in its Goigy Instruments)

1211 Avenue of the Americas, Suite 29
New York, New York 1003¢
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R. Nicholas Singh, Esc
Executive Vice President and General Couns
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1211 Avenue of the Americas, Suite 29
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(212) 696-0100
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Copies to:



Valerie Ford Jacob, Esq

Phillip J. Kardis, Il, Esq. Paul D. Tropp, Esq
Kirkpatrick & Lockhart Preston Gates Ellis LLP Fried, Frank, Harris, Shriver & Jacobson LLP
1601 K Street, N.W One New York Plaz:
Washington, DC 2000 New York, NY 1000«
(202) 778-9401 (212) 859-8000

Approximate date of commencement of proposed satleet public: As soon as practicable after theotiffe date of this
Registration Statement.

If this Form is filed to register additional secigs$ for an offering pursuant to Rule 462(b) unither Securities Act, check the
following box and list the Securities Act registoat statement number of the earlier effective regi®on statement for the same
offering. O

If this Form is a post-effective amendment filedguant to Rule 462(c) under the Securities Actckhbe following box and list
the Securities Act registration statement numbéehefearlier effective registration statement Far $ame offering. [

If this Form is a post-effective amendment filedguant to Rule 462(d) under the Securities Actckhbe following box and list
the Securities Act registration statement numbehefearlier effective registration statement far same offering. [

If delivery of the prospectus is expected to be enpursuant to Rule 434, check the following bol]
CALCULATION OF REGISTRATION FEE

Proposed Maximurr Amount of
Title of Securities to be Registered Aggregate Offering Price(1) Registration Fee(2)
Common Stock $ 250,000,000 $ 7,675.00

(1) Estimated solely for the purpose of determiningréggstration fee in accordance with Rule 457(o)haf Securities Act of 1933,
amended

(2) Calculated in accordance with Rule 457(0) under$eeurities Act of 1933, as amend
The registrant hereby amends this registration stament on such date or dates as may be necessarylétay its effective date
until the registrant shall file a further amendment which specifically states that this registration ®tement shall thereafter become

effective in accordance with Section 8(a) of the 8erities Act of 1933 or until the registration staement shall become effective on
such date as the Commission, acting pursuant to seSection 8(a), may determine.
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The information in this preliminary prospectus ist momplete and may be changed. We may not sedetecurities until the registration
statement with the Securities and Exchange Comaomissieffective. This preliminary prospectus is antoffer to sell these securities and it is
not soliciting an offer to buy these securitiesuy state where the offer or sale is not permi

Subject to Completior
Preliminary Prospectus dated August 16, 2007

PROSPECTUS
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Chimera Investment Corporation

Common Stock

Chimera Investment Corporation is a Maryland compion that will invest in residential mortgage Isaresidential mortgage-backed
securities, real estate-related securities andwamther asset classes. We will be externally geshand advised by Fixed Income Discount
Advisory Company, which we refer to as FIDAC or ddeinager, an investment adviser registered witlSeéneurities and Exchange
Commission. FIDAC is a wholly-owned subsidiary afrfaly Capital Management, Inc., which we refergdanaly, a New York Stock
Exchange-listed real estate investment trust.

This is our initial public offering. We are offegrthe shares of common stock described in thispeaiss. We expect the initial public
offering price of our common stock to be between $and $  per share. Currently, no publickegexists for our common stock. We intend to
apply to have our common stock listed on the NewkY3tock Exchange under the symbol “CIM.” Concemt with this offering, we will sell to
Annaly 9.8% of our outstanding shares after giwffgct to the shares issued in this offering, ediclg shares sold pursuant to the underwriters’
exercise of their overallotment option.

We intend to elect and qualify to be taxed as bas@te investment trust, or REIT, for federabime tax purposes. To assist us in
qualifying as a REIT, ownership of our common stbgkany person is generally limited to 9.8% in watur in number of shares, whichever is
more restrictive, of any class or series of thestaunding shares of our capital stock. In additaur, charter contains various other restrictions on
the ownership and transfer of our common stock; ‘Bescription of Capital Stock — Restrictions om@ership and Transfer.”

Investing in our common stock involves risks. SeéRisk Factors” beginning on page 15 of this
prospectus for a discussion of the following and bér risks:

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

«  There are various conflicts of interest in our tietaship with our Manager and Annaly, which cowgult in decisions that are not in
the best interest of our stockholders, includirgrimnagement agreement with our Manager, wherabylanager is entitled to
receive a base management fee, which is not tiitetperformance of our portfolio, and incentivenp@nsation based on our
portfolio’s performance, which may lead it to place emphasithe sho-term maximization of net incom

¢ We have no operating history nor any assets ari¢@ritmence operations only upon the completiomisf ¢ffering.

«  The net proceeds from this offering are not coneditb specific investments; we may allocate thepnateeds from this offering to
investments with which you may not agree, and ailurfe to apply these proceeds could effectivelyseaour operating results and
the value of our common stock to decli

« If we do not qualify as a REIT or fail to remainaijfied as a REIT, we will be subject to income txegular corporate tax rates and
could face substantial tax liability, which woulkeduce the amount of cash available for distributtoaur stockholders and adversely
affect the value of our common stos

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

¢ Maintenance of our Investment Company Act of 194heption imposes limits on our operatio

Per Share Total
Public offering price $ $
Underwriting discount $ $
Proceeds to us, before expenses $ $
The underwriters may also purchase up to an additio shares of our commimels from us at the initial public offering

price, less the underwriting discount, within 3¢ slafter the date of this prospectus to cover die¢neents, if any.



Neither the Securities and Exchange Commission n@ny state securities commission has approved or digproved of these
securities, or determined if this prospectus is trthful or complete. Any representation to the contray is a criminal offense.

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

Merrill Lynch & Co.

The date of this prospectus is ,1200
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You should rely only on information contained in ths prospectus, any free writing prospectus
prepared by us or information to which we have refered you. We have not, and the underwriters have
not, authorized anyone to provide you with differem information. This prospectus may only be used whre
it is legal to sell these securities, and this prpsctus is not an offer to sell or a solicitation ofin offer to buy
shares in any state or jurisdiction where an offeor sale of shares would be unlawful. The informatio in
this prospectus and any free writing prospectus prgared by us may be accurate only as of their resptee
dates.
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PROSPECTUS SUMMARY

This summary highlights some of the informatiothia prospectus. It is not complete and does notain
all of the information that you should considerdyefinvesting in our common stock. You should izadfully
the more detailed information set forth under “RIgactors” and the other information included img
prospectus. Except where the context suggestsvategrthe term“Chimera,” “company,” “we,” “us” and
“our” refer to Chimera Investment Corporation;dur Manager” and “FIDAC” refer to Fixed Income
Discount Advisory Company, our external managed “Annaly” refers to Annaly Capital Management, lnc
the parent company of FIDAC. Unless indicated ofhige, the information in this prospectus assumehé
common stock to be sold in this offering is todid at $ per share, which is the midrpaf the price
range set forth on the front cover of this prospectii) the concurrent offering to Annaly of 9.&%wur
common stock excluding shares sold pursuant toitiderwriters’ exercise of their overallotment opti@and
(iii) no exercise by the underwriters of their cabotment option to purchase or place up to an &ddal

shares of our common stock.

Our Company

We are a newly-formed specialty finance companywhthinvest in residential mortgage loans, resitia!
mortgage-backed securities, or RMBS, real estd#gee: securities and various other asset classesviivbe
externally managed by Fixed Income Discount Adwisbompany, or FIDAC, a wholly-owned subsidiary of
Annaly, a New York Stock Exchange-listed REIT, whitas a long track record of managing capital and
investing in real estate-related assets. Concuwithtthis offering, Annaly will acquire 9.8% of ooutstanding
shares of common stock after giving effect to thares issued in this offering, excluding shared parsuant to
the underwriters’ exercise of their overallotmeption. We intend to elect and qualify to be taxechaeal estate
investment trust, or REIT, for federal income taxpmoses.

Our objective is to provide attractive risk-adjubsteturns to our investors over the long-term, prilg
through dividends and secondarily through capipareciation. We intend to achieve this objectivaresting
in a broad class of financial assets to constméh@estment portfolio that is designed to achiatteactive risk-
adjusted returns and that is structured to comjitly thie various federal income tax requirementsRBIT status
and to maintain our exclusion from regulation untther Investment Company Act of 1940, or 1940 Ace kéve
not yet made any investments.

We recognize that investing in our targeted adasses is highly competitive, and that our Managér
compete with many other investment managers fditpbte investment opportunities in these areasiaiyand
our Manager have close relationships with a divgreep of financial intermediaries, ranging froninpary
dealers, major investment banks and brokerage tiontesading mortgage originators, specialty invesim
dealers and financial sponsors. In addition, weeekfo benefit from our Manager’s analytical andtfatio
management expertise and technology. We believaltbaombined and complementary strengths of Annal
and our Manager give us a competitive advantage REETs with a similar focus to ours.

Our Manager



We will be externally managed and advised by FIDAR jnvestment advisor registered with the Se@iti
and Exchange Commission. Our Manager is a fixedAreinvestment management company specializing in
managing investments in U.S. government agencygage:-backed securities, or Agency RMBS, which are
mortgage pass-through certificates, collateralipedtgage obligations and other mortgage-backed siesu
representing interests in or obligations backegdyls of mortgage loans issued or guaranteed bie¢leral
National Mortgage Association, or Fannie Mae, teddfal Home Loan Mortgage Corporation, or Freddée
and the Government National Mortgage Associatioriianie Mae; non-Agency RMBS and CDOs; real estate
related securities; and managing interest rateitensivestment strategies. Our Manager commeactige
investment
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management operations in 1994, and managed apm@t®tin$2.6 billion in net assets and $15.7 billiorgross
assets at June 30, 2007.

Our Manager will be responsible for administering business activities and day-to-day operations
pursuant to a management agreement with us. Aluobfficers are employees of our Manager or ifii@es.
Our Manager has well-respected and establishetbfiortnanagement resources for each of our targassdt
classes and a sophisticated infrastructure supgattiose resources, including investment professsdiocusing
on residential mortgage loans, Agency and non-Agé&idBS and other asset-backed securities. We alsect
to benefit from our Manager’s finance and admiaistn functions, which address legal, complianceestor
relations, and operational matters, including mdidfmanagement, trade allocation and executiotyritées
valuation, risk management and information techgiel® in connection with the performance of its efsti

Annaly Capital Management, Inc.

Annaly, which at June 30, 2007 owned and managexitéolio of approximately $38.6 billion primariip
Agency RMBS, commenced its operations on Februgni297, and went public on October 20, 1997. Ayinal
trades on the New York Stock Exchange under thebsytiNLY”. Annaly manages assets on behalf of
institutional and individual investors worldwiderelttly through Annaly and through the funds manamged
FIDAC.

Annaly is primarily engaged in the business of stirgy, on a leveraged basis, in Agency RMBS. Annaly
also invests in Federal Home Loan Bank, Freddie &atFannie Mae debentures. Annaly’s principalress
objective is to generate net income for distributio investors from the spread between the inténesime on its
securities and the cost of borrowing to financertaequisition and from dividends it receives fréDAC.

Our Investment Strategy

We will rely on our Manager’s expertise in identify assets within our target asset classes. Wece et
our Manager will make investment decisions basedasious factors, including expected cash yieltitiee
value, risk-adjusted returns, current and projectedit fundamentals, current and projected macno@nic
considerations, current and projected supply andaghel, credit and market risk concentration limitgjidity,
cost of financing and financing availability, aslias maintaining our REIT qualification and oureexption
from registration under the 1940 Act.

Over time, we will modify our investment allocatistrategy as market conditions change to seek to
maximize the returns from our investment portfolide believe this strategy, combined with our Mamage
experience, will enable us to pay dividends andesghcapital appreciation throughout changing ederate and
credit cycles and provide attractive long-term mesuto investors.

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

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 kiaa.
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Asset Class Principal Investments

« Alt-A mortgage loans, which are mortgage loans thay
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 haeeoo
more compensating factors such as a borrower with a
strong credit or mortgage history or significargets.

Residential Mortgage-Backed Securities, or
RMBS e Non-Agency RMBS, including investment-grade and
non-investment grade classes, including the BBdra@e
rated and non-rated classes.

* Agency RMBS.

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

» Commercial mortgage-backed securities, or CMBS.

e Consumer and non-consumer ABS, including investment
grade and non-investment grade classes, inclutimg t
BB-rated, B-rated and non-rated classes.

Initially, we expect to focus our investment adias on purchasing residential mortgage loansttaae
been originated by select high-quality originatams|uding the retail lending operations of leadawgnmercial
banks, and non-Agency RMBS. Our investment decssibowever, will depend on prevailing market coiodis
and will change over time. As a result, we canmetjzt the percentage of our assets that will vested in each
asset class or whether we will invest in others#gasf investments. We may change our investmeiegy and
policies without a vote of our stockholders.

We intend to elect and qualify to be taxed as alRdfd to operate our business so as to be exeomt fr
registration under the 1940 Act, and therefore hallrequired to invest a substantial majority of assets in
loans secured by mortgages on real estate andstdé-related assets. Subject to maintaining &lif R
qualification and our 1940 Act exemption, we do hate any limitations on the amounts we may inireany
of our targeted asset classes.

Financing and Hedging Strategy

We intend to use leverage to increase potentiatmetto our stockholders. We will generate income
principally from the spread between yields on owestments and our cost of borrowing and hedgitigiges.
Subject to our maintaining our qualification asBI'R we expect to use a number of sources to fieaur
investments, including repurchase agreements, wasetfacilities, securitization, commercial papsd term
financing CDOs. We are not required to maintain pasticular debt-to-equity ratio as we believe éippropriate
leverage for the particular assets we are finandepends on the credit quality and risk of thosetss

Subject to maintaining our qualification as a RENE intend to utilize derivative financial instruns,
including, among others, interest rate swaps, @staiate caps, and interest rate floors to hedge alportion of
the interest rate risk associated with the finagchour portfolio. Specifically, we will seek tetdge our
exposure to potential interest rate mismatchesdmtwhe interest we earn on our investments andawowing



costs caused by fluctuations in short-term interasts. In utilizing leverage and interest rategesd our
objectives will be to improve
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risk-adjusted returns and, where possible, to Inckn a long-term basis, a spread between thd gielour
assets and the cost of our financing.

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

We believe our investment strategy will enableaugdnerate attractive risk-adjusted returns inreetyaof
interest rate and credit environments. Althoughwileface interest rate risk and credit risk, wdibee that with
appropriate hedging strategies, as well as ouityhil evaluate the quality of targeted asset itmesit
opportunities, we can reduce these risks and pecaftfactive risk-adjusted returns.

Credit-Oriented Investment Approach

We will seek to minimize principal loss while maxiimg risk-adjusted returns through our Manager’s
credit-based investment approach, which is basea@jorous quantitative and qualitative analysis.

Experienced Investment Advisor

Our Manager has a long history of strong perforreaaeross a broad range of fixed-income assets. Our
Manager’s most senior investment professionals ladweag history of investing in a variety of monggeand real
estate-related securities and structuring and niatk€DOs. Investments will be overseen by an itmest
committee of our Manager’s professionals, congistihMichael A.J. Farrell, Wellington J. Denahanrhg
James P. Fortescue, Kristopher Konrad, Rose-Magdt, Ronald Kazel, Jeremy Diamond, Eric Szabo and
Matthew Lambiase.

Access to Annaly’s and Our Manager’s Relationships

Annaly and our Manager have developed long-teraticgiships with a number of commercial and
investment banks and other financial intermedialiés believe these relationships will provide uthva range
of high-quality investment opportunities.

Access to Our Manager’'s Systems and Infrastructure

Our Manager has created a proprietary portfolioagament system, which we expect will provide u$wit
a competitive advantage. Our Manager’s personnad bheeated a comprehensive finance and adminigtrati
infrastructure, an important component of a comjmerstment vehicle such as a REIT. In additionstd our
Manager’s personnel are also Annaly’s personnetefiore, they have had extensive experience mamagin
Annaly, which is a REIT.
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Alignment of Interests between Annaly, Our Managand Our Investors

Our Manager’s parent company, Annaly, has agreg@ditchase 9.8% of our outstanding shares aftengivi
effect to the shares issued in this offering, ediclg shares sold pursuant to the underwriters’@gerof their
overallotment option. Moreover, a portion of thede¢hat may be earned by our Manager consistcehtive
compensation that is based on the amount that aureaf our earnings exceeds a specified threskédd.
believe that Annaly’s investment and our Managabgity to earn performance fees will align our Mager’'s
interests with our interests.



Summary Risk Factors

An investment in shares of our common stock invearious risks. You should consider carefully the
risks discussed below and under “Risk Factorsfobe purchasing our common stock.

* We are dependent on our Manager and its key pessfmmour success and such personnel may leave
the employment of our Manager or otherwise becomnger available to u

e There are various conflicts of interest in our tielaship with our Manager and Annaly, which could
result in decisions that are not in the best istteoé our stockholder:

e The management agreement with our Manager wasaggtiated on an arm’s-length basis and may
not be as favorable to us as if it had been netgotiwith an unaffiliated third party and may be
difficult and costly to terminate

»  Our board of directors will approve very broad istveent guidelines for our Manager and will not
approve each investment decision made by our Man#ge may change our investment strategy and
asset allocation without stockholder consent, winigy result in riskier investmen

* We have no operating history and may not operateessfully. We operate in a highly competitive
market for investment opportunities. We have notigentified any specific investments. Our finatcia
condition and results of operation will depend o ability to manage future growth effective

* We expect to use leverage to fund the acquisitfauo assets, which may adversely affect our return
on our investments and may reduce cash availabliigtribution to our stockholder

e Loss of our 1940 Act exemption would adversely eiffes and negatively affect our stock price and
our ability to distribute dividends to our stocktieis and could result in the termination of the
management agreement with our Manager. In additimnassets we may acquire are limited by the
provisions of the 1940 Act and the rules and regpiia promulgated thereunder which may, in some
cases, preclude us from pursuing the most econtlynineficial investment alternative

» Failure to obtain adequate capital and funding @aualversely affect our results and may, in turn,
negatively affect the market price of shares ofaammon stock and our ability to distribute dividen
to our stockholders

» Anincrease in our borrowing costs relative toititerest we receive on our assets may adversely
affect our profitability, and thus our cash avaiéafor distribution to our stockholdel

* Increases in interest rates could negatively affexztvalue of our investments, which could result i
reduced earnings or losses and negatively affectdlsh available for distribution to our stockhodd

»  Our hedging transactions may not completely insulistfrom interest rate risk. Hedging against
interest rate exposure may adversely affect ouniegs, which could reduce our cash available for
distribution to our stockholder
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» Prepayment rates could negatively affect the vafumur residential mortgage loans and our RMBS,
which could result in reduced earnings or losseksreayatively affect the cash available for
distribution to our stockholder



 The mortgage loans we invest in and the mortgagesloinderlying the mortgage and asset-backed
securities we invest in are subject to delinquefmgclosure and loss, which could result in logees
us. We may be required to repurchase mortgage lmanslemnify investors if we breach
representations and warranties, which could hameatnings

e Failure to qualify as a REIT would subject us tdefiml income tax, which would reduce the cash
available for distribution to our stockholde

* The REIT qualification rules impose limitations tire types of investments and hedging, financing,
and other activities which we may undertake, arde¢Himitations may, in some cases, preclude us
from pursuing the most economically beneficial stveent, hedging, financing and other alternati

Our Structure

We were formed by Annaly, who may be deemed oumpter, as a Maryland corporation on June 1, 2007.
Our initial shareholder is Annaly, which has agréegurchase 9.8% of our outstanding shares aiftérggeffect
to the shares issued in this offering, excludingrsh sold pursuant to the underwriters’ exercidbaif
overallotment option.

The following chart shows our structure after giyeffect to this offering:

Annaly Capital
Management, Ine. Management

ni:l
o' %
Mamgﬂn’l{'n!
FIDALC Agraemant Chimera Investment
(Qur Manager) Corporation

(1) Includes shares of restricted common stock grainigdlly to our executive officers, other employeef
our Manager and our independent director nominedsrmour equity incentive pla

Our Relationship with Our Manager

We will be externally managed and advised by oundger. We expect to benefit from the personnel,
infrastructure, relationships, and experience ofManager to enhance the growth of our businessh Baour
officers is also an employee of our Manager or @iies affiliates. We will have no employees otliegan our
officers. Our Manager is not obligated to dedic#dain of its employees exclusively to us, ndt & its
employees obligated to dedicate any specific pomidits time to our business. We expect, howethet,
Christian J. Woschenko, our Chief Investment Offeed our Manager’'s Executive Vice President, aniiiam
B. Dyer, our Chief Credit Officer and our Managdesecutive Vice President, will devote a substdptiation
of their time to our business.
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We will enter into a management agreement withManager effective upon the closing of this offering
Pursuant to the management agreement, our Manajenplement our business strategy and perforntater
services for us, subject to oversight by our badrdirectors. Our Manager will be responsible fimong other
duties, performing all of our day-to-day functiodgtermining investment criteria in conjunctiontwitur board



of directors; sourcing, analyzing and executingestments; asset sales and financings; and perfgrasiset
management duties. In addition, our Manager haswastment committee of our Manager’s professionals
consisting of Michael A.J. Farrell, Wellington Jeiahan-Norris, James P. Fortescue, Kristopher ioRase-
Marie Lyght, Ronald Kazel, Jeremy Diamond, Ericl8zaand Matthew Lambiase to advise and consult @ith
Manager’s senior management team with respectrtovgastment policies, investment portfolio holdsng
financing and leveraging strategies and investrgaitelines.

The initial term of the management agreement wvalthrough December 31, 2010, with automatic, ora-ye
renewals at the end of each year. Our independettars will review our Manager’s performance aalty and
following the initial term, the management agreetmeay be terminated annually by us without causenupe
affirmative vote of at least two-thirds of our inmndent directors, or by a vote of the holders ¢éast a
majority of the outstanding shares of our commaouls{other than shares held by Annaly or its a&fés), based
upon: (i) our Manager’s unsatisfactory performatina is materially detrimental to us, or (i) owtdrmination
that the management fees payable to our Managewarair, subject to our Manager’s right to prelven
termination based on unfair fees by accepting aatah of management fees agreed to by at leasthikds of
our independent directors. We will provide our Mgaawith 180-days’ prior notice of such terminatidfpon
termination without cause, we will pay our Managéermination fee. We may also terminate the mamagé
agreement with 30 days’ prior notice from our boafdirectors, without payment of a termination, fisr cause
or upon a change of control of Annaly or our Marragach as defined in the management agreement. Our
Manager may terminate the management agreemeatlifewome required to register as an investment anynp
under the 1940 Act, with such termination deemeadctur immediately before such event, in which case
would not be required to pay a termination fee. @anager may also decline to renew the management
agreement by providing us with 180-days’ writtetice in which case we would not be required to pay
termination fee.

Our Manager is entitled to receive from us a baaeagement fee, an incentive management fee based on
certain performance criteria, reimbursement ofaieréxpenses, and a termination fee if we decidertoinate
the management agreement without cause or if oualgler terminates the management agreement upon a
material breach by us. We believe that the baseageanent fee, incentive management fee, and terionintze
that our Manager is entitled to receive are contgarto the fees received by managers of compasadiégnally
managed REITs.
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The following table summarizes the fees and expegisgbursements and other amounts that we willtpay
our Manager:

Type Description Payment
Base management fee: 1.75% per annum, calculated quarterly, oQuarterly in cash.

our stockholders’ equity. For purposes of

calculating the base management fee, our

stockholders’ equity means the sum of the

net proceeds from any issuances of our

equity securities, plus our retained

earnings at the end of such quarter

(without taking into account any non-cash

equity compensation expense incurred in

current or prior periods), less any amount

that we pay for repurchases of our

common stock, and less any unrealized

gains, losses or other items that do not

affect realized net income (regardless of

whether such items are included in other

comprehensive income or loss, or in net

income). This amount will be adjusted to




exclude one-time events pursuant to
changes in accounting principles generally
accepted in the United States, or GAAP,
and certain non-cash charges after
discussions between our Manager and our
independent directors and approved by a
majority of our independent directors. The
base management fee will be reduced, but
not below zero, by our proportionate share
of any CDO base management fees
FIDAC receives in connection with the
CDOs in which we invest, based on the
percentage of equity we hold in such
CDOs.
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Type

Description Payment

Incentive management fee:

Expense reimbursement:

Quarterly fee equal to 20% of the dollar Quarterly in cash, subject to certain
amount by which Core Earnings, before limitations.
the incentive management fee, per
weighted average share of common stock
for such quarter, exceeds 0.50% plus one-
fourth of the average of the one month
LIBOR rate for such quarter multiplied by
the weighted average number of shares of
common stock outstanding in such quarter.
Core Earnings is a non-GAAP measure
and is defined as GAAP net income (loss)
excluding non-cash equity compensation
expense, excluding any unrealized gains,
losses or other items that do not affect
realized net income (regardless of whether
such items are included in other
comprehensive income or loss, or in net
income). The amount will be adjusted to
exclude one-time events pursuant to
changes in GAAP and certain non-cash
charges after discussions between our
Manager and our independent directors
and approved by a majority of our
independent directors. The incentive
management fee will be reduced, but not
below zero, by our proportionate share of
any CDO incentive management fees
FIDAC receives in connection with the
CDOs in which we invest, based on the
percentage of equity we hold in such
CDOs.

Reimbursement of expenses related to  Quarterly in cash.
Chimera incurred by our Manager,

including legal, accounting, due diligence

and other services, but excluding the



salaries and other compensation of our
Manager’s employees.
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Type Description Payment
Termination fee: Termination fee equal to three times the Upon termination of the
sum of (a) the average annual base management agreement by us

management fee and (b) the average  without cause or by our Manager if
annual incentive compensation earned bywe materially breach the

our Manager during the prior 24-month management agreement.

period prior to such termination,

calculated as of the end of the most

recently completed fiscal quarter.

Conflicts of Interest

We are dependent on our Manager for our day-torsiyagement and do not have any independent officers
or employees. Our officers, and our non-independeattors, also serve as employees of our Man&yer.
management agreement with our Manager was negbtieteveen related parties and its terms, inclutieg
payable, may not be as favorable to us as if ithemh negotiated at arm’s length with an unaféliathird party.

In addition, the ability of our Manager and itsioffrs and employees to engage in other busineis#tiastmay
reduce the time our Manager and its officers andleyees spend managing us.

Our Manager has discretionary investment authorgr a number of different funds and accounts.
Although currently none of these funds or accobiatge investment objectives that materially ovedars, it is
possible in the future that our Manager may matfiagés and accounts that may compete with us farstment
opportunities. In addition, we may compete for stweent opportunities with Annaly. Our Manager has a
investment allocation policy in place so that weyrshare equitably with other client accounts of Blamnager in
all investment opportunities, particularly thosedlving an asset with limited supply, that may béable for
our account and such other accounts. Our Managelisy also includes other controls designed to ioorand
prevent any particular account from receiving fabe treatment over any other fund or account. This
investment policy may be amended by our Managanwatime without our consent. To the extent FIDAC'’s
Annaly’s, or our business evolves in such a wagite rise to conflicts not currently addressed by o
Manager’s investment allocation policy, our Managery need to refine its policy to handle any sutkasons.

It is difficult and costly to terminate the managarthagreement without cause. We may only termithege
management agreement without cause after thelit@tia in connection with the annual review of our
Manager’s performance and the management feesrapavidh the approval of two-thirds of our indepemnd
directors or a majority of our stockholders (otttean those shares held by Annaly or its affiligtasd upon the
payment of a substantial termination fee. Theselitions may adversely affect our ability to termtmaur
Manager without cause. For more information plesse‘Business — Conflicts of Interest.”

We have agreed to pay our Manager a base managéeedhat is not tied to our performance and ingent
compensation that is based entirely on our perfag@aThis compensation arrangement may cause ouadéa
to make high risk investments. Investments witthbigyield potential are generally riskier or mopeaulative.
The base management fee component may not sufficianentivize our Manager to generate attractisk-
adjusted returns for us. The incentive compensatmnponent may cause our Manager to place undubasisp
on the maximization of net income at the expensatludr criteria, such as preservation of capitaichieve
higher incentive compensation. This could resulhgreased risk to the value of our investmentfpbot

Operating and Regulatory Structure

REIT Qualification
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In connection with this offering, we intend to eléx be treated as a REIT under Sections 856 tlir859
of the Internal Revenue Code commencing with oxailtée year ending on December 31, 2007. Our
gualification as a REIT depends upon our abilitynieet on a continuing basis, through actual investrand
operating results, various complex requirement®utite Internal Revenue Code relating to, amongrdtiings,
the sources of our gross income, the compositiahvatues of our assets, our distribution levels teddiversity
of ownership of our shares. We believe that we béllorganized in conformity with the requiremerts f
qualification and taxation as a REIT under thernmaéRevenue Code, and that our intended mannapexfation
will enable us to meet the requirements for quadiibn and taxation as a REIT.

As a REIT, we generally will not be subject to femléncome tax on our REIT taxable income we distie
currently to our stockholders. If we fail to qugldis a REIT in any taxable year and do not qu#difycertain
statutory relief provisions, we will be subjectféaleral income tax at regular corporate rates aayl lne
precluded from qualifying as a REIT for the subsaddour taxable years following the year duringshhwe
lost our REIT qualification. Even if we qualify feaxation as a REIT, we may be subject to some&dstate
and local taxes on our income or property.
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1940 Act Exemption

We intend to qualify for the exemption from regiditon under the 1940 Act provided by Section 3(¢it%
of the 1940 Act and will monitor our portfolio pedically and before each acquisition to confirmt tiva
continue to qualify for this exemption. We inteladnake investments so that at least 55% of oufgiorts
comprised of mortgage loans and other assets thaoasidered the functional equivalent of mortgages for
the purposes of the 1940 Act (collectively, “qiilng real estate assets”), thereby allowing ubecexempted
from registration as an investment company undeti@e3(c)(5)(C) of the 1940 Act. In addition, tamtain the
exemption under Section 3(c)(5)(C), we intend t&en@avestments so that at least 80% of our poctfisli
comprised of real estate-related assets. As atresiwill be limited in the types of assets in alhiwe invest.

Restrictions on Ownership of Our Common Stock

To assist us in complying with the limitations ¢ tconcentration of ownership of REIT shares imgdse
the Internal Revenue Code, our charter generatiizipits any stockholder from beneficially or constively
owning, applying certain attribution rules undeg thternal Revenue Code, more than 9.8% in value or
number of shares, whichever is more restrictivegrof class or series of our capital stock. Our ¢haddirectors
may, in its sole discretion, waive the 9.8% ownigrdiimit with respect to a particular stockholdgitiis
presented with evidence satisfactory to it thahsmenership will not then or in the future jeopaedour
qualification as a REIT. Our charter also prohihity person from, among other things:

» beneficially or constructively owning shares of gapital stock that would result in our being
“closely held” under Section 856(h) of the IntalrRevenue Code or otherwise cause us to fail to
qualify as a REIT; an

» transferring shares of our capital stock if suelmsfer would result in our capital stock being odbyg
fewer than 100 persor

Our charter provides that any ownership or purgbitensfer of our capital stock in violation of the
foregoing restrictions will result in the sharesnaa or transferred in such violation being autooasity
transferred to a charitable trust for the bendfa oharitable beneficiary, and the purported owordransferee
acquiring no rights in such shares. If a trangea tharitable trust would be ineffective for amgson to prevent
a violation of the restriction, the transfer thatuld have resulted in such violation will be vaild initio .
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THE OFFERING

Common stock offered by us shares (plus up to an additional harss of our
common stock that we may issue and sell upon thecise of
the underwriters’ overallotment option).

Common stock to be outstanding after this shares, based upon 1,000 sharesnefon stock
offering outstanding as of August 15, 2007. Does not inclyzléo an
additional shares of our common stk tve may

issue and sell upon the exercise of the undenstiter
overallotment option. Does not include shares ofrestricted
common stock granted pursuant to our equity ingerlan
which will be an aggregate of % of the issuad a
outstanding shares of our common stock after gieiffiget to
the shares issued in this offering, excluding shaodd
pursuant to the underwriters’ exercise of theirralletment
option. Includes shares to be sold to Annaly comauly with
this offering.

Use of proceeds We intend to invest the net proceeds of this afigprimarily
in prime and Alt-A mortgage loans, non-Agency RMBS,
Agency RMBS and ABS, CDOs, CMBS and other consumer
or non-consumer ABS. Initially, we expect to focus
investment activities on purchasing residential tgeoge loans
that have been originated by select high-qualitgioators,
including the retail lending operations of leadammmercial
banks, and non-Agency RMBS. Until appropriate itwvesnts
can be identified, our Manager may invest thesdgun
interest-bearing short-term investments, includimgney
market accounts, that are consistent with our tigarto
qualify as a REIT. These investments are expect@idavide
a lower net return than we hope to achieve fronestments in
our intended use of proceeds of this offering. ‘Sé¢se of
Proceeds.”

Our Distribution Policy Federal income tax law requires that a REIT distab
annually at least 90% of its REIT taxable incormetedmined
without regard to the deduction for dividends paaidi
excluding net capital gain. For more informatiolegse see
“Certain Federal Income Tax Considerations.”

In connection with the REIT requirements, we intémdnake
regular quarterly distributions of all or substatii all of our
REIT taxable income to holders of our common stoakof
assets legally available therefor. Any future disttions we
make will be at the discretion of our board of dices and
will depend upon, among other things, our actusuilts of
operations. These results and our ability to patrithutions
will be affected by various factors, including thet interest
and other income from
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our portfolio, our operating expenses and any other
expenditures. For more information, please seestifitiution
Policy.”

We cannot assure you that we will make any distidios to
our stockholders.

Proposed NYSE symbol “CIM”

Ownership and transfer restrictions To assist us in complying with limitations on thencentration
of ownership of a REIT imposed by the Internal Reie
Code, our charter generally prohibits, among other
prohibitions, any stockholder from beneficially or
constructively owning more than 9.8% in value oniimber
of shares, whichever is more restrictive, of amasslor series
of the outstanding shares of our capital stock. See
“Description of Capital Stock — Restrictions on @ership
and Transfer.”

Risk factors Investing in our common stock involves a high degoérisk.
You should carefully read and consider the infoiomaset
forth under “Risk Factors” and all other infornia in this
prospectus before investing in our common stock.

Unless otherwise indicated, that number of shafesmmon stock does not include the shares of
our common stock that may be issued if the undégve'ioverallotment option is exercised in full.

Our Corporate Information

Our principal executive offices are located at 12V¥&nue of Americas, Suite 2902, New York, New York
10036. Our telephone number is 1-866-315-9930.va@lnsite is http://www.chimerareit.conThe contents of
our website are not a part of this prospectus. @i fincluded our website address only as an irattixtual
reference and do not intend it to be an active tin&ur website.
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RISK FACTORS

Investing in our common stock involves a high degrferisk. You should carefully consider the follmyv
risk factors and all other information containedtins prospectus before purchasing our common stblo&
risks and uncertainties described below are notahly ones facing us. Additional risks and uncenttiess that
we are unaware of, or that we currently deem immni@tealso may become important factors that affest

If any of the following risks occur, our businefisancial condition or results of operations coudd
materially and adversely affected. In that case,ttiading price of our common stock could declarg you may
lose some or all of your investment.

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 are complegdignt on our Manager. Initially we will have no
employees other than our officers. Our officersaise employees of our Manager, who has significant
discretion as to the implementation of our investirand operating policies and strategies. Accotiginge will
depend on the diligence, skill and network of basgcontacts of the senior management of our Manage
senior management of our Manager will evaluateptiatg, structure, close and monitor our investisient
therefore, our success will depend on their coetinservice. The departure of any of the senior gensaof our
Manager could have a material adverse effect omperformance. In addition, we can offer no asswdhat our
Manager will remain our investment manager or hatvill continue to have access to our Managerisgipals
and professionals. Our management agreement witManager only extends until December 31, 201hdf
management agreement is terminated and no suregtilEcement is found to manage us, we may not leet@ab
execute our business plan. Moreover, our Managastisbligated to dedicate certain of its employees
exclusively to us nor is it obligated to dedicatg apecific portion of its time to our businessd aone of our
Manager’'s employees are contractually dedicated tonder our management agreement with our Man@er.
only employees of our Manager who will be primadigdicated to our operations are Christian J. Wersio,
our Chief Investment Officer, and William B. Dyewur Chief Credit Officer.

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

We are subject to potential conflicts of interestiag out of our relationship with Annaly and ddanager.
An Annaly executive officer is our Manager’s soleedtor; two of Annaly’s employees are our direstand
several of Annaly’s employees are officers of owardger and us. Specifically, each of our officése aerves
as employees of our Manager or Annaly. As a resultManager and our executives may have conflicts
between their duties to us and their duties to,iatadtests in, Annaly or our Manager. There mayp &is
conflicts in allocating investments which are shiiégaboth for us and Annaly as well as other FIDA@naged
funds. Annaly may compete with us with respectaain investments which we may want to acquire, asa
result we may either not be presented with the dppidy or have to compete with Annaly to acquitege
investments. Our Manager and our executive officeag choose to allocate favorable investments toadyn
instead of to us. The ability of our Manager asditficers and employees to engage in other busiaetivities
may reduce the time our Manager spends managirfeuuther, during turbulent conditions in the mogga
industry, distress in the credit markets or otiraes when we will need focused support and assistiom our
Manager, other entities for which our Manager a@sts as an investment manager will likewise requieater
focus and attention, placing our Manager’s resauncdiigh demand. In such situations, we may noeive the
necessary support and assistance we require odwthurwise receive if we were internally managei our
Manager did not act as a manager for other entifiesre is no assurance that the conflicts of @sepolicy that
addresses some of the conflicts relating to ougsiments, which is described under “Business —fliis of
Interest,” will be adequate to address all of toaflicts that may arise.
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We will pay our Manager substantial management fegardless of the performance of our portfolior Ou
Manager’s entitlement to substantial nonperformaveged compensation might reduce its incentivetoté its
time and effort to seeking investments that prowtteactive risk-adjusted returns for our portfolidis in turn
could hurt both our ability to make distributiormsdur stockholders and the market price of our comstock.

Following this offering, we expect Annaly to owr8% of our common stock, excluding shares sold
pursuant to the underwriters’ exercise of theirralletment option, which entitles them to receivaderly
distributions based on financial performance. laleating investments and other management stratahis
may lead our Manager to place emphasis on the nizadiion of revenues at the expense of other caitatich as
preservation of capital. Investments with higheldipotential are generally riskier or more spetivea This
could result in increased risk to the value of iowested portfolio. Annaly may sell shares in uamy time
following the lock-up period. The lock-up period fnnaly expires on the earlier of (i) the date ebhis three
years after the date of this prospectus or (ii)tgmination of the management agreement. To tteneRAnnaly
sells some of its shares, its interests may bealiggsed with our interests.

Our incentive fee may induce our Manager to make etain investments, including speculative



investments.

In addition to its management fee, our Managenigled to receive incentive compensation basegain,
upon our achievement of targeted levels of netrimedn evaluating investments and other management
strategies, the opportunity to earn incentive camspgon based on net income may lead our Managdate
undue emphasis on the maximization of net inconbeaéxpense of other criteria, such as preservafio
capital, to achieve higher incentive compensatiovestments with higher yield potential are gergnaskier or
more speculative. This could result in increasek td the value of our invested portfolio.

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

Our president, chief financial officer, chief credificer, treasurer, controller, secretary ance€hi
investment officer will also serve as employeeswfManager. In addition, certain of our directars
employees of our Manager. Our management agreemitmnbour Manager was negotiated between related
parties, and its terms, including fees payable, n@ybe as favorable to us as if it had been natgatiwith an
unaffiliated third party.

Termination of the management agreement with oundgar without cause is difficult and costly. Our
independent directors will review our Manager'sfpanance and the management fees annually, arahfiold
the initial term, the management agreement magimeinated annually by us without cause upon thenadfive
vote of at least two-thirds of our independent dives, or by a vote of the holders of at least gonitg of the
outstanding shares of our common stock (other thase shares held by Annaly or its affiliates),dabspon: (i)
our Manager’s unsatisfactory performance that itenelly detrimental to us, or (i) a determinatitivat the
management fees payable to our Manager are npstdiject to our Manager's right to prevent terrtiora
based on unfair fees by accepting a reduction ofagement fees agreed to by at least two-thirdsiof o
independent directors. Our Manager will be provid88-days’ prior notice of any such termination.
Additionally, upon such termination, the managensgreement provides that we will pay our Manager a
termination fee equal to three times the sum oft{@)yaverage annual base management fee and @yehege
annual incentive compensation earned by our Mandgrémg the prior 24-month period before such teation,
calculated as of the end of the most recently ceteglfiscal quarter. These provisions may adversidct our
ability to terminate our Manager without cause.

Our Manager is only contractually committed to gemg until December 31, 2010. Thereafter, the
management agreement is renewable on an annugj pesiided, however, that our Manager may ternairiag¢
management agreement annually upon 180-days’ poitice. If the management agreement is terminatecha
suitable replacement is found to manage us, wenoape able to execute our business plan.
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Our board of directors will approve very broad investment guidelines for our Manager and will not
approve each investment decision made by our Manage

Our Manager will be authorized to follow very brdagdestment guidelines. Our board of directors will
periodically review our investment guidelines amal imvestment portfolio but will not review all olur
proposed investments. In addition, in conductinggokc reviews, our board of directors may relynparily on
information provided to them by our Manager. Fumthere, our Manager may use complex strategies, and
transactions entered into by our Manager may Heedlif or impossible to unwind by the time they aeeiewed
by our board of directors. Our Manager will haveagriatitude within the broad investment guideliimes
determining the types of assets it may decide gy investments for us, which could result ineistynent
returns that are substantially below expectatiortbat result in losses, which would materially aatyersely
affect our business operations and results. Fyrtle@isions made and investments entered into bivlanager
may not be in your best interests.

We may change our investment strategy and asset@diation without stockholder consent, which may
result in riskier investments.

We may change our investment strategy or assetaitm at any time without the consent of our
stockholders, which could result in our making istweents that are different from, and possibly gskinan, the



investments described in this prospectus. A chamger investment strategy may increase our exgogur
interest rate and default risk and real estate etdilctuations. Furthermore, a change in our aaslf@tation
could result in our making investments in assezgaties different from those described in this peatus. These
changes could adversely affect the market pricioicommon stock and our ability to make distribos to
you.

We may compete with investment vehicles of our Marger.

In the future, our Manager may sponsor and mantgr mvestment vehicles with an investment fotiad t
overlaps with ours, which could result in us conmgfor access to the benefits that we expect elationship
with our Manager to provide to us.

Risks Related To Our Business

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

We were organized in June 2007 and have no opgraititory. We have no assets and will commence
operations only upon completion of this offeringe\@annot assure you that we will be able to operate
business successfully or implement our operatidigips and strategies described in this prospedtos.results
of our operations depend on many factors, includirgavailability of opportunities for the acquisit of assets,
the level and volatility of interest rates, readilycessible short and long-term financing, conagim the
financial markets and economic conditions.

We operate in a highly competitive market for invesment opportunities and more established competita
may be able to compete more effectively for investemt opportunities than we can.

A number of entities will compete with us to make types of investments that we plan to make. Wle wi
compete with other REITs, public and private furmsnmercial and investment banks and commerciahfia
companies. Many of our competitors are substaptiaiger and have considerably greater financéahnmical
and marketing resources than we do. Several otBér=have recently raised, or are expected to raise
significant amounts of capital, and may have invesit objectives that overlap with ours, which megate
competition for investment opportunities. Some cetitprs may have a lower cost of funds and acaess t
funding sources that are not available to us. biitawh, some of our competitors may have highdt tiderances
or different risk assessments, which could alloanitto consider a wider variety of investments astdl#ish
more relationships
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than us. We cannot assure you that the compefitiegsures we face will not have a material adveffeet on
our business, financial condition and results arations. Also, as a result of this competition,mey not be
able to take advantage of attractive investmenbdppities from time to time, and we can offer ss@ance
that we will be able to identify and make investihsehat are consistent with our investment objestiv

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

We intend to operate our company so that we willogrequired to register as an investment company
under the 1940 Act because we are “primarily erghig the business of purchasing or otherwise aicgyi
mortgages and other liens on and interests inestate.” Specifically, we intend to invest at [£55% of our
assets in mortgage loans, RMBS that representrtiire @wnership in a pool of mortgage loans aneoth
qualifying interests in real estate and approxitysda additional 25% of our assets in other typamaortgages,
RMBS, securities of REITs and other real estatateel assets. As a result, we will be limited in alitity to
make certain investments.

If we fail to qualify for this exemption in the fute, we could be required to restructure our d@win a
manner that or at a time when we would not othexwlsose to do so, which could negatively affeetvilue of
shares of our common stock, the sustainabilityurfbusiness model, and our ability to make distidns. For
example, if the market value of our investmentsdourities were to increase by an amount thattesbsin less



than 55% of our assets being invested in mortgaaesl or RMBS that represent the entire ownersh#p in
pool of mortgage loans or less than 80% of ourtadssing invested in real estate-related assetsyiglt have
to sell securities to qualify for exemption undee 11940 Act. The sale could occur under advers&ehar
conditions, and we could be forced to accept afyelow that which we believe is acceptable. Intaud there
can be no assurance that the laws and regulatmresming REITSs, including the Division of Investnten
Management of the SEC, providing more specificifieent guidance regarding the treatment of asaets
qualifying real estate assets or real estate-gkldsets, will not change in a manner that adweedédcts our
operations.

A loss of our 1940 Act exemption would allow our Mager to terminate the management agreement with
us, which would materially adversely affect ouribess and operations.

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

If the market value or income potential of our desitial mortgage loans, RMBS, and other real estate
related investments declines as a result of ineceagerest rates, prepayment rates or other fote may need
to increase our real estate investments and inaortiguidate our non-qualifying assets to maintaim REIT
qualification or our exemption from the 1940 AdttHe decline in real estate asset values or incocoars
quickly, this may be especially difficult to accolsp. This difficulty may be exacerbated by theiliid nature
of many of our non-real estate assets. We may teaweke investment decisions that we otherwise avoat
make absent the REIT and 1940 Act considerations.

We expect to leverage our investments, which may aersely affect our return on our investments and mg
reduce cash available for distribution to our stockolders.

We expect to leverage our investments through bongs, generally through the use of repurchase
agreements, warehouse facilities, credit faciljiteesuritizations, commercial paper and collateealidebt
obligations, or CDOs.

We are not required to maintain any particular dekgquity ratio. The amount of leverage will vary
depending on our ability to obtain credit facil#jehe lenders’ and rating agencies’ estimatekestability of
the investments’ cash flow, and our assessmethieadippropriate amount of leverage for the particagaets we
are funding. We may be required to maintain minimawarage cash
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balances in connection with borrowings under aitfadility. Our return on our investments and cashilable
for distribution to our stockholders may be redutethe extent that changes in market conditioesgmt us
from leveraging our investments or increase theé @bsur financing relative to the income that ¢enderived
from the assets acquired. Our debt service paymghiteeduce cash flow available for distributiotts
stockholders, which could adversely affect thegd€our common stock. We may not be able to meetebt
service obligations, and, to the extent that wenogrwe risk the loss of some or all of our assefereclosure or
sale to satisfy the obligations. We will leveragetain of our assets through repurchase agreenfediscrease
in the value of these assets may lead to margis walch we will have to satisfy. We may not hake funds
available to satisfy any such margin calls and veg tve forced to sell assets at significantly deggd9prices due
to market conditions or otherwise. The satisfactibsuch margin calls may reduce cash flow avaddbi
distribution to our stockholders. Any reductiondistributions to our stockholders may cause theesaf our
common stock to decline, in some cases, precigitous

Failure to procure adequate capital and funding orfavorable terms, or at all, would adversely affecour
results and may, in turn, negatively affect the maket price of shares of our common stock and our alify
to distribute dividends to our stockholders.

We depend upon the availability of adequate funding capital for our operations. We intend to ficean
our assets over the long-term through a variemeéns, including repurchase agreements, crediititaxi
securitizations, commercial paper and collaterdlidebt obligations. Our access to capital depepds a
number of factors over which we have little or matrol, including:



« general market condition

» the marke's perception of our growth potenti

e our current and potential future earnings and cistnibutions;

» the market price of the shares of our capital staokl

» the marke's view of the quality of our asse

We cannot assure you that these markets will rearaiefficient source of long-term financing for our
assets. If our strategy is not viable, we will h&wdind alternative forms of financing for our asswhich may
not be available. Further, as a REIT, we are reguio distribute annually at least 90% of our REXable
income, determined without regard to the dedudiwmividends paid and excluding net capital g&inur
stockholders and are therefore not able to retgimificant amounts of our earnings for new investiseWe
cannot assure you that any, or sufficient, fundingapital will be available to us in the future tenms that are
acceptable to us. If we cannot obtain sufficiemtding on acceptable terms, there may be a negatpact on
the market price of our common stock and our ahiititmake distributions to our stockholders. Morowur
ability to grow will be dependent on our abilitypoocure additional funding. To the extent we aseable to
raise additional funds through the issuance oftaddil equity or borrowings, our growth will be cirained.

We will depend on warehouse and repurchase facilés, credit facilities and commercial paper to exete
our business plan, and our inability to access furidg could have a material adverse effect on our re#s of
operations, financial condition and business.

Our ability to fund our investments depends torgdaextent upon our ability to secure warehouse,
repurchase, credit, and commercial paper finanomgcceptable terms. Pending the securitizatieanpadol of
mortgage loans, if any, we will fund the acquisitiaf mortgage loans through borrowings from wareiequ
repurchase, and credit facilities and commercipkepaWe can provide no assurance that we will lseessful in
establishing sufficient warehouse, repurchase caadit facilities and issuing commercial paperatiition,
because warehouse, repurchase, and credit facaitid commercial paper are short-term commitmehnts o
capital, the lenders may respond to market conditizvhich may favor an alternative investment styatfor
them, making it more difficult for us to secure tinned financing. During certain periods of thediteycle,
lenders may curtail their willingness to providedncing. If we are not able to renew our then agst
warehouse,

19

Table of Contents

repurchase, and credit facilities and issue comialguaper or arrange for new financing on termseptable to
us, or if we default on our covenants or are otlisFwnable to access funds under any of thesétitzilwe will
have to curtail our asset acquisition activities.

It is possible that the lenders that will providewith financing could experience changes in thbility to
advance funds to us, independent of our performantiee performance of our investments, including o
mortgage loans. In addition, if the regulatory talpiequirements imposed on our lenders changg,ntey be
required to significantly increase the cost of werehouse facilities that they provide to us. @umders also may
revise their eligibility requirements for the typefsresidential mortgage loans they are willindit@nce or the
terms of such financings, based on, among othéoraahe regulatory environment and their manage e
perceived risk, particularly with respect to asegtiability. Financing of equity-based lending;, é&xample,
may become more difficult in the future. Moreowtie amount of financing we will receive under owarahouse
and repurchase facilities will be directly relatedhe lenders’ valuation of the assets that seth@®utstanding
borrowings. Typically warehouse, repurchase, arditfacilities grant the respective lender theoiltte right to
reevaluate the market value of the assets thatesecitstanding borrowings at any time. If a lendigtermines in
its sole discretion that the value of the assetsde&reased, it has the right to initiate a macglh A margin call
would require us to transfer additional assetsutdhdender without any advance of funds from tmelés for
such transfer or to repay a portion of the outsteptlorrowings. Any such margin call could have @enial
adverse effect on our results of operations, firdmondition, business, liquidity and ability tcake



distributions to our stockholders, and could cahgevalue of our common stock to decline. We may be
forced to sell assets at significantly depressamkpito meet such margin calls and to maintain aakegiquidity,
which could cause us to incur losses. Moreovethécextent we are forced to sell assets at suah tiiwen
market conditions, we may be forced to sell assetise same time as others facing similar presgarssl|
similar assets, which could greatly exacerbatdfecdit market environment and which could resaliiur
incurring significantly greater losses on our s#lleuch assets. In an extreme case of market duresarket
may not even be present for certain of our assetsyaprice.

The current dislocation in the sub-prime mortgagar, and the current weakness in the broadergyaget
market, could adversely affect one or more of aieptial lenders and could cause one or more opotential
lenders to be unwilling or unable to provide ushwiihancing. This could potentially increase ouwafiicing costs
and reduce our liquidity. If one or more major nedrgarticipants fails, it could negatively impatoe t
marketability of all fixed income securities, inding Agency and non-Agency RMBS, residential magiga
loans and real estate related securities, andthilsl negatively impact the value of the securitiesacquire,
thus reducing our net book value. Furthermore,a@hynof our potential lenders are unwilling or ureata
provide us with financing, we could be forced t# sar assets at an inopportune time when priceslapressed.

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

We expect our financing facilities will contain ersive restrictions, covenants, and representatiods
warranties that, among other things, will requisga satisfy specified financial, asset qualitareligibility and
loan performance tests. If we fail to meet or $atgy of these covenants or representations amcantzes, we
would be in default under these agreements anteaders could elect to declare all amounts outstanander
the agreements to be immediately due and payatfieroe their respective interests against collay@edged
under such agreements and restrict our abilitya&eradditional borrowings. We also expect our faiag
agreements will contain cross-default provisionsthat if a default occurs under any one agreentieatienders
under our other agreements could also declarezalief

The covenants and restrictions we expect in o@anfiing facilities may restrict our ability to, angpather
things:

* incur or guarantee additional de
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» make certain investments or acquisitic

* make distributions on or repurchase or redeem alagiiick;

e engage in mergers or consolidatio

» finance mortgage loans with certain attribu

* reduce liquidity below certain level

» grantliens, incur operating losses for more thapexified period

e enter into transactions with affiliates; a

» hold mortgage loans for longer than establisheeé f@riods

These restrictions may interfere with our abiltyabtain financing, including the financing needed
qualify as a REIT, or to engage in other businesigsides, which may significantly harm our busisefinancial



condition, liquidity and results of operations. &fdult and resulting repayment acceleration could
significantly reduce our liquidity, which could neige us to sell our assets to repay amounts du@atstiinding.
This could also significantly harm our businessaficial condition, results of operations, and dailitg to make
distributions, which could cause the value of common stock to decline. A default will also sigoéntly limit
our financing alternatives such that we will be hiego pursue our leverage strategy, which coutthdwur
investment returns.

The repurchase agreements, warehouse facilities ardedit facilities and commercial paper that we wil
use to finance our investments may require us to prvide additional collateral and may restrict us fran
leveraging our assets as fully as desired.

We expect to use repurchase agreements, warelailtels and credit facilities and commercial pafze
finance our investments. If the market value ofldans or securities pledged or sold by us to difpsource
decline in value, we may be required by the lendirsgitution to provide additional collateral orypdown a
portion of the funds advanced, but we may not hhedunds available to do so. Posting additionteral will
reduce our liquidity and limit our ability to levege our assets, which could adversely affect osiness. In the
event we do not have sufficient liquidity to meetls requirements, lending institutions can accédergpayment
of our indebtedness, increase our borrowing rétpsidate our collateral or terminate our abilityliorrow. Such
a situation would likely result in a rapid detedtion of our financial condition and possibly nesitgte a filing
for protection under the U.S. Bankruptcy Code.

Further, financial institutions may require us taimain a certain amount of cash that is not iracst to
set aside non-levered assets sufficient to maiataipecified liquidity position which would allove o satisfy
our collateral obligations. As a result, we may petable to leverage our assets as fully as wedachdose,
which could reduce our return on equity. If we anable to meet these collateral obligations, therdescribed
above, our financial condition could deterioratpiddy.

If the counterparty to our repurchase transactionsdefaults on its obligation to resell the underlying
security back to us at the end of the transactionerm, or if the value of the underlying security has
declined as of the end of that term or if we defation our obligations under the repurchase agreementve
will lose money on our repurchase transactions.

When we engage in a repurchase transaction, weajsneell securities to the transaction countepand
receive cash from the counterparty. The counteypambligated to resell the securities back tauthe end of
the term of the transaction, which is typically 30-days. Because the cash we receive from the equanty
when we initially sell the securities to the coupsaty is less than the value of those securitlgs (lifference is
referred to as the haircut), if the counterpartfadis on its obligation to resell the securitiegkto us we would
incur a loss on the transaction equal to the amolitiite haircut (assuming there was no changedivéfue of
the securities). We would also lose money on argdiase transaction if the value of the underlyiagusities has
declined as of the end of the transaction termyeag/ould have to repurchase the securities for thiial value
but would receive securities worth less than tihadant. Any losses we incur on our repurchase ticitses
could adversely affect our earnings, and thus ash @vailable for distribution to our stockholders.
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If we default on one of our obligations under aurghase transaction, the counterparty can termthate
transaction and cease entering into any other cepse transactions with us. In that case, we widkdty need
to establish a replacement repurchase facility aitbther repurchase dealer in order to continlevierage our
portfolio and carry out our investment strategyeféhis no assurance we would be able to estabBsitable
replacement facility.

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

As our repurchase agreements and other short-temmavbings mature, we will be required either toeznt
into new borrowings or to sell certain of our intreents. An increase in short-term interest ratélatime that
we seek to enter into new borrowings would redbeespread between our returns on our assets awcdshef
our borrowings. This would adversely affect ouuras on our assets that are subject to prepaynsént r
including our mortgage-backed securities, whichihigduce earnings and, in turn, cash available for
distribution to our stockholders.



If we issue senior securities we will be exposed #olditional risks.

If we decide to issue senior securities in theritit is likely that they will be governed by ardenture or
other instrument containing covenants restrictingaperating flexibility. Additionally, any convébte or
exchangeable securities that we issue in the fuhae have rights, preferences and privileges marerbble
than those of our common stock and may resultlirtidh to owners of our common stock. We and, iedity,
our stockholders, will bear the cost of issuing aadricing such securities.

Our securitizations will expose us to additional rgks.

We expect to securitize certain of our portfoliwestments to generate cash for funding new invagsne
We expect to structure these transactions solibgtare treated as financing transactions, andseales, for
federal income tax purposes. In each such tramsgatie would convey a pool of assets to a specigiqse
vehicle, the issuing entity, and the issuing entibuld issue one or more classes of non-recourtss parsuant
to the terms of an indenture. The notes would lbarsel by the pool of assets. In exchange for tvester of
assets to the issuing entity, we would receivectigh proceeds of the sale of non-recourse notea 406%
interest in the equity of the issuing entity. Tleewritization of our portfolio investments might gméfy our
exposure to losses on those portfolio investmeatsiise any equity interest we retain in the isseirgy would
be subordinate to the notes issued to investorsvendould, therefore, absorb all of the lossesasnst with
respect to a securitized pool of assets beforevmers of the notes experience any losses. Moreoxecannot
be assured that we will be able to access theiieation market, or be able to do so at favorahtes. The
inability to securitize our portfolio could hurt operformance and our ability to grow our business.

The use of CDO financings with over-collateralizatin requirements may have a negative impact on our
cash flow.

We expect that the terms of CDOs we may sponséigetierally provide that the principal amount cfets
must exceed the principal balance of the relatedibdy a certain amount, commonly referred to @agef-
collateralization.” We anticipate that the CDOrtex will provide that, if certain delinquencies os$es exceed
the specified levels based on the analysis byatieg agencies (or any financial guaranty insuoéthe
characteristics of the assets collateralizing teds, the required level of over-collateralizatinay be increased
or may be prevented from decreasing as would oiBerlae permitted if losses or delinquencies didexoceed
those levels. Other tests (based on delinquen@lder other criteria) may restrict our abilityreceive net
income from assets collateralizing the obligatidfe cannot assure you that the performance teftbavi
satisfied. In advance of completing negotiationthwlhe rating agencies or other key transactiotiggaon our
future CDO financings, we cannot assure you ofitteal terms of the

22

Table of Contents

CDO delinquency tests, over-collateralization teroash flow release mechanisms or other signifitaaibrs
regarding the calculation of net income to us. Gikecent volatility in the CDO market, rating agesanay
depart from historic practices for CDO financingsking them more costly for us. Failure to obtaindrable
terms with regard to these matters may materiaity adversely affect the availability of net incotoaus. If our
assets fail to perform as anticipated, our ovelatelalization or other credit enhancement expesseciated
with our CDO financings will increase.

Hedging against interest rate exposure may adverseaffect our earnings, which could reduce our cash
available for distribution to our stockholders.

Subject to maintaining our qualification as a RENE may pursue various hedging strategies to seek t
reduce our exposure to losses from adverse chamggsrest rates. Our hedging activity will varyscope
based on the level and volatility of interest rathe type of assets held and other changing madtetitions.
Interest rate hedging may fail to protect or ccadidersely affect us because, among other things:

* interest rate hedging can be expensive, partiguthuting periods of rising and volatile intereserss

« available interest rate hedges may not correspordtly with the interest rate risk for which
protection is sough



» the duration of the hedge may not match the duraifaghe related liability

« the amount of income that a REIT may earn from hegltfansactions (other than through taxable
REIT subsidiaries, or TRSs) to offset interest tagses is limited by federal tax provisions govsgn
REITs;

» the credit quality of the party owing money on beglge may be downgraded to such an extent that it
impairs our ability to sell or assign our side loé thedging transaction; a

» the party owing money in the hedging transactioy default on its obligation to pa

Our hedging transactions, which are intended tit limsses, may actually limit gains and increase ou
exposure to losses. As a result, our hedging agtivay adversely affect our earnings, which coelduce our
cash available for distribution to our stockholders

In addition, hedging instruments involve risk siticey often are not traded on regulated exchanges,
guaranteed by an exchange or its clearing housegatated by any U.S. or foreign governmental auities.
Consequently, there are no requirements with rég¢peecord keeping, financial responsibility ogssgation of
customer funds and positions. Furthermore, therea&bility of agreements underlying derivative sactions
may depend on compliance with applicable statuamg commodity and other regulatory requirements and
depending on the identity of the counterparty, Eaple international requirements. The businedsrfabf a
hedging counterparty with whom we enter into a liegl¢ransaction will most likely result in its defa Default
by a party with whom we enter into a hedging tratiea may result in the loss of unrealized profitel force us
to cover our commitments, if any, at the then aurrearket price. Although generally we will seekéserve the
right to terminate our hedging positions, it may alevays be possible to dispose of or close owdyimg
position without the consent of the hedging coupddy, and we may not be able to enter into arettffygy
contract in order to cover our risk. We cannot essyou that a liquid secondary market will exist iedging
instruments purchased or sold, and we may be rdjtir maintain a position until exercise or expatatwhich
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 tun, cash available for distribution to our stockholcers.

A substantial portion of our assets will be classiffor accounting purposes as “available-foresal
Changes in the market values of those assets evdifectly charged or credited to
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stockholders’ equity. As a result, a decline inueal may reduce the book value of our assets. Mereifthe
decline in value of an available-for-sale secustgther than temporary, such decline will reduamimgs.

A decline in the market value of our assets mayesbly affect us, particularly in instances wheeshave
borrowed money based on the market value of thesets If the market value of those assets declines
lender may require us to post additional collatevyaupport the loan. If we were unable to postatiditional
collateral, we would have to sell the assets aha then we might not otherwise choose to do seduction in
credit available may reduce our earnings and,rim, ttash available for distribution to stockholders

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

We may invest in securities or other instrumends #re not liquid. The illiquidity of our investmtsrmay
make it difficult for us to sell such investmeritshie need or desire arises. In addition, if werargiired to
liquidate all or a portion of our portfolio quicklywve may realize significantly less than the vathich we
have previously recorded our investments. As at;esur ability to vary our portfolio in response ¢thanges in
economic and other conditions may be relativelyitlioh which could adversely affect our results péxations
and financial condition.

We are highly dependent on information systems anthird parties, and systems failures could significatly
disrupt our business, which may, in turn, negativef affect the market price of our common stock and ar



ability to pay dividends to our stockholders.

Our business is highly dependent on communicatmasinformation systems. Any failure or interruptio
of our systems could cause delays or other problerosr securities trading activities, including ngage-
backed securities trading activities, which coudddna material adverse effect on our operatindteeand
negatively affect the market price of our commatktand our ability to pay dividends to our stodkleos.

We expect to be required to obtain various statedenses in order to purchase mortgage loans in the
secondary market and there is no assurance we wilke able to obtain or maintain those licenses.

While we are not required to obtain licenses tachase mortgage-backed securities, we will be reduiv
obtain various state licenses to purchase mortigeges in the secondary market. We have not apfoiethese
licenses and expect that this process will be g@sttl could take several months. There is no assertdat we
will obtain all of the licenses that we desire loattwe will not experience significant delays ieldag these
licenses. Furthermore, we will be subject to vagimformation and other requirements to mainta@séh
licenses, and there is no assurance that we igifgahose requirements. Our failure to obtaimintain
licenses will restrict our investment options andld harm our business.

We may be subject to liability for potential violatons of predatory lending laws, which could adverdg
impact our results of operations, financial conditon and business.

Various federal, state and local laws have beenteddhat are designed to discourage predatoryrignd
practices. The federal Home Ownership and Equitydetion Act of 1994, commonly known as HOEPA,
prohibits inclusion of certain provisions in regitial mortgage loans that have mortgage ratesigination
costs in excess of prescribed levels and requisibrrowers be given certain disclosures priarigination.
Some states have enacted, or may enact, similardawegulations, which in some cases impose céstis and
requirements greater than those in HOEPA. In aglditinder the anti-predatory lending laws of sotates, the
origination of certain residential mortgage loans|uding loans that are not classified as “higist’ loans
under applicable law, must satisfy a net tangilaledfits test with respect to the related borroviais test may
be highly subjective and open to interpretationaAssult, a court may determine that a residemt@tgage
loan, for example, does not meet the test evdreifélated originator reasonably believed thatésewas
satisfied.

Failure of residential mortgage loan originatorsenvicers to comply with these laws, to the exsemyt of
their residential mortgage loans become part ofhoontgaged-related assets, could
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subject us, as an assignee or purchaser to thiedekssidential mortgage loans, to monetary pessatnd could
result in the borrowers rescinding the affecteddiergtial mortgage loans. Lawsuits have been broumg¥arious
states making claims against assignees or purchakhigh cost loans for violations of state lavaried
defendants in these cases have included numerdirsgents within the secondary mortgage markethdf
loans are found to have been originated in viotatibpredatory or abusive lending laws, we coultliriosses,
which could adversely impact our results of operatj financial condition and business.

Terrorist attacks and other acts of violence or wammay affect the market for our common stock, the
industry in which we conduct our operations and ourprofitability.

Terrorist attacks may harm our results of operatiamd your investment. We cannot assure you tbat th
will not be further terrorist attacks against theitdd States or U.S. businesses. These attacksedaconflicts
may directly impact the property underlying oureddsased securities or the securities marketsnerge Losses
resulting from these types of events are uninsarabl

More generally, any of these events could caussurorr confidence and spending to decrease or fasult
increased volatility in the United States and waitte financial markets and economies. Adverse emidco
conditions could harm the value of the propertyartying our asset-backed securities or the seesritiarkets
in general which could harm our operating resutis levenues and may result in the volatility of via&ie of our
securities.

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



After we become a public company, our managemehbwirequired to deliver a report that assesses th
effectiveness of our internal controls over finahceporting, pursuant to Section 302 of the Sagbabxley Act
of 2002, or Sarbanes-Oxley Act. Section 404 ofS8aebanes-Oxley Act requires our independent ragidte
public accounting firm to deliver an attestatiopag on management’s assessment of, and the amgrati
effectiveness of, our internal controls over finahceporting in conjunction with their opinion @ur audited
financial statements as of December 31 subseqo¢nétyear in which our registration statement bezo
effective. Substantial work on our part is requitedmplement appropriate processes, documentysters of
internal control over key processes, assess thsigd, remediate any deficiencies identified ast tteeir
operation. This process is expected to be bothycast challenging. We cannot give any assuraricas t
material weaknesses will not be identified in thisfe in connection with our compliance with theisions of
Sections 302 and 404 of the Sarbanes-Oxley Act.ekistence of any material weakness described alvouéd
preclude a conclusion by management and our indigperauditors that we maintained effective intenwadtrol
over financial reporting. Our management may beired to devote significant time and expense toediate
any material weaknesses that may be discoveredhagdot be able to remediate any material weaksésse
timely manner. The existence of any material weag&ne our internal control over financial reporticmuld also
result in errors in our financial statements thatld require us to restate our financial statemeratgse us to fail
to meet our reporting obligations and cause invegtwlose confidence in our reported financiabiniation, all
of which could lead to a decline in the tradingcprof our common stock.

Risks Related To Our Investments

We have not yet identified any specific investments

We have not yet identified any specific investméatsour portfolio and, thus, you will not be albte
evaluate any proposed investments before purchahiaigs of our common stock. Additionally, our isiveents
will be selected by our Manager, and our stockhwslaeéll not have input into such investment deaisioBoth of
these factors will increase the uncertainty, ang the risk, of investing in our shares.

Until appropriate investments can be identified, anager may invest the net proceeds of this oifer
and the concurrent sale of shares to Annaly irréstebearing short-term investments,
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including money market accounts, that are condisté&h our intention to qualify as a REIT. Thesgéstments
are expected to provide a lower net return thamepe to achieve from investments in our intendedais
proceeds of this offering. We expect to reallo@aportion of the net proceeds from this offerintpia more
diversified portfolio of investments within six mitis, subject to the availability of appropriateéstment
opportunities. Our Manager intends to conduct dligeshce with respect to each investment and slgtab
investment opportunities may not be immediatelyilalsbe. Even if opportunities are available, thea@ be no
assurance that our Manager’s due diligence prosegflaincover all relevant facts or that any intvesnt will
be successful.

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

We will have significant flexibility in investinghie net proceeds of this offering. You will be ureatd
evaluate the manner in which the net proceedsigbffering will be invested or the economic mefitour
expected investments and, as a result, we mayhaseet proceeds from this offering to invest ingisiments
with which you may not agree. The failure of ounragement to apply these proceeds effectively ak fin
investments that meet our investment criteria fficgant time or on acceptable terms could resultinfavorable
returns, could cause a material adverse effecuombusiness, financial condition, liquidity, resutif operations
and ability to make distributions to our stockhe&jeand could cause the value of our common stodetline.

We may not realize income or gains from our investents.

We seek to generate both current income and cagfakciation. The securities we invest in may, évav,
not appreciate in value and, in fact, may declinealue, and the debt securities we invest in nedsudt on
interest or principal payments. Accordingly, we nmay be able to realize income or gains from ouegtments.
Any gains that we do realize may not be sufficientffset any other losses we experience. Any iretmat we
realize may not be sufficient to offset our expanse



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

While we intend to diversify our portfolio of inviesents in the manner described in this prospewtasre
not required to observe specific diversificatioitezia. To the extent that our portfolio is congetetd in any one
region or type of security, downturns relating gatig to such region or type of security may resultiefaults
on a number of our investments within a short tpagod, which may reduce our net income and theevaf
our shares and accordingly may reduce our abdityay dividends to our stockholders.

Increases in interest rates could negatively affe¢he value of our investments, which could resulti
reduced earnings or losses and negatively affectaltash available for distribution to our stockholdes.

We expect to invest in real estate-related asseitsviesting directly in residential mortgage loamsl
indirectly by purchasing RMBS, CMBS and CDOs backgdeal estate-related assets. Under a normal yiel
curve, an investment in these assets will dectinealue if long-term interest rates increase. Dediin market
value may ultimately reduce earnings or resulbssés to us, which may negatively affect cash alvigilfor
distribution to our stockholders.

A significant risk associated with these investraastthe risk that both long-term and short-terterest
rates will increase significantly. If long-term eatwere to increase significantly, the market valithese
investments would decline, and the duration andjlated average life of the investments would inae¥ée
could realize a loss if these assets were solthé\same time, an increase in short-term inteegsswould
increase the amount of interest owed on the repsechgreements we may enter into to finance trehpse of
these assets.

Market values of our investments may decline witremy general increase in interest rates for a reurab
reasons, such as increases in defaults, increasetuntary prepayments for those investmentsdhasubject to
prepayment risk and widening of credit spreads.
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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 advsely affect our profitability.

Our operating results will depend in large partlmndifferences between the income from our assetof
credit losses and financing costs. We anticipadg th most cases, the income from such assetsesjtiond
more slowly to interest rate fluctuations than ¢bst of our borrowings. Consequently, changesterést rates,
particularly short-term interest rates, may siguifitly influence our net income. Increases in thiates will tend
to decrease our net income and market value odssets. Interest rate fluctuations resulting iniotarest
expense exceeding our interest income would r@solperating losses for us and may limit or elindénaur
ability to make distributions to our stockholders.

Most of our portfolio investments will be recordedat fair value, as determined in accordance with our
pricing policy as approved by our board of directos and, as a result, there will be uncertainty as tthe
value of these investments.

Most of our portfolio investments will be in therfo of securities that are not publicly traded. Tdie value
of securities and other investments that are nbligy traded may not be readily determinable. W wvalue
these investments quarterly at fair value, as detexd in accordance with our pricing policy as awed by our
board of directors. Because such valuations armeré@mtily uncertain, may fluctuate over short periofisme and
may be based on estimates, our determinationgrofélue may differ materially from the values tieduld
have been used if a ready market for these sezsugtiisted. The value of our common stock coulddyersely
affected if our determinations regarding the failue of these investments were materially highan the values
that we ultimately realize upon their disposal.

A prolonged economic slowdown, a recession or detlig real estate values could impair our investmeist
and harm our operating results.

Many of our investments may be susceptible to eeknnslowdowns or recessions, which could lead to
financial losses in our investments and a decrieas/enues, net income and assets. Unfavorableoeto
conditions also could increase our funding cogtst bur access to the capital markets or resudt decision by
lenders not to extend credit to us. These eventkl@revent us from increasing investments and laavadverse



effect on our operating results.

Prepayment rates could negatively affect the valuef our investment portfolio, which could result in
reduced earnings or losses and negatively affectdaltash available for distribution to our stockholdes.

In the case of residential mortgage loans, thexes@idom any restrictions on borrowers’ abiliteptepay
their loans. Homeowners tend to prepay mortgagesléaster when interest rates decline. Consequemtigers
of the loans have to reinvest the money receiven fthe prepayments at the lower prevailing interass.
Conversely, homeowners tend not to prepay mortgsges when interest rates increase. Consequemihens
of the loans are unable to reinvest money that vbale otherwise been received from prepaymeriteat
higher prevailing interest rates. This volatilityprepayment rates may affect our ability to mamtargeted
amounts of leverage on our portfolio of residemiartgage loans, RMBS, and CDOs backed by reatessta
related assets and may result in reduced earnirigsses for us and negatively affect the casHaivai for
distribution to our stockholders.

The mortgage loans we will invest in and the mortgge loans underlying the mortgage and asset-backed
securities we will invest in are subject to delingency, foreclosure and loss, which could result ises to
us.

Residential mortgage loans are secured by singtéyfaesidential property and are subject to rieks
delinquency and foreclosure and risks of loss. dthibity of a borrower to repay a loan secured lbgsadential
property is dependent upon the income or assetediorrower. A number of factors, including a gahe
economic downturn, acts of God, terrorism, socamkst and civil disturbances, may impair borrowetslities
to repay their loans. In addition, we intend todavin non-Agency RMBS, which are backed by redidereal
property but, in contrast to Agency RMBS,
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their principal and interest is not guaranteeddwefally chartered entities such as Fannie Mad-asdidie Mac
and, in the case of Ginnie Mae, the U.S. governmfesget-backed securities are bonds or notes bdnkezhns
or other financial assets. The ability of a borroteerepay these loans or other financial assedefigndant upon
the income or assets of these borrowers.

Commercial mortgage loans are secured by multifaoriicommercial property and are subject to rigks o
delinquency and foreclosure, and risks of loss dnatgreater than similar risks associated withdaaade on the
security of single-family residential property. Thigility of a borrower to repay a loan secured byreome-
producing property typically is dependent primatilyon the successful operation of such properherathan
upon the existence of independent income or asféte borrower. If the net operating income of gineperty is
reduced, the borrower’s ability to repay the loaayrhe impaired. Net operating income of an incomoglpcing
property can be affected by, among other thinggremix, success of tenant businesses, properntagement
decisions, property location and condition, contfmetifrom comparable types of properties, changdaws that
increase operating expense or limit rents that beagharged, any need to address environmentalrooration
at the property, the occurrence of any uninsursdaity at the property, changes in national, reglionlocal
economic conditions or specific industry segmeai¢glines in regional or local real estate values|ides in
regional or local rental or occupancy rates, ineesan interest rates, real estate tax rates 4ned operating
expenses, changes in governmental rules, regusatind fiscal policies, including environmental #afion, acts
of God, terrorism, social unrest and civil disturbes.

In the event of any default under a mortgage Iaed Hirectly by us, we will bear a risk of lossmfncipal
to the extent of any deficiency between the value collateral and the principal and accruedrageof the
mortgage loan, which could have a material adveffget on our cash flow from operations. In thereva the
bankruptcy of a mortgage loan borrower, the mortgagn to such borrower will be deemed to be secanty
to the extent of the value of the underlying celtat at the time of bankruptcy (as determined leytthnkruptcy
court), and the lien securing the mortgage loahhelsubject to the avoidance powers of the bar&yipustee
or debtor-in- possession to the extent the liamenforceable under state law.

Foreclosure of a mortgage loan can be an expeasiyéengthy process which could have a substantial
negative effect on our anticipated return on tlredtmsed mortgage loan. RMBS evidence interests are
secured by pools of residential mortgage loansGM&8S evidence interests in or are secured by desing
commercial mortgage loan or a pool of commerciattgage loans. Accordingly, the MBS and CMBS we 8ive
in are subject to all of the risks of the respextimderlying mortgage loans.



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

When we sell loans, we will be required to makdamsry representations and warranties about susislo
to the loan purchaser. Our residential mortgage #ade agreements will require us to repurchaselostitute
loans in the event we breach a representation manty given to the loan purchaser. In addition,msy be
required to repurchase loans as a result of borréraed or in the event of early payment defaulamortgage
loan. Likewise, we are required to repurchase bstiuite loans if we breach a representation orawdy in
connection with our securitizations. The remedigslable to a purchaser of mortgage loans are géper
broader than those available to us against thénatigg broker or correspondent. Further, if a pager enforces
its remedies against us, we may not be able taoemthe remedies we have against the sellers. gfhechased
loans typically can only be financed at a steepaiist to their repurchase price, if at all. They also typically
sold at a significant discount to the unpaid ppatibalance. Significant repurchase activity cchddm our cash
flow, results of operations, financial conditiondaousiness prospects.

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

Subject to maintaining our qualification as a RBy&rt of our investment strategy will involve ergrinto
derivative contracts that could require us to fuadh payments in certain circumstances.
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These potential payments will be contingent lidiedi and therefore may not appear on our balareetsGur
ability to fund these contingent liabilities wilegdend on the liquidity of our assets and accesapial at the
time, and the need to fund these contingent ligdslicould adversely impact our financial condition

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

We own assets secured by real estate and may @lvestate directly in the future, either througtedi
investments or upon a default of mortgage loanal B&tate investments are subject to various riskkjding:

» acts of God, including earthquakes, floods andratlgural disasters, which may result in uninsured
losses

« acts of war or terrorism, including the consequerafeerrorist attacks, such as those that occumed
September 11, 200

» adverse changes in national and local economicreariet conditions

» changes in governmental laws and regulations,Iffggécies and zoning ordinances and the related
costs of compliance with laws and regulations dligmlicies and ordinance

» costs of remediation and liabilities associatedhwitvironmental conditions such as indoor mold;

» the potential for uninsured or un-insured property losse

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

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

In the course of our business, we may take title#b estate, and, if we do take title, we couldbigiect to
environmental liabilities with respect to thesepgadies. In such a circumstance, we may be hdbtkli a
governmental entity or to third parties for progedamage, personal injury, investigation, and clearcosts
incurred by these parties in connection with envinental contamination, or may be required to ingast or
clean up hazardous or toxic substances, or chemneilgalses at a property. The costs associatedmwiglstigation



or remediation activities could be substantialvéf ever become subject to significant environmental
liabilities, our business, financial condition,uidity, and results of operations could be mathriahd adversely
affected.

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

We may in the future invest in RMBS backed by delfal pools of subprime residential mortgage loans.
“Subprime” mortgage loans refer to mortgage lo#imst have been originated using underwriting stachel that
are less restrictive than the underwriting requiata used as standards for other first and jur@arrhortgage
loan purchase programs, such as the programs oid-Btae and Freddie Mac. These lower standardedecl!
mortgage loans made to borrowers having imperfethpaired credit histories (including outstanding
judgments or prior bankruptcies), mortgage loaner&hhe amount of the loan at origination is 80%nore of
the value of the mortgage property, mortgage loaade to borrowers with low credit scores, mortgages
made to borrowers who have other debt that repteselarge portion of their income and mortgag@somade
to borrowers whose income is not required to belo$ed or verified.

Due to economic conditions, including increasedriedt rates and lower home prices, as well as sgjgee
lending practices, subprime mortgage loans havedent periods experienced increased rates ofciedircy,
foreclosure, bankruptcy and loss, and they ardylifcecontinue to experience delinquency, forectesu
bankruptcy and loss rates that are higher, andhlagtbe substantially higher, than those experiige
mortgage loans underwritten in a more traditionahmer. Thus,
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because of the higher delinquency rates and l@sseiated with subprime mortgage loans, the pagnce of
RMBS backed by subprime mortgage loans in whichmag invest could be correspondingly adversely &éigc
which could adversely impact our results of operatj financial condition and business.

Exchange rate fluctuations may limit gains or resulin losses.

If we directly or indirectly hold assets denomirthie currencies other than U.S. dollars, we wilexposed
to currency risk that may adversely affect perfanoea Changes in the U.S. dollar’s rate of exchavigeother
currencies may affect the value of investmentsiinpmrtfolio and the income that we receive in egdf such
investments. In addition, we may incur costs inmEation with conversion between various currencidsch
may reduce our net income and accordingly may reduc ability to pay distributions to our stockhers.

Risks Related To Our Common Stock
There is no public market for our common stock anca market may never develop, which could result in

holders of our common stock being unable to monetztheir investment.

Our shares of common stock are newly issued sesufdr which there is no established trading mtarke
We expect that our common stock will be approvedrding on the New York Stock Exchange, but treane
be no assurance that an active trading marketuiocemmon stock will develop. Accordingly, no asswre can
be given as to the ability of our stockholdersebt their common stock or the price that our staitlers may
obtain for their common stock.

Even if an active trading market develops, the ragpkice of our common stock may be highly voladifel
could be subject to wide fluctuations after thikedhg and may fall below the offering price. Soofehe factors
that could negatively affect our share price inetud

» actual or anticipated variations in our quartee@ating results

» changes in our earnings estimates or publicatioesg#arch reports about us or the real estatetiycl

* increases in market interest rates that may leachpsers of our shares to demand a highery



» 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

e speculation in the press or investment communiiy;

» general market and economic conditic

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

We cannot predict the effect, if any, of futureesabf common stock, or the availability of sha@sffiture
sales, on the market price of the common stockesSal substantial amounts of common stock, or éregption
that such sales could occur, may adversely affestgding market prices for the common stock.

Upon the completion of this offering, we will have shares of common stock outstanding. In additio
Annaly will hold 9.8% of our outstanding sharescofnmon stock as of the closing of this offeringslaging
shares sold pursuant to the underwriters’ exeiskeir overallotment option. Our equity incentipan
provides for grants of restricted common stock atér equity-based awards with respect to up taggmegate
of % of the issued and outstanding sharesiof o
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common stock (including shares to be sold to Anealycurrently with this offering and shares to bkels
pursuant to the underwriters’ exercise of theirralletment option). Each independent director vélteive

shares of our restricted common stock ugnptetion of this offering. In addition, our Manaige
employees will receive shares of our restricted mam stock which, as a group and together with éistricted
shares granted to our independent directors, wilitb aggregate of % of the issued and outsigsthares of
our common stock after giving effect to the shaseged in this offering, excluding shares sold pars to the
underwriters’ exercise of their overallotment optidhe restricted common stock granted to our irddpnt
directors and the employees of our Manager shatl a® follows: one fourth on each of the date isf th
prospectus, the first anniversary of this prospgdtie second anniversary of this prospectus anthird
anniversary of this prospectus. We will not malk&rihutions on shares of restricted common stockkvhave
not vested.

We, Annaly, and our executive officers and direstoave agreed with the underwriters to a 180-dely-1o
up period (subject to extensions), meaning that| the end of the 180-day lock-up period, we amelytwill not,
subject to certain exceptions, sell or transfer gtmres of common stock without the prior conséMerrill
Lynch. Merrill Lynch may, in its sole discretiort,any time from time to time and without notice iveathe
terms and conditions of the lock-up agreementshizlwit is a party. Additionally, Annaly has agreeith us to
a further lock-up period that will expire at thelea of (i) the date which is three years follogithe date of this
prospectus or (ii) the termination of the managemagneement. Assuming no exercise of the undemsrite
overallotment option to purchase additional shaapproximately % of our common shares are stibjelock-
up agreements. When the lock-up periods expirsgtciemmon shares will become eligible for salesoime
cases subject to the requirements of Rule 144 uhdeBecurities Act of 1933, or the Securities Adtich are
described under “Shares Eligible for Future Séale.’

The market price of our common stock may decligeificantly when the restrictions on resale by aiert
of our stockholders lapse. Sales of substantialusatscof common stock or the perception that sutdsszould
occur may adversely affect the prevailing markétepfor our common stock.

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

We intend to make distributions on a quarterly $asit of assets legally available therefor to our



stockholders in amounts such that all or substiyna# of our REIT taxable income in each year is
distributed. We have not established a minimunriflistion payment level and our ability to pay disttions
may be adversely affected by a number of factaduding the risk factors described in this prospgcAll
distributions will be made at the discretion of @aard of directors and will depend on our earnjiogs
financial condition, maintenance of our REIT stedns other factors as our board of directors mayrdeelevant
from time to time. Among the factors that could ebely affect our results of operations and impairability
to pay distributions to our stockholders are:

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

e our ability to make profitable investmen

* margin calls or other expenses that reduce our ftash

» defaults in our asset portfolio or decreases invetiee of our portfolio; an

» the fact that anticipated operating expense lewelg not provide accurate, as actual results may var
from estimates

A change in any one of these factors could affactability to make distributions. We cannot assyoa
that we will achieve investment results that willba us to make a specified level of cash distiidg or year-
to-year increases in cash distributions.

Market interest rates may have an effect on the trding value of our shares.

One of the factors that investors may consideeitiding whether to buy or sell our shares is our
distribution rate as a percentage of our sharespglative to market interest rates. If marketriegée
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rates increase, prospective investors may demaighar distribution rate or seek alternative inwestts paying
higher dividends or interest. As a result, interagt fluctuations and capital market conditions atiect the
market value of our shares. For instance, if irgierates rise, it is likely that the market prid¢eor shares will
decrease as market rates on interest-bearing sesusuch as bonds, increase.

Investing in our shares may involve a high degreef oisk.

The investments we make in accordance with oursitiwent objectives may result in a high amounts¥ ri
when compared to alternative investment optionsvantatility or loss of principal. Our investmentsaynbe
highly speculative and aggressive, and therefoliewastment in our shares may not be suitabledoreone
with lower risk tolerance.

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

The stock market has experienced extreme pricevalnidne fluctuations that have affected the markietep
of many companies in industries similar or relatedurs and that have been unrelated to these coaga
operating performances. These broad market fluonstould reduce the market price of our commonkst
Furthermore, our operating results and prospecishadelow the expectations of public market artalgsd
investors or may be lower than those of compani#s @@mparable market capitalizations, which cdeltl to a
material decline in the market price of our comrstock.

Future sales of shares may have adverse consequenfm investors.

We may issue additional shares in subsequent potiéicdngs or private placements to make new
investments or for other purposes. We are not requo offer any such shares to existing sharehnslde a pre-
emptive basis. Therefore, it may not be possiblefisting shareholders to participate in suchrieighare
issues, which may dilute the existing shareholdetstrests in us. Additional shares may be issusdyant to



the terms of the underwriters’ option, which, gugd, would dilute shareholders’ percentage owiyeish
us. If the underwriters exercise their option toghase additional shares to cover overallotmehésissuance of
additional shares by us, or the possibility of sisslue, may cause the market price of the sharésdmne.
Annaly will own 9.8% of our outstanding shares ofrtnon stock as of the closing of this offering, laging
shares sold pursuant to the underwriters’ exewiskeir overallotment option, and will be permitesubject to
the requirements of Rule 144 under the SecuritigstA sell such shares following expiration of thek-up
period which expires upon the earlier of (i) théedahich is three years after the date of this peotus or (i) the
termination of the management agreement.

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 markeprice of our common stock may be lower as a result

Upon completion of this offering, our charter andglvs will contain provisions that may have an anti
takeover effect and inhibit a change in our bodrdirectors. These provisions include the following

» There are ownership limits and restrictions on sfarability and ownership in our charte To
qualify as a REIT for each taxable year after 20@%,more than 50% of the value of our outstanding
stock may be owned, directly or constructively fivg or fewer individuals during the second half of
any calendar year. In addition, our shares musteficially owned by 100 or more persons during at
least 335 days of a taxable year of 12 months ongwa proportionate part of a shorter taxable year
for each taxable year after 2007. To assist uatisfging these tests, our charter generally pritdib
any person from beneficially or constructively omgnimore than 9.8% in value or number of shares,
whichever is mort
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restrictive, of any class or series of our outsiagdapital stock. These restrictions may discoerag
tender offer or other transactions or a changhercobomposition of our board of directors or control
that might involve a premium price for our sharestherwise be in the best interests of our
stockholders and any shares issued or transfarrgidlation of such restrictions being automatigall
transferred to a trust for a charitable beneficigimgreby resulting in a forfeiture of the additbn
shares

e Our charter permits our board of directors to issteck with terms that may discourage a third party
from acquiring us  Upon completion of this offering, our chartatlywermit our board of directors to
amend the charter without stockholder approvahtogase the total number of authorized shares of
stock or the number of shares of any class orsarid to issue common or preferred stock, having
preferences, conversion or other rights, voting gmwrestrictions, limitations as to dividends tirew
distributions, qualifications, or terms or conditof redemption as determined by our board. Thus,
our board could authorize the issuance of stock teitms and conditions that could have the efféct o
discouraging a takeover or other transaction irctviiolders of some or a majority of our shares migh
receive a premium for their shares over the -prevailing market price of our shar:

» Maryland Control Share Acquisition Ac Maryland law provides that “control sharesf'a
corporation acquired in a “control share acquisiti will have no voting rights except to the exten
approved by a vote of two-thirds of the votes éligito be cast on the matter under the Maryland
Control Share Acquisition Act. “Control shares”eans voting shares of stock that, if aggregateld wit
all other shares of stock owned by the acquiraneespect of which the acquiror is able to exercis
direct the exercise of voting power (except solsha revocable proxy), would entitle the acquiror t
exercise voting power in electing directors witbime of the following ranges of voting power: one-
tenth or more but less than one-third, one-thirchore but less than a majority, or a majority oreno
of all voting power. A “control share acquisitiomheans the acquisition of control shares, suliject
certain exception

If voting rights or control shares acquired in atrol share acquisition are not approved at a
stockholders’ meeting, or if the acquiring persoesinot deliver an acquiring person statement as



required by the Maryland Control Share Acquisitixt, then, subject to certain conditions and
limitations, the issuer may redeem any or all ef ¢bntrol shares for fair value. If voting rightfissoch
control shares are approved at a stockholders’ingeahd the acquiror becomes entitled to vote a
majority of the shares of stock entitled to volepther stockholders may exercise appraisal rightsr
bylaws contain a provision exempting acquisitiohewr shares from the Maryland Control Share
Acquisition Act. However, our board of directorsyramend our bylaws in the future to repeal or
modify this exemption, in which case any contra@rgs of our company acquired in a control share
acquisition will be subject to the Maryland Cont8&ilare Acquisition Act.

» Business Combination Under Maryland law, “business combinationsgtlveen a Maryland
corporation and an interested stockholder or alieaf of an interested stockholder are prohibfiad
five years after the most recent date on whichnterested stockholder becomes an interested
stockholder. These business combinations inclutderger, consolidation, share exchange or, in
circumstances specified in the statute, an asmesfer or issuance or reclassification of equity
securities. An interested stockholder is definec

« any person who beneficially owns 10% or more ofitbing power of the corporation’s shares;
or

« an affiliate or associate of the corporation wharey time within the two-year period before the
date in question, was the beneficial owner of 10%more of the voting power of the then
outstanding voting stock of the corporati

A person is not an interested stockholder undestheite if the board of directors approved in adea
the transaction by which such person otherwise evbale become an
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interested stockholder. However, in approving aga&tion, the board of directors may provide ttgat i
approval is subject to compliance, at or aftertilme of approval, with any terms and conditions
determined by the board.

After the five-year prohibition, any business congtion between the Maryland corporation and an
interested stockholder generally must be recomnetbgehe board of directors of the corporation and
approved by the affirmative vote of at least:

« 80% of the votes entitled to be cast by holdersutétanding shares of voting stock of the
corporation; ant

« two-thirds of the votes entitled to be cast by lkeoddof voting stock of the corporation, other than
shares held by the interested stockholder with whomith whose affiliate the business
combination is to be effected or held by an affiar associate of the interested stockhol

These super-majority vote requirements do not aiphe corporation’s common stockholders receive
a minimum price, as defined under Maryland law tfair shares in the form of cash or other
consideration in the same form as previously pgithke interested stockholder for its shares.

The statute permits various exemptions from itvisions, including business combinations that are
exempted by the board of directors before the timéthe interested stockholder becomes an
interested stockholder. Our board of directorsddpted a resolution which provides that any
business combination between us and any otherpé&sxempted from the provisions of the
Maryland Control Share Acquisition Act, providedtlthe business combination is first approved by
the board of directors. This resolution, howeveayrhe altered or repealed in whole or in part gt an
time. If this resolution is repealed, or the boafdirectors does not otherwise approve a business
combination, this statute may discourage others fimying to acquire control of us and increase the
difficulty of consummating any offer.



e Our charter and bylaws contain other possible -takeover provisionstUpon completion of this
offering, our charter and bylaws will contain otlpeovisions that may have the effect of delaying,
deferring or preventing a change in control of uthe removal of existing directors and, as a tesul
could prevent our stockholders from being paidearpum for their common stock over the then-
prevailing market price. See “Description of CapiBtock” and “Certain Provisions of Maryland
General Corporation Law and Our Charter and Byl'’

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 adbns not in your best interests.

Our charter limits the liability of our directora@ officers to us and our stockholders for monayalges,
except for liability resulting from:

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

« afinal judgment based upon a finding of active daliberate dishonesty by the director or offideatt
was material to the cause of action adjudice

In addition, our charter authorizes us to obligate company to indemnify our present and formesaors
and officers for actions taken by them in thoseac#jes to the maximum extent permitted by Maryléad. Our
bylaws require us to indemnify each present or &rdirector or officer, to the maximum extent peted by
Maryland law, in the defense of any proceeding hictv he or she is made, or threatened to be maukatya
because of his or her service to us. In additiannvay be obligated to fund the defense costs iadsy our
directors and officers. See “Limitation on Lialyliof Directors and Officers and Indemnificatiordafddvance
of Expenses.”
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Tax Risks

Your investment has various federal income tax risk.

This summary of certain tax risks is limited to federal tax risks addressed below. Additionalgisk
issues may exist that are not addressed in thippotus and that could affect the federal taxreat of us or
our stockholders.

Because this prospectus was written in connectitimtive marketing of our common stock, it is not
intended to be used and cannot be used by anyhstiolel to avoid penalties that may be imposed on
stockholders under the Internal Revenue Code.

We strongly urge you to review carefully the dissios under “Certain Federal Income Tax
Considerations” and to seek advice based on yattiqular circumstances from an independent taxsadv
concerning the effects of federal, state and lowadme tax law on an investment in our common stouk on
your individual tax situatior

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

To qualify as a REIT for federal income tax purpggsee must continually satisfy various tests reipard
the sources of our income, the nature and divesditin of our assets, the amounts we distributaito
stockholders and the ownership of our stock. Totrfesse tests, we may be required to forego invesstsnwe
might otherwise make. We may be required to maggildutions to stockholders at disadvantageousstione
when we do not have funds readily available fotritiation. Thus, compliance with the REIT requirarteemay
hinder our investment performance.

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

To qualify as a REIT, we generally must ensure #hdlhe end of each calendar quarter at least #3%eo
value of our total assets consists of cash, casisitgovernment securities and qualified REIT estdte assets,
including certain mortgage loans and mortgage-tdskeurities. The remainder of our investment ousges
(other than government securities and qualifyirad estate assets) generally cannot include moreltféo of



the outstanding voting securities of any one issuenore than 10% of the total value of the outditag
securities of any one issuer. In addition, in gahero more than 5% of the value of our assets(dtian
government securities and qualifying real estaseta} can consist of the securities of any onesissund no
more than 20% of the value of our total securiti@s be represented by securities of one or moresT8&
“Certain Federal Income Tax Considerations — Taabf Our Company — Asset Tests.” If we fail toraply
with these requirements at the end of any quastemnust correct the failure within 30 days after #md of such
calendar quarter or qualify for certain statutaelyaf provisions to avoid losing our REIT statuslauffering
adverse tax consequences. As a result, we maygb&ed to liquidate from our portfolio otherwisdrattive
investments. These actions could have the effedfcing our income and amounts available forigistion to
our stockholders.

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

If (1) all or a portion of our assets are subjedtie rules relating to taxable mortgage poolsw@pre a
“pension-held REIT,” (3) a tax-exempt stockhold®as incurred debt to purchase or hold our comntmrksor
(4) the residual REMIC interests we buy generagcess inclusion income,” then a portion of thetiilbutions
to and, in the case of a stockholder describedhimse (3), gains realized on the sale of commarkdiy such
tax-exempt stockholder may be subject to fedexarime tax as unrelated business taxable income timeler
Internal Revenue Code. See “Certain Federal IncbmeConsiderations — Taxation of Our Company —
Taxable Mortgage Pools.”

35

Table of Contents

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

We intend to structure our securitization and fiiag arrangements as to not create a taxable nggtga
pool. However, if we have borrowings with two or manaturities and, (1) those borrowings are sechyed
mortgages or mortgage-backed securities and ()dpments made on the borrowings are related to the
payments received on the underlying assets, treehdhrowings and the pool of mortgages or mortdaayeked
securities to which such borrowings relate maylbssified as a taxable mortgage pool under theriate
Revenue Code. If any part of our investments welgettreated as a taxable mortgage pool, then BUF Rtatus
would not be impaired, but a portion of the taxabt®me we recognize may, under regulations tsbedd by
the Treasury Department, be characterized as ‘&xelusion” income and allocated among our shoddters
to the extent of and generally in proportion to digtributions we make to each stockholder. Anyessc
inclusion 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 incomewékholding at the maximum rate (without reduction
for any otherwise applicable income tax treatyhwispect to amounts allocable to foreign
stockholders; an

» be taxable (at the highest corporate tax rateytoather than to our stockholders, to the extent t
excess inclusion income relates to stock held byudilified organizations (generally, tax-exempt
companies not subject to tax on unrelated businessne, including governmental organizatior

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

We intend to operate in a manner that is intendaghtise us to qualify as a REIT for federal incaaxe
purposes commencing with our taxable year endinDesember 31, 2007. However, the federal income tax
laws governing REITs are extremely complex, andrprietations of the federal income tax laws govegni



qualification as a REIT are limited. Qualifying aREIT requires us to meet various tests regaritiieg
nature of our assets and our income, the owneodhopr outstanding stock, and the amount of ouridigtions
on an ongoing basis. While we intend to operathabwe will qualify as a REIT, given the highlyraplex
nature of the rules governing REITs, the ongoingantance of factual determinations, including #ve t
treatment of certain investments we may make, hagossibility of future changes in our circumses) o
assurance can be given that we will so qualifyafoy particular year.

If we fail to qualify as a REIT in any calendar y@ad we do not qualify for certain statutory relie
provisions, we would be required to pay federabine tax on our taxable income. We might need toolwor
money or sell assets to pay that tax. Our paymieintome tax would decrease the amount of our ireom
available for distribution to our stockholders. thermore, if we fail to maintain our qualificatiais a REIT and
we do not qualify for certain statutory relief pisions, we no longer would be required to distrébstibstantially
all of our REIT taxable income to our stockholdéssless our failure to qualify as a REIT were exxliander
federal tax laws, we would be disqualified fromatan as a REIT for the four taxable years follogvthe year
during which qualification was lost.

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

To qualify as a REIT, we must distribute to ourcktwlders each calendar year at least 90% of olif RE
taxable income (including certain items of non-cemlome), determined without regard to the deduactoy
dividends paid and excluding net capital gain. f@éxtent that we satisfy the 90%
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distribution requirement, but distribute less ti&0% of our taxable income, we will be subjectaddral
corporate income tax on our undistributed incomeddition, we will incur a 4% nondeductible exdiar on
the amount, if any, by which our distributions myacalendar year are less than the sum of:

» 85% of our REIT ordinary income for that ye

* 95% of our REIT capital gain net income for thaageand

» any undistributed taxable income from prior ye

We intend to distribute our REIT taxable incometw stockholders in a manner intended to satisdy th
90% distribution requirement and to avoid both cogpe income tax and the 4% nondeductible excise ta
However, there is no requirement that taxable R&ibsidiaries distribute their after-tax net incaméheir
parent REIT or their stockholders.

Our taxable income may substantially exceed ouimueime as determined based on generally accepted
accounting principles, or GAAP, because, for exanpalized capital losses will be deducted inmeit@Eng
our GAAP net income, but may not be deductibleamputing our taxable income. In addition, we mayest in
assets that generate taxable income in exces®nbetc income or in advance of the correspondirsip dow
from the assets. To the extent that we generatersart-cash taxable income in a taxable year, weinay
corporate income tax and the 4% nondeductible exeis on that income if we do not distribute suatpime to
stockholders in that year. As a result of the foieg, we may generate less cash flow than taxableme in a
particular year. In that event, we may be requicedse cash reserves, incur debt, or liquidatecasi assets at
rates or at times that we regard as unfavorabsatiefy the distribution requirement and to avadporate
income tax and the 4% nondeductible excise takahyear.

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

In order for us to qualify as a REIT for each tdeajear after 2007, no more than 50% in value of ou
outstanding capital stock may be owned, directlindirectly, by five or fewer individuals duringaHast half of
any calendar year. “Individuals” for this purposelude natural persons, private foundations, semployee
benefit plans and trusts, and some charitablestriist preserve our REIT qualification, our chagenerally



prohibits any person from directly or indirectly miwg more than 9.8% in value or in number of shares
whichever is more restrictive, of any class oresdf the outstanding shares of our capital stock.

This ownership limitation could have the effecddcouraging a takeover or other transaction irctvhi
holders of our common stock might receive a prenfiontheir shares over the then prevailing markatepor
which holders might believe to be otherwise inthgist interests.

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

A REIT may own up to 100% of the stock of one orendRSs. A TRS may earn income that would not be
qualifying income if earned directly by the par&®EIT. Both the subsidiary and the REIT must joirglgct to
treat the subsidiary as a TRS. Overall, no more 882 of the value of a REIT’s assets may congistazk or
securities of one or more TRSs. A TRS will pay fadlestate and local income tax at regular corgorates on
any income that it earns. In addition, the TRSguepose a 100% excise tax on certain transackietveeen a
TRS and its parent REIT that are not conductednoaren’s-length basis.

The TRS that we may form following the completidrttas offering would pay federal, state and local
income tax on its taxable income, and its afterrtaiincome would be available for distributiorubut would
not be required to be distributed to us. We ardiigighat the aggregate value of the TRS stock ecwrities
owned by us will be less than 20% of the valuewftotal assets (including the TRS stock and s#esyi
Furthermore, we will monitor the value of our intragnts in our TRSs
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to ensure compliance with the rule that no more &@£6 of the value of our assets may consist of $R8k
and securities (which is applied at the end of emdbndar quarter). In addition, we will scrutinedéof our
transactions with taxable REIT subsidiaries to emsliat they are entered into on arm’s-length teores/oid
incurring the 100% excise tax described above.&hban be no assurance, however, that we will betabl
comply with the 20% limitation discussed abovematoid application of the 100% excise tax discdsgzove.

We could fail to qualify as a REIT or we could becme subject to a penalty tax if income we recognize
from certain investments that are treated or couldbe treated as equity interests in a foreign corpott#on
exceeds 5% of our gross income in a taxable year.

We may invest in securities, such as subordinatenldsts in certain CDO offerings, that are treated
could be treated for federal (and applicable statélocal) corporate income tax purposes as equgyests in
foreign corporations. Categories of income thatifyutor the 95% gross income test include dividenihterest
and certain other enumerated classes of passisemdJnder certain circumstances, the federal irctzm
rules concerning controlled foreign corporationd passive foreign investment companies requirettigabwner
of an equity interest in a foreign corporation ird# amounts in income without regard to the ownexgipt of
any distributions from the foreign corporation. Ammbs required to be included in income under thakes are
technically neither actual dividends nor any of ¢tiger enumerated categories of passive incomefiguein the
95% gross income test. Furthermore, there is rer geecedent with respect to the qualificationudtsincome
under the 95% gross income test. Due to this uaicgyt we intend to limit our direct investmentsacurities
that are or could be treated as equity interesésforeign corporation such that the sum of the amnteowe are
required to include in income with respect to sseburities and other amounts of non-qualifying mealo not
exceed 5% of our gross income. We cannot assur¢ghabduve will be successful in this regard. To avany risk
of failing the 95% gross income test, we may beiiregl to invest only indirectly, through a dome&RS, in
any securities that are or could be consideree tequity interests in a foreign corporation. Tbis¢ourse, will
result in any income recognized from any such itmest to be subject to federal income tax in thedsaof the
TRS, which may, in turn, reduce our yield on thesstment.

Liquidation of our assets may jeopardize our REIT galification.

To qualify as a REIT, we must comply with requirertseregarding our assets and our sources of incime.
we are compelled to liquidate our investments payeobligations to our lenders, we may be unabt®toply
with these requirements, ultimately jeopardizing gualification as a REIT, or we may be subjeca tt00% tax
on any resultant gain if we sell assets in trafgastthat are considered to be prohibited transasti



The tax on prohibited transactions will limit our ability to engage in transactions, including certain
methods of securitizing mortgage loans, that woulble treated as sales for federal income tax purposes

A REIT’s net income from prohibited transactionsibject to a 100% tax. In general, prohibited
transactions are sales or other dispositions gienty, other than foreclosure property, but inahgdinortgage
loans, held primarily for sale to customers in ohéinary course of business. We might be subjethisotax if
we sold or securitized our assets in a mannewnthattreated as a sale for federal income tax pagderefore,
to avoid the prohibited transactions tax, we magosie not to engage in certain sales of assete &EHT level
and may securitize assets only in transactionsatteatreated as financing transactions and nadlas for tax
purposes even though such transactions may nbiebaptimal execution on a pre-tax basis.

We could avoid any prohibited transactions tax eons by engaging in securitization transactionstigh
a TRS, subject to certain limitations as describlealve. To the extent that we engage in such desuitrough
domestic TRSs, the income associated with suctiitaesi will be subject to federal (and applicabiate and
local) corporate income tax.
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Characterization of the repurchase agreements we &t into to finance our investments as sales for ta
purposes rather than as secured lending transacti@would adversely affect our ability to qualify asa
REIT.

We anticipate entering into several repurchaseesgeats with a variety of counterparties to achiawe
desired amount of leverage for the assets in wiiglnvest. When we enter into a repurchase agretemen
generally sell assets to our counterparty to tlieeagent and receive cash from the counterparty. The
counterparty is obligated to resell the assets bacis at the end of the term of the transactidrickvis typically
30-90 days. We believe that for federal incomepapposes we will be treated as the owner of thetadbat are
the subject of repurchase agreements and tha¢plueahase agreements will be treated as securéithden
transactions notwithstanding that such agreemeatstransfer record ownership of the assets todhaterparty
during the term of the agreement. It is possibdsydwver, that the IRS could successfully assertvieatlid not
own these assets during the term of the repurcdmg®@ments, in which case we could fail to qualdya REIT.

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

The REIT provisions of the Internal Revenue Codgstantially limit our ability to hedge mortgage-kad
securities and related borrowings. Under theseigians, our annual gross income from qualifying and-
qualifying hedges, together with any other incoroegenerated from qualifying real estate assetmatsexceed
25% of our gross income. In addition, our aggregatss income from non-qualifying hedges, fees,aarthin
other non-qualifying sources cannot exceed 5% paouual gross income. As a result, we might havartit
our use of advantageous hedging techniques or imgriethose hedges through a TRS, which we inteffiofto
following the completion of this offering. This dolincrease the cost of our hedging activitiesxgase us to
greater risks associated with changes in inteagssithan 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 laws or regata governing REITs or the administrative
interpretations of those laws or regulations magpimended. We cannot predict when or if any newrfdde
income tax law, regulation or administrative intefiation, or any amendment to any existing fede@me tax
law, regulation or administrative interpretatiorill Wwe adopted, promulgated or become effective amglsuch
law, regulation or interpretation may take effestt@actively. We and our stockholders could be esilg
affected by any such change in, or any new, fedecalme tax law, regulation or administrative iptetation.

Dividends payable by REITs do not qualify for the educed tax rates.

Legislation enacted in 2003 generally reduces thgimmum tax rate for dividends payable to domestic
stockholders that are individuals, trusts and estiiom 38.6% to 15% (through 2010). Dividends péyay
REITs, however, are generally not eligible for teduced rates. Although this legislation does detsesely
affect the taxation of REITs or dividends paid bylRs, the more favorable rates applicable to ragudaporate
dividends could cause investors who are individualsts and estates to perceive investments iif Rl be



relatively less attractive than investments in stoicnon-REIT corporations that pay dividends, vihiould
adversely affect the value of the stock of REITis|uding our common stock.
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FORWARD-LOOKING STATEMENTS

We make forward-looking statements in this prospethat are subject to risks and uncertaintiess&he
forward-looking statements include information abypossible or assumed future results of our busines
financial condition, liquidity, results of operatis, plans and objectives. When we use the woradiébe,”
“expect,” “anticipate,” “estimate,” “plan,” “continue,” “intend,” “should,” “may,” “w ould,” “will” or
similar expressions, we intend to identify forwdondking statements. Statements regarding the fatigw
subjects, among others, are forward-looking byrthaiure:

[ET} Mo "o [ET}

e our business and investment strate

e our projected operating resul

* our ability to obtain future financing arrangemeil

» general volatility of the securities markets in athive invest

* our expected investmen

» interest rate mismatches between our mortgage-dass@urities and our borrowings used to fund
such purchase:

» changes in interest rates and mortgage prepayats;

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

» rates of default or decreased recovery rates omwastments

» prepayments of the mortgage and other loans uridgrur mortgage-backed or other asset-backed
securities

» the degree to which our hedging strategies mayayr mot protect us from interest rate volatili

» changes in governmental regulations, tax law atesrand similar matter

» availability of investment opportunities in reatats-related and other securitie

» availability of qualified personne

» estimates relating to our ability to make distribas to our stockholders in the futu

* our understanding of our competitic



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

» use of the proceeds of this offerit

The forward-looking statements are based on ouefisehssumptions and expectations of our future
performance, taking into account all informatiomrently available to us. You should not place uncklence
on these forward-looking statements. These beksfsumptions and expectations can change as aoemany
possible events or factors, not all of which arewn to us. Some of these factors are describdusrptospectus
under the headings “Summary,” “Risk Factors,'Management’s Discussion and Analysis of Financial
Condition and Results of Operations” and “Busis€df a change occurs, our business, financialdition,
liquidity and results of operations may vary mahyifrom those expressed in our forward-lookingtstents.
Any forward-looking statement speaks only as ofdate on which it is made. New risks and uncerigsrdrise
from time to time, and it is impossible for us tegict those events or how they may affect us. pixas
required by law, we are not obligated to, and doimend to, update or revise any forward-lookitatesments,
whether as a result of new information, future ésvem otherwise.
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USE OF PROCEEDS

We estimate that our net proceeds from the intiddlic offering of our shares of common stock, afte
deducting the underwriter discount and our estichaféering and organizational expenses, will be
approximately $ million (based on the mitipof the price range on the cover of this prospgc We
estimate that our net proceeds will be approxingeiel  million if the underwriters exercisesth
overallotment option in full.

Concurrent with this offering, we also expect th 8688% of our shares, excluding shares sold puntstoa
the underwriters’ exercise of their overallotmeption, to Annaly at a price per share equal toiniteal public
offering price. No underwriting discount is payaliieconnection with the sale of shares to Annalg plan to
invest the net proceeds of this offering and thecoorent sale of shares to Annaly in accordanck ot
investment objectives and the strategies desciibtds prospectus. See “Business — Our Investment
Strategy.”

We intend to invest the net proceeds of this affigin prime and Alt-A mortgage loans, non-Agency
RMBS, Agency RMBS and ABS, CDOs, CMBS and otherscmner or non-consumer ABS. Initially, we expect
to focus our investment activities on purchasirgidential mortgage loans that have been originyesklect
high-quality originators, including the retail lend operations of leading commercial banks, andAgency
RMBS. Until appropriate investments can be idesdifiour Manager may invest the net proceeds obffasing
and the concurrent sale of shares to Annaly iréstebearing short-term investments, including nyamarket
accounts, that are consistent with our intentiogualify as a REIT. These investments are expdctedovide a
lower net return than we hope to achieve from itmesits in our intended use of proceeds of thisrioile We
expect to reallocate a portion of the net procdems this offering into a more diversified portfolof
investments within six months, subject to the alality of appropriate investment opportunities.r®anager
intends to conduct due diligence with respect ttheéavestment and suitable investment opportunitiag not
be immediately available.
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DISTRIBUTION POLICY

We intend to elect and qualify to be taxed as alRat federal income tax purposes commencing with o
taxable year ending on December 31, 2007. Fedwarairie tax law requires that a REIT distribute wékhpect
to each year at least 90% of its REIT taxable ineodetermined without regard to the deduction feidénds



paid and excluding any net capital gain. We will be required to make distributions with respect to
activities conducted through the TRS which we idtemform following the completion of this offeringor
more information, please see “Certain Federal ined’ax Considerations — Taxation of Our Company.”

To satisfy the requirements to qualify as a REI@ ganerally not be subject to federal income aruisex
tax, we intend to make regular quarterly distribng of all or substantially all of our REIT taxalieome to
holders of our common stock out of assets legalbilable therefor. Any future distributions we maki be at
the discretion of our board of directors and wdpénd upon our earnings and financial conditiorintanance
of our REIT status, applicable provisions of theriiand General Corporation Law, or MGCL, and suttreo
factors as our board of directors deems relevamt.earnings and financial condition will be affettey various
factors, including the net interest and other inedrom our portfolio, our operating expenses andather
expenditures. For more information regarding rattérs that could materially adversely affect cannéngs and
financial condition, please see “Risk Factors.”

We anticipate that our distributions generally Wil taxable as ordinary income to our stockholders,
although a portion of the distributions may be geated by us as qualified dividend income or chpian or
may constitute a return of capital. We will furnishnually to each of our stockholders a statemetting forth
distributions paid during the preceding year arartbharacterization as ordinary income, returoayital,
qualified dividend income or capital gain. For mar®rmation, please see “Certain Federal Incorag T
Considerations — Taxation of Stockholders.”
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CAPITALIZATION

The following table sets forth (1) our actual cajiation at August 3, 2007 and (2) our capitalmags
adjusted to reflect the effects of the sale ofammmon stock in this offering at an assumed oftgprice of
$ per share (the midpoint of the rangerontfcover of this prospectus) after deductinguhderwriters’
commissions and estimated organizational and offezkpenses payable by us and the concurrentrafféoi
Annaly of 9.8% of our common stock at the same rassloffering price. You should read this table tbhge
with “Use of Proceeds” included elsewhere in thi®spectus.

As of August 3, 2007

Actual As Adjusted (1)(2)

Stockholders’ equity:
Common stock, par value $0.01 per share; 1,00@starthorized, 1,000 shares

outstanding, actual and shares aisbdand shares outstanding,

as adjuste¢?) $ 10 $
Capital in excess of par value $ 990 $
Total stockholders’ equity $ 1,000 $
(1) Assumes shares will be solthis offering at an initial offering price of epshare (the

midpoint of the range on front cover of this prosps) for net proceeds of approximately $ millafter
deducting the underwriters’ commission and estichatganization and offering expenses of approxitpate
$ million and the concurrent offering toedy of 9.8% of our common stock. The shares sold t
Annaly will be sold at the offering price withouhyment of any underwriters’ commission. See “Use o
Proceed!”

(2) Does not include the underwrit’ option to purchase or place up to additional share:

(3) Does not include shares of redacommon stock granted pursuant to our equitgritice
plan.
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MANAGEMENT’ S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

We are a newly-formed specialty finance companywhthinvest in residential mortgage loans, resitia!
mortgage-backed securities, real estate-relatadities and various other asset classes. We withtternally
managed by FIDAC. We intend to elect and qualifpéctaxed as a real estate investment trust, of K&
federal income tax purposes.

Our objective is to provide attractive risk-adjubsteturns to our investors over the long-term, prilg
through dividends and secondarily through capipalreciation. We intend to achieve this objectivaresting
in a broad class of financial assets to constméh@estment portfolio that is designed to achiatteactive risk-
adjusted returns and that is structured to comjitly thie various federal income tax requirementsRBaiIT
status.

Our investment strategy is intended to take adgntd opportunities in the current interest raté aredit
environment. We will adjust our strategy to chaggimarket conditions by shifting our asset alloaaiacross
these various asset classes as interest rate editl@ycles change over time. We believe that tnateqy,
combined with our Manager’s experience, will enalddo pay dividends and achieve capital appreciati
throughout changing market cycles. We expect te talong-term view of assets and liabilities, andreported
earnings and mark-to-market valuations at the dradfimancial reporting period will not significdptimpact our
objective of providing attractive risk-adjusteduets to our stockholders over the long-term. Weehaot yet
made any investments.

We will use leverage to seek to increase our piatergturns and to fund the acquisition of our éss@ur
income will be generated primarily by the differenor net spread, between the income we earn ocassets
and the cost of our borrowings. We expect to figaogr investments using a variety of financing sear
including repurchase agreements, warehouse fasiliecuritizations, commercial paper and termrmfimey
CDOs. We expect to manage our debt by utilizingriest rate hedges, such as interest rate swagsjuoe the
effect of interest rate fluctuations related to debt.

We expect the results of our operations to be &dteby various factors, many of which are beyond ou
control. Our results of operations will primarilggend on, among other things, the level of ouintetest
income, the market value of our assets, and thelgwb and demand for such assets. Our net intareste,
which reflects the amortization of purchase prensiwand accretion of discounts, varies primarily assalt of
changes in interest rates, borrowing costs, angbgraent speeds, which is a measurement of how lguick
borrowers pay down the unpaid principal balanc¢heir mortgage loans.

Prepayment Speeds. Prepayment speeds, as reflected by the CorBtapayment Rate, or CPR, vary
according to interest rates, the type of investmatditions in financial markets, competition anter factors,
none of which can be predicted with any certaihtygeneral, when interest rates rise, it is retdgivess
attractive for borrowers to refinance their mortgdmans, and as a result, prepayment speeds telettease.
When interest rates fall, prepayment speeds temttease. For mortgage loan and RMBS investments
purchased at a premium, as prepayment speedssecitta amount of income we earn decreases beiteuse
purchase premium we paid for the bonds amortizgeifahan expected. Conversely, decreases in prepdy
speeds result in increased income and can extengkttiod over which we amortize the purchase premktor
mortgage loan and RMBS investments purchased istauht, as prepayment speeds increase, the ambunt
income we earn increases because of the acceferdttbe accretion of the discount into interesbime.
Conversely, decreases in prepayment speeds nesldtieased income and can extend the period dvehwe
accrete the purchase discount into interest income.

Rising Interest Rate Environment.As indicated above, as interest rates risggyment speeds generally
decrease, increasing our interest income. Risitegast rates, however, increase our financing auelsish may
result in a net negative impact on our net interesime. In addition, if we acquire Agency and ragency
RMBS collateralized by monthly reset adjustable-rabrtgages, or ARMs, and three- and five-yearidybr
ARMSs, such interest rate increases should resuleareases
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in our net investment income, as there could bmiag mismatch between the interest rate resesdatieour
RMBS portfolio and the financing costs of theseeistments. Monthly reset ARMs are ARMs on which azup
rates reset monthly based on indices such as om¢hrbtBOR. Hybrid ARMs are mortgages that have ries¢
rates that are fixed for an initial period (typigahree, five, seven or 10 years) and thereaéisetrat regular
intervals subject to interest rate caps.

With respect to our future floating rate investnsesuich as CDO securities, such interest rate isesea
should result in increases in our net investmectrime because our floating rate assets are greaaendunt than
the related floating rate liabilities. Similarlyych an increase in interest rates should genaesdlyit in an
increase in our net investment income on futuredixate investments made by us because our fixedszsets
would be greater in amount than our fixed-rateiliigéds. We expect, however, that our fixed-ratsets would
decline in value in a rising interest rate envire@minand that our net interest spreads on fixedasgets could
decline in a rising interest rate environment @ ¢ixtent such assets are financed with floatirg dabt.

Credit Risk. One of our strategic focuses is assets whicbelieve to be of high credit quality. We
believe this strategy will keep our credit lossed &inancing costs low. We retain the risk of pdiErcredit
losses on all of the residential mortgage loan$iatd in our portfolio. Additionally, some of ouniastments in
RMBS may be qualifying interests for purposes ofntaning our exemption from the 1940 Act becaugse w
retain a 100% ownership interest in the underlyirams. If we purchase all classes of these seratiitins, we
have the credit exposure on the underlying loarier B the purchase of these securities, we intermbnduct a
due diligence process that allows us to removesidlaat do not meet our credit standards basedamtimvalue
ratios, borrower’s credit scores, income and adsetimentation and other criteria that we believieeo
important indications of credit risk.

Size of Investment Portfolio. The size of our investment portfolio, as meadiby the aggregate unpaid
principal balance of our mortgage loans and aggeggancipal balance of our mortgage related séesrand
the other assets we own is also a key revenuerd@®enerally, as the size of our investment padfgtows, the
amount of interest income we receive increases |drger investment portfolio, however, drives irased
expenses as we incur additional interest expenfieance the purchase of our assets.

Since changes in interest rates may significarifschour activities, our operating results depeandarge
part, upon our ability to effectively manage ingtreate risks and prepayment risks while maintgimar status
as a REIT.

Current Environment. The current situation in the sub-prime mortgsgetor, and the current weakness in
the broader mortgage market, could adversely affieetor more of our potential lenders and couldseane or
more of our potential lenders to be unwilling oable to provide us with financing. This could pdiathy
increase our financing costs and reduce our ligitfione or more major market participants failssould
negatively impact the marketability of all fixeccmme securities, including government mortgage riges) and
this could negatively impact the value of the siims we acquire, thus reducing our net book value.
Furthermore, if many of our potential lenders amevilling or unable to provide us with financing, weuld be
forced to sell our securities or residential mogegéoans at an inopportune time when prices areedsed.

Critical Accounting Policies

Our financial statements will be prepared in acaom with accounting principles generally accejptatie
United States of America, or GAAP. These accounpingciples may require us to make some complex and
subjective decisions and assessments. Our mdsatetcounting policies will involve decisions and
assessments that could affect our reported asseitaailities, as well as our reported revenued @xpenses.
We believe that all of the decisions and assessmgrun which our financial statements will be bas#édbe
reasonable at the time made and based upon infomratailable to us at that time. We will rely eadependent
pricing of our assets at each quarter’s end teveat what we believe to be reasonable estimatisraharket
value. We have identified what we believe will he most critical accounting policies to be thedaling:
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Loans and Securities Held for Investment



We will purchase residential mortgage loans, RMBBS, CDOs and CMBS, a portion of which may be
held for investment. Loans or securities held fimestment are intended to be held to maturity andordingly,
will be reported at amortized cost, unless we deitez that we are an investment company for accognti
purposes under American Institute of Certified RuBkccountants, or AICPA, Statement of Position1)7-
Clarification of the Scope of the Audit and AccangpiGuide Investment Companies and Accounting logriRa
Companies and Equity Method Investors for Investsnennvestment Companiesr SOP 07-1, effective
January 1, 2008, in which case they would be replcat fair value. These assets held for investwéhbe
valued quarterly to determine if an other-than-terapy impairment exists. If upon completion of traduation,
the fair value of the underlying collateral secgrthe impaired loan/security is less than the aatying value of
the loan/security, an allowance will be createchwitcorresponding charge to the provision for leséa
allowance for each loan/security would be maintdiata level believed adequate by management totabs
probable losses. We may elect to sell a loan/sgdueid for investment due to adverse changesadicr
fundamentals. Once the determination has been imads that we will no longer hold the loan for istraent,
we will account for the loan at the lower of amzeti cost or estimated fair value. The reclassificabf the
loan/security and recognition of impairments ccadidersely affect our reported earnings.

Classifications of Investment Securities

We expect our investments in RMBS will be primadlgssified as available-for-sale securities that a
carried on the balance sheet at their fair valis €lassification will result in changes in faalue being
recorded as balance sheet adjustments to accucholgter comprehensive income or loss, which israpmment
of stockholders’ equity. SOP 07-1 may require gastthent to this accounting methodology whereby the
investments will be carried at fair value, howether changes in fair value will be included in eags. We are
currently evaluating this new guidance and havedetérmined whether we will be required to apply th
provisions of this SOP in our financial statememgsgntation. If it is necessary to adopt this antiog
methodology under SOP 07-1, our reported earningklde materially affected.

Investment Consolidation

For each investment we will make, we will evalugte underlying entity that issued the securitiesnite
acquire or to which we will make a loan to deterenihe appropriate accounting. We refer to guidamce
Statement of Financial Accounting Standards (SHA&)140,Accounting for Transfers and Servicing of
Financial Assets and Extinguishments of Liabili, and FASB Interpretation No. (FIN) 46Rpnsolidation of
Variable Interest Entitiesin performing our analysis. FIN 46R addressesth@ication of Accounting
Research Bulletin No. 5Consolidated Financial Statement® certain entities in which voting rights ard no
effective in identifying an investor with a contiing financial interest. An entity is subject tonsmlidation under
FIN 46R if the investors either do not have suéfitiequity at risk for the entity to finance itgiaities without
additional subordinated financial support, are imad direct the entity’s activities, or are nopeged to the
entity’s losses or entitled to its residual retufhsariable interest entities” or “VIES"). Varable interest entities
within the scope of FIN 46R are required to be otidated by their primary beneficiary. The primary
beneficiary of a VIE is determined to be the pdniyt absorbs a majority of the entity’s expectestés, its
expected returns, or both.

Valuations of Available-for-Sale Securities

We expect our available-for-sale securities wilida&air values as determined with reference toepric
estimates provided by independent pricing sendcekdealers in the securities. The pricing is sulifevarious
assumptions which could result in different preagohs of value.

When the fair value of an available-for-sale sagusi less than its amortized cost for an exterpiibd,
we will consider whether there is an other-thangerary impairment in the value of the securityinfour
judgment, an oth-than-temporary impairment exists, the cost basikesecurity is written down to the then-
current fair value, and the unrealized loss isdfamed from accumulated
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other comprehensive loss as an immediate reducfionrrent earnings (as if the loss had been redliz the
period of other-than-temporary impairment). Theedgination of other-than-temporary impairment is a
subjective process, and different judgments andraggons could affect the timing of loss realizatio

We will consider the following factors when detening an other-than-temporary impairment for a ségur



or investment:

* The length of time and the extent to which the retidalue has been less than the amortized

»  Whether the security has been downgraded by agratigncy; an

* Our intent to hold the security for a period of giisufficient to allow for any anticipated recovény
market value

The determination of other-than-temporary impairtiemade at least quarterly. If we determine an
impairment to be other than temporary we will neecealize a loss that would have an impact onréutnbcome.

Interest Income Recognition

Interest income on available-for-sale securitied laans held for investment will be recognized awer life
of the investment using the effective interest radthnterest income on mortgage-backed securgies i
recognized using the effective interest methodeseitbed by SFAS No. 9Accounting for Nonrefundable Fees
and Costs Associated with Originating or Acquirlnmans and Initial Direct Costs of Leasgfor securities of
high credit quality and Emerging Issues Task Fdioe99-20,Recognition of Interest Income and Impairment
on Purchased and Retained Beneficial InteresteuBtized Financial Assetdor all other securities. Interest
income on loans held for investment is recognizaskl on the contractual terms of the loan instrisnémcome
recognition will be suspended for loans when, mapinion of management, a full recovery of incaand
principal becomes doubtful. Income recognition Wil resumed when the loan becomes contractualtgrur
and performance is demonstrated to be resumedloamyfees or acquisition costs on originated laans
securities will be capitalized and recognized asraponent of interest income over the life of tmeestment
using the effective interest method.

Under SFAS No. 91 and Emerging Issues Task Forc®8@0, management will estimate, at the time of
purchase, the future expected cash flows and ditertine effective interest rate based on thesmat#id cash
flows and our purchase price. As needed, thesmatgtd cash flows will be updated and a revisedlyiel
computed based on the current amortized cost dhtlestment. In estimating these cash flows, theliebe a
number of assumptions that will be subject to utadeties and contingencies. These include theamatktiming
of principal payments (including prepayments, repases, defaults and liquidations), the pass-tiraug
coupon rate and interest rate fluctuations. Intémidiinterest payment shortfalls due to delinquesion the
underlying mortgage loans, and the timing of thgnitade of credit losses on the mortgage loans nlyidg the
securities have to be judgmentally estimated. Thesertainties and contingencies are difficult tedict and are
subject to future events that may impact managemestimates and our interest income.

Security transactions will be recorded on the trdate. Realized gains and losses from securitgaeions
will be determined based upon the specific iderdiion method and recorded as gain (loss) on $aeadable
for sale securities and loans held for investmeihé statement of income.

We will account for accretion of discounts or prams on available-for-sale securities and real e$tains
using the effective interest yield method. Such am® will be included as a component of interesbine in the
income statement.

Accounting For Derivative Financial Instruments

Our policies permit us to enter into derivative waats, including interest rate swaps and intewst caps,
as a means of mitigating our interest rate risk.ilend to use interest rate derivative instrumémtsitigate
interest rate risk rather than to enhance returns.

47

Table of Contents

We will account for derivative financial instrumerih accordance with SFAS No. 13%;counting for
Derivative Instruments and Hedging Activit, as amended and interpreted. SFAS No. 133 reqairesitity to
recognize all derivatives as either assets orliiegs in the balance sheets and to measure tings@iments at
fair value. Additionally, the fair value adjustmemtill affect either other comprehensive incomstimckholders’
equity until the hedged item is recognized in eagaior net income depending on whether the devivati
instrument qualifies as a hedge for accounting @sep and, if so, the nature of the hedging activity



In the normal course of business, we may use atyaof derivative financial instruments to manage,
hedge, interest rate risk. These derivative firalriostruments must be effective in reducing oterest rate risk
exposure in order to qualify for hedge accountifpen the terms of an underlying transaction areifisal] or
when the underlying hedged item ceases to existhahges in the fair value of the instrument asekad-to-
market with changes in value included in net incdareeach period until the derivative instrumentunes or is
settled. Any derivative instrument used for risknagement that does not meet the hedging criterar&ed-to-
market with the changes in value included in nebine.

Derivatives will be used for hedging purposes nathan speculation. We will rely on quotations fram
third party to determine these fair values. If bedging activities do not achieve our desired tesolr reported
earnings may be adversely affected.

Reserve for Possible Credit Losses

The expense for possible credit losses in conneetith debt investments is the charge to earnings t
increase the allowance for possible credit losselé level that management estimates to be adequat
considering delinquencies, loss experience andteofll quality. Other factors considered relatggographic
trends and product diversification, the size ofibetfolio and current economic conditions. Baspdruthese
factors, we will establish the provision for possibredit losses by category of asset. When itabable that we
will be unable to collect all amounts contractuallye, the account is considered impaired.

Where impairment is indicated, a valuation writevdoor write-off is measured based upon the exckéss o
the recorded investment amount over the net fdirevaf the collateral, as reduced by selling cosis;
deficiency between the carrying amount of an aasdithe net sales price of repossessed collatechbirged to
the allowance for credit losses.

Income Taxes

We intend to elect and qualify to be taxed as alRBt the taxable year ended December 31, 2007.
Accordingly, we will generally not be subject torporate federal or state income tax to the exteaitwe make
qualifying distributions to our stockholders, arrdyided we satisfy on a continuing basis, througtual
investment and operating results, the REIT requar@siincluding certain asset, income, distributiod stock
ownership tests. If we fail to qualify as a REITidado not qualify for certain statutory relief preions, we will
be subject to federal, state and local income tardsmay be precluded from qualifying as a REITtler
subsequent four taxable years following the yeavhich we lost our REIT qualification. Accordinglgur
failure to qualify as a REIT could have a mategidVerse impact on our results of operations anduatso
available for distribution to our stockholders.

The dividends paid deduction of a REIT for qualifyidividends to its stockholders is computed using
taxable income as opposed to net income reportédeofinancial statements. Taxable income, gengnaill
differ from net income reported on the financiatstents because the determination of taxable iaésiased
on tax provisions and not financial accounting gipies.

We may elect to treat certain of our subsidiare3RSs. In general, a TRS of ours may hold assets a
engage in activities that we cannot hold or engagkrectly and generally may engage in any retdtesor non-
real estate-related business. A TRS is subjectderfl, state and local corporate income taxes.
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While our TRS will generate net income, our TRS danlare dividends to us which will be includedirr
taxable income and necessitate a distribution testmekholders. Conversely, if we retain earningtha TRS
level, no distribution is required and we can ilmseebook equity of the consolidated entity.

Recent Accounting Pronouncements

In September 2006, the Financial Accounting StasslBoard, or FASB, issued SFAS No. 1BEjr Value
Measurement(“SFAS 157"). SFAS 157 defines fair value, estiahks a framework for measuring fair value
and requires enhanced disclosures about fair vakasurements. SFAS 157 requires companies to séstiie
fair value of their financial instruments accordioga fair value hierarchy (i.e., levels 1, 2, 8na@s defined).
Additionally, companies are required to provide amted disclosure regarding instruments in the 18vel
category (which require significant management judgt), including a reconciliation of the beginnenag
ending balances separately for each major categfagsets and liabilities. SFAS 157 will be effeetfor the



company on January 1, 2008.

In February 2007, the FASB issued SFAS No. T8® Fair Value Option for Financial Assets and
Financial Liabilities— Including an amendment of FASB Statement No. '85AS 159"). SFAS 159 permits
entities to choose to measure many financial insgnts and certain other items at fair value. Uizedlgains
and losses on items for which the fair value optias been elected will be recognized in earningsel
subsequent reporting dates. FAS 159 will be effedior the company commencing January 1, 2008.

In June 2007, the AICPA issued SOP 07-1. This S@Riges guidance for determining whether an entity
is within the scope of the AICPA Audit and AccoungtiGuidelnvestment Companit, or the Guide. Entities that
are within the scope of the Guide are required,ragrather things, to carry their investments at vaiue, with
changes in fair value included in earnings. Thevigions of this SOP will be effective for the comygaon
January 1, 2008.

Proposed FASB Staff Position. The FASB issued a proposed FSP FAS 140-d mglati FASB Statement
No. 140,Accounting for Transfers of Financial Assets angirehase Financing Transactio(FSP FAS
140”) to address questions where assets purctes®da particular counterparty and financed throagh
repurchase agreement with the same counterpartipecaonsidered and accounted for as separate ¢tamsa
Currently, we intend to record such assets anddiaged financing on a gross basis in our statesnefifinancial
condition, and the corresponding interest incontkiaterest expense in our statements of operatiods
comprehensive income (loss). For assets repregesvailable-for-sale investment securities, asiinaase, any
change in fair value will be reported through otbemprehensive income under SFAS 115, with the miare of
impairment losses, which will be recorded in treesnent of operations and comprehensive (losshircas
realized losses. FASB's staff position required #ilof the following criteria be met in order ¢ontinue the
application of SFAS 140 as described above: (1)riial transfer of and repurchase financing carbe
contractually contingent; (2) the repurchase fiagentered into between the parties providesrédburse to
the transferee and the repurchase price is fix@dhé financial asset has an active market antranafer is
executed at market rates; (4) the borrower maisatia right to the collateral and the lender caneqtledge the
asset prior to settlement of the repurchase agnegiaed (5) the repurchase agreement and finaasgsdt do not
mature simultaneously. FSP FAS 140 may be suljegsighificant changes prior to finalization, whictay
impact our current assessment of its impact upoptazh.

Results of Operations

As of the date of this prospectus, we have not cenuad any significant operations because we avarin
organization stage. We will not commence any sigaift operations until we have completed this affprWe
are not aware of any material trends or uncergsntither than national economic conditions affigcthortgage
loans, mortgage-backed securities and real egfaterally, that may reasonably be expected to hamaterial
impact, favorable or unfavorable, on revenues corime from the acquisition of real estate-relateggiments,
other than those referred to in this prospectus.
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Liquidity and Capital Resources

Liquidity, which is our ability to turn non-cashsass into cash, allows us to purchase additionvalsiment
securities and to pledge additional assets to semtisting borrowings should the value of our pkatigssets
decline. Potential immediate sources of liquidiy dis include cash balances and unused borrowjracds.
Unused borrowing capacity will vary over time as tharket value of our investment securities varas.
balance sheet also generates liquidity on an ongdoasis through mortgage principal repaymentsnand
earnings held before payment as dividends. Shaulche@eds ever exceed these on-going sources aitigplus
the immediate sources of liquidity discussed abasxebelieve that in most circumstances our investme
securities could be sold to raise cash. The maamies of liquidity is one of the goals of our capitwestment
policy. Under this policy, we limit asset growthgreserve unused borrowing capacity for liquiditgmagement
purposes.

We anticipate that, upon repayment of each borrgwimder a repurchase agreement, we will use the
collateral immediately for borrowing under a neywuschase agreement. We have not at the presenetitaesd
into any commitment agreements under which thedemauld be required to enter into new repurchase
agreements during a specified period of time.



Under repurchase agreements, we may be requirgdddge additional assets to our repurchase agréemen
counterparties (i.e., lenders) in the event thieneged fair value of the existing pledged collaterader such
agreements declines and such lenders demand addlitiollateral (a “margin call”), which may takée form
of additional securities or cash. Similarly, if testimated fair value of investment securitieseéase due to
changes in market interest rates of market factensiers may release collateral back to us. Spadifi margin
calls result from a decline in the value of the imwestments securing our repurchase agreemepfzayments
on the mortgages securing such investments antbtoges in the estimated fair value of such investse
generally due to principal reduction of such inuesits from scheduled amortization and resultinchfobhanges
in market interest rates and other market fac@®suld prepayment speeds on the mortgages undgyin
investments or market interest rates suddenly @&seremargin calls on our repurchase agreementd pesult,
causing an adverse change in our liquidity position

Contractual Obligations and Commitments

We had no contractual obligations as of AugusB7. We intend to enter into a management agreemen
with FIDAC, a wholly-owned subsidiary of Annaly.[PAC is entitled to receive a base management fee,
incentive compensation and, in certain circumstanadermination fee and reimbursement of certgirerses as
described in the management agreement. Such fdesxpanses do not have fixed and determinable patgme
The base management fee is payable quarterlyéargrin an amount equal to 1.75% per annum, cadclila
quarterly, of our stockholders’ equity (as defimedhe management agreement). Our Manager usgsdbeeds
from its management fee in part to pay compensatiois officers and employees who, notwithstandret
certain of them also are our officers, receive ashccompensation directly from us. The base manageiae
will be reduced, but not below zero, by our projmorate share of any CDO base management fees FIDAC
receives in connection with the CDOs in which weest, based on the percentage of equity we halddh
CDOs. Our Manager will receive quarterly incentdeenpensation in an amount equal to 20% of the dolla
amount by which Core Earnings, before the incentiamagement fee, per weighted average share of oomm
stock for such quarter, exceeds 0.50% plus ondamirthe average of the one month LIBOR rate fmhs
quarter multiplied by the weighted average numliethares of common stock outstanding in such quatiare
Earnings is a non-GAAP measure and is defined a&Rset income (loss) excluding non-cash equity
compensation expense, excluding any unrealizedglisses or other items that do not affect redlimt
income (regardless of whether such items are irclud other comprehensive income or loss, or irnm&Eme).
The amount will be adjusted to exclude one-timenévpursuant to changes in GAAP and certain noh-cas
charges after discussions between our Manager @anidadependent directors and approval by a majofityur
independent directors. The incentive managemenviiée
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be reduced, but not below zero, by our proportiesaiare of any CDO incentive management fees FIDAC
receives in connection with the CDOs in which weest, based on the percentage of equity we halddh
CDOs.

We expect to enter into certain contracts thataiord variety of indemnification obligations, pripally
with our Manager, brokers and counterparties tomdgase agreements. The maximum potential futuympat
amount we could be required to pay under thesamnifecation obligations is unlimited.

Off-Balance Sheet Arrangements

As of August 15, 2007 we did not maintain any fietahips with unconsolidated entities or financial
partnerships, such as entities often referred girastured finance, or special purpose or variatikrest
entities, established to facilitate off-balanceetl@rangements or other contractually narrowritéid purposes.
Further, as of August 15, 2007 we had not guardrdeg obligations of unconsolidated entities oeesd into
any commitment or intent to provide additional fungdto any such entities.

Dividends

To qualify as a REIT, we must pay annual dividetadsur stockholders of at least 90% of our taxable
income, determined without regard to the dedudiwrividends paid and excluding any net capitahgaWe
intend to pay regular quarterly dividends to oockholders. Before we pay any dividend, whethelfc3.
federal income tax purposes or otherwise, whichldvouly be paid out of available cash to the exparmitted



under our warehouse and repurchase facilities amdveercial paper, we must first meet both our ojregat
requirements and scheduled debt service on ourthwase lines and other debt payable.

Inflation

Virtually all of our assets and liabilities will beterest rate sensitive in nature. As a resulerést rates and
other factors influence our performance far moréhsm does inflation. Changes in interest ratesato
necessarily correlate with inflation rates or chesmn inflation rates. Our financial statements@epared in
accordance with GAAP and our distributions willdetermined by our board of directors consistent witr
obligation to distribute to our stockholders atske80% of our REIT taxable income on an annualshiasorder
to maintain our REIT qualification; in each caser, activities and balance sheet are measured efighence to
historical cost and/or fair market value withouhsilering inflation.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MA RKET RISK

The primary components of our market risk are egldb credit risk, interest rate risk, prepaymenrt a
market value risk. While we do not seek to avostt Gompletely, we believe the risk can be quantifiem
historical experience and seek to actively manhgertsk, to earn sufficient compensation to jysti#fking those
risks and to maintain capital levels consistenhulite risks we undertake.

Credit Risk

We will be subject to credit risk in connection kvidur investments and face more credit risk ontasge
own which are rated below “AAA”. The credit riglelated to these investments pertains to the wlailid
willingness of the borrowers to pay, which is assesbefore credit is granted or renewed and peaddi
reviewed throughout the loan or security term. \Whelve that residual loan credit quality is prinhari
determined by the borrowers’ credit profiles anahl@haracteristics.

Our Manager will use a comprehensive credit reypemcess. Our Manager’s analysis of loans includes
borrower profiles, as well as valuation and ap@daisita. Our Manager’s resources include a
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proprietary portfolio management system, as wethad party software systems. Our Manager willizei a
third party due diligence firm to perform an indagent underwriting review to insure compliance végisting
guidelines. Our Manager will select loans for rewjgredicated on risk-based criteria such as loavatoe,
borrowers credit score(s) and loan size. Our Managkalso outsource underwriting services to eswvihigher
risk loans, either due to borrower credit profiesollateral valuation issues. In addition toistatal sampling
techniques, our Manager will create adverse ceeditvaluation samples, which we individually revi€wur
Manager will reject loans that fail to conform torstandards. Our Manager will accept only thos@s$owhich
meet our underwriting criteria. Once we own a laaur, Manager’s surveillance process includes orgyoin
analysis through our proprietary data warehousesandcer files. Additionally, the non-Agency RMB&d
other ABS which we will acquire for our portfolioifwbe reviewed by our Manager to ensure that wguae
non-Agency RMBS and other ABS which satisfy ouk fisised criteria. Our Manager’s review of non-Agenc
RMBS and other ABS will include utilizing its praptary portfolio management system. Our Managengew
of non-Agency RMBS and other ABS will be based oaritative and qualitative analysis of the riskuated
returns non-Agency RMBS and other ABS present.

Interest Rate Risk

Interest rate risk is highly sensitive to many ¢ast including governmental monetary and tax pe$ici
domestic and international economic and politicaigiderations and other factors beyond our control.

We will be subject to interest rate risk in coni@tiwith our investments and our related debt @tians,
which are generally repurchase agreements, waretfagsities, securitization, commercial paper &ein
financing CDOs. Our repurchase agreements and waselfacilities may be of limited duration that are
periodically refinanced at current market rates.idéend to mitigate this risk through utilizatiohderivative
contracts, primarily interest rate swap agreements.

Interest Rate Effect on Net Interest Income



Our operating results will depend in large partdferences between the income from our investmants
our borrowing costs. Most of our warehouse faei$itand repurchase agreements will provide finanzasgd on
a floating rate of interest calculated on a fixptead over London Interbank Offered Rate, or LIBORe fixed
spread will vary depending on the type of undedy@sset which collateralizes the financing. Acaogt, the
portion of our portfolio which consists of floatimgterest rate assets will be match-funded utitjzimir expected
sources of short-term financing, while our fixeteiest rate assets will not be match-funded. Dupiripds of
rising interest rates, the borrowing costs assediatth our investments tend to increase whildniceme earned
on our fixed interest rate investments may remabstantially unchanged. This will result in a naritng of the
net interest spread between the related assetsoaralvings and may even result in losses. Furthaing this
portion of the interest rate and credit cyclesadi$ could increase and result in credit lossestavhich could
adversely affect our liquidity and operating resuuch delinquencies or defaults could also havedaerse
effect on the spread between interest-earningsaasetinterest-bearing liabilities.

Hedging techniques are partly based on assumels lefzprepayments of our fixed-rate and hybrid
adjustable-rate mortgage loans and RMBS. If pregagsare slower or faster than assumed, the lifeeof
mortgage loans and RMBS will be longer or shortdrich would reduce the effectiveness of any hedging
strategies we may use and may cause losses oitraushctions. Hedging strategies involving theafse
derivative securities are highly complex and maydpice volatile returns.

Interest Rate Effects on Fair Value

Another component of interest rate risk is theaftdanges in interest rates will have on the ntarikie
of the assets we acquire. We will face the risk tha market value of our assets will increaseaarelase at
different rates than that of our liabilities, indlng our hedging instruments.
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We will primarily assess our interest rate riskdsgimating the duration of our assets and the iduraff our
liabilities. Duration essentially measures the meagkice volatility of financial instruments asenést rates
change. We generally calculate duration using warftmancial models and empirical data. Differemtd®ls and
methodologies can produce different duration nusf@rthe same securities.

It is important to note that the impact of changimigrest rates on fair value can change signifigamhen
interest rates change beyond 100 basis points dronent levels. Therefore, the volatility in thérfealue of our
assets could increase significantly when interasisrchange beyond 100 basis points. In addititvey dactors
impact the fair value of our interest rate-sensifiwestments and hedging instruments, such ashéyge of the
yield curve, market expectations as to future sderate changes and other market conditions. Aaugly, in
the event of changes in actual interest rates;lihage in the fair value of our assets would lildiffer from that
shown above, and such difference might be matenidladverse to our stockholders.

Interest Rate Cap Risk

We will also invest in adjustable-rate mortgagenband RMBS. These are mortgages or RMBS in which
the underlying mortgages are typically subjectadqalic and lifetime interest rate caps and floarsich limit
the amount by which the security’s interest yielaynchange during any given period. However, ourdwing
costs pursuant to our financing agreements willogosubject to similar restrictions. Thereforeaiperiod of
increasing interest rates, interest rate costsuomarrowings could increase without limitation ¢aps, while the
interest-rate yields on our adjustable-rate morgagns and RMBS would effectively be limited. Thisblem
will be magnified to the extent we acquire adjuktaiate RMBS that are not based on mortgages wrielfully
indexed. In addition, the mortgages or the undegynortgages in an RMBS may be subject to peripdianent
caps that result in some portion of the interesiddeferred and added to the principal outstandiihis could
result in our receipt of less cash income on ojusddble-rate mortgages or RMBS than we need iardalpay
the interest cost on our related borrowings. Tlasers could lower our net interest income or eauset loss
during periods of rising interest rates, which veblahrm our financial condition, cash flows and fessof
operations.

Interest Rate Mismatch Risk

We intend to fund a substantial portion of our asijons of hybrid adjustable-rate mortgages andg&vi
with borrowings that, after the effect of hedgihgye interest rates based on indices and repriemgs similar
to, but of somewhat shorter maturities than, therast rate indices and repricing terms of the gaares and



RMBS. Thus, we anticipate that in most cases ttexast rate indices and repricing terms of our gagée
assets and our funding sources will not be idehtibareby creating an interest rate mismatch betwassets and
liabilities. Therefore, our cost of funds woulddil rise or fall more quickly than would our eamggrate on
assets. During periods of changing interest ratgsh interest rate mismatches could negatively anpar
financial condition, cash flows and results of @gtiens. To mitigate interest rate mismatches, wg utidize the
hedging strategies discussed above.

Our analysis of risks is based on our Manager'®ggpce, estimates, models and assumptions. These
analyses rely on models which utilize estimatefainfvalue and interest rate sensitivity. Actuabeomic
conditions or implementation of investment decisiby our management may produce results that differ
significantly from the estimates and assumptioreslus our models and the projected results shovihnisn
prospectus.

Prepayment Risk

As we receive prepayments of principal on thesestments, premiums paid on such investments will be
amortized against interest income. In generalparease in prepayment rates will accelerate thetaation of
purchase premiums, thereby reducing the intereshiie earned on the investments. Conversely, dissam
such investments are accreted into interest inctmmgeneral, an increase in prepayment rates wikkerate the
accretion of purchase discounts, thereby increabi@gnterest income earned on the investments.
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Extension Risk

Our Manager will compute the projected weightedrage life of our investments based on assumptions
regarding the rate at which the borrowers will grethe underlying mortgages. In general, when edfisate or
hybrid adjustable-rate mortgage loans or RMBS aggi@ed with borrowings, we may, but are not reegito,
enter into an interest rate swap agreement or d#ging instrument that effectively fixes our lmaing costs
for a period close to the anticipated averagedifthe fixed-rate portion of the related assetds Blrategy is
designed to protect us from rising interest ratssabise the borrowing costs are fixed for the domatf the
fixed-rate portion of the related residential magg-backed security.

However, if prepayment rates decrease in a risitegést rate environment, the life of the fixederportion
of the related assets could extend beyond the @éthre swap agreement or other hedging instruniéms. could
have a negative impact on our results from opearatias borrowing costs would no longer be fixedrafte end
of the hedging instrument while the income earnedthe hybrid adjustable-rate assets would remagdfi This
situation may also cause the market value of obrithyadjustable-rate assets to decline, with lgtleo
offsetting gain from the related hedging transargidn extreme situations, we may be forced toasakts to
maintain adequate liquidity, which could causeaimtur losses.

Market Risk
Market Value Risk

Our available-for-sale securities will be reflectdheir estimated fair value with unrealized gaamd
losses excluded from earnings and reported in athprehensive income pursuant to SFAS No. 115,
Accounting for Certain Investments in Debt and BgGiecurities. The estimated fair value of thesrigges
fluctuates primarily due to changes in interestsatnd other factors. Generally, in a rising irderate
environment, the estimated fair value of these stesiwould be expected to decrease; conversely, i
decreasing interest rate environment, the estinfatedlalue of these securities would be expecbeiddrease.

Real Estate Risk

Residential property values are subject to votgtdnd may be affected adversely by a number dabfac
including, but not limited to, national, regionaldalocal economic conditions (which may be adveraéfected
by industry slowdowns and other factors); local estate conditions (such as an oversupply of mgsi
changes or continued weakness in specific indggtgynents; construction quality, age and designpdeaphic
factors; and retroactive changes to building oiilsintodes. In addition, decreases in property esieduce the
value of the collateral and the potential procemdslable to a borrower to repay our loans, whictld also
cause us to suffer losses.



Risk Management

To the extent consistent with maintaining our REfatus, we will seek to manage risk exposure téepto
our portfolio of residential mortgage loans, RMB&d mortgage securities and related debt agaiegffacts of
major interest rate changes. We generally seelattage our risk by:

* monitoring and adjusting, if necessary, the ras@¢x and interest rate related to our RMBS and our
financings;

e attempting to structure our financings agreemenmtsate a range of different maturities, terms,
amortizations and interest rate adjustment per

» using derivatives, financial futures, swaps, optiaaps, floors and forward sales to adjust therdést
rate sensitivity of our MBS and our borrowin

» using securitization financing to lower averaget aigunds relative to short-term financing vehgle
further allowing us to receive the benefit of attihee terms for an extended period of time in casitr
to short term financing and maturity dates of theestments included in the securitization;
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« actively managing, on an aggregate basis, theeistteate indices, interest rate adjustment periaus,
gross reset margins of our MBS and the interestinglices and adjustment periods of our financi
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Our Company

We are a specialty finance company formed on Ju28d7 by Annaly, who may be deemed our promoter,
that will invest in residential mortgage loans, R&|Beal estate-related securities and various atbsat classes.
We will be externally managed by FIDAC. We intencetect and qualify to be taxed as a real estatesiment
trust, or REIT, for federal income tax purposes.

Our objective is to provide attractive risk-adjubteturns to our investors over the long-term, prifyg
through dividends and secondarily through capipalraciation. We intend to achieve this objectivariwesting
in a broad class of financial assets to constméheestment portfolio that is designed to achiatteactive risk-
adjusted returns and that is structured to comjitly thie various federal income tax requirementsRBIT status
and to maintain our exclusion from regulation untther Investment Company Act of 1940, or 1940 Ack kéve
not yet made any investments.

We recognize that investing in our targeted adssses is highly competitive, and that our Managér
compete with many other investment managers fditpbbe investment opportunities in these areasiaiyand
our Manager have close relationships with a divgreep of financial intermediaries, ranging froninpary
dealers, major investment banks, and brokerages ficnleading mortgage originators, specialty investt
dealers and financial sponsors. In addition, weeekfo benefit from our Manager’s analytical andtfotio
management expertise and technology. We believaltbaombined and complementary strengths of Annal
and our Manager give us a competitive advantage REETs with a similar focus to ours.

Our Manager



We will be externally managed and advised by FIDAZsuant to a management agreement. All of our
employees are employees of our Manager or ons affitiates. Our Manager is a fixed-income investin
management company specializing in managing investsrin U.S. government agency mortgage-backed
securities, or Agency RMBS, which are mortgage flassugh certificates, collateralized mortgage géiions
and other mortgage-backed securities representtegests in or obligations backed by pools of magtgloans
issued or guaranteed by Fannie Mae, Freddie MaGamile Mae; non-Agency MBS and CDOs; real estate-
related securities; and managing interest rateitsenstrategies. Our Manager commenced activesiment
management operations in 1994, and managed apmt®tin$2.6 billion in net assets and $15.7 billiorgross
assets at June 30, 2007. Our Manager's officemeated at 1211 Avenue of the Americas, Suite 282y
York, New York 10036 and the telephone number ofManager’s offices is 1-866-315-9930.

Our Manager will be responsible for administering business activities and day-to-day operations.
Pursuant to the terms of the management agreemamtjanager will provide us with our managementrtea
including our officers, along with appropriate soggpersonnel. Our Manager is at all times subjethe
supervision and oversight of our board of directord has only such functions and authority as viegage to it.

Our Manager has well-respected and establisheébpiortnanagement resources for each of our targeted
asset classes and a sophisticated infrastructppoging those resources, including investmentgesibnals
focusing on residential mortgage loans, AgencyrammitAgency RMBS and other asset-backed securities.
also expect to benefit from our Manager’s finaneé administration functions, which address legaimpliance,
investor relations and operational matters, ineigdiortfolio management, trade allocation and etiecu
securities valuation, risk management and inforomatiechnologies in connection with the performaiciés
duties.

We do not pay any of our employees any cash conagpiens Rather, we pay our Manager a base
management fee and incentive compensation baspdriarmance pursuant to the terms of the management
agreement.
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Our Competitive Advantages
We believe that our competitive advantages incthéeollowing:
Investment Strategy Designed to Perform in a Vayieff Interest Rate and Credit Environments

We believe our investment strategy will enableaigenerate attractive, risk-adjusted returns iaréety of
interest rate and credit environments. Our curs&ategy capitalizes on two aspects of the cumenket cycle.
First, our initial focus on high-quality residentiaortgage loans will provide us with the opportyrd generate
attractive, stable returns even though the spreawlden long-term interest rates and short-ternmrésteates is
relatively narrow and mortgage default rates acegasing. Second, our focus on RMBS and other ABS,
including non-investment grade classes, will previg with an opportunity to buy securities at attva
valuations. Although we will face interest ratekréand credit risk, we believe that with appropriaésliging
strategies, as well as our ability to evaluateginality of targeted asset investment opportunitiescan reduce
these risks and provide attractive risk-adjustédrnes.

Credit-Oriented Investment Approach

We will seek to minimize principal loss while maxiimg risk-adjusted returns through our Manager’s
credit-based investment approach which is basetjorous quantitative and qualitative analysis. #pect that
our investment portfolio will be comprised of higality residential mortgage loans, non-Agency RVB&&]
CMBS, including rated and unrated classes. Accgiyjrwe thereby expect to provide investors with
diversification across a variety of real estate atier asset classes. We intend to source resitlembirtgage
loans directly from originators which we believdlyrovide us with attractively-priced and diffeteted assets.
We also expect to add further diversification anHance the return of our core portfolio of resicinmortgage
loans by investing in RMBS and other ABS.

Experienced Investment Advisor

Our Manager has a long history of strong perforreaaross a broad range of fixed-income assets,
including investing in a variety of mortgage andlrestate-related securities and structuring andketiag
CDOs. Our Manager has an investment committee oMamager’s professionals consisting of Michael. A.J



Farrell, Wellington J. Denahan-Norris, James Ptdsoue, Kristopher Konrad, Rose-Marie Lyght, Ronald
Kazel, Jeremy Diamond, Eric Szabo, and Matthew Lias#bto advise and consult with our Manager’s senio
management team with respect to our investmentipeliinvestment portfolio holdings, financing and
leveraging strategies and investment guidelinegeller, some of our Manager’s executives have had
experience managing assets through a variety efdst rate and credit cycles since the early 1%toshave
demonstrated the ability to generate risk-adjustéains in these various interest rate and credirenments.
We expect to benefit from this varied expertise] balieve that our Manager’s experienced investrtesar
provides us with a competitive advantage relativeadmpanies that have management teams with less
experience.

Access to Annaly’s and Our Manager’s Relationships

We believe our relationship with Annaly and our Mgar will provide us with access to a pipeline of
investment opportunities. Annaly and our Managesweh#eveloped long-term relationships with a nundfer
commercial and investment banks and other finatiafmediaries. We believe these relationshipspdvide
us with a range of high-quality investment oppoitigs.

Access to Our Manager’'s Systems and Infrastructure

We will have access to our Manager’s finance andiaidtration functions which address legal,
compliance, and operational matters and promulgatdsadministers comprehensive policies and praesdu
regarding important investment advisor matterduitiog portfolio management, trading allocation and
execution, securities valuation, risk managemengstor relations, and information technologiesannection
with the performance of our Manager’s duties hedeunOur Manager has created a proprietary paotfoli
management system which we expect will provide itls & competitive advantage. Our Manager’s personne
have created a comprehensive finance and
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administrative infrastructure, an important compure a complex investment vehicle such as a REIT.
addition, our Manager’s personnel are Annaly’s empés and have had extensive experience managimgyAn
which is a REIT.

Alignment of Interests between Annaly, Our Managand Our Investors

Our Manager’s parent company, Annaly, has agreg@ditchase 9.8% of our outstanding shares aftengivi
effect to the shares issued in this offering, editlg shares sold pursuant to the underwriters’aserof their
overallotment option. Moreover, a portion of thedehat may be earned by our Manager consistxenhtive
compensation that is based on the amount that otg Earnings exceeds a specified threshold. We\sethat
Annaly’s investment and our Manager’s ability tereperformance fees will align our Manager’s ingsawith
our interests.

Our Investment Strategy

Our objective is to provide attractive returns tw mvestors over the long-term, primarily through
dividends and secondarily through capital appremiatVe intend to seek to achieve this objectiveénwesting
in a diversified investment portfolio of residehtiaortgage loans, real estate-related securitidseal estate
loans, as well as various other asset classesdubjmaintaining our REIT status and exemptiomfr
registration under the 1940 Act. The RMBS, ABS, C3/&nhd CDO securities we purchase may include
investment-grade and non-investment grade clags#sding the BB-rated, B-rated and non-rated @ass

We will rely on our Manager’s expertise in identify assets within our target asset classes. Wece st
our Manager will make investment decisions basedasious factors, including expected cash yielttiee
value, risk-adjusted returns, current and projectedit fundamentals, current and projected macno@nic
considerations, current and projected supply andaghel, credit and market risk concentration linitgjidity,
cost of financing and financing availability, aslias maintaining our REIT qualification and oureexption
from registration under the 1940 Act.

Over time, we will modify our investment allocatistrategy as market conditions change to seek to
maximize the returns from our investment portfolide believe this strategy, combined with our Mamage
experience, will enable us to pay dividends andesghcapital appreciation throughout changing ederate and
credit cycles and provide attractive long-term mesuto investors.



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

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 kiaa.

* Alt-A mortgage loans, which are mortgage loans thay
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 haeeo
more compensating factors such as a borrower with a
strong credit or mortgage history or significantets.
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Asset Class Principal Investments

Residential Mortgage-Backed Securities, or
RMBS * Non-Agency RMBS, including investment-grade and
non-investment grade classes, including the BBdrd3e
rated and non-rated classes.

* Agency RMBS.

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

 Commercial mortgage-backed securities, or CMBS.

e Consumer and non-consumer ABS, including investment
grade and non-investment grade classes, inclutimg t
BB-rated, B-rated and non-rated classes.

We intend to invest the net proceeds of this affigprimarily in the investments described aboviiallty,
we expect to focus our investment activities orchasing residential mortgage loans that have begimated
by select high-quality originators, including tregail lending operations of leading commercial kgrand non-
Agency RMBS. Our investment decisions, however, dépend on prevailing market conditions and wildnge
over time. As a result, we cannot predict the palage of our assets that will be invested in eacleteclass or
whether we will invest in other classes of investtaseWe may change our investment strategy andipsli
without a vote of our stockholders.

We intend to elect and qualify to be taxed as alRdfd to operate our business so as to be exeomt fr
registration under the 1940 Act, and therefore wWkb& required to invest a substantial majorityooi assets in
loans secured by mortgages on real estate andstdé-related assets. See “— Operating and Regula
Structure.” Subject to maintaining our REIT quiétion and our 1940 Act exemption, we do not hawe
limitations on the amounts we may invest in anpaf targeted asset classes.

Investment Portfolio



The following briefly discusses the principal typg#snvestments that we expect to make:
Residential Mortgage Loans

We intend to invest in residential mortgage loansertgage loans secured by residential real property
primarily through direct purchases from selecteghkguality originators. We intend to enter into tgaige loan
purchase agreements with a number of primary mgetd@an originators, including mortgage bankers,
commercial banks, savings and loan associatiomsehuiilders, credit unions and mortgage conduits.rifgy
also purchase mortgage loans on the secondary m#keexpect these loans to be secured primarily by
residential properties in the United States.

We intend to invest primarily in residential morggaloans underwritten to our specifications. The
originators will perform the credit review of therbowers, the appraisal of the properties secutiedoan, and
maintain other quality control procedures. We expegenerally consider the purchase of loans when
originators have verified the borrowers’ income asdets, verified their credit history and obtaiapgraisals of
the properties. We or a third party will performiadependent underwriting review of the processing,
underwriting and loan closing methodologies thatahiginators used in qualifying a borrower fooar.
Depending on the size of the loans, we may noerell of the loans in a pool, but rather selean®for
underwriting review based upon specific risk-basgigria such as property location, loan size,aiée loan-to-
value ratio, borrowers’ credit score and otherecid@ we believe to be important indicators of cregk.
Additionally, before the purchase of loans, we witkain representations and warranties from eagimator
stating that each loan is underwritten to our resraénts or, in the event underwriting exceptiongehzeen
made, we
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are informed so that we may evaluate whether tegtanr reject the loans. An originator who breadhese
representations and warranties in making a loanwkgurchase may be obligated to repurchase #reffom
us. As added security, we will use the services thiird-party document custodian to insure theiguahd
accuracy of all individual mortgage loan closingdments and to hold the documents in safekeepisa@ A
result, all of the original loan collateral docurtethat are signed by the borrower, other tharottggnal credit
verification documents, are examined, verified hatli by the third-party document custodian.

We currently do not intend to originate mortgagenke or provide other types of financing to the onsroé
real estate. We currently do not intend to esthldioan servicing platform, but expect to retaghly-rated
servicers to service our mortgage loan portfoli@ kvay also purchase certain residential mortgaayesion a
servicing-retained basis. In the future, however may decide to originate mortgage loans or otjpd of
financing, and we may elect to service mortgagadamd other types of financing.

We expect that all servicers servicing our loanste highly rated by the rating agencies. We waiflo
conduct a due diligence review of each serviceofgeéxecuting a servicing agreement. Servicinggmores
will typically follow Fannie Mae guidelines but Wibe specified in each servicing agreement. Aisémg
agreements will meet standards for inclusion irhlyigated mortgage-backed or asset-backed se@iiitis.

We expect that the loans we acquire will be fiest| single-family residential traditional fixedtea
adjustable-rate and hybrid adjustable-rate loatis @riginal terms to maturity of not more than 4fys and are
either fully amortizing or are interest-only for tgp10 years, and fully amortizing thereafter. Eixate mortgage
loans bear an interest rate that is fixed for iteedf the loan. All adjustable-rate and hybriduslpble-rate
residential mortgage loans will bear an intere ti@d to an interest rate index. Most loans hzuéodic and
lifetime constraints on how much the loan interagt can change on any predetermined interestesét date.
The interest rate on each adjustable-rate mortlgegeresets monthly, semi-annually or annually gederally
adjusts to a margin over a U.S. Treasury indexIBAR index. Hybrid adjustable-rate loans have adixate for
an initial period, generally 3 to 10 years, andhtbenvert to adjustable-rate loans for their renmaiterm to
maturity.

We will acquire residential mortgage loans for partfolio with the intention of either securitizirilgem
and retaining them in our portfolio as securitinedrtgage loans, or holding them in our residemtiattgage
loan portfolio. To facilitate the securitization famancing of our loans, we expect to generallyateesubordinate
certificates, which provide a specified amount @it enhancement. We expect to issue securitiesig
securities underwriters and either retain thesargezs or finance them in the repurchase agreemanket.
There is no limit on the amount we may retain efsth below-investment-grade subordinate certificatas! we



securitize our residential mortgage loans, we exjgefinance our residential mortgage loan portfoli
through the use of warehouse facilities and revesparchase agreements.

Residential Mortgage-Backed Securities

We intend to invest in residential mortgage-backeclrities, or RMBS, which are typically pass-tiyiou
certificates created by the securitization of alpdanortgage loans that are collateralized bydestial real
estate properties.

The securitization process is governed by one oerobthe rating agencies, including Fitch Ratings,
Moody'’s Investors Service and Standard & Poor’spdhtermine the respective bond class sizes, ggnera
based on a sequential payment structure. Bondsitbaited from AAA to BBB by the rating agencies a
considered “investment grade.” Bond classes #ratsubordinate to the BBB class are considerezdoti-
investment grade” or “non-investment grade.” Trespective bond class sizes are determined basttto
review of the underlying collateral by the ratirgpacies. The payments received from the underlgiags are
used to make the payments on the RMBS. Based csetiieential payment priority, the risk of nonpayirfen
the AAA RMBS is lower than the risk of nonpaymeat the non-investment grade bonds. Accordingly, the
AAA class is typically sold at a lower yield compdrto the non-investment grade classes which ddeaso
higher yields.
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We may invest in investment grade and non-investmgede RMBS. We expect to evaluate the credit
characteristics of these types of securities, galy, but not limited to, loan balance distributigeographic
concentration, property type, occupancy, periodit lifetime cap, weighted-average loan-to-value and
weighted-average FICO score. Qualifying securitidsthen be analyzed using base line expectatains
expected prepayments and losses from given seidsugrs and the current state of the fixed-incoraeket.
Losses and prepayments are stressed simultandmasstgd on a credit risk-based model. Securitielsisn t
portfolio are monitored for variance from expecpedpayments, frequencies, severities, losses asttficav.

We may invest in net interest margin securities\ids, which are notes that are payable from arodi sl
by excess cash flow that is generated by MBS orehequity loan-backed securities, or HELOCs, aftsfimg
the debt service, expenses and fees on such segufihe excess cash flow represents all or aqyodi a
residual that is generally retained by the originatf the MBS or HELOCSs. The residual is illiquttius the
originator will monetize the position by securitigithe residual and issuing a NIM, usually in thenf of a note
that is backed by the excess cash flow generatdwinnderlying securitization.

We may invest in mortgage pass-through certifice®sed or guaranteed by Ginnie Mae, Fannie Mae or
Freddie Mac. We refer to these U.S. government@gsms Agencies, and to the mortgage pass-through
certificates they issue or guarantee as Agency dage Pass-through Certificates. We may invest in
collateralized mortgage obligations issued by tigercies. We refer to these types of securitiesgengy
CMOs, and we refer to Agency Mortgage Pass-thralgificates and Agency CMOs as Agency RMBS.

Other Asset-Backed Securities

We intend to invest in securities issued in vari@I¥O offerings to gain exposure to bank loans, cate
bonds, ABS, mortgages, RMBS and CMBS and otherunmstnts. To avoid any actual or perceived confliéts
interest with our Manager, an investment in anyhssecurity structured or managed by our Managérwil
approved by a majority of our independent board bensiconsistent with our conflict of interest pglido the
extent such securities are treated as debt of @ Ssuer for federal income tax purposes, we hdld the
securities directly, subject to the requirementswfcontinued qualification as a REIT as descrilpetCertain
Federal Income Tax Considerations — Taxation of OCompany — Asset Tests.” To the extent the seiesrit
represent equity interests in a CDO issuer forf@dacome tax purposes, we may be required to sobth
securities through a TRS which would cause thenrececognized with respect to such securities tsubgect
to federal (and applicable state and local) cotfearacome tax. See “Risk Factors — Tax Risks — &tald fail
to qualify as a REIT or we could become subjea penalty tax if the income we recognize from derta
investments that are treated or could be treatedjaity interests in a foreign corporation exce#dd our gross
income in a taxable year.”

In general, CDO issuers are special purpose vetibbg hold a portfolio of income-producing assets
financed through the issuance of rated debt séesiof different seniority and equity. The debnhties are



typically rated based on cash flow structure, ptigfquality, diversification and credit enhancemdrhe
equity securities issued by the CDO vehicle arée'tinst loss” piece of the CDO vehicle’s capitatructure, but
they are also generally entitled to all residuabants available for payment after the CDO vehicterior
obligations have been satisfied. Some CDO vehales'synthetic,” in which the credit risk to treollateral
pool is transferred to the CDO vehicle by a crdditivative such as a credit default swap.

We also intend to invest in CMBS, which are secunmgdor evidence ownership interests in, a single
commercial mortgage loan or a pool of mortgagedasecured by commercial properties. These seauntay
be senior, subordinated, investment grade or neestment grade. We intend to invest in CMBS théityield
current interest income and where we considerghen of principal to be likely. We intend to acquCMBS
from private originators of, or investors in, matg loans, including savings and loan associatiopstgage
bankers, commercial banks, finance companies, imerg banks and other entities.
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We also intend to invest in consumer ABS. Theserdizs are generally securities for which the
underlying collateral consists of assets such asehequity loans, credit card receivables and a#nd. We also
expect to invest in non-consumer ABS. These séesiiéire generally secured by loans to businessksansist
of assets such as equipment loans, truck loanagmelitural equipment loans. Issuers of consumérreon-
consumer ABS generally are special purpose entitigsed or sponsored by banks and finance companies,
captive finance subsidiaries of non-financial cogpions or specialized originators such as creafitl tenders.

We may purchase RMBS and ABS which are denomiriatémteign currencies or are collateralized by
non-U.S. assets.

Investment Sourcing

We expect our Manager to take advantage of thedmeawork of relationships it and Annaly have
established over the past decade to identify imvest opportunities. Our Manager and Annaly have
relationships with a large and diverse group ddificial intermediaries, ranging from major comméraial
investment banks to specialty investment dealedsbaokerage firms. In addition, we believe thabatipn of
our Manager’s transaction pipeline, such as the €D&ponsors, will generate appropriate investment
opportunities for us. Our Manager also sourcesstments directly from third party originators, swhin the
case of CDOs and CLOs, sponsored by other assetgaarent firms.

Investing in our targeted asset classes is highypetitive. Our Manager competes with many other
investment managers for profitable investment oppities in fixed-income asset classes and reliaesstment
opportunities.

Investment Process

We expect our investment process will benefit ftbie resources and professionals of our Manager. The
professionals responsible for portfolio managendecisions are Matthew Lambiase, our President dief C
Executive Officer and our Manager's Executive ViRresident, Structured Products; William B. Dyen, Ghief
Credit Officer and our Manager’s Executive Vicegtdent; Christian J. Woschenko, our Chief Investmen
Officer and our Manager’s Executive Vice Presidé&mic Szabo, our Manager’'s Senior Vice Presidedt an
Investment Strategist; and Konstantin Paviov, oanifer’'s Senior Vice President and Senior Repoefrad
Investments will be overseen by an Investment Cdtembf our Manager's professionals, consistiniylwhael
A.J. Farrell, Wellington J. Denahan-Norris, JameEdtescue, Kristopher Konrad, Rose-Marie Lyglan&d
Kazel, Jeremy Diamond, Eric Szabo and Matthew Las#iThis Investment Committee will oversee our
investment guidelines and will meet periodicallydiecuss preferences for sectors and sub-sectors.

Our investment process will include sourcing an@gesging of investment opportunities, assessing
investment suitability, conducting credit and prgpant analysis, evaluating cash flow and collateral
performance, reviewing legal structure and senacet originator information and investment struictyy as
appropriate, to seek an attractive return commersuyith the risk we are bearing. Upon identifieatof an
investment opportunity, the investment will be sered and monitored by our Manager to determinienps.ct
on maintaining our REIT qualification and our exdiop from registration under the 1940 Act. We \giflek to
make investments in sectors where our Managerth@sgscore competencies and where we believe origllit
and expected performance can be reasonably qeahtifi



Our Manager evaluates each one of our investmeydramities based on its expected risk-adjustadmet
relative to the returns available from other, comap& investments. In addition, we evaluate newoojpities
based on their relative expected returns comparedit comparable securities held in our portfclibe terms of
any leverage available to us for use in fundingn&estment purchase are also taken into considereads are
any risks posed by illiquidity or correlations witkher securities in the portfolio.

Once a potential residential loan package investimas been identified, our Manager and third psitie
engages will perform financial, operational andhladue diligence to assess the risks of the
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investment. Our Manager and third parties it engagé# analyze the loan pool and conduct followdipe
diligence as part of the underwriting process. Ag pf this process, the key factors which the mwdéers will
consider include, but are not limited to, documgata debt-to-income ratio, loan-to-value ratiosl gmoperty
valuation. Consideration is also given to othetdexsuch as price of the pool, geographic conagatrs and
type of product. Our Manager will refine its undeitimg criteria based upon actual loan portfoligpesience and
as market conditions and investor requirementsvev@imilar analysis is also performed on secugtighere
the evaluation process will also include relatiaéue analyses based on yield, credit rating, awclifey
expected duration, option-adjusted spreads, prepayassumptions and credit exceptions. Other cersidns
in our investment process include analysis of fumelatal economic trends, suitability for investmieyta REIT,
consumer borrowing trends, home price appreciaiahrelevant regulatory developments.

Our Financing Strategy

We intend to use leverage to increase potentiafmetto our stockholders. We will employ leverage t
achieve our return objectives. We are not requinedaintain any particular debt-to-equity ratiorssbelieve
the appropriate leverage for the particular assetare financing depends on the credit qualityrgsidof those
assets.

Subject to our maintaining our qualification asBI'R we expect to use a number of sources to fieau
investments, including the following:

* Repurchase Agreemen We intend to finance certain of our assetsughothe use of repurchase
agreements. We anticipate that repurchase agresméhbe one of the sources we will use to achieve
our desired amount of leverage for our residengial estate assets. We intend to maintain formal
relationships with multiple counterparties to obthhancing on favorable term

* Warehouse Facilities We intend to utilize credit facilities for caéalineeded to fund our assets. We
intend to maintain formal relationships with muléigounterparties to maintain warehouse lines on
favorable terms

e Securitization We will acquire residential mortgage loansdar portfolio with the intention of
securitizing them and retaining the securitizedtgegge loans in our portfolio. To facilitate the
securitization or financing of our loans, we widrgerally create subordinate certificates, providing
specified amount of credit enhancement, which wenith to retain in our portfolic

» Asse-Backed Commercial Pape We may finance certain of our assets usingtdsseked
commercial paper, or ABCP, conduits, which are bapicy-remote special purpose vehicles that
issue commercial paper and the proceeds of whzlused to fund assets, either through repurchase or
secured lending programs. We may utilize ABCP cdsdif third parties or create our own cond

e Term Financing CDOs We may finance certain of our assets using feramcing strategies,
including CDOs and other match-funded financingatires. CDOs are multiple class debt securities,
or bonds, secured by pools of assets, such as agergacked securities and corporate debt. Like
typical securitization structures, in a CD



« the assets are pledged to a trustee for the berfidfie holders of the bond

« one or more classes of the bonds are rated by omem rating agencies; a

e one or more classes of the bonds are marketewvigeavariety of fixed-income investors, which
enables the CDO sponsor to achieve a relativelydast of lon-term financing

Unlike typical securitization structures, the unygieig assets may be sold, subject to certain litioites,
without a corresponding pay-down of the CDO, predithe proceeds are
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reinvested in qualifying assets. As a result, C@able the sponsor to actively manage, subject to
certain limitations, the pool of assets. We beli@®®2O financing structures may be an appropriate
financing vehicle for our target asset classesimethey will enable us to obtain relatively loand-
term cost of funds and minimize the risk that weyrhave to refinance our liabilities before the
maturities of our investments, while giving us flexibility to manage credit risk and, subject to
certain limitations, to take advantage of profipofunities.

Our Interest Rate Hedging and Risk Management Straggy

We may, from time to time, utilize derivative firdal instruments to hedge all or a portion of thteiest
rate risk associated with our borrowings. Underféteral income tax laws applicable to REITs, weeagally
will be able to enter into certain transactionfi¢dlge indebtedness that we may incur, or planciarjio acquire
or carry real estate assets, although our totaisgramome from such hedges and other non-qualifsingces
must not exceed 25% of our gross income.

We intend to engage in a variety of interest rad@agement techniques that seek to mitigate changes
interest rates or other potential influences onvidlees of our assets. The federal income tax medicable to
REITs, may require us to implement certain of thes@éniques through a TRS that is fully subjeatdmporate
income taxation. Our interest rate management tquks may include:

* puts and calls on securities or indices of se@as;

» Eurodollar futures contracts and options on suctireots;

e interest rate caps, swaps and swapti

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

e other similar transaction

We expect to attempt to reduce interest rate askikto minimize exposure to interest rate flucturagi
through the use of match funded financing strustunden appropriate, whereby we seek (i) to mdteh t
maturities of our debt obligations with the matiestof our assets and (ii) to match the interastsran our
investments with like-kind debt (i.e., floatingeatssets are financed with floating rate debt aswdifrate assets
are financed with fixed-rate debt), directly orahgh the use of interest rate swaps, caps or 6ttaercial
instruments, or through a combination of thesaegias. We expect this to allow us to minimize sk that we
have to refinance our liabilities before the matesi of our assets and to reduce the impact ofgihgrinterest
rates on our earnings.

Credit Analysis and Structuring

We will benefit from our Manager’s experience iedit analysis and investment structuring. The ¢tredi
analysis process is driven by extensive reseaattfdlouses, where applicable, on the underlyintataial,
servicer and structure of a loan or security, al agethe borrower or issuer, its management teadnozerall



conditions in its industry. When conducting duéggihce, we expect our Manager will evaluate a nurobe
important business considerations, as well as aaletax, accounting, environmental and legal isfues
determining whether to proceed with an investment.

Risk Management

Risk management is an integral component of oatesjy to deliver returns to our stockholders. Bseau
we will invest primarily in fixed-income securitigi;ivestment losses from credit defaults, interatg volatility
or other risks can meaningfully reduce or eliminate distributions to stockholders. In additioncaese we will
employ financial leverage in funding our portfolmjsmatches in the maturities of our assets amdlitias can
create risk in the need to continually renew oeaotlise refinance our liabilities. Our net interestrgins will be
dependent upon a
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positive spread between the returns on our asstblimand our overall cost of funding. To minimizhe risks
to our portfolio, we will actively employ portfolisvide and security-specific risk measurement andagament
processes in our daily operations. Our risk managetools include software and services licensquliochased
from third parties, in addition to proprietary aytatal methods developed by FIDAC. There can bgumarantee
that these tools will protect us from market risks.

Investment Guidelines

Our board of directors has adopted a set of inveistrguidelines that set out the asset classestolestance
levels, diversification requirements and othereti#t used to evaluate the merits of specific irmesits as well
as the overall portfolio composition. Our Managéngestment Committee reviews our compliance with t
investment guidelines periodically and our boardioéctors receives an investment report at eaelntguend in
conjunction with its review of our quarterly resulOur board also reviews our investment portfahid related
compliance with our investment policies and procedwand investment guidelines at each regularlgdded
board of directors meeting.

Our board of directors and our Manager’s Investn@orhmittee have adopted the following guidelines fo
our investments and borrowings:

* No investment shall be made that would cause €altto qualify as a REIT for federal income t
purposes

* No investment shall be made that would cause bsg tegulated as an investment company unde
1940 Act;

* With the exception of real estate and housing,ingles industry shall represent greater than 20% of
the securities or aggregate risk exposure in otfqio; and

* Investments in non-rated or deeply subordinated AB&her securities that are non-qualifying assets
for purposes of the 75% REIT asset test will bétéchto an amount not to exceed 50% of our
stockholder equity.

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

Our board of directors has also adopted a sepseatef investment guidelines and procedures to rgover
relationships with FIDAC. We have also adopted iteddlacompliance policies to govern our interactwaith
FIDAC, including when FIDAC is in receipt of matarinon-public information.

Policies with Respect to Certain Other Activities

If our board of directors determines that additidoading is required, we may raise such fundsubio
additional offerings of equity or debt securitiedtte retention of cash flow (subject to provisiamshe Internal



Revenue Code concerning distribution requirememtstiae taxability of undistributed REIT taxable
income) or a combination of these methods. In trenkthat our board of directors determines toeraidditional
equity capital, it has the authority, without stbolder approval, to issue additional common stacgreferred
stock in any manner and on such terms and for sokideration as it deems appropriate, at any time.

We may offer equity or debt securities in exchafoggroperty and to repurchase or otherwise reaequir
shares and may engage in such activities in thedut

In addition, we may borrow money to finance theuasitjon of investments. We intend to use tradigibn
forms of financing, such as repurchase agreemeutsvarehouse facilities. We also intend to utiBaeictured
financing techniques, such as CDOs, to createctittedy priced non-recourse financing at an alborrowing
cost that is lower than that provided by traditios@urces of financing and that provide long-tefloating rate
financing. Our investment guidelines and our pdidgfand leverage are periodically reviewed by ooarol of
directors as part of their oversight of our Manager
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We may, subject to gross income and assets testssary for REIT qualification, invest in secustiaf
other REITs, other entities engaged in real estetigities or securities of other issuers.

We engage in the purchase and sale of investmafetsvill not underwrite the securities of other isssi

Our board of directors may change any of theseiesliwithout prior notice to you or a vote of our
stockholders.

Conflicts of Interest

We are dependent on our Manager for our day-torglyagement and do not have any independent
officers. Our officers and our non-independentcives also serve as employees of our Manager.rAsuat, our
management agreement with our Manager was negbtiateveen related parties and its terms, inclutieg
payable, may not be as favorable to us as if itdesh negotiated at arm’s length with an unaféliathird party.

Our Manager has discretionary investment authoigr a number of different funds and accounts.
Although currently none of these funds or accobiatge investment objectives that overlap ours, foissible in
the future that our Manager may manage funds acouats which may compete with us for investment
opportunities. In addition, we may compete for stweent opportunities with Annaly. Our Manager has a
investment allocation policy in place so that weyrshare equitably with other client accounts of lanager in
all investment opportunities, particularly thosedlving an asset with limited supply, that may béable for
our account and such other accounts. Our Managelisy also includes other controls designed to ioorand
prevent any particular account from receiving falbe treatment over any other fund or account. This
investment allocation policy may be amended byManager at any time without our consent. To thermixt
FIDAC's, Annaly’s, or our business evolves in sactvay to give rise to conflicts not currently adsred by our
Manager’s investment allocation policy, our Managey need to refine its policy to handle any sutrations.

The ability of our Manager and its officers and éogpes to engage in other business activities radyae
the time our Manager spends managing us. Furthenglturbulent conditions in the mortgage industfigtress
in the credit markets or other times when we wakd focused support and assistance from our Manattper
entities for which or Manager also acts as an iinvest manager will likewise require greater focnd a
attention, placing our Manager’s resources in liigimand. In such situations, we may not receivaeguessary
support and assistance we require or would othermiseive if we were internally managed or if ouaridger
did not act as a manager for other entities.

We have agreed to pay our Manager a base managéedhat is not tied to our performance and inwent
compensation that is based entirely on our perfan@aThis compensation arrangement may cause ouadéa
to invest in high risk investments. Investmentdwtitgher yield potential are generally riskier cona
speculative. The base management fee componennhotayfficiently incentivize our Manager to generat
attractive, risk-adjusted returns for us. The itis@ncompensation component may cause our Manag#ate
undue emphasis on the maximization of net inconmleaéxpense of other criteria, such as preservafio
capital, to achieve higher incentive compensafidns could result in increased risk to the valuewf
investment portfolio.



It is difficult and costly to terminate the managarhagreement we have entered into with our Manager
without cause. Our independent directors will reva@ur Manager's performance and the management fees
annually, and following the initial term, the maeatent agreement provides that it may be termiratedally
by us without cause upon the affirmative vote deast two-thirds of our independent directorsyalvote of
the holders of at least a majority of the outstagdihares of our common stock (other than thosesineeld by
Annaly or its affiliates), based upon: (i) our Mge&'s unsatisfactory performance that is materid#yrimental
to us or (ii) our determination that the managenieas payable to our Manager are not fair, sulbgeour
Manager’s right to prevent termination based orainriées by accepting a reduction of managemestdgesed
to by at
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least two-thirds of our independent directors. ®lanager will be provided 180-days’ prior noticeanfy such

termination. Upon such termination, we will pay &&anager a termination fee equal to three timestime of

(a) the average annual base management fee atiek (@yerage annual incentive compensation earnediby
Manager during the prior 24-month period beforehsieemination, calculated as of the end of the mestntly
completed fiscal quarter. These provisions mayeiase the effective cost to us of terminating theagament
agreement, thereby adversely affecting our altititterminate our Manager without cause.

Our Manager may terminate the management agreéhvestoecome required to register as an investment
company under the 1940 Act, with such terminatiearded to occur immediately before such event, iictwh
case we would not be required to pay a termindéenOur Manager may also decline to renew the gemant
agreement by providing us with 180-days’ writtetice in which case we would not be required to pay
termination fee.

The management agreement provides that our Mamaljeiot assume any responsibility other than to
provide the services called for by the managemgrgeament. It further provides that our Manager wiit be
responsible for any action of our board of direstiorfollowing or declining to follow its advice or
recommendations. Our Managet, its officers, marsaged employees will not be liable to us, any slibsy of
ours, our directors, our stockholders or any suasits stockholders or partners for acts or omissiperformed
in accordance with and pursuant to the managengeeément, except because of acts constitutingditig f
willful misconduct, gross negligence, or recklessebard of their duties under the management agret We
have agreed to indemnify our Manager and its affiegth respect to all expenses, losses, damagedities,
demands, charges and claims arising from actsofamager not constituting bad faith, willful migatuct,
gross negligence, or reckless disregard of dytiedprmed in good faith in accordance with and pans to the
management agreement.

Resolution of Potential Conflicts of Interest and Mlocation of Investment Opportunities

FIDAC will abide by its conflicts of interest poliand thus will offer us the right to participatedill
investment opportunities that it determines araegmpate for us in view of our investment objectygolicies
and strategies and other relevant factors, sutabie exception that, in accordance with FIDAGisftict of
interest policy described below, we might not m#pate in each such opportunity but will on an elldrasis
equitably participate with FIDAC's other clientsafl such opportunities. FIDAC allocates investnsetot
eligible accounts, including us, based on curremd@hd according to the market value of the accfunmich is
the amount of available capital that, consistehwuch account’s investment parameters, may lestad in a
proposed investment). An account has current denifatnloas positive market value. For certain tractons that
cannot be allocated on a pro rata basis, suchtagicase of “whole pool” trades, our Managerlwihdeavor to
allocate such purchases over time in a fair andtagje manner. If the investment cannot fulfill the rata
allocation or be allocated in marketable portidhs,investment is allocated on a rotational basectounts with
current demand, with an emphasis placed on thasmiats that were excluded in prior allocations, \eitihout
any preference given to accounts based on thekehaalue. The rotational system is determined IBAEC's
chief investment officer and is overseen by its pbamce officer to ensure fair and equitable inurestt
allocation to all accounts in accordance with tBéQLAct.

Operating and Regulatory Structure
REIT Qualification



In connection with this offering, we intend to dléz be treated as a REIT under Sections 856 tlir859
of the Internal Revenue Code commencing with oxaltée year ending on December 31, 2007. Our
qualification as a REIT depends upon our abilityni®et on a continuing basis, through actual investrand
operating results, various complex requirementsutite Internal Revenue Code relating to, amongrdtiings,
the sources of our gross income, the compositidinvatues of our assets, our distribution levels theddiversity
of ownership of our
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shares. We believe that we will be organized if@onity with the requirements for qualification atakation as
a REIT under the Internal Revenue Code, and thainéended manner of operation will enable us t@ttlee
requirements for qualification and taxation as dTRE

As a REIT, we generally will not be subject to feléncome tax on our REIT taxable income we disir@
currently to our stockholders. If we fail to qugldis a REIT in any taxable year and do not quédifycertain
statutory relief provisions, we will be subjectféaleral income tax at regular corporate rates aayl lne
precluded from qualifying as a REIT for the subsagdour taxable years following the year duringahhwe
lost our REIT qualification. Even if we qualify feaxation as a REIT, we may be subject to someréddstate
and local taxes on our income or property.

1940 Act Exemption

We intend to qualify for the exemption from regédion under the 1940 Act provided by Section 3(cj(®
of the 1940 Act and will monitor our portfolio pedically and before each acquisition to confirmt the
continue to qualify for the exemption. We intendniake investments so that at least 55% of our q@atis
comprised of mortgage loans and other assets thabasidered the functional equivalent of mortglagas for
the purposes of the 1940 Act (collectively “quwiifg real estate assets™), thereby allowing ubéexempted
from registration as an investment company undeti@e3(c)(5)(C) of the 1940 Act. In addition, tamtain the
exemption under Section 3(c)(5)(C), we intend t&en@avestments so that at least 80% of our podtfisli
comprised of real estate-related assets. As atyesawill be limited in our ability to make invesents.

We generally expect that our investments in residemortgage loans, RMBS and CMBS will be
considered real estate-related assets under S&¢tyB)(C) of the 1940 Act. In addition, we exp#wit certain
of our investments in RMBS and residential mortgiagas will be considered qualifying real estatsets under
Section 3(c)(5)(C) of the 1940 Act. The treatmeiithese assets as real estate-related assetslifyiggaeal
estate assets will be based on the characteridttbe underlying collateral and the particulareygf loan,
including whether we have foreclosure rights wikpect to the underlying real estate collaterapr&sent, we
do not generally expect that our investments in €B&6d consumer and non-consumer ABS will constitute
qualifying real estate assets or real estate-gkladeets. For more information about the requirésneinSection
3(c)(5)(C) of the 1940 Act, please see “Busines®©perating and Regulatory Structure — 1940 Act
Exemption.”

Licensing

We may be required to be licensed to purchase elhdreviously originated residential mortgage loam
certain jurisdictions (including the District of {iobia) in which we will conduct our business. We aurrently
in the process of obtaining those licenses, if ireglu Our failure to obtain or maintain licensed wéstrict our
investment options. We may consummate this offeewen if we have not yet obtained such licensese@ve
are fully licensed to purchase and sell mortgageddn each of the states in which we become lesinse
expect that we will acquire previously originatedidential loans in those states. We intend tadeesed in
those states where licenses are required to purdrasell previously originated mortgage loanscasas
reasonably practicable after the offering, butrig avent, this is not likely to occur before thel ef the third
fiscal quarter in 2007.

Competition

Our net income will depend, in large part, on duitity to acquire assets at favorable spreads ouer
borrowing costs. In acquiring real estate-relateskes, we will compete with other mortgage REIpscslty
finance companies, savings and loan associati@mksh mortgage bankers, insurance companies, nfuns,
institutional investors, investment banking firrfiancial institutions, governmental bodies andeotintities. In



addition, there are numerous mortgage REITs wittilai asset acquisition objectives, including a bem
that have been recently formed, and others maydenied in the future. These other REITs will éase
competition for the available supply of mortgagseds suitable for purchase. Many of our anticipated
competitors are significantly larger than we amjéhaccess to greater capital and other resouncesay have
other advantages over
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us. In addition, some of our competitors may hagéédr risk tolerances or different risk assessmemitsch
could allow them to consider a wider variety oféstments and establish more relationships thareweThe
increase in such companies may increase the cdiopdbtr equity capital and thereby adversely dftae
market price of our common stock.

In the face of this competition, we expect to haweess to our Manager's professionals and theursing
expertise, which may provide us with a competiidwantage and help us assess investment riskseternihe
appropriate pricing for certain potential investitsen addition, we expect that these relationshijlsenable us
to compete more effectively for attractive investine@pportunities. However, we may not be able fuece our
business goals or expectations due to the comjeetigks that we face. For additional informati@mcerning
these competitive risks, see “Risk Factors — RRktated To Our Business — We operate in a highly
competitive market for investment opportunities amate established competitors may be able to campete
effectively for investment opportunities than wa ca

Staffing

We will be managed by our Manager pursuant to theagement agreement between our Manager and us.
All of our officers are employees of our Manageitsiaffiliates. We will have no employees upon gbetion of
this offering other than our officers. See “Our Maer and the Management Agreement — Management
Agreement.”
Legal Proceedings

Neither we nor our Manager is currently subjeciny legal proceedings which it considers to be rate
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OUR MANAGER AND THE MANAGEMENT AGREEMENT

General

We are externally advised and managed by our ManAdjeof our officers are employees of our Manager
or its affiliates. The executive offices of our Mayer are located at 1211 Avenue of the Americaise 2002,
New York, New York 10036 and the telephone numbierun Manage’'s executive offices is (212) 696-0100.

Officers of Our Manager

The following sets forth certain information withspect to the executive officers and employeeainf o
Manager:

Name Age Position Held with our Manager
Michael A.J. Farrell 56 Chairman of the Board, President and Chief Exeeufifficer
Wellington J. Denahan-Norris 43  Vice Chairman of the Board, Chief Investment Offiead Chief

Operating Officer



Kathryn F. Fagan 40  Chief Financial Officer and Treasurer

Jeremy Diamond 44  Managing Director

Ronald Kazel 39 Managing Director

R. Nicholas Singh 48  Executive Vice President, General Counsel, Corpdbaicretary
and Chief Compliance Officer

James P. Fortescue 33  Executive Vice President and Head of Liabilities

Kristopher Konrad 32  Executive Vice President and Co-Head Portfolio Mpamaent

Rose-Marie Lyght 34  Executive Vice President and Co-Head Portfolio Mpemaent

Matthew Lambiase 41  Executive Vice President, Structured Products

Christian J. Woschenko 46  Executive Vice President

William B. Dyer 60 Executive Vice President

A. Alexandra Denahan 37  Controller

Konstantin Paviov 36  Senior Vice President and Senior Repo Trader

Eric Szabo 32  Senior Vice President and Investment Strategist

Michael A.J. Farrell is the Chief Executive Officer, President and foemaof FIDAC and Chairman, Chief
Executive Officer, President and one of the fouaddrAnnaly. Mr. Farrell is a member of our Manager
Investment Committee. Prior to founding FIDAC andnaly, Mr. Farrell was a Managing Director for
Wertheim Schroder and Co., Inc. in the Fixed Inc@eeartment, served on the Executive Committebef t
Public Securities Association Primary Dealers Donsand is a former Chairman of the Primary Dealers
Operations Committee and its Mortgage-Backed SeéesiDivision. Mr. Farrell serves on the board wédtors
for the US Dollar Floating Rate Fund, Ltd. and lteard of governors of the National Association ebREstate
Investment Trusts and is the Chairman of the boatdistees of the Oratory Preparatory School.

Wellington J. Denahan-Norrisis the Vice-Chairman of Annaly, Chief Investmenfi€dr and Chief
Operating Officer of Annaly and FIDAC. Ms. Denahidofris is a member of our Manager’s Investment
Committee. Ms. Denahan-Norris has been with FIDAesits inception and was one of the original fders of
Annaly. She is also responsible for the developroéiinnaly and FIDAC's in-house portfolio systerBefore
joining Annaly and FIDAC, Ms. Denah-Norris was Vice President at Citadel Funding Coagion and a trader
in the mortgage-backed securities desk at Wertlsgihroder and Co., Inc. She has a Bachelors Degree i
Finance from Florida State University and attenttedNew York Institute of Finance for intense madg-
backed securities studies.

Kathryn F. Fagan is our Manager’s and Annaly’s Chief Financial Offiand Treasurer. Ms. Fagan was
employed by Annaly and FIDAC on April 1, 1997 irethositions of Chief Financial Officer and
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Treasurer of each of Annaly and FIDAC. From Jun&9B1 to February 28, 1997, Ms. Fagan was Chief
Financial Officer and Controller of First Federalvihgs & Loan Association of Opelousas, Louisidfiest
Federal is a publicly owned savings and loan tbatrerted to the stock form of ownership during her
employment period. Ms. Fagan'’s responsibilitieBiegt Federal included all financial reporting, lumaing

reports for internal use and reports required leyS3EC and the Office of Thrift Supervision. Durihg period
from September 1988 to May 1991, Ms. Fagan was&egdlas a bank and savings and loan auditor by Sohn
Dowling & Company, a corporation of Certified PubAccountants. Ms. Fagan is a Certified Public Aotant
and has an M.B.A. from the University of Southwastieouisiana.

Jeremy Diamondis one of our Directors. He is also a Managing €twefor FIDAC and Annaly and a
member of our Manager’s Investment Committee. Hieejp Annaly and FIDAC in March 2002. From 1990 to
2002 he was President of Grant’s Financial Pubigha financial research company and publisherrah@s
Interest Rate Observer. In addition to his respmlitsés as principal business executive, Mr. Diasda@onducted
security analysis and financial market research.Ditmond began his career as an analyst in thestment
banking group at Lehman Brothers. Mr. Diamond haMaB.A. from UCLA and a Bachelors Degree from
Princeton University.

Ronald Kazelis a Managing Director for Annaly and FIDAC. Mr. ¥a& is a member of our Manager’s
Investment Committee. Mr. Kazel joined these congmmim December 2001. Before joining Annaly and



FIDAC, Mr. Kazel was a Senior Vice President inelirhan Billings Ramsey'’s financial services
investment banking group. During his tenure thkeswas responsible for structuring both the prieate public
equity offerings for Annaly in 1997. From 1991 @96, Mr. Kazel served as a Vice President at Sai@ieill
& Partners where he was involved in asset/liabilitgnagement and mortgage-backed securities analydis
sales. Mr. Kazel has a Bachelor of Science in kKiaaand Management from New York University.

R. Nicholas Singhis Executive Vice President and serves as Genenah€l, Corporate Secretary and
Chief Compliance Officer for Annaly and FIDAC. Beéojoining these companies in February 2005, MigBi
was a partner at the law firm McKee Nelson LLP vehlee worked closely with Annaly and FIDAC in a ‘edyi
of corporate governance, compliance and transadtassignments. Mr. Singh has experience in a raage of
public and private transactions. Before joining M&Nelson, he was a partner at the law firm ofe§idlustin,
LLP. Mr. Singh received a J.D. from the Washing&wilege of Law, American University, an M.A. from
Columbia University and a Bachelors Degree frometan College.

James P. Fortescués an Executive Vice President and Head of Lidabgifor FIDAC and Annaly.
Mr. Fortescue is a member of our Manager’'s Investr@®mmittee. He started with FIDAC in June 199%veh
he was in charge of finding financing on mortgageked and corporate bonds for regional dealers. In
September 1996 he expanded his responsibilitiealffinancing activities which included tradingcan
structuring all liabilities, coordinating trade ttements with broker dealers and maintaining thati@ships
with these dealers. Mr. Fortescue has been in ehafrtiability management for Annaly since its iptien, and
continues to oversee all financing activities ftD&C. Mr. Fortescue holds a Bachelors Degree iraRae from
Siena College.

Kristopher Konrad is an Executive Vice President and Co-Head of BlistManagement for FIDAC and
Annaly. Mr. Konrad is a member of our Manager’sdstment Committee. He has worked for both companies
since October 1997. Currently, Mr. Konrad is a fodid manager for Annaly and has served in thisacity
since December 2000. Before this, he was heacdhahéing for the US Dollar Floating Rate Fund, ladd
assisted with the management of FIDAC's high nettlveeparate accounts. Mr. Konrad has a Bachelegsd2
in Business from Ithaca College and has attendedgw York Institute of Finance for intense mortgdmcked
securities studies.

Rose-Marie Lyghtis an Executive Vice President and Co-Head of BlistManagement for FIDAC and
Annaly. Ms. Lyght is a member of our Manager’s Istveent Committee. She joined both companies in
April 1999. Since that time she has been involvethé asset selection and financing for FIDAC’sdsiiand
high net worth separate accounts. She has beertfalipomanager of the
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US Dollar Floating Rate Fund, Ltd. since Decemi@® Ms. Lyght has a Bachelor of Science in Finaaru
an M.B.A. from Villanova University.

Matthew Lambiaseis our President and Chief Executive Officer, and of our Directors. He is Executive
Vice President, Structured Products for Annaly BHIAC and a member of our Manager’s Investment
Committee. He joined these companies in June 2B&bre joining Annaly and FIDAC, Mr. Lambiase was a
Director in Fixed Income Sales at Nomura Securitiésrnational, Inc. Over his 11 year employmeritamura,
Mr. Lambiase was responsible for the distributibe@mmercial and residential mortgage-backed stesrio a
wide variety of institutional investors. Mr. Lambmalso held positions at Bear, Stearns & Comparyice
President in Institutional Fixed Income Sales amd anortgage analyst in the Financial Analytics &trdctured
Transaction Group. Mr. Lambiase has a Bachelorgd2eigpn Economics from the University of Dayton.

A. Alexandra Denahanis our Chief Financial Officer and Secretary, ame €Controller of Annaly and
FIDAC. Before joining these companies in Octobed2Ms. Denahan was a business consultant in Fort
Lauderdale, Florida. Ms. Denahan has a Bachelogsd2din Accounting and an M.B.A. from Florida Atlin
University.

Konstantin Pavlov is Senior Vice President and Senior Repo Tradénofaly and FIDAC. He has worked
for both companies since March of 2001. Since 20804 Pavlov has assisted in the financing for Agreaid
oversees the financing for the FIDAC accounts. Révlov has a Bachelors Degree from San Diego State
University.

Eric Szabois a Senior Vice President and Investment Stratégis\nnaly and FIDAC. Mr. Szabo is a



member of our Manager’s Investment Committee. Bejoining these companies in April 2004, he worked
for Times Square Capital Management as a MortgagsyAt and Trader since 2001. Mr. Szabo has a Bathe
Degree from The College of New Jersey and a M.Aiimance from Boston College. Mr. Szabo is a PRMIA
certified Professional Risk Manager and a CFA arhdlder.

Christian J. Woschenkois our Manager’s Executive Vice President and seageour Chief Investment
Officer. Before joining FIDAC in August, 2007, MWoschenko worked at PHH Mortgage since 2005 with
responsibilities for arranging, modeling and pricthe securitizations of their non-Agency residantiortgage
production. He was a member of both PHH'’s Creditn@ittee and Interest Rate Risk Committee. Prevjgusl
Mr. Woschenko was employed as Senior Mortgage Ciiedder at RBC Capital, Senior Asset Backed S&eari
Banker at BB&T Capital Markets and as a Principaliortgage Trading at Mariner Capital Management. M
Woschenko has a Bachelors Degree in Accounting fAdidener University.

William B. Dyer is our Manager’s Executive Vice President and seageour Chief Credit Officer. Before
joining FIDAC in August, 2007, Mr. Dyer was Viced3ident, Credit Risk Management for PHH Mortg
Corporation from 1997 where his responsibilitieduded supervision of the Credit Solutions Departime
Mr. Dyer was Vice President at the Fixed-Incomeiglon of Nomura Asset Capital Corporation from 1984
1997, where he managed deal-related activitieeakifor the securitization or sale of the mortgémpns.

Mr. Dyer has an M.B.A. from St. John’s Universitydaa Bachelor of Science from St. Francis College.

Investment Committee

The role of our Investment Committee is to reviewd approve our investment policies, our investment
portfolio holdings and related compliance with qwrestment policies. The Investment Committee midet as
frequently as necessary in order for us to achiewenvestment objectives. Our Manager has an tnvest
Committee of our Manager’s professionals, congistihMichael A.J. Farrell, Wellington J. DenahantNs
James P. Fortescue, Kristopher Konrad, Rose-Maidt, Ronald Kazel, Jeremy Diamond, Eric Szabo and
Matthew Lambiase. For biographical information ba members of our Investment Committee, see “Our
Manager and the Management Agreement — Office@uwfManager.”

72

Table of Contents

Management Agreement

Before the completion of this offering, we will eninto a management agreement with Fixed Income
Discount Advisory Company, our Manager, pursuanthach it will provide for the day-to-day managerheh
our operations.

The management agreement requires our Managerrtagaaur business affairs in conformity with the
policies and the investment guidelines that are@mal and monitored by our board of directors. Manager’s
role as manager is under the supervision and @ireof our board of directors. Our Manager is resiole for
(i) the selection, purchase and sale of our paatiovestments, (ii) our financing activities, afi@) providing us
with investment advisory services. Our Manageegponsible for our day-to-day operations and per$ofor
causes to be performed) such services and activilating to our assets and operations as mapreriate,
which may include, without limitation, the followgn

0] serving as our consultant with respect to the plériceview of the investment criteria and
parameters for our investments, borrowings andatjoers for the approval of our board of
directors;

(i) investigating, analyzing and selecting possiblegtmnent opportunities and originating, acquiring,
financing, retaining, selling, restructuring orhsing of investments consistent with the
investment guidelines

(iii)  with respect to any prospective investment by wbaay sale, exchange or other disposition of any
investment by us, conducting negotiations on otmiabiewith sellers and purchasers and tl



(iv)

v)

(vi)

(Vi)

(viii)

(ix)

)

(xi)

(xii)

respective agents, representatives and investnaskebs;

negotiating and entering into, on our behalf, rehase agreements, interest rate swaps, warehouse
facilities and all other agreements required fotausonduct our busines

engaging and supervising, on our behalf and aerpense, independent contractors who provide
investment banking, mortgage brokerage, secubtielserage and other financial services and such
other services as may be required relating to meegstments

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

administering our day-to-day operations and perfiognand supervising the performance of such
other administrative functions necessary to ouragament as may be agreed upon by our Manager
and our board of directors, including the collegtaf revenues and the payment of our debts and
obligations and maintenance of appropriate commérrices to perform such administrative
functions;

communicating on our behalf with the holders of ahpur equity or debt securities as required to
satisfy the reporting and other requirements of gmyernmental bodies or agencies or trading
markets and to maintain effective relations witbtsholders

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

evaluating and recommending to our board of dimsdbedging strategies and engaging in hedging
activities on our behalf, consistent with our gfiedition as a REIT and with the investment
guidelines;

counseling us regarding our qualification as a R&hd the maintenance of such status, monitoring
compliance with the various REIT qualification teand other rules set out in the Internal Revenue
Code and Treasury Regulations thereunder and ssimgnercially reasonable efforts to cause us to
qualify for taxation as a REI

counseling us regarding the maintenance of ousiarh from the status as an investment company
under the 1940 Act, monitoring compliance with tbguirements for maintaining such exclusion
and using commercially reasonable efforts to caiss® maintain such exclusion from the status as
an investment company under the 1940 ,
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(xiii)

(xiv)

assisting us in developing criteria for asset pasehcommitments that are specifically tailored to
our investment objectives and making availablesitsiknowledge and experience with respect to
mortgage loans, real estate, real estate-relatedises, other real estate-related assets andewin-
estat-related asset:

furnishing reports and statistical and economieaesh to us regarding our activities and services
performed for us by our Managt



(xv)

(xvi)

(xvii)

(xviii)

(xix)

(xx)

(xxi)

(xxii)

(xxiii)

(xxiv)

(xxv)

(xxvi)

monitoring the operating performance of our invesite and providing periodic reports with
respect thereto to our board of directors, inclgdiomparative information with respect to such
operating performance and budgeted or projectechtipg results

investing or reinvesting any money or securitieswf (including investing in short-term
investments pending investment in other investmegratgment of fees, costs and expenses, or
payments of dividends or distributions to our stoalklers and partners) and advising us as to our
capital structure and capital raisir

causing us to retain qualified accountants and legansel, as applicable, to assist in developing
appropriate accounting procedures, compliance proes and testing systems with respect to
financial reporting obligations and compliance vitile provisions of the Internal Revenue Code
applicable to REITs and to conduct quarterly commte reviews with respect there

causing us to qualify to do business in all apjbliegurisdictions and to obtain and maintain all
appropriate license

assisting us in complying with all regulatory regumnents applicable to us in respect of our business
activities, including preparing or causing to bepared all financial statements required under
applicable regulations and contractual undertakargsall reports and documents, if any, required
under the Securities Exchange Act of 1934, or tkehBnge Act

taking all necessary actions to enable us to medfeired tax filings and reports, including
soliciting stockholders for required informationttee extent provided by the provisions of the
Internal Revenue Code and Treasury Regulationscaiybé to REITSs

handling and resolving all claims, disputes or ooversies (including all litigation, arbitration,
settlement or other proceedings or negotiationgjhith we may be involved or to which we may
be subject arising out of our day-to-day operatiendject to such limitations or parameters as may
be imposed from time to time by our board of dioest

using commercially reasonable efforts to cause msgincurred by or on behalf of us to be
commercially reasonable or commercially customauy within any budgeted parameters or
expense guidelines set by our board of directars fime to time

advising us with respect to obtaining appropriatgelouse or other financings for its ass

advising us with respect to and structuring longaténancing vehicles for our portfolio of assets,
and offering and selling securities publicly ornvatiely in connection with any such structured
financing;

performing such other services as may be requied fime to time for management and other
activities relating to our assets and businessiabaard of directors shall reasonably requestor o
Manager shall deem appropriate under the particilemmstances; ar

using commercially reasonable efforts to caus® w®mply with all applicable law:

Pursuant to the management agreement, our Manaljeotassume any responsibility other than todiem
the services called for thereunder and will notésponsible for any action of our board of direstorfollowing
or declining to follow its advice or recommendaso@ur Manager, its members, officers, managers and
employees will not be liable to us, any subsidiafrgurs, our
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directors, our stockholders or any subsidiary’sldtmlders or partners for acts or omissions peréatin
accordance with and pursuant to the managementragré, except because of acts constituting ba faitiful
misconduct, gross negligence, or reckless disregfattteir duties under the management agreement, as
determined by a final non-appealable order of atamfuicompetent jurisdiction. We have agreed teeimdify our
Manager, its members and its officers with respeetl expenses, losses, damages, liabilities, ddmaharges
and claims arising from acts of our Manager notstituting bad faith, willful misconduct, gross niggince, or
reckless disregard of duties, performed in goaith fiai accordance with and pursuant to the managemen
agreement. Our Manager has agreed to indemnifyurgjirectors and officers with respect to all exges,
losses, damages, liabilities, demands, chargeslamds arising from acts of our Manager constityitoad faith,
willful misconduct, gross negligence or recklessrggard of its duties under the management agreaeamany
claims by our Manager’s employees relating to gémns and conditions of their employment by our Mgara
For the avoidance of doubt, our Manager will notilble for trade errors that may result from oedin
negligence, such as errors in the investment-detisiaking process (e.g., a transaction was efféoteblation
of our investment guidelines) or in the trade psscg.g., a buy order was entered instead of asldt, or the
wrong security was purchased or sold, or a secusdty purchased or sold in an amount or at a ptloer dhan
the correct amount or price). Notwithstanding thiee§oing, our Manager will carry errors and omissiand
other customary insurance upon the completion @bffering.

Pursuant to the terms of the management agreemar¥janager is required to provide us with our
management team, including a president and chiedudive officer, along with appropriate supportquemel, to
provide the management services to be providedubyvanager to us.

The management agreement may be amended or maayfiagreement between us and our Manager. The
initial term of the management agreement expireBecember 31, 2010 and will be automatically rercefee a
one year term each anniversary date thereaftessipieviously terminated as described below. Qilgpendent
directors will review our Manager’s performance dimel management fees annually and, following th&in
term, the management agreement may be terminatedyupon the affirmative vote of a least twordlsi of
our independent directors or by a vote of the haldé a majority of the outstanding shares of mammon stock
(other than those shares held by Annaly or itdiatffis), based upon (1) unsatisfactory performdnatis
materially detrimental to us or (2) our determioatthat the management fees payable to our Marsaigearot
fair, subject to our Manager’s right to preventtstermination due to unfair fees by accepting aicédn of
management fees agreed to by at least two-thirdsioindependent directors. We must provide 180Gsdastor
notice of any such termination. Our Manager willgaéd a termination fee equal to three times thme sfi(a) the
average annual base management fee and (b) thegavemnnual incentive compensation earned by oualytam
during the 24-month period immediately precedinghsiérmination, calculated as of the end of thetrmexsently
completed fiscal quarter before the date of tertiona

We may also terminate the management agreemehputithe payment of any termination fee, with 30
days’ prior written notice from our board of dirers for cause, which is defined as:

e our Manager’s continued material breach of any giox of the management agreement following a
period of 30 days after written notice thereof4brdays after written notice of such breach if our
Manager, under certain circumstances, has takes stecure such breach within 30 days of the
written notice);

e our Manage€'s fraud, misappropriation of funds, or embezzlenaggatinst us

* our Manage's gross negligence of duties under the managergesg¢ment

» the occurrence of certain events with respectadoinkruptcy or insolvency of our Manager,
including an order for relief in an involuntary kanptcy case or our Manager authorizing or filing a
voluntary bankruptcy petitior

» the dissolution of our Manager; a



» change of control of our Manager or Anne
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We may not assign our rights or responsibilitiedarrthe management agreement without the priotemrit
consent of our Manager, except in the case of sigmsent to another REIT or other organization Wwhcour
successor, in which case such organization shdibbed by the terms of such assignment in the saammer as
we are bound under the management agreement. Qhagdamay generally only assign the management
agreement with the written approval of a majorityor independent directors. Our Manager, howewvay
assign the management agreement to any of itiaédl without the approval of our independent diecif such
assignment does not require our approval undeintresstment Advisers Act of 1940.

Our Manager may terminate the management agreéhveatboecome required to register as an investment
company under the 1940 Act, with such terminatiearded to occur immediately before such event, iichwh
case we would not be required to pay a termindgenOur Manager may decline to renew the managemen
agreement by providing us with 180-days’ writtetice in which case we would not be required to pay
termination fee. In addition, if we default in therformance of any material term of the agreemedtthe
default continues for a period of 30 days aftettemi notice to us, our Manager may terminate theagament
agreement upon 60 days, written notice. If the ganeent agreement is terminated by the Manager apon
breach, we would be required to pay our Managetdimaination fee described above.

Management Fees and Incentive Compensation

We do not maintain an office or employ personnedtéad we rely on the facilities and resourcesuof o
Manager to conduct our operations. Expense reirebugats to our Manager are made in cash on a monthly
basis following the end of each month.

Base Management Fee

We will pay our Manager a base management feee@uaih arrears in an amount equal to 1.75% per
annum, calculated quarterly, of our stockholdeggliiy. For purposes of calculating the base managefee,
our stockholders’ equity means the sum of the netgeds from any issuances of our equity securjies our
retained earnings at the end of such quarter (wittaking into account any non-cash equity compémsa
expense incurred in current or prior periods), Ess amount that we pay for repurchases of our comstock,
and less any unrealized gains, losses or othesitbat do not affect realized net income (regasdtésvhether
such items are included in other comprehensivenirgcor loss, or in net income). This amount willdnjusted
to exclude one-time events pursuant to change\lFG and certain non-cash charges after discus$ietvgeen
our Manager and our independent directors and &pgrby a majority of our independent directors. bhee
management fee will be reduced, but not below Zsramur proportionate share of any CDO base managem
fees FIDAC receives in connection with the CDOwhich we invest, based on the percentage of eguétiold
in such CDOs. The base management fee is payat#pendent of the performance of our investmentqant
Our Manager uses the proceeds from its managemei fart to pay compensation to its officers and
employees who, notwithstanding that certain of tlzso are our officers, receive no cash compensdirectly
from us. If we invest in any collateralized debtigdtion or investment fund managed by our Manageany of
its affiliates, then the annual base managemergdgable by us to our Manager will be reduced bgraount
equal to the base management fee allocable tagiiyesupporting our investment in such collatexadi debt
obligation or investment fund, except in cases whwer Manager or any of its affiliates does noenee a fee in
connection with the management of such collatezdlidebt obligation or investment fund.

Our Manager’s base management fee shall be caddutgt our Manager within 30 days after the end of
each quarter and such calculation shall be prongallivered to us. We are obligated to pay the base
management fee in cash within five business dags délivery to us of our Manager’s written statengetting
forth the computation of the base management fesufch quarter.
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Incentive Compensation

In addition to the base management fee, our Mariagsattitled to receive quarterly incentive comaeias
in an amount equal to 20% of the dollar amount hyctv Core Earnings, before the incentive managerfeent
per weighted average share of common stock for quahter, exceeds 0.50% plus one-fourth of theaae=of
the one month LIBOR rate for such quarter multighligy the weighted average number of shares of cammo
stock outstanding in such quarter. Core Earningsnien-GAAP measure and is defined as GAAP nefniigco
(loss) excluding non-cash equity compensation ex@eexcluding any unrealized gains, losses or diers
that do not affect realized net income (regardiésshether such items are included in other comgmsive
income or loss, or in net income). The amount bélladjusted to exclude one-time events pursuasitanges in
GAAP and certain non-cash charges after discussietvgeen our Manager and our independent direatus
approved by a majority of our independent direct®ree incentive management fee will be reducednbtit
below zero, by our proportionate share of any CbB&2itive management fees FIDAC receives in conmecti
with the CDOs in which we invest, based on the @atage of equity we hold in such CDOs.

Our ability to achieve returns in excess of theshiolds noted above in order for our Manager to ta
incentive compensation described in the precedamggraph is dependent upon the level and volatfiynterest
rates, our ability to react to changes in interas#s and to utilize successfully the operatingtsgies described
herein, and other factors, many of which are nthiwiour control.

Our Manager will compute the quarterly incentivenp@nsation within 30 days after the end of eadafis
quarter, and we will pay the quarterly incentivenp@nsation with respect to each fiscal quarteriwitkre
business days following the delivery to us of owardger’s written statement setting forth the comfpon of the
incentive fee for such quarter.

Reimbursement of Expenses

Because our Manager’'s employees perform certaad,lagcounting, due diligence tasks and other sesvi
that outside professionals or outside consultatisrevise would perform, our Manager is paid or taimsed for
the documented cost of performing such tasks, gealthat such costs and reimbursements are in @moun
which are no greater than those which would be lpiayta outside professionals or consultants engémed
perform such services pursuant to agreements raégotn an arm’s-length basis.

We also pay all operating expenses, except thassfgglly required to be borne by our Manager urttie
management agreement. Our Manager is responsitdd fmsts incident to the performance of its dsitinder
the management agreement, including compensatioardflanager’s employees and other related expenses
The expenses required to be paid by us includeateunot limited to:

* issuance and transaction costs incident to theisitiqn, disposition and financing of our investrl

» legal, tax, accounting, consulting, auditing anthamistrative fees and expens

* compensation and expenses of our directors andobteof liability insurance to indemnify our
directors and officers

» costs associated with the establishment and maintenof any credit facilities and other indebtednes
of ours (including commitment fees, accounting féegal fees, closing costs, etc

e expenses connected with communications to holdesarssecurities and in complying with the
continuous reporting and other requirements of3B€ and other governmental bodi

» costs associated with any computer software ontrenel electronic equipment, or purchased
information technology services from third partynders that is used solely for

» costs incurred by employees of our Manager foreran our behalf and other of-pocket expense
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» costs and expenses incurred with respect to marketnation systems and publications, research
publications and material

« settlement, clearing and custodial fees and expge

»  costs of maintaining compliance with all federgts and local rules and regulations or any other
regulatory agency, all taxes and license fees Hmasarance costs incurred on our behalf;

e expenses relating to any office or office faciltigncluding disaster backup recovery sites and
facilities maintained for us or separate from @dffiof our Manage

In addition, we will be required to pay our proa@rtion of rent, telephone, utilities, office fiture,
equipment, machinery and other office, internal anerhead expenses of our Manager and its affilietquired
for our operations.
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MANAGEMENT

Our Directors and Executive Officers

Our board of directors will consist of five memhearfge have appointed two directors. We have noméhate
three additional persons to be directors. Our boédirectors has determined that our director mmes satisfy
the listing standards for independence of the N@rkYstock Exchange, or NYSE. Upon the expiratiotheir
terms at the annual meeting of the stockholde&eiptember 2009, directors will be elected to sarterm of
one year or until their successors are duly elegtebqualify. Our bylaws provide that a majoritytioé¢ entire
board of directors may at any time increase oretesa the number of directors. However, unless gamws are
amended, the number of directors may never behessthe minimum number required by the MGCL noreno
than 15.

The following sets forth certain information withspect to our directors and executive officers:

Name Age Position Held with Us

Matthew Lambiase 41  Chief Executive Officer, President and Director

Christian J. Woschenko 46  Chief Investment Officer

William B. Dyer 60  Chief Credit Officer

A. Alexandra Denahan 37  Chief Financial Officer and Secretary

Paul Donlin* 46  Nominee to be Nonexecutive Chairman of the Boamicéctors
Jeremy Diamond 44  Director

Mark Abrams* 58 Director Nominee

Paul A. Keenan* 40  Director Nominee

*  Independent director nomini

Biographical Information

Executive Officer



For biographical information on our executive offis, see “Our Manager and the Management Agreement
— Officers of Our Manager.”

Directors

We have three classes of directors. Our Classddirs will serve until our annual meeting of stozklers
in 2008, our Class Il Directors will serve untilrannual meeting of stockholders in 2009; and das€l|
Directors will serve until our annual meeting adatholders in 2010. Set forth below are the namelscartain
information on each of our Directors and nomineelse Directors.

Class | Directors

Paul Donlin is a nominee to be both one of our Class | Directmd our Nonexecutive Chairman of the
Board of Directors. Mr. Donlin recently left Citigup after a career that spanned 21 years. Forattelp years
at Citigroup, Mr. Donlin was in the securitizatibosiness, with his most recent position being teadHof
Global Securitization in the Global Securitized kets Business within Fixed Income. Earlier in haseer at
Citicorp, Mr. Donlin managed the Structured Finaand Advisory Unit of Citicorp’s Private Bank. Mponlin
has a B.S. from Georgetown University and M.B.AnirHarvard University.

Mark Abrams is a nominee to be one of our Class | Directors. Mairams has served as Chief Investment
Officer of the Presidential Life Insurance Compaince November 2003 and as Executive Vice Presiirog
2005. He was Senior Vice President of the Presigdrife Insurance Company
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from 2001 to 2005. Before that, Mr. Abrams serve&&e President of the Presidential Life Insurance
Company since October 1994. Mr. Abrams currenttyeseas a director of the Insurance Company. Mra#is
has a B.A. from Hobart College.

Class Il Directors

Matthew Lambiaseis one of our Class Il Directors. For biographicdbrmation on Mr. Lambiase, see
“Our Manager and the Management Agreement — Exee@fficers of Our Manager.”

Paul A. Keenanis a nominee to be one of our Class Il Directors. K&enan is a partner with and the head
of Real Estate Finance for the law firm Kelley, Bignd Warren LLP. Mr. Keenan has a J.D. from Sklalh
University and a B.A. from Rutgers, the State Ursity of New Jersey.

Class Ill Directors

Jeremy Diamondis our Class Il Director. For biographical infortitan on Mr. Diamond, see “Our
Manager and the Management Agreement — Executifies®$ of Our Manager.”

Corporate Governance — Board of Directors and Comnitees

Our business is managed by our Manager, subjebeteupervision and oversight of our board of doesg
which has established investment guidelines fordanager to follow in its day-to-day managemenbwif
business. A majority of our board of directors'isdependent,” as determined by the requiremefts® New
York Stock Exchange and the regulations of the SE@.directors keep informed about our business at
meetings of our board and its committees and thraugplemental reports and communications. Our
independent directors meet regularly in executass®ns without the presence of our corporateariic

Audit Committet

Our board of directors has established an audinaittere, which is composed of each of our indepehden
directors, Messrs. Donlin, Abrams and Keenan. Mirafns chairs our audit committee and serves aaualit
committee financial expert, as that term is defibgdhe SEC. Each of the members of the audit cdtaenis
“financially literate” under the rules of the N¥&S The 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 indepehckegistered public accounting firm; ¢

» the performance of our independent registered p@agiounting firm and any internal auditc

The audit committee is also responsible for engagir independent registered public accounting,firm
reviewing with the independent registered publicoamting firm the plans and results of the audgagrement,
approving professional services provided by thejpahdent registered public accounting firm, revigpthe
independence of the independent registered pubdicuating firm, considering the range of audit and-audit
fees and reviewing the adequacy of our internabaisting controls.

Our board of directors has determined that alhefdirectors serving on the audit committee are
independent members of the audit committee un@ecdhrent NYSE independence requirements and SIEE. ru
We believe that, at the pricing of the offerings #hudit committee will meet the requirements fakeipendence
under, and the functioning of the audit committéé @@mply with, current rules of the SEC and NYSE.
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Compensation Committee

Our board of directors has established a compemsatimmittee, which is composed of each of our
independent directors, Messrs. Donlin, Abrams aadrian. Mr. Keenan chairs the compensation committee
whose principal functions are to:

» evaluate the performance of our office

» evaluate the performance of our Manay

* review the compensation and fees payable to ourl@nunder our management agreement;

* administer the issuance of any securities undeequity incentive plan to our employees or the
employees of our Manage

Our board of directors has determined that alhefdirectors serving on the compensation comméitee
independent members of the compensation committderuhe current NYSE independence requirements and
SEC rules. We believe that, at the pricing of tffering, the compensation committee will meet teguirements
for independence under, and the functioning ofctiramittee will comply with, current rules of the IS¥E,
taking into account the relevant transition rulesIPO issuers.

Nominating and Corporate Governance Commi

Our board of directors has established a nominatirjcorporate governance committee, which is
composed of each of our independent directors, ideB®nlin, Abrams and Keenan. Mr. Donlin chairs th
committee, which is responsible for seeking, comsid) and recommending to the full board of diresto
qualified candidates for election as directors emmbmmending a slate of nominees for election recttirs at
the annual meeting of stockholders. It also pecaltlf prepares and submits to the board for adoptie
nominating and corporate governance committeeéctieh criteria for director nominees. It reviewslanakes
recommendations on matters involving general ofmraif the board and our corporate governance, and
annually recommends to the board nominees for eagimittee of the board. In addition, the nominaiimgl
corporate governance committee annually facilitdtesassessment of the board of directors’ perfoomas a
whole and of the individual directors and repolnsréon to the board.

Our board of directors has determined that alhefdirectors serving on the nominating and corjgorat



governance committee are independent members ofbtinénating and corporate governance committee
under the current NYSE independence requirememtS&T rules. We believe that, at the pricing of the
offering, the nominating and corporate governararaeroittee will meet the requirements for indepengenc
under, and the functioning of the committee wiltimgy with, current rules of the NYSE, taking intccaunt the
relevant transition rules for IPO issuers.

Code of Business Conduct and Ethics

Our board of directors has established a code sihbas conduct and ethics that applies to ouresfiic
directors and employees and to our Manager’s offjadirectors and employees when such individuasating
for or on our behalf. Among other matters, our cotlbusiness conduct and ethics is designed to dete
wrongdoing and to promote:

* honest and ethical conduct, including the ethieadiing of actual or apparent conflicts of interest
between personal and professional relations|

« full, fair, accurate, timely and understandableldisure in our SEC reports and other public
communications

« compliance with applicable governmental laws, raled regulations
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« 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 conduct andcstfar our executive officers or directors may e
only by our board of directors or one of our boaodhmittees and will be promptly disclosed as rezpliivy law
or stock exchange regulations.

Director Compensation

Any member of our board of directors who is alseaiployee of our Manager is referred to as an eeclu
director. Each excluded director will not receivkelgional compensation for serving on our boardioéctors.
Each non-excluded director will receive an annaalfbr their services of $ . Each eanluded director
will receive a fee of $ for attendarat every meeting of the board of directors or mittee of the board
of directors. Fees to our non-excluded directotkhwe paid in cash or shares of our common sto¢ketlection
of each director. We will also reimburse our diogstfor their travel expenses incurred in connectidth their
attendance at full board and committee meetings.

Our non-excluded directors will also be eligibleréaeive restricted common stock, option and osherk-
based awards under our equity incentive plan.

The table below describes the compensation eanedtindependent directors in 2007. We will
compensate only those directors who are indepenatetgr the NYSE listing standards.

Fees Earned o All Other Total
Name Paid in Cash Stock Awards Compensation ~ Compensation




Executive Compensation

We have not paid, and we do not intend to pay,aamual cash compensation to our executive offifmers
their services as executive officers. Our executifieers will be compensated by our Manager. Oanisiger
has informed us that, because the services pertbby¢hese executive officers or employees in tbaacities
as such are not performed exclusively for us, fincd segregate and identify that portion of the gensation
awarded to, earned by, or paid to our executiviee® by our Manager that relates solely to thelivises to us.

Equity Incentive Plan

We will adopt an equity incentive plan to provigeéntives to our independent directors, employéesio
Manager and its affiliates, including Annaly, artter service providers to stimulate their effoadward our
continued success, long-term growth and profitgbéind to attract, reward and retain personnel. &ty
incentive plan will be administered by the compéiesacommittee of our board of directors. Unlessiieated
earlier, our equity incentive plan will terminate2017, but will continue to govern unexpired avearthe total
number of shares available for issuance underldreip . Furthermore, the number of sharasrtay be
issued during the plan’s life may increase frometitm time to provide for awards of restricted commstock to
our non-excluded directors, which are in additiomwvards to our Manager and other service providers

Our equity incentive plan will permit the grantinfoptions to purchase shares of common stock diggn
to qualify as incentive stock options under theinal Revenue Code, and stock options that doumdtfg as
incentive stock options. The exercise price of estobk option may not be less than 100% of therfeirket
value of our shares of common stock on the datgafit. The
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compensation committee will determine the termeawh option, including when each option may becised
and the period of time, if any, after retirememath, disability or termination of employment dgriwhich
options may be exercised. Options become veste@xardisable in installments and the exercisabilfty
options may be accelerated by the compensation dbeem

Our equity incentive plan will also permit the gtiag of shares of our common stock in the form of
restricted common stock. A restricted common seehrd is an award of shares of common stock thgthea
subject to forfeiture (vesting), restrictions oarnsferability and such other restrictions, if aay the
compensation committee may impose at the dateanftgFhe shares may vest and the restrictions apsel
separately or in combination at such times, undeh gircumstances, including, without limitatiorsgecified
period of employment or the satisfaction of preablshed criteria, in such installments or otheeyiss our
compensation committee may determine. During simel &s shares awarded under our equity incentase gule
under restriction, any dividends paid on our comrsimtk will be paid directly to holders of restédtcommon
stock as if such shares were unrestricted.

Unrestricted shares of common stock, which areeshef common stock awarded at no cost to the
participant or for a purchase price determinedngydompensation committee, may also be issued wnder
equity incentive plan. The compensation committesy also grant shares of our common stock, stock
appreciation rights, performance awards, and atoek and non-stock-based awards under the ineeplan.
These awards may be subject to such conditionsestidctions as the compensation committee mayrméte,
including, but not limited to, the achievement eftain performance goals or continued employmetit us
through a specific period. Each award under the piay not be exercisable more than 10 years ditedate of
grant.

Our board of directors may at any time amend, alteliscontinue the incentive plan, but cannothwaiitt a
participant’s consent, take any action that woaigair the rights of such participant under any aganted
under the plan. To the extent required by law bibard of directors will obtain approval of the dtholders for
any amendment that would, other than through adjeist as provided in the incentive plan:

* increase the total number of shares of our comrmokseserved for issuance under the incentive
plan;

» change the class of eligible participants undeiiribentive plan; o



» otherwise require such approv

Our equity incentive plan provides that the compéina committee of our board of directors has the
discretion to provide that all or any outstandimpgi@ns and stock appreciation rights will becomiégyfu
exercisable, all or any outstanding stock awardish@come vested and transferable and all or anstanding
performance shares and incentive awards will beeghrall or any outstanding awards may be cancelled
exchange for a payment of cash or all or any ontlitey awards may be substituted for awards that wil
substantially preserve the otherwise applicablmsesf any affected awards previously granted utiteequity
incentive plan if there is a change in control sf u

Under our equity incentive plan, a change in cdnsrdefined as the occurrence of any of the foitayv
events: (i) the acquisition of more than 50% of woting shares by any person; (ii) the sale orabgjon of all
or substantially all of our assets; (iii) a mergamsolidation or statutory share exchange wherestmgkholders
immediately prior to such event hold less than %%he voting power of the surviving or resultingtigy; (iv)
our directors, including subsequent directors renemded or approved by our directors, cease to itatesha
majority of our board of directors; (v) stockholdgproval of our liquidation or dissolution; or the adoption
by our board of directors of a resolution to thieetffthat, in its judgment, as a consequence ofti@mgaction or
event, a change in control has effectively occyrexdept, in the case of clauses (i) through {fthe change of
control results from a transaction between us amdvtanager or an affiliate of our Manager or from a
termination of the management agreement for cause.
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Equity Compensation Plan Information

The following table presents information as of Asigii5, 2007, with respect to compensation plangund
which shares of our common stock are authorizedsguance.

Number of Number of
Securities to be Securities
Issued upor Weighted Average Available for
Exercise o Exercise Price o Future Issuance
Outstanding Outstanding Under Equity
Options, Warrants Options, Warrants Compensatior
Plan Category and Rights and Rights Plans(1)
Equity Compensation Plans Approved by Stockholders — — —
Equity Compensation Plans Not Approved by
Stockholder$2) — $ — —
Total — $ — —

(1) The amount gives effect to the shares dfiotsd common stock issued to our Manager’s engesy
and restricted common stock issued to our indeperdieectors under our equity incentive pl

(2) Equity compensation plans approved by the boadirettors.

Restricted Common Stock Awards

Upon completion of this offering, we intend to grahares of restricted common stock, which is ezjeivt
to % of the shares of common stock to be sottis offering, to our officers and certain offis and
employees of our Manager, and our independenttdireominees. This award will be subject to forfedt
restrictions that will lapse in equal one-thirdriements on the first three anniversaries of theigtpdate of this
offering.



Indemnification and Limitation on Liability; Insura nce

Maryland law permits a Maryland corporation to ird in its charter a provision limiting the liabyjliof its
directors and officers to the corporation and tit€kholders for money damages, except for liabiigsulting
from:

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

» active and deliberate dishonesty established lyahjidgment and which is material to the cause of
action.

Our charter contains such a provision which elir@salirectors’ and officers’ liability to the maximm
extent permitted by Maryland law.

Our charter also authorizes our company, to theimmam extent permitted by Maryland law, to obligate
company to indemnify any present or former directoofficer or any individual who, while a director officer
of our company and at the request of our compaaryes or has served another corporation, realeestat
investment trust, partnership, joint venture, tresiployee benefit plan or other enterprise agextdir, officer,
partner or trustee, from and against any clainiadnillty to which that individual may become sulijec which
that individual may incur because of his or hewiserin any such capacity and to pay or reimbuisehher
reasonable expenses in advance of final disposifi@nproceeding.

Our bylaws obligate us, to the maximum extent ptediby Maryland law, to indemnify any present or
former director or officer or any individual whohile a director or officer of our company and a thquest of
our company, serves or has served another corpoyraéal estate investment trust, partnershipt j@nture,
trust, employee benefit plan or other enterprise diector, officer, partner or trustee and whmade, or
threatened to be made, a party to the proceedicauise of
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his or her service in that capacity from and agaany claim or liability to which that individual iy become
subject or which that individual may incur becaatéis or her service in any such capacity andaty qr
reimburse his or her reasonable expenses in adwdtiical disposition of a proceeding.

Maryland law requires a corporation (unless itshgrovides otherwise, which our charter doe$ twot
indemnify a director or officer who has been sustidson the merits or otherwise, in the defensarof
proceeding to which he or she is made, or thredtemée made, a party because of his or her seirvisech
capacity. Maryland law permits a corporation toanuhify its present and former directors and oficamong
others, against judgments, penalties, fines, se¢ihts and reasonable expenses actually incurréeeby in
connection with any proceeding to which they mayraele, or threatened to be made, a party becaubkeiof
service in those or other capacities unless isial#ished that:

» the act or omission of the director or officer vmaaterial to the matter giving rise to the procegdin
and (i) was committed in bad faith or (ii) was tiesult of active and deliberate dishone

» the director or officer actually received an impgopersonal benefit in money, property or servioe

» inthe case of any criminal proceeding, the dineotafficer had reasonable cause to believe tieat t
act or omission was unlawft

A court may order indemnification if it determingmst the director or officer is fairly and reasolyab
entitled to indemnification, even though the dioeair officer did not meet the prescribed standsdrdonduct or
was adjudged liable on the basis that personalfibeveess improperly received.

Under Maryland law, however, a Maryland corporatioaly not indemnify for an adverse judgment in & sui
by or in the right of the corporation or for a judgnt of liability on the basis that personal benefis
improperly received, unless in either case a ooultrs indemnification and then only for expenseaddition,
Maryland law permits a corporation to advance reabte expenses to a director or officer upon the



corporation’s receipt of:

» awritten affirmation by the director or officer bis or her good faith belief that he or she hasthee
standard of conduct necessary for indemnificatipthle corporation; an

e awritten undertaking by him or her or on his or behalf to repay the amount paid or reimbursed by
the corporation if it is ultimately determined thla¢ standard of conduct was not n

We are in the process of obtaining, and expecbtaio before the closing of this offering, a polify
insurance under which our directors and office$ lvé insured, subject to the limits of the poliagainst certain
losses arising from claims made against such direeind officers because of any acts or omissionsred
under such policy in their respective capacitiedieectors or officers, including certain liabiés under the
Securities Act.
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PRINCIPAL STOCKHOLDERS

Immediately prior to the completion of this offegirthere will be 1,000 shares of common stock
outstanding and one stockholder of record. At tina¢, we will have no other shares of capital stoatstanding.
The following table sets forth certain informatiqumior to and after this offering, regarding ther@sship of each
class 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 off&cas a grouy

In accordance with SEC rules, each listed perdoereficial ownership includes:

« all shares the investor actually owns beneficialipf record;

» all shares over which the investor has or sharéegor dispositive control (such as in the capaag
a general partner of an investment fund);

» all shares the investor has the right to acquitbiwi60 days (such as shares of restricted common
stock that are currently vested or which are scleelio vest within 60 days

Unless otherwise indicated, all shares are ownextilly and the indicated person has sole voting and
investment power. Except as indicated in the fomdo the table below, the business address of the
stockholders listed below is the address of ourgipal executive office, 1211 Avenue of the Amesicauite
2902, New York, New York 10036.

Percentage of Common Stock Outstanding

Immediately Prior Immediately After
to This Offering This Offering (1)
Shares Shares
Name and Address Owned Percentage Owned Percentage

Matthew Lambiase



Christian J. Woschenko
William B. Dyer
A. Alexandra Denahan
Paul Donlin®)
Jeremy Diamond
Mark Abrams(@)
Paul A. Keenar®)
All Directors, Director Nominees and Officers A§&aoup
Annaly Capital Management, In@)

(1) Assumes issuance of shares offered hematly shares of restricted common stocletgranted
to our independent directors and employees of camader upon completion of this offering. Does not
reflect  shares of common stock reserved Brdaace upon exercise of the underwr’ option.

(2) Independent Director Nomine

(3) Annaly Capital Management, Inc. owns our Mana
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CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Management Agreement

We will enter into a management agreement with RIDAur Manager, pursuant to which it will provide
the day-to-day management of our operations. Theagement agreement requires our Manager to mangge o
business affairs in conformity with the policieglahe investment guidelines that are approved aowmitored by
our board of directors. See “Our Manager and trenhfjement Agreement — Management Agreement.”

Our chief executive officer, chief financial officehief credit officer, treasurer, controller, sseary, and
chief investment officer also serve as employeasuofManager. As a result, the management agreement
between us and our Manager negotiated betweemdgbatrties, and the terms, including fees payais, not
be as favorable to us as if it had been negotiatddan unaffiliated third party. See “Business Cenflicts of
Interest” and “Risk Factors — Risks AssociatedwDur Management and Relationship with Our Manager
There are conflicts of interest in our relationsiith our Manager which could result in decisionattare not in
the best interests of our stockholders.”

Restricted Common Stock Awards

Our equity incentive plan provides for grants aftrieted common stock and other equity-based awards
with respect to up to an aggregate of % efissued and outstanding shares of our common &toedkding
shares to be sold to Annaly concurrently with tffering and shares to be sold pursuant to the writers’
exercise of their overallotment option). Each inelggent director will receive shares of astricted
common stock upon completion of this offering. ttdiion, our Manager’s employees will receive sBaykour
restricted common stock which, as a group and hegetith the shares granted to our independenttdirg, will
be an aggregate of % of the issued and oulistaishares of our common stock after giving effedhe
shares issued in this offering, excluding sharés garsuant to the underwriters’ exercise of tloeierallotment
option. The restricted common stock granted toimdependent directors and the employees of our Fema
shall vest as follows: one fourth on each of thie dd this prospectus, the first anniversary of friospectus, the
second anniversary of this prospectus and the #mrmversary of this prospectus. We will not malatrbutions
on shares of restricted common stock which haverested.

Purchases of Common Stock by Affiliates



Annaly, an affiliate of our Manager, has agreegumchase shares of stock concurrent with this ioffleat
the same price paid by other investors in thisrofesuch that Annaly will own 9.8% of the sharéerathis
offering, excluding shares sold pursuant to theetwnwdters’ exercise of their overallotment optiéde plan to
invest the net proceeds of this offering and thecaorent sale of shares to Annaly in accordanck wouir
investment objectives and the strategies desciib#ds prospectus.

Lack of Separate Representation

Kirkpatrick & Lockhart Preston Gates Ellis LLP isunsel to us, our Manager and Annaly in connection
with this offering and may in the future act asmsel to us, our Manager and Annaly. There is aibitig that
in the future the interests of various parties heyome adverse. If such a dispute were to ariseceetus, our
Manager or Annaly, separate counsel for such nsattér be retained as and when appropriate. Iretrent of a
dispute or conflict between us, FIDAC, or Annalyitkfatrick & Lockhart Preston Gates Ellis LLP wilbt
represent any of the parties in any such disput®wfict.
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DESCRIPTION OF CAPITAL STOCK

The following summary description of our capitalcht does not purport to be complete and is sultgect
and qualified in its entirety by reference to th&®IL and our charter and our bylaws, copies of whidh be
available before the closing of this offering fromupon request. See “Where You Can Find More
Information”

General

Our charter provides that we may issue up to shares of common stock having a par value dfi$per
share. Upon completion of this offering, retsanf common stock will be issued and outstandimdjno
shares of preferred stock will be issued and onditey. Our board of directors, with the approvahahajority
of the entire board and without any action on thg pf our stockholders, may amend our charter friome to
time to increase or decrease the aggregate nurhbbares of stock or the number of shares of stbely class
or series that we have authority to issue. UndenyMad law, our stockholders generally are not peadly
liable for our debts and obligations solely assalteof their status as stockholders.

Common Stock

All shares of our common stock have equal right®asarnings, assets, dividends and voting andnwhe
they are issued, will be duly authorized, validigued, fully paid and non-assessable. Distributioag be paid
to the holders of our common stock if, as and wénathorized by our board of directors and declaged$out of
funds legally available therefor. Shares of our own stock have no preemptive, appraisal, prefeakenti
exchange, conversion or redemption rights andrasdyf transferable, except where their transfeessricted by
federal and state securities laws, by contraciydhé restrictions in our charter. In the evenbof liquidation,
dissolution or winding up, each share of our commstmck would be entitled to share ratably in albaf assets
that are legally available for distribution aftexyment of or adequate provision for all of our kmosebts and
other liabilities and subject to any preferentights of holders of our preferred stock, if anyfpreed stock is
outstanding at such time. Subject to our chartgrintions on the transfer and ownership of ouclstand except
as may otherwise be specified in the terms of dagsoor series of common stock, each share of@anon
stock entitles the holder to one vote on all matseibmitted to a vote of stockholders, includirg ¢kection of
directors. Except as provided with respect to ahgioclass or series of stock, the holders of oarraon stock
will possess exclusive voting power. There is nmalative voting in the election of directors, whieteans that
holders of a majority of the outstanding sharesashmon stock can elect all of our directors, anidérs of less
than a majority of such shares will be unable &zeany director.

Power to Reclassify Shares of Our Stock

Our charter authorizes our board of directors &ssify and reclassify any unissued shares of stdok
other classes or series of stock, including pretkstock. Before issuance of shares of each clas=ies, the
board of directors is required by Maryland law &ycour charter to set, subject to our charter ictgins on the
transfer and ownership of our stock, the termdgpeaces, conversion or other rights, voting powers



restrictions, limitations as to dividends or otHetributions, qualifications and terms or condismf
redemption for each class or series. Thus, thedbafadirectors could authorize the issuance ofeshaf
common stock or preferred stock with terms and ttmms which could have the effect of delaying,ateihg or
preventing a transaction or a change in contrdlrtight involve a premium price for holders of @ammon
stock or otherwise be in their best interests. Naras of our preferred stock are presently outstgrehd we
have no present plans to issue any preferred stock.
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Power to Issue Additional Shares of Common Stock ahPreferred Stock

We believe that the power of our board of directoramend the charter without stockholder approval
increase the total number of authorized sharesio$tock or any class or series of our stock,gadsadditional
authorized but unissued shares of our common siopkeferred stock and to classify or reclassifissumed
shares of our common stock or preferred stock hewkafter to cause us to issue such classifiedlobagsified
shares of stock will provide us with increasedifdity in structuring possible future financingadacquisitions
and in meeting other needs which might arise. Tuktianal classes or series, as well as our comsbaek, will
be available for issuance without further actiorobly stockholders, unless stockholder action isiireq by
applicable law or the rules of any stock exchangautomated quotation system on which our secaritiay be
listed or traded. Although our board of directoas Imo intention at the present time of doing sooitld
authorize us to issue a class or series that cdafzending upon the terms of such class or seléday, defer or
prevent a transaction or a change in control dhasmight involve a premium price for holders af common
stock or otherwise be in their best interests.

Restrictions on Ownership and Transfer

To qualify as a REIT under the Internal Revenuee&Cfod each taxable year beginning after
December 31, 2007, our shares of capital stock briseneficially owned by 100 or more persons duain
least 335 days of a taxable year of 12 months onda proportionate part of a shorter taxable ya#so,
beginning after December 31, 2007, no more than 6Df#te value of our outstanding shares of cagiiatk
may be owned, directly or constructively, by fivefewer individuals (as defined in the Internal Reue Code
to include certain entities) during the second béHny calendar year.

Our charter, subject to certain exceptions, costegstrictions on the number of shares of our ahgibck
that a person may own and may prohibit certairtieatirom owning our shares. Our charter provides t
(subject to certain exceptions described belowperson may own, or be deemed to own by the atioibut
provisions of the Internal Revenue Code, more th88 in value or in number of shares, whichevenase
restrictive, of any class or series of our caystatk.

Our charter also prohibits any person from (i) ienadly or constructively owning shares of our dap
stock that would result in our being “closely hélaghder Section 856(h) of the Internal Revenue €od
otherwise cause us to fail to qualify as a REIT @idransferring shares of our capital stockuth transfer
would result in our capital stock being owned byéde than 100 persons. Any person who acquirestemats or
intends to acquire beneficial or constructive ovghgr of shares of our capital stock that will orynvéolate any
of the foregoing restrictions on transferabilitydaswnership, or who is the intended transfereéhafes of our
stock which are transferred to the trust (as deedrbelow), will be required to give notice immedig to us and
provide us with such other information as we mayusst to determine the effect of such transferwrstatus as
a REIT. The foregoing restrictions on transferépiéind ownership will not apply if our board of eitors
determines that it is no longer in our best interés attempt to qualify, or to continue to qualiés a REIT.

Our board of directors, in its sole discretion, neagmpt a person from the foregoing restrictiortee T
person seeking an exemption must provide to ourdboidirectors such representations, covenants and
undertakings as our board of directors may deemogpiate to conclude that granting the exemptioth it
cause us to lose our status as a REIT. Our boatitexftors may also require a ruling from the IntédRevenue
Service or an opinion of counsel to determine @ues our status as a REIT.

Any attempted transfer of our securities whictefféctive, would result in a violation of the fodgg
restrictions will cause the number of securitiessirag the violation (rounded to the nearest whblra) to be
automatically transferred to a trust for the exisledenefit of one or more charitable beneficigreesd the



proposed transferee will not acquire any rightsuioh securities. The automatic transfer will benteg to
be effective as of the close of business on thinbss day (as defined in our charter) before the dithe
transfer. If, for any reason, the transfer to tiosttdoes
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not occur, our charter provides that the purpontadsfer in violation of the restrictions will beid ab initio .
Shares of our stock held in the trust will be issaad outstanding shares. The proposed transfellaetv
benefit economically from ownership of any secastheld in the trust, will have no rights to divids and no
rights to vote or other rights attributable to #iares of stock held in the trust. The trustedetitust will have
all voting rights and rights to dividends or otlaéstributions with respect to shares held in thisttrThese rights
will be exercised for the exclusive benefit of twritable beneficiary. Any dividend or other distition paid
before our discovery that shares of stock have baasferred to the trust will be paid by the résip to the
trustee upon demand. Any dividend or other distidsuauthorized but unpaid will be paid when du¢hie
trustee. Any dividend or distribution paid to thestee will be held in trust for the charitable é#ciary. Subject
to Maryland law, the trustee will have the autho(i} to rescind as void any vote cast by the pegubtransferee
before our discovery that the shares have beesféaad to the trust and (ii) to recast the votadoordance
with the desires of the trustee acting for the fienéthe charitable beneficiary. However, if wave already
taken irreversible corporate action, then the émistill not have the authority to rescind and retas vote.

Within 20 days of receiving notice from us that seeurities have been transferred to the trustrtistee
will sell the securities to a person designatedhisytrustee, whose ownership of the securitiesnaillviolate the
above ownership limitations. Upon such sale, ther@st of the charitable beneficiary in the se@msisold will
terminate and the trustee will distribute the meicpeds of the sale to the proposed transfere¢oahe
charitable beneficiary as follows. The proposedsfaree will receive the lesser of (i) the pricedday the
proposed transferee for the securities or, if ttoppsed transferee did not give value for the sgesiin
connection with the event causing the securitidsetbeld in the trust (e.g., a gift, devise or ofimilar
transaction), the market price (as defined in dwarter) of the securities on the day of the evansing the
securities to be held in the trust and (ii) thegnieceived by the trustee from the sale or ottsprodition of the
securities. Any net sale proceeds in excess dditi@unt payable to the proposed transferee willdie p
immediately to the charitable beneficiary. If, befour discovery that the securities have beersteared to the
trust, the securities are sold by the proposedteaee, then (i) the securities shall be deemérhte been sold
on behalf of the trust and (ii) to the extent tthet proposed transferee received an amount fadberities that
exceeds the amount the proposed transferee wage@ndi receive, the excess shall be paid to tee upon
demand.

In addition, the securities held in the trust il deemed to have been offered for sale to ugyror o
designee, at a price per share equal to the le§g@ithe price per share in the transaction teatlted in the
transfer to the trust (or, in the case of a dewisgift, the market price at the time of the dewsgift) and (ii) the
market price on the date we, or our designee, atoempffer. We will have the right to accept ttigeountil the
trustee has sold the securities. Upon a sale tihesnterest of the charitable beneficiary in $eeurities sold
will terminate and the trustee will distribute thet proceeds of the sale to the proposed transferee

All certificates representing the securities wio a legend referring to the restrictions desdrigove.

Every owner of more than 5% (or such lower peragamtss required by the Internal Revenue Code or the
regulations promulgated thereunder) of all classeseries of our stock, including shares of comsioek,
within 30 days after the end of each taxable y&dkrpe required to give written notice to us statithe name
and address of such owner, the number of sharesabf class and series of shares of our stock whébwner
beneficially owns and a description of the mannewxhich the shares are held. Each owner shall geotd us
such additional information as we may request terdaine the effect, if any, of the beneficial owstgp on our
status as a REIT and to ensure compliance witlwreership limitations. In addition, each such owsieall
upon demand be required to provide to us suchnmditipn as we may request, in good faith, to deteenour
status as a REIT and to comply with the requiremehtiny taxing authority or governmental authoaoityto
determine such compliance.
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These ownership limitations could delay, defermvpnt a transaction or a change in control thghmi
involve a premium price for the common stock or Imigtherwise be in the best interests of our stolzldrs.

Listing

We intend to have our common stock listed on the&SHYinder the symbol “CIM.”

Transfer Agent and Registrar

The transfer agent and registrar for our share®wfimon stock is Mellon Investor Services LLC.
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CERTAIN PROVISIONS OF THE MARYLAND GENERAL CORPORAT ION LAW
AND OUR CHARTER AND BYLAWS

The following description of the terms of our stacokl of certain provisions of Maryland law is oaly
summary. For a complete description, we refer yothe MGCL, our charter and our bylaws, copies bfolh
will be available before the closing of this offagifrom us upon request.

The MGCL and our charter and bylaws contain prowvisithat could make it more difficult for a potati
acquiror to acquire us by a tender offer, proxyteshor otherwise. These provisions are expecteistmurage
certain coercive takeover practices and inadega&&over bids and to encourage persons seekingjtora
control of us to negotiate first with our boarddifiectors. We believe that the benefits of theswigions
outweigh the potential disadvantages of discougagimy such acquisition proposals because, amormg oth
things, the negotiation of such proposals may imgtheir terms.

Board of Directors

Pursuant to our charter, our board of directorslvélelected for one-year terms upon the expiratictheir
current terms and every year all of our directoilslve elected by our stockholders. Holders of slaof our
common stock will not have the right to cumulatixating in the election of directors. Consequerdlyeach
annual meeting of stockholders, the holders of poritya of the shares of our common stock entitled/ote will
be able to elect all of the successors of the direavhose terms expire at the meeting.

Number of Directors; Classification of Board of Directors, Vacancies; Removal of Directors

Our charter provides that the number of directaiishe set only by the board of directors in aceode
with our bylaws. Our bylaws provide that a majoifyour entire board of directors may at any timeréase or
decrease the number of directors. However, unlesbylaws are amended, the number of directors meswgr
be less than the minimum number required by the MG©r more than 15.

Our bylaws provide for a staggered board of dinect®ur bylaws provide for between three and fiitee
directors divided into three classes, with termthoée years each. The number of directors in elass and the
expiration of each class term is as follows:

Class | Directors 2 Directors Expires 2008
Class Il Directors 2 Directors Expires 2009
Class Il Directors 1 Director Expires 2010

At each annual meeting of our stockholders, succes¥ the class of directors whose term expirdhait
meeting will be elected for a three-year term dradirectors in the other class will continue ifica. A
classified board of directors may delay, deferravpnt a change in control or other transactiohrtight
involve a premium over the then prevailing mark&étefor our common stock or other attributes that



stockholders may consider desirable. In additictiassified board of directors could prevent stadébrs
who do not agree with the policies of our boardioéctors from replacing a majority of the boardiotctors
for two years, except in the event of removal fause.

Our bylaws provide that any vacancy on our boardirgfctors may be filled by a majority of the remiag
directors. Any individual so elected director withld office for the unexpired term of the direcher or she is
replacing. Our bylaws provide that a director mayrdmoved at any time only for cause upon theraéfiive
vote of at least two-thirds of the votes entitledé cast in the election of directors. These ions preclude
stockholders from removing incumbent directors e@tdor cause and upon a substantial affirmative vand
filling the vacancies created by such removal \thigir own nominees.

Our charter provides that, at such time as we haleast three independent directors and a classrof
common or preferred stock is registered under tteh&nge Act, we will elect to be

92

Table of Contents

subject to the provision of Subtitle 8 of Title Btbe MGCL regarding the filling of vacancies orthoard of
directors. Accordingly, at such time, except as ayrovided by the board of directors in settimg terms of
any class or series of stock, any and all vacarurigbe board of directors may be filled only bg #ffirmative
vote of a majority of the remaining directors ificd, even if the remaining directors do not cangti a quorum,
and any director elected to fill a vacancy wilhaefor the remainder of the full term of the classvhich the
vacancy occurred and until a successor is dulyteddleznd qualified.

Our charter provides that a director may be remamréy for cause, as defined in our charter, and thdy
by the affirmative vote of at least two-thirds bétvotes entitled to be cast in the election cdatirs.

Action by Stockholders

Under the MGCL, stockholder action can be takery anlan annual or special meeting of stockholders o
by unanimous written consent in lieu of a meetimgi€ss the charter provides for a lesser percentegeh our
charter does not). These provisions, combined thighrequirements of our bylaws regarding the cgltiha
stockholder-requested special meeting of stocksldiscussed below, may have the effect of delaying
consideration of a stockholder proposal until tegtrannual meeting.

Advance Notice Provisions for Stockholder Nominatios and Stockholder Proposals

Our bylaws provide that with respect to an annuadtimg of stockholders, nominations of individuials
election to the board of directors and the propogalsiness to be considered by stockholders reapdde only
(i) pursuant to our notice of the meeting, (ii)the board of directors or (iii) by a stockholderonlias a
stockholder of record both at the time of givinghotice by such stockholder as provided for inlmglaws and
at the time of the annual meeting and who is euatitb vote at the meeting and who has complied thih
advance notice procedures of the bylaws. With re@gpespecial meetings of stockholders, only theiress
specified in our notice of the meeting may be bhiumefore the meeting. Nominations of individuads élection
to the board of directors at a special meeting beaynade only (i) pursuant to our notice of the inget(ii) by
the board of directors or (iii) provided that theabd of directors has determined that directorkhvelelected at
the meeting, by a stockholder who was a stockhalflezcord both at the time of giving of notice saych
stockholder, as provided for in our bylaws, anthattime of the annual meeting who is entitleddtevat the
meeting and who has complied with the advance agtiovisions of the bylaws.

The purpose of requiring stockholders to give usaade notice of nominations and other business is t
afford our board of directors a meaningful oppoityuto consider the qualifications of the proposesninees
and the advisability of any other proposed busiaesk to the extent deemed necessary or desirgldariboard
of directors, to inform stockholders and make ree@mndations about such qualifications or businessyedl as
to provide a more orderly procedure for conductimegtings of stockholders. Although our bylaws dbgive
our board of directors any power to disapproveldtolder nominations for the election of directorgpooposals
recommending certain action, they may have thecetfeprecluding a contest for the election of dioes or the
consideration of stockholder proposals if propercpdures are not followed and of discouraging terdiag a
third party from conducting a solicitation of pregito elect its own slate of directors or to apprits own
proposal without regard to whether consideratioaumh nominees or proposals might be harmful oetigal
to us and our stockholders.



Calling of Special Meetings of Stockholders

Our bylaws provide that special meetings of stoddiéws may be called by our board of directors and
certain of our officers. Additionally, our bylawsqvide that, subject to the satisfaction of cerf@ocedural and
informational requirements by the stockholders estjng the meeting, a special meeting of stockhisldeall be
called by the secretary of the company upon thi#emrrequest of stockholders entitled to cast @sd than a
majority of all the votes entitled to be cast attsmeeting.
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Approval of Extraordinary Corporate Action; Amendme nt of Charter and Bylaws

Under Maryland law, a Maryland corporation gengrafinnot dissolve, amend its charter, merge, #aira
substantially all of its assets, engage in a skacbange or engage in similar transactions outsiel®rdinary
course of business, unless approved by the affivmabte of stockholders entitled to cast at leastthirds of
the votes entitled to be cast on the matter. Howev®laryland corporation may provide in its chafte
approval of these matters by a lesser percentageadb less than a majority of all of the votesitéed to be cast
on the matter. Our charter, with certain exceptigeserally provides for approval of charter ameadis and
extraordinary transactions, which have been fiesialed advisable by our board of directors, by the
stockholders entitled to cast at least a majoriithe votes entitled to be cast on the matter.

Our bylaws provide that the board of directors Wwédle the exclusive power to adopt, alter or repagl
provision of our bylaws and to make new bylaws.

No Appraisal Rights

As permitted by the MGCL, our charter provides tstatkholders will not be entitled to exercise sl
rights unless a majority of our board of directdesermines that such rights will apply.

Control Share Acquisitions

The Maryland Control Share Acquisition Act providbat control shares of a Maryland corporation
acquired in a control share acquisition have ningatights except to the extent approved by a ebtavo-thirds
of the votes entitled to be cast on the matterré&thawned by the acquiror, by officers or by dioestwho are
employees of the corporation are excluded fromeshantitled to vote on the matter. Control sharesating
shares of stock which, if aggregated with all ottteares of stock owned by the acquiror or in retsplewhich
the acquiror is able to exercise or direct the @gerof voting power (except solely by a revocaiiexy), would
entitle the acquiror to exercise voting power iectihg directors within one of the following rangefs/oting
power:

* one-tenth or more but less than «third;

e one-third or more but less than a majority;

* amajority or more of all voting powe

Control shares do not include shares the acqupargon is then entitled to vote as a result ofavi
previously obtained stockholder approval. A constwdire acquisition means the acquisition of corsinares,
subject to certain exceptions.

A person who has made or proposes to make a cafiaoé acquisition may compel the board of director
of the corporation to call a special meeting otktmlders to be held within 50 days of demand tusater the
voting rights of the shares. The right to compel ¢hlling of a special meeting is subject to thesfction of
certain conditions, including an undertaking to gas expenses of the meeting. If no request foeatimg is
made, the corporation may itself present the golestt any stockholders meeting.

If voting rights are not approved at the meetingf time acquiring person does not deliver an adqgir
person statement as required by the statute, lisecarporation may repurchase for fair value anglloof the



control shares, except those for which voting sdidve previously been approved. The right of the
corporation to repurchase control shares is subjenértain conditions and limitations. Fair valsi@etermined,
without regard to the absence of voting rightstfer control shares, as of the date of the lastabsiare
acquisition by the acquiror or of any meeting afckholders at which the voting rights of the shanes
considered and not approved. If voting rights fomtcol shares are approved at a stockholders ngeatid the
acquiror becomes entitled to vote a majority ofghares entitled to vote, all other stockholderg meercise
appraisal rights. The fair value of the sharesatsrdhined for purposes of appraisal rights maybedess than
the highest price per share paid by the acquirtinércontrol share acquisition.
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The Control Share Acquisition Act does not applytéeshares acquired in a merger, consolidatioshare
exchange if the corporation is a party to the taatien or (b) to acquisitions approved or exemigthe charter
or bylaws of the corporation.

Our bylaws contain a provision exempting from thentol Share Acquisition Act any and all acquisiso
by any person of our shares of stock. There camlassurance that such provision will not be ame e
eliminated at any time in the future. However, wi# amend our bylaws to be subject to the Contituhi®
Acquisition Act only if the board of directors datgnes that it would be in our best interests.

Business Combinations

Under Maryland law, “business combinations” beemea Maryland corporation and an interested
stockholder or an affiliate of an interested statller are prohibited for five years after the nrestent date on
which the interested stockholder becomes an irtetetockholder. These business combinations ieciud
merger, consolidation, share exchange, or, in gistances specified in the statute, an asset tramsfgsuance
or reclassification of equity securities. An inteel stockholder is defined as:

» any person who beneficially owns 10% or more ofutbng power of the corporati’s shares; c

« an affiliate or associate of the corporation wharey time within the two-year period before théeda
in question, was the beneficial owner of 10% orenwirthe voting power of the then outstanding
voting stock of the corporatio

A person is not an interested stockholder undesthieite if the board of directors approved in adeathe
transaction by which he, she or it otherwise wddtle become an interested stockholder. However, in
approving a transaction, the board of directors prayide that its approval is subject to compligrateor after
the time of approval, with any terms and conditidesermined by the board.

After the five-year prohibition, any business conation between the corporation and an interested
stockholder generally must be recommended by thedbaf directors of the corporation and approvedhey
affirmative vote of at least:

* 80% of the votes entitled to be cast by holdersut$tanding shares of voting stock of the corporati
and

» two-thirds of the votes entitled to be cast by leoddof voting stock of the corporation other than
shares held by the interested stockholder with whomith whose affiliate the business combination
is to be effected or held by an affiliate or asatepf the interested stockhold

These super-majority vote requirements do not aifphe corporation’s common stockholders receive a
minimum price, as defined under Maryland law, fogit shares in the form of cash or other consideran the
same form as previously paid by the interestedkbialder for its shares.

The statute permits various exemptions from itwisions, including business combinations that are
exempted by the board of directors before the timgethe interested stockholder becomes an inestest
stockholder. Our board of directors has adoptezsalution which provides that any business comlainat
between us and any other person is exempted fremprtvisions of the Business Combination Act, pdedi that



the business combination is first approved by therd of directors. This resolution, however, may be
altered or repealed in whole or in part at any tiththis resolution is repealed, or the board ioéctors does not
otherwise approve a business combination, thetstatay discourage others from trying to acquirer@dmf us
and increase the difficulty of consummating anyenoff

Subtitle 8

Subtitle 8 of Title 3 of the MGCL permits a Marythoorporation with a class of equity securitiesstged
under the Exchange Act and at least three indemmiiiectors to elect to be subject, by
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provision in its charter or bylaws or a resolutafrits board of directors and notwithstanding aoptcary
provision in the charter or bylaws, to any or dlfiee provisions:

» aclassified boarc

e atwc-thirds stockholder vote requirement for removirgjractor;

* arequirement that the number of directors be fixelg by vote of the director:

e arequirement that a vacancy on the board be fildd by the remaining directors and for the
remainder of the full term of the class of direstor which the vacancy occurred; ¢

* amajority requirement for the calling of a spearaeting of stockholder

Through provisions in our charter and bylaws uriegldo Subtitle 8, we already (a) require a twoekhi
stockholder vote for the removal of any directanfrthe board, as well as require that such remudbr cause
(as defined in our charter), (b) unless called lay@hairman of the Board, our President, our Chiefcutive
Officer or the board, require the request of had&ra majority of outstanding shares to call acadeneeting
and (c) vest in the board the exclusive powerxatfe number of directorships. Our charter alswigies that at
such time as Subtitle 8 becomes applicable towshoard will have the exclusive power to fill vacées on the
board, by a vote of the remaining directors, archstacancies will be filled until the end of thenteof the class
of directors in which the vacancy occurred.

Limitation on Liability of Directors and Office rs; Indemnification and Advance of Expenses

Maryland law permits a Maryland corporation to ird in its charter a provision limiting the liabyliof its
directors and officers to the corporation and titekholders for money damages except for liabiitsulting
from (i) actual receipt of an improper benefit oofit in money, property or services or (ii) actiaed deliberate
dishonesty established by a final judgment and wiganaterial to the cause of action. Our chametains such
a provision which eliminates directors’ and offigdiability to the maximum extent permitted by M&nd law.

Our charter also authorizes our company, to theimmam extent permitted by Maryland law, to obligate
company to indemnify any present or former directoofficer or any individual who, while a director officer
of our company and at the request of our compaaryes or has served another corporation, realeestat
investment trust, partnership, joint venture, tresiployee benefit plan or other enterprise asectdir, officer,
partner or trustee, from and against any claimadnillty to which that individual may become sulijec which
that individual may incur because of his or hevigerin any such capacity and to pay or reimburs@hher
reasonable expenses in advance of final dispogiti@nproceeding.

Our bylaws obligate us, to the maximum extent ptediby Maryland law, to indemnify any present or
former director or officer or any individual whohile a director or officer of our company and a thquest of
our company, serves or has served another corpoyaéal estate investment trust, partnershipt j@nture,
trust, employee benefit plan or other enterprisa diector, officer, partner or trustee and whmade, or
threatened to be made, a party to the proceedicauise of his or her service in any such capadity fand
against any claim or liability to which that indiial may become subject or which that individuay rimeur
because of his or her service in any such capanityto pay or reimburse his or her reasonable egsein



advance of final disposition of a proceeding. Churter and bylaws also permit our company to ind@mn
and advance expenses to any individual who seryeddecessor of our company in any of the capacitie
described above and any employee or agent of aupany or a predecessor of our company.

Maryland law requires a corporation (unless itsehgrovides otherwise, which our charter doe$ twot
indemnify a director or officer who has been susfidson the merits or otherwise, in the defensarof
proceeding to which he or she is made a party secaiihis or her service in that capacity. Maryltawl
permits a corporation to indemnify its present &rcher directors and officers, among others, adains
judgments, penalties, fines, settlements and reddem®xpenses actually incurred by them in conoedatiith
any proceeding to which they may be made, or are
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threatened to be made, a party because of theiceén those or other capacities unless it istdistaed that (i)
the act or omission of the director or officer vmaaterial to the matter giving rise to the procegdind (1) was
committed in bad faith or (2) was the result of\vaetind deliberate dishonesty, (ii) the directoofficer actually
received an improper personal benefit in moneyp@rty or services or (iii) in the case of any cnali
proceeding, the director or officer had reasonahlese to believe that the act or omission was dolaw

A court may order indemnification if it determingmst the director or officer is fairly and reasolyab
entitled to indemnification, even though the dioeair officer did not meet the prescribed standsdrdonduct or
was adjudged liable on the basis that personalfibeveess improperly received. However, under Margldaw, a
Maryland corporation may not indemnify for an acdeejudgment in a suit by or in the right of thepmation or
for a judgment of liability on the basis that agmeral benefit was improperly received, unlessftimegicase a
court orders indemnification, and then only for expes. In addition, Maryland law permits a corgorato
advance reasonable expenses to a director or offfizn the corporation’s receipt of (i) a writteffirmation by
the director or officer of his or her good faithibéthat he or she has met the standard of conaeitssary for
indemnification by the corporation and (ii) a weittundertaking by him or her or on his or her biefoalepay
the amount paid or reimbursed by the corporatidgnisfultimately determined that the standard afduct was
not met.
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SHARES ELIGIBLE FOR FUTURE SALE

Before this offering, there has been no public raafar our common stock. We cannot predict theotffié
any, that sales of shares or the availability @frek for sale will have on the market price of cammon stock
prevailing from time to time. Sales of substangiadounts of our common stock in the public markethe
perception that such sales could occur, could agWeaffect the prevailing market price of our coomstock.

Upon completion of this offering, we will have otasding an aggregate of approximately wf o
common stock. In addition, we have rebaf common stock available for future issuanugen our
equity incentive plan. We have also granted shares of our restricted common stock to our irddpnt
directors and our Manager’s employees.

The shares of common stock sold in this offerinty v freely tradable without restriction or furthe
registration under the Securities Act unless ttereshare held by any of our “affiliates,” as thetm is defined
in Rule 144 under the Securities Act. As define®ire 144, an “affiliate” of an issuer is a persthat directly,
or indirectly through one or more intermediariestcols, is controlled by or is under common cohntvith the
issuer. All shares of our common stock held byattiliates, including our officers and directorse aestricted
securities as that term is defined in Rule 144 utite Securities Act. Restricted securities magdid in the
public market only if registered under the secesitiaws or if they qualify for an exemption frongisgration
under Rule 144, as described below.



Rule 144

In general, under Rule 144 as currently in effédne year has elapsed since the date of acaurisiti
restricted common stock from us or any of our @tfds, and we have been a public reporting compadgr the
Exchange Act for at least 90 days, the holder ohgestricted common stock can sell the sharesjged that
the number of shares sold by such person withintlar®e-month period cannot exceed the greater of:

* 1% of the total number of shares of our commonkstben outstanding; ¢

» the average weekly trading volume of our commonlstluring the four calendar weeks preceding the
date on which notice of the sale is filed with 8ieC.

Sales under Rule 144 also are subject to certaimaraof sale provisions, notice requirements aed th
availability of current public information about (®hich will require us to file periodic reportsder the
Exchange Act). If two years have elapsed sincelétte of acquisition of restricted common stock fresror any
of our affiliates and the holder is not one of affiliates at any time during the three months pdieg the
proposed sale, such person can sell such shattes public market under Rule 144(k) without reg@rthe
volume limitations, manner of sale provisions, pribiformation requirements or notice requirements.

No assurance can be given as to (i) the likelinthadl an active market for our common stock will eleyp,
(i) the liquidity of any such market, (iii) the @by of the stockholders to sell the securitieqio) the prices that
stockholders may obtain for any of the securitiéds prediction can be made as to the effect, if #mgt future
sales of shares, or the availability of shareduture sale, will have on the market price prewailfrom time to
time. Sales of substantial amounts of common stocie perception that such sales could occur, affegt
adversely prevailing market prices of the commauilstSee “Risk Factors — Risks Related To Our Camm
Stock.”

Lock-Up Agreements

We, Annaly and each of our executive officers, divectors and the persons who will become our thirsc
upon completion of this offering have agreed wiite tinderwriters not to offer, sell or otherwisepdise of any
common stock or any securities convertible intexercisable or exchangeable for common stock orighys
to acquire common stock for a period of 180 dayerdhe date of this prospectus, without the prigtten
consent of Merrill Lynch, subject to specific limét exceptions. See “Underwriting — No Sales of i&m
Securities.”
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In connection with the 180-day restricted periothvihe underwriters, if either (1) during the 1agtdays of
the lock-up period, we release earning resultsatenal news, or a material event relating to usueg or (2)
before the expiration of the 180-day restrictedqukrwe announce that we will release earningslteduring
the 16-day period beginning on the last day ofliB@-day period, then in either case the expiratiote lock-
up will be extended until the expiration of the d&y period beginning on the date of the releagheéarnings
results or the occurrence of the material newssenge as applicable, unless Merrill Lynch waiveswiriting,
such an extension.

Merrill Lynch has informed us that they do not haveresent intent or arrangement to release atheof
securities subject to the lock-up provisions agteedith the underwriters. The release of any lapks-will be
considered on a case-by-case basis. Merrill Lyndtsisole discretion and at any time without notielease
some or all of the shares subject to lock-up agesgsnbefore the expiration of the 180-day lock-apqul.
When determining whether or not to release shaoes the lock-up agreements, Merrill Lynch will cooher,
among other factors, the stockholder’s reasonssfquesting the release, the number of shares fmhvthe
release is being requested and market conditiomgct time.

Additionally, Annaly has agreed with us to a furtheck-up period that will expire at the earlier(@fthe
date which is three years following the date of iviospectus or (ii) the termination of the manag@m
agreement.
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CERTAIN FEDERAL INCOME TAX CONSIDERATIONS

This section summarizes the material federal inctareonsiderations that you, as an Owner (as eefin
the immediately succeeding paragraph) of sharesmmimon stock, may consider relevant. McKee NelsioR L
has acted as our tax counsel, has reviewed thi®sesd is of the opinion that the discussion aom@d herein
fairly summarizes the federal income tax conseqgeettitat are likely to be material to an Owner afgshares of
common stock. Because this section is a summadpeis not address all aspects of taxation thatheaglevant
to particular Owners of our common stock in lightteeir personal investment or tax circumstanceso @ertain
types of Owners that are subject to special treatmeder the federal income tax laws, such as amsg
companies, tax-exempt organizations (except t@xent discussed in “— Taxation of Owners, — Taxatof
Tax-Exempt Owners” below), regulated investmennpanies, partnerships and other pass-throughemntiti
(including entities classified as partnershipsféateral income tax purposes), financial institusian broker-
dealers, and non-U.S. individuals and foreign cafions (except to the extent discussed in “— Taxaof
Owners, — Taxation of Foreign Owners” below) ariles persons subject to special tax rules.

You should be aware that in this section, when sethe term:

e« ‘‘Code’” we mean the Internal Revenue Code of 1986, as aede

» “Disqualified organization,” we mean any organiiman described in section 860E(e)(5) of the Code,
including:

i. the United States

ii. any state or political subdivision of the Unitect;

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 cooperative
described in section 521 of the Code, that is exdrofh from income taxation and from taxation
under the unrelated business taxable income pomasf the Code; ar

vii. any rural electrical or telephone cooperat

 ‘‘Domestic Owne’’ we mean an Owner that is a U.S. Per:
e ‘'Foreign Owne’’ we mean an Owner that is not a U.S. Per
« “IRS;’ we mean the Internal Revenue Serv

e ‘““Owner’’ we mean any person having a beneficial ownershgrest in shares of our common stc



«  “TMP,’ we mean a taxable mortgage pool as that term isetefn section 7701(i)(2) of the Coc

» "U.S. Person,” we mean (i) a citizen or residefithe United States; (ii) a corporation (or entity
treated as a corporation for federal income tay@ses) created or organized in the United States or
under the laws of the United States or of any stadeeof, including, for this purpose, the Distioft
Columbia; (iii) a partnership (or entity treatedaagartnership for tax purposes) organized in the
United States or under the laws of the United Stateof any state thereof, including, for this mse,
the District of Columbia (unless provided otherwigefuture Treasury regulations); (iv) an estate
whose income is includible in gross income for fatlaxcome tax purposes regardless of its souirce; o
(v) a trust, if a court within the United Stateslsle to exercise primary supervision over the
administration of the trust and one or more U.3s®®s have authority to control all substantial
decisions of the trust. Notwithstanding the presgdilause, to the extent provided in Treasury
regulations, certain trusts that were in existamtdugust 20, 1996, that were treated as U.S. Rerso
prior to such date, and that elect to continuectérbated as U.S. Persons, also are U.S. Pe
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The statements in this section and the opinion ok&e Nelson LLP are based on the current federal
income tax laws. We cannot assure you that new, lenespretations of law or court decisions, anywbich
may take effect retroactively, will not cause atateament in this section to be inaccurate. No a@s®er can be
given that the IRS would not assert, or that atceould not sustain, a position contrary to anyhef tax
consequences described below. We have not soudhwiimot seek an advance ruling from the IRS rdgay
any matter in this prospectus.

This summary provides general information only andot tax advice. We urge you to consult your tax
advisor regarding the specific tax consequencgsuoof the purchase, ownership and sale of our comstock
and of our election to be taxed as a REIT. Spetlficyou should consult your tax advisor regarding federal,
state, local, foreign, and other tax consequentsaah purchase, ownership, sale and electionregalding
potential changes in applicable tax la

Taxation of Our Company

We plan to make an election to be taxed as a RBHEUSections 856 through 860 of the Code
commencing with our short taxable year ended oreBer 31, 2007, upon filing our federal incomeribarn
for that year. We believe that we were organizetifzave operated and will continue to operate ith sumanner
as to qualify for taxation as a REIT under the fatlsmcome tax laws, but no assurances can be ghatrwe
will operate in a manner so as to qualify or rentpialified as a REIT. This section discusses the lgoverning
the federal income tax treatment of a REIT andotlurers of REIT stock. These laws are highly techirsnd
complex.

In connection with this offering, McKee Nelson LisPrendering an opinion that, provided we timelgogl
to be taxed as a REIT on our first federal incoaereturn, we will qualify to be taxed as a REIT éor short
taxable year ended on December 31, 2007, and gani@ation and current and proposed method of tipara
will enable us to continue to meet the requiremémtsjualification and taxation as a REIT for oaxdble year
ending December 31, 2007 and subsequent taxahie. yeaestors should be aware that Mckee Nelson'd.LP
opinion is based upon customary assumptions, iditoned upon certain representations made by &g as
factual matters, including representations regaythie nature of our assets and the conduct of aginbss, and
is not binding upon the IRS or any cot

In addition, McKee Nelson LLP’s opinion is basedexisting federal income tax law governing
qualification as a REIT, which is subject to chaeg@ber prospectively or retroactively. Moreoveur o
qualification and taxation as a REIT depend upanadnility to meet on a continuing basis, througtuatannual
operating results, certain qualification testsfseth in the federal income tax laws. Those quedifion tests
involve the percentage of income that we earn fspecified sources, the percentage of our assdtfatisa
within specified categories, the diversity of otock ownership, and the percentage of our earnimafswe
distribute. McKee Nelson LLP will not review ourropliance with those tests on a continuing basis.
Accordingly, no assurance can be given that owaheesults of operations for any particular taraar will
satisfy such requirements. For a discussion ofagheonsequences of our failure to qualify as alREée “—
Failure to Qualify"”’

If we qualify as a REIT, we generally will not babgect to federal income tax on our taxable incohae
we currently distribute to our stockholders, buiatale income generated by our domestic TRSs wifigect to
regular federal (and applicable state and locap)@mte income tax. However, we will be subjecieieral tax



in the following circumstance:

*  We will pay federal income tax on our taxable inegiimcluding net capital gain, that we do not
distribute to stockholders during, or within a dfied time period after, the calendar year in whikh
income is earne(

 We may be subject to the “alternative minimum tax any items of tax preference including any
deductions of net operating loss

«  We will pay federal income tax at the highest cogp® rate on

* netincome from the sale or other disposition afgerty acquired through foreclosure, which we
refer to as foreclosure property, that we hold prily for sale to customers in the ordinary course
of business, an

e other norqualifying income from foreclosure proper
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*  We will pay a 100% tax on net income earned frotassar other dispositions of property, other than
foreclosure property, that we hold primarily fofesto customers in the ordinary course of busir

» If we fail to satisfy the 75% gross income testhar 95% gross income test, as described below under
“— Gross Income Tests,” but nonetheless contitmigualify as a REIT because we meet other
requirements, we will be subject to a 100% tax

< the greater of the amount by which we fail the 7%ss income test or the 95% gross income
test, multiplied, in either case, |

« afraction intended to reflect our profitabili

* If we fail to satisfy the asset tests by more thate minimis amount, as described below under “—
Asset Tests,” as long as the failure was due asoaable cause and not to willful neglect, we dispo
of the assets or otherwise comply with such agst$ tithin six months after the last day of the
quarter in which we identify such failure and wle f» schedule with the IRS describing the assets th
caused such failure, we will pay a tax equal togtreater of $50,000 or 35% of the net income from
the noi-qualifying assets during the period in which weefdito satisfy such asset tes

» If we fail to satisfy one or more requirements REIT qualification, other than the gross incomeges
and the asset tests, and such failure was duasomable cause and not due to willful neglect, We w
be required to pay a penalty of $50,000 for each $ailure.

* We may be required to pay monetary penalties tdRBein certain circumstances, including if we fail
to meet recordkeeping requirements intended to tmoaur compliance with rules relating to the
composition of a REI's stockholders, as described belov'‘— Requirements for Qualificatic’’

» If we fail to distribute during a calendar yeatestst the sum of: (i) 85% of our REIT ordinary ino®
for the year, (ii) 95% of our REIT capital gain metome for the year and (iii) any undistributed
taxable income from earlier periods, we will pag% nondeductible excise tax on the excess of the
required distribution over the amount we actualftributed, plus any retained amounts on which
income tax has been paid at the corporate |



 We may elect to retain and pay federal income tarwr net long-term capital gain. In that case, a
Domestic Owner would be taxed on its proportiorsdi@re of our undistributed long-term capital gain
(to the extent that we make a timely designatiosumh gain to the stockholder) and would receive a
credit or refund for its proportionate share of tiwe we paid

*  We will be subject to a 100% excise tax on trarieastbetween us and any of our TRSs that are not
conducted on an ar s-length basis

» If (a) we recognize excess inclusion income faable year as a result of our ownership of a 100%
equity interest in a TMP or our ownership of a REMesidual interest and (b) one or more
Disqualified Organizations is the record ownerlodres of our common stock during that year, then
we will be subject to tax at the highest corpofatieral income tax rate on the portion of the exces
inclusion income that is allocable to the DisquetifOrganizations. We do not anticipate owning
REMIC residual interests; we may, however, own 1@%he equity interests in one or more CDO
offerings or one or more trusts formed in connecttidth our securitization transactions, but inténd
structure each CDO offering and each securitizatiansaction so that the issuing entity would ret b
classified as a TMP. S¢‘— Taxable Mortgage Poo’’
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« If we acquire any asset from a C corporation, cogoration that generally is subject to full
corporate-level tax, in a merger or other transacin which we acquire a basis in the asset that is
determined by reference either to the C corporaibasis in the asset or to another asset, wepajll
tax at the highest corporate federal income taxifatie recognize gain on the sale or dispositibn o
the asset during the 10-year period after we aedb# asset. The amount of gain on which we will
pay tax is the lesser ¢

« the amount of gain that we recognize at the timinefsale or disposition, al

- the amount of gain that we would have recognizedkithad sold the asset at the time we acquired
it, assuming that the C corporation will not elieclieu of this treatment to an immediate tax
when the asset is acquire

In addition, notwithstanding our qualification aREIT, we may also have to pay certain state acal lo
income taxes, because not all states and locdiféas REITs in the same manner that they arectiicfatr federal
income tax purposes. Moreover, as further desciiledalv, any domestic TRS in which we own an inteval
be subject to federal, state and local corporatente tax on its taxable income. We could also lestito tax
in situations and on transactions not presentlyeroplated.

Requirements for Qualification

A REIT is a corporation, trust, or association timgtets each of the following requirements:

1. Itis managed by one or more trustees or direc

2. Its beneficial ownership is evidenced by transferabares or by transferable certificates of beradfi
interest.

3. It would be taxable as a domestic corporationftwuthe REIT provisions of the federal income tax
laws.

4. Itis neither a financial institution nor an insoca company subject to special provisions of tderfal
income tax laws



5. Atleast 100 persons are beneficial owners ofitges or ownership certificate

6. Not more than 50% in value of its outstanding skhareownership certificates is owned, directly
indirectly, by five or fewer individuals, which tlederal income tax laws define to include certain
entities, during the last half of any taxable yé&am purposes of this requirement, indirect ownigrsh
will be determined by applying attribution rules eat in section 544 of the Code, as modified by
section 856(h) of the Cod

7. ltelects to be taxed as a REIT, or has made dectien for a previous taxable year, and satisfiés
relevant filing and other administrative requirensethat must be met to elect and maintain REIT
qualification.

8. It meets certain other qualification tests, destibelow, regarding the nature of its income arsétas

We must meet requirements 1 through 4 during otireetaxable year and must meet requirement 5 durin
at least 335 days of a taxable year of twelve ngyrahduring a proportionate part of a taxable yddess than
twelve months. Requirements 5 and 6 will applysdaginning with our 2008 taxable year. If we compith
all the requirements for ascertaining the ownersiiipur outstanding stock in a taxable year andehavreason
to know that we violated requirement 6, we willdeemed to have satisfied requirement 6 for thatitlexyear.
For purposes of determining share ownership uretgrirement 6, an “individual” generally includas
supplemental unemployment compensation benefitg plarivate foundation, or a portion of a trustnpanently
set aside or used exclusively for charitable pugpoén “individual” generally does not includetraust that is a
qualified employee pension or profit sharing trustler the federal income tax laws, however, aneéfigaries
of such a trust will be treated as owning our stimgiroportion to their actuarial interests in thest for purposes
of requirement 6.
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We believe that we will issue in this offering commstock with sufficient diversity of ownershipgatisfy
requirements 5 and 6. In addition, our charteriestthe ownership and transfer of our stock st we should
continue to satisfy these requirements. The prongsbf our charter restricting the ownership aadsfer of the
common stock are described in “Description of Galfstock — Restrictions on Ownership and Tran$fer.

To monitor compliance with the share ownership regoents, we generally are required to maintain
records regarding the actual ownership of our shdre do so, we must demand written statementsyesanh
from the record holders of significant percentagfesur stock pursuant to which the record holdeustndisclose
the actual owners of the shares (i.e., the pensansred to include our dividends in their grossoime). We
must maintain a list of those persons failing duseng to comply with this demand as part of owores. We
could be subject to monetary penalties if we fatomply with these record keeping requirementgolf fail or
refuse to comply with the demands, you will be isggiby Treasury Regulations to submit a statemdhit your
tax return disclosing your actual ownership of sliares and other information. In addition, we nsasisfy all
relevant filing and other administrative requirertsethat must be met to elect and maintain REIT ifjcation
and use a calendar year for federal income taxgsegp We intend to continue to comply with these
requirements.

Qualified REIT Subsidiaries

A corporation that is a “qualified REIT subsididris not treated as a corporation separate franpérent
REIT. All assets, liabilities, and items of incongdeduction and credit of a qualified REIT subsigiare treated
as assets, liabilities, and items of income, dedncind credit of the REIT. A qualified REIT sulisity is a
corporation, other than a TRS, all of the capitatk of which is owned, directly or indirectly, bye REIT.
Thus, in applying the requirements described heseig qualified REIT subsidiary that we own will igmored,
and all assets, liabilities, and items of incormeguttion and credit of such subsidiary will be tegaas our
assets, liabilities, and items of income, deductind credit. If we own 100% of the equity interéata CDO
issuer or other securitization vehicle that istedaas a corporation for tax purposes, that CD@eiser other



securitization vehicle would be a qualified REIbsidliary, unless we and the CDO issuer or other
securitization vehicle jointly elect to treat th®QO issuer or other securitization vehicle as a TIRS.
anticipated that CDO financings we enter into Wéltreated as qualified REIT subsidiaries.

Other Disregarded Entities and Partnerships

An unincorporated domestic entity, such as a pestig, limited liability company, or trust that hasingle
owner generally is not treated as an entity sepdrain its parent for federal income tax purpoges.
unincorporated domestic entity with two or more evengenerally is treated as a partnership for tddiecome
tax purposes. In the case of a REIT that is a paitna partnership that has other partners, th& RHreated as
owning its proportionate share of the assets optrenership and as earning its allocable shatleeofross
income of the partnership for purposes of the apple REIT qualification tests. For purposes of1hé6 value
test (see “— Asset Tests”), our proportionaterghia based on our proportionate interest in thetgdinterests
and certain debt securities issued by the partigrBbr all of the other asset and income testspoaportionate
share is based on our proportionate interest ircaipial interests in the partnership. Our propodie share of
the assets, liabilities, and items of income of pastnership, joint venture or limited liability mgpany that is
treated as a partnership for federal income tapgses in which we acquire an interest, directlindirectly,
will be treated as our assets and gross incompuigroses of applying the various REIT qualification
requirements.

If a disregarded subsidiary of ours ceases to b@lywbwned — for example, if any equity interestlie
subsidiary is acquired by a person other than amother disregarded subsidiary of ours — the didygis
separate existence would no longer be disregaatdederal income tax purposes. Instead, the siagid/ould
have multiple owners and would be treated as eétgartnership or a taxable corporation. Such antexould,
depending on the circumstances, adversely affecaloiity to satisfy the various asset and grossine
requirements applicable to REITs, including the
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requirement that REITs generally may not own, diyear indirectly, more than 10% of the securitesanother
corporation. See “— Asset Tests” and “— Grossdme Tests.”

Taxable REIT Subsidiaries

A REIT is permitted to own up to 100% of the staflone or more TRSs. A TRS is a fully taxable
corporation that may earn income that would nogl&ifying income if earned directly by the par&EIT. The
subsidiary and the REIT must jointly elect to tréwegt subsidiary as a TRS. A corporation with respeevhich a
TRS directly or indirectly owns more than 35% of thoting power or value of the stock will automalig be
treated as a TRS. We generally may not own more 1086, as measured by voting power or value, of the
securities of a corporation that is not a qualifRiEl T subsidiary unless we and such corporatioct étetreat
such corporation as a TRS. Overall, no more th&a 8Dthe value of a REIT's assets may consistatlsor
securities of one or more TRSs.

The separate existence of a TRS or other taxabporation, unlike a qualified REIT subsidiary ohet
disregarded subsidiary as discussed above, ignoted for U.S. federal income tax purposes. Adogly, a
domestic TRS would generally be subject to fed@nadl applicable state and local income tax) cotedrecome
tax on its earnings, which may reduce the cash f§emnerated by us and our subsidiaries in the agtggemd our
ability to make distributions to our stockholders.

A REIT is not treated as holding the assets of & DRother taxable subsidiary corporation or asivéug
any income that the subsidiary earns. Rather,ttek $ssued by the subsidiary is an asset in the$iaf the
REIT, and the REIT generally recognizes as incdmedividends, if any, that it receives from thesdiary.
This treatment can affect the gross income and &sstecalculations that apply to the REIT, as dbed below.
Because a parent REIT does not include the asseétimeome of such subsidiary corporations in deiring the
parent’s compliance with the REIT requirementshseitities may be used by the parent REIT to uallert
indirectly activities that the REIT rules might etiwise preclude it from doing directly or throughsp-through
subsidiaries or render commercially unfeasible éaample, activities that give rise to certain gatées of
income such as non-qualifying hedging income oeimury sales).

Certain restrictions imposed on TRSs are intendezhsure that such entities will be subject to appate
levels of U.S. federal income taxation. First, aSTiRay not deduct interest payments made in anytgear



affiliated REIT to the extent that such paymentseed, generally, 50% of the TRS’s adjusted taxable

income for that year (although the TRS may carrywéod to, and deduct in, a succeeding year thélolsad
interest amount if the 50% test is satisfied irt thear). In addition, if amounts are paid to a RBfTdeducted by
a TRS due to transactions between the REIT and&ith& exceed the amount that would be paid teducted
by a party in an arm’s-length transaction, the R§&ferally will be subject to an excise tax equd@0% of
such excess. We intend to scrutinize all of ounrda&tions with any of our subsidiaries that araté@ as a TRS
in an effort to ensure that we do not become stilbjethis excise tax; however, we cannot assuretlyatwe

will be successful in avoiding this excise tax.

Gross Income Tests

We must satisfy two gross income tests annualtpamtain qualification as a REIT. First, at leaS%y of
our gross income for each taxable year must coobifined types of income that we derive fromestments
relating to real property or mortgages on real proyp or from qualified temporary investments. Qiyaig
income for purposes of the 75% gross income tastngdly includes:

* rents from real propert

» interest on debt secured by a mortgage on reakpmopr on interests in real proper

» dividends or other distributions on, and gain fritra sale of, shares in other REI

e gain from the sale of real estate ass
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* any amount includible in gross income with resgiea regular or residual interest in a REMIC, usles
less than 95% of the REMIC's assets are real eassets, in which case only a proportionate amount
of such income will qualify; an

» income derived from certain temporary investme

Second, in general, at least 95% of our gross iecfmmeach taxable year must consist of incomeishat
qualifying income for purposes of the 75% gros®me test, other types of interest and dividends, fjam the
sale or disposition of stock or securities (prodidieat such stock or securities are not inventooperty, i.e.,
property held primarily for sale to customers ia trdinary course of business) or any combinaticdhese.

Gross income from the sale of inventory propertgxsluded from both the numerator and the denominat
in both income tests. Income and gain from hedgiagsactions that we enter into to hedge indebtsine
incurred or to be incurred to acquire or carry esdhte assets will generally be excluded from bBodmumerator
and the denominator for purposes of the 95% grasmie test (but not the 75% gross income test)inféad to
monitor the amount of our non-qualifying income ananage our investment portfolio to comply atiaflets
with the gross income tests but we cannot asswrehat we will be successful in this effort.

Interest

The term “interest,” as defined for purposes otlbgross income tests, generally excludes any atrtbat
is based in whole or in part on the income or psadf any person. However, interest generally idesithe
following: (i) an amount that is based on a fixegtqentage or percentages of gross receipts or aadei) an
amount that is based on the income or profitstodraower, where the borrower derives substantalllpf its
income from the real property securing the debielging substantially all of its interest in theperty, but only
to the extent that the amounts received by theohar would be qualifying “rents from real propetty
received directly by a REIT.

If a loan contains a provision that entitles a REI'R percentage of the borrower’s gain upon the gfathe
real property securing the loan or a percentadbeofppreciation in the property’s value as ofecsit date,
income attributable to that loan provision will treated as gain from the sale of the property segthe loan,



which generally is qualifying income for purposé$oth gross income tests.

Interest on debt secured by a mortgage on reakpnopr on interests in real property is generally
qualifying income for purposes of the 75% gros®ine test. However, if the highest principal amafra loan
outstanding during a taxable year exceeds therfaiket value of the real property securing the laswof the
date the REIT agreed to originate or acquire the la portion of the interest income from such laéhnot be
qualifying income for purposes of the 75% gros®ine test, but will be qualifying income for purpssd the
95% gross income test. The portion of the interesime that will not be qualifying income for pugas of the
75% gross income test will be equal to the portibthe principal amount of the loan that is notwsed by real
property (i.e., the amount by which the loan exeabe value of the real estate that is securitytferloan).

Interest, including original issue discount or n&r#tiscount, that we accrue on our real estatéectla
investments generally will be qualifying income farrposes of both gross income tests. However, méoyr
investments will not be secured by mortgages ohpregerty or interests in real property. Our ietgrincome
from those investments will be qualifying income fairposes of the 95% gross income test but noi 58
gross income test. In addition, as discussed atiotres fair market value of the real estate sewygny of our
investments is less than the principal amount efuthderlying loan, a portion of the income fromttingestment
will be qualifying income for purposes of the 95% g5 income test but not the 75% gross income test.

Fee Income

We may receive various fees in connection withapgrations. The fees will be qualifying income for
purposes of both the 75% gross income and 95% grosme tests if they are received in considerdfibon
entering into an agreement to make a loan secyrednbortgage on real property
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or an interest in real property and the fees atelatermined by income or profits of any persorhédfees are
not qualifying income for purposes of either grmeome test. Any fees earned by our TRS will noinméuded
for purposes of the gross income tests.

Dividends

Our share of any dividends received from any capon (including any TRS that we form following the
completion of this offering, and any other TRS, éxtluding any REIT or any qualified REIT subsigigin
which we own an equity interest will qualify for fposes of the 95% gross income test but not fqpgaes of
the 75% gross income test. Our share of any didsieaceived from any other REIT in which we owreguity
interest will be qualifying income for purposesbaith gross income tests.

Rents from Real Property
We currently do not intend to acquire real properith the proceeds of this offering.
Hedging Transactions

We may, from time to time, enter into hedging test®ns with respect to the interest rate risk eissed
with our borrowings. To the extent that we entéo i contract to hedge interest rate risk on inethidss
incurred to acquire or carry real estate assejsiremome and gain from such hedging transactiohlweil
excluded from gross income for purposes of the §5686s income test but will be treated as non-qyiatf
income for purposes of the 75% gross income testh@& extent that we hedge for other purposesethdtant
income or gain will be treated as income that degjualify under the 95% gross income or 75% giossme
test unless certain requirements are met. We irttestiucture any hedging transaction in a martmerdoes not
jeopardize our status as a REIT but we cannot asgur that we will be successful in this regard. My
conduct some or all of our hedging activities tlgioa TRS, the income from which may be subjecet®fal
income tax, rather than participating in the areangnts directly or through a partnership, qualifREl T
subsidiary or other disregarded subsidiary. Norasgie can be given, however, that our hedgingitiegwill
not give rise to income that does not qualify fargoses of either or both of the REIT gross incoests, and
will not adversely affect our ability to satisfyetflREIT qualification requirements.

Failure to Satisfy Gross Income Tests

We intend to monitor the amount of our non-quatifyincome and manage our assets to comply with the
gross income tests for each taxable year for whielseek to maintain our status as a REIT. We caaswire



you, however, that we will be able to satisfy tlhesg income tests. If we fail to satisfy one orhbot the
gross income tests for any taxable year, we magntte®less qualify as a REIT for such year if welifyéor
relief under certain provisions of the Code. Thedief provisions will be generally available ij éur failure to
meet such tests was due to reasonable cause addentut willful neglect, and (ii) we file with tH&S a
schedule describing the sources of our gross indoraecordance with Treasury Regulations. We capredict,
however, whether in all circumstances, we wouldi§usor the benefit of these relief provisions. &ddition, as
discussed above under “— Taxation of Our Compamyén if the relief provisions apply, a tax woudd
imposed upon the amount by which we fail to satikfyparticular gross income test.

Asset Tests

To qualify as a REIT, we also must satisfy thedaiing asset tests at the end of each quarter of teaable
year. First, at least 75% of the value of our tatdets must consist of some combinatic*“real estate assets,”
cash, cash items, government securities, and, wuee circumstances, stock or debt instrumenthpsed
with new capital. For this purpose, the term “reatate assets” includes interests in real prggé@rtiuding
leaseholds and options to acquire real propertyl@amkeholds), stock of other corporations thatifyjuab REITs
and interests in mortgage loans secured by reakpty (including certain types of mortgage backecusities).
Assets that do not qualify for purposes of the 7636 are subject to the additional asset testgitesicbelow.

Second, the value of our interest in any one isssecurities (other than debt and equity secsrigsued
by any of our TRSs, qualified REIT subsidiariesy ather entity that is disregarded
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as an entity separate from us, and any equitydatere may hold in a partnership) may not exceedbfte
value of our total assets. Third, we may not owmariban 10% of the voting power or 10% of the valtiany
one issuer’s outstanding securities (other than aedt equity securities issued by any of our TRBs/ified
REIT subsidiaries, any other entity that is disrdgd as an entity separate from us, and any enéyest we
may hold in a partnership). Fourth, no more tha¥ 2@ the value of our total assets may consishefsecurities
of one or more TRSs. For purposes of the 10% ualste the term “securities” does not include eént
“straight debt” securities.

Notwithstanding the general rule that, for purposithe gross income and asset tests, a REITaseteas
owning its proportionate share of the underlyingeds of a partnership in which it holds a partriprsiterest, if
a REIT holds indebtedness issued by a partnertépndebtedness will be subject to, and may causelation
of the asset tests, unless it is a qualifying nagrégasset or otherwise satisfies the rules famight debt.”
Similarly, although stock of another REIT qualifigs a real estate asset for purposes of the REEE &ests,
non-mortgage debt issued by another REIT may nqusdify.

Any regular or residual interest that we own inEBMRC will generally qualify as real estate assets.
However, if less than 95% of the assets of a REMifsist of assets that qualify as real estate ggben we
will be treated as holding directly our proportitaahare of the assets of such REMIC for purpostdsemsset
tests.

We believe that most of the real estate-relatedrgess that we expect to hold will be qualifyingsats for
purposes of the 75% asset test. However, our imeggtin other asset-backed securities, bank loadotoer
instruments that are not secured by mortgagesadmpreperty will not be qualifying assets for pusps of the
75% asset test.

We will monitor the status of our assets for pugsosf the various asset tests and will seek to geanar
portfolio to comply at all times with such testhiefe can be no assurance, however, that we wilibeessful in
this effort. In this regard, to determine our coi@pte with these requirements, we will need tonestie the
value of our assets to ensure compliance with seteests. We will not obtain independent appisitsasupport
our conclusions concerning the values of our asaatswe will generally rely on representations aagranties
of sellers from whom we acquire mortgage loans earing the loan-to-value ratios for such mortgagns.
Moreover, some of the assets that we may own maesusceptible to precise valuation. Althoughwile
seek to be prudent in making these estimates, tt@r®e no assurance that the IRS will not disagitethese
determinations and assert that a different valappicable, in which case we might not satisfy 1686 asset
test and the other asset tests and would fail &tifgias a REIT.

Failure to Satisfy Asset Tests



If we fail to satisfy the asset tests as the ena @darter, we will not lose our REIT qualificatidn

» we satisfied the asset tests at the end of theegireg calendar quarter; a

« the discrepancy between the value of our assetthenakset test requirements arose from changes in
the market values of our assets and was not wholbartly caused by the acquisition of one or more
nor-qualifying assets

If we did not satisfy the condition described ie #econd bullet above, we still could avoid disifigakion
by eliminating any discrepancy within 30 days after close of the calendar quarter in which it aros

If we violate the 5% value test, 10% voting tesi0% value test described above at the end of aleyndar
quarter, we will not lose our REIT qualification(ij the failure is de minimis (up to the lesserl®6 of our total
assets or $10 million) and (ii) we dispose of th@seets or otherwise comply with the asset testimgix
months after the last day of the quarter. In thenéwf a more than de minimis failure of any of #sset tests, as
long as the failure was due to reasonable causeatrtd willful neglect, we will not lose our REQualification
if we (i) file with the IRS a schedule describirgptassets that caused the failure, (ii) disposkesfe assets or
otherwise comply with the asset tests
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within six months after the last day of the quadted (iii) pay a tax equal to the greater of $50,p6r failure or
an amount equal to the product of the highest satpancome tax rate (currently 35%) and the nedrime from
the non-qualifying assets during the period in Whie failed to satisfy the asset tests.

Annual Distribution Requirements

To qualify as a REIT, we are required to distribditddends (other than capital gain dividends) to o
stockholders in an amount at least equal to:

(A) the sumo

(i) 90% of our “REIT taxable income” (computed withonegard to the dividends paid deduction
and our net capital gains), a

(i) 90% of the net income (after tax), if any, fromddiosure property (as described below), mi

(B) the sum of certain items of n-cash income

In addition, if we were to recognize “built-in-gdi (as defined below) on disposition of any assetquired
from a “C” corporation in a transaction in whiahr basis in the assets was determined by refetertbe “C”
corporation’s basis (for instance, if the asseteveequired in a tax-free reorganization), we wdgdequired to
distribute at least 90% of the built-in-gain recizgal net of the tax we would pay on such gain. ilBun-gain”
is the excess of (a) the fair market value of aea@neasured at the time of acquisition) oveth{b)basis of the
asset (measured at the time of acquisition).

Such distributions must be paid in the taxable yeavhich they relate, or in the following taxabiear if
either (i) we declare the distribution before we & timely federal income tax return for the yaad pay the
distribution with or before the first regular dieidd payment after such declaration or (ii) we dedhe
distribution in October, November or December & téixable year, payable to stockholders of recard o
specified day in any such month, and we actuallytha dividends before the end of January of thieviang
year. The distributions under clause (i) are taxablthe Owners of our common stock in the yeavhich paid,
and the distributions in clause (ii) are treategpa@sl on December 31 of the prior taxable yeahdth instances,
these distributions relate to our prior taxableryfeapurposes of the 90% distribution requirement.



We will pay federal income tax at corporate taxesatn our taxable income, including net capitah geiat
we do not distribute to stockholders. Furthermdree fail to distribute during each calendar yearby the end
of January following the calendar year in the aafsgistributions with declaration and record déadbng in the
last three months of the calendar year, at leassdim of (i) 85% of our REIT ordinary income fochwear, (ii)
95% of our REIT capital gain income for such yead &ii) any undistributed taxable income from prpriods,
we will be subject to a 4% nondeductible excisedlaxhe excess of such required distribution olreramounts
actually distributed. We generally intend to maikeely distributions sufficient to satisfy the anhdéstribution
requirements and to avoid corporate federal inctamend the 4% nondeductible excise tax.

We may elect to retain, rather than distribute, metrcapital gain and pay tax on such gains. mdhse, we
could elect to have our stockholders include thedportionate share of such undistributed capaaigin
income and to receive a corresponding credit am@fas the case may be, for their share of thpaakby us.
Stockholders would then increase the adjusted lp&sieeir stock by the difference between the desigd
amounts of capital gains from us that they includéheir taxable income, and the tax paid on thehalf by us
with respect to that income.

To the extent that a REIT has available net opegdtisses carried forward from prior tax yearshdosses
may reduce the amount of distributions that it mmake to comply with the REIT distribution requirents.
Such losses, however, will generally not affectdharacter, in the hands of stockholders, of ariridutions
that are actually made by the REIT, which are gahetaxable to
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stockholders to the extent that the REIT has ctiweaccumulated earnings and profits. See “— Tiaxeof
Stockholders, — Taxation of Taxable Domestic Stotttérs.”

We may find it difficult or impossible to meet distution requirements in certain circumstances. fuge
nature of the assets in which we will invest, weyrha required to recognize taxable income fromehasssets in
advance of our receipt of cash flow on or procdeats disposition of such assets. For instance, \ag be
required to accrue interest and discount incommorigage loans, mortgage backed securities, aret ttpes
of debt securities or interests in debt securhiefore we receive any payments of interest or jpaion such
assets. Moreover, in certain instances we maydpgresl to accrue taxable income that we may natadlgt
recognize as economic income. For example, if we awesidual equity position in a mortgage loan
securitization, we may recognize taxable incoméweawill never actually receive due to lossesausid on the
underlying mortgage loans. Although those losseglavbe deductible for tax purposes, they wouldljikeccur
in a year subsequent to the year in which we reizedrthe taxable income. Thus, for any taxable y&armay
be required to fund distributions in excess of dislv received from our investments. If such circtances
arise, then to fund our distribution requiremerd amintain our status as a REIT we may have taasskts at
unfavorable prices, borrow at unfavorable termsertaxable stock dividends, or pursue other straseyVe
cannot be assured, however, any such strategy vbeutdiccessful if our cash flow were to becomeffitsent
to make the required distributions.

Under certain circumstances, we may be able tifyecfailure to meet the distribution requireméntt a
year by payin¢‘deficiency dividends” to stockholders in a latgear, which may be included in our deduction
for dividends paid for the earlier year. Thus, wayrbe able to avoid being taxed on amounts digeibas
deficiency dividends; however, we will be requitedpay interest and a penalty to the IRS baseti®@@mmount
of any deduction taken for deficiency dividends.

Failure to Qualify

If we fail to satisfy one or more requirements REIT qualification, other than the gross incomesesd
the asset tests, we could avoid disqualificatiaouif failure is due to reasonable cause and natlifoll neglect
and we pay a penalty of $50,000 for each suchrtiln addition, there are relief provisions fdiadure of the
gross income tests and asset tests, as described @ross Income Tests” and “— Asset Tests.”

If we fail to qualify for taxation as a REIT in atgxable year, and the relief provisions do notyppe
will be subject to tax (including any applicabl¢éeahative minimum tax) on our taxable income autagfederal
corporate income tax rates. Distributions to stodttérs in any year in which we fail to qualify wilbt be
deductible by us nor will they be required to bedman such event, to the extent of current andmcdtated
earnings and profits, all distributions to stocklesk will be taxable as ordinary income, and, sulifecertain



limitations of the Code, corporate stockholders meyeligible for the dividends received deductiamd
individual stockholders and other non-corporateldtolders may be eligible to be taxed at the redud®s rate
currently applicable to qualified dividend incontieréugh 2010). Unless entitled to relief under #mestatutory
provisions, we will also be disqualified from taixet as a REIT for the four taxable years followthg year
during which qualification was lost. We cannot peeavhether in all circumstances we would be egditio such
statutory relief.

Prohibited Transactions

Net income derived by a REIT from a prohibited saction is subject to a 100% excise tax. The term
“prohibited transaction” generally includes asar other disposition of property (other than éosure
property) that is held “primarily for sale to costers in the ordinary course of a trade or busitiégthough
we do not expect that our assets will be held pilgnfor sale to customers or that a sale of angufassets will
be in the ordinary course of our business, thesestare dependent upon the particular facts acdroistances,
and we cannot assure you that we will never beestibp this excise tax. The 100% tax does not aygpgains
from the sale of property that is held through &TdR other taxable corporation, although such irearitl be
subject to tax in the hands of the corporatioregutar federal corporate income tax rates.
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Foreclosure Property

A REIT is subject to tax at the maximum corporati currently 35%) on any income from foreclosure
property, including gain from the disposition othuoreclosure property, other than income thattfse
would be qualifying income for purposes of the 7§fbss income test. Foreclosure property is reglqntyg and
any personal property incident to such real prgp@rthat is acquired by a REIT as result of tHelRhaving
bid on such property at foreclosure, or having atige reduced the property to ownership or possedsy
agreement or process of law, after there was aiti€ta default was imminent) on a lease of suabpprty or a
mortgage loan held by the REIT and secured by topeauty, (ii) for which the related loan or leasasnacquired
by the REIT at a time when default was not immir@rénticipated and (iii) for which such REIT makes
proper election to treat the property as foreclesupperty. Any gain from the sale of propertyvidrich a
foreclosure election has been made will not beeatlip the 100% excise tax on gains from prohibited
transactions described above, even if the propestyld otherwise constitute inventory or dealer @ty in the
hands of the selling REIT. We do not expect to ikecencome from foreclosure property that is noalifying
income for purposes of the 75% gross income tesivever, if we do receive any such income, we intend
make an election to treat the related propertyeecfosure property.

Taxable Mortgage Pools

An entity, or a portion of an entity, may be cléissi as a TMP under the Code if (i) substantiallyhits
assets consist of debt obligations or interestielnt obligations, (ii) more than 50% of those dafligations are
real estate mortgage loans, interests in realeestattgage loans or interests in certain mortgaagsdd
securities as of specified testing dates, (iii)e¢h&ty has issued debt obligations that have timmare maturities
and (iv) the payments required to be made by tligyern its debt obligations “bear a relationshits the
payments to be received by the entity on the deligations that it holds as assets. Under TreaRagulations,
if less than 80% of the assets of an entity (oorign of an entity) consist of debt obligationtsese debt
obligations are considered not to comprise “sufitsadly all” of its assets, and therefore the gntivould not be
treated as a TMP.

We do not intend to structure or enter into seiatiion or financing transactions that will causetal be
viewed as owning interests in one or more TMPs.g&aly, if an entity or a portion of an entity iEssified as a
TMP, then the entity or portion thereof is treasesda taxable corporation and it cannot file a clidated federal
income tax return with any other corporation. bwever, a REIT owns 100% of the equity interesta TP,
then the TMP is a qualified REIT subsidiary andsash, ignored as an entity separate from the REIT.

If, notwithstanding our intent to avoid having tlseuing entity in any of our securitization or firtang
transactions classified as a TMP, one or more cif $tansactions was so classified, then as longeaswned
100% of the equity interests in the issuing engatyor a portion of the income that we recognizghwespect to
our investment in the issuing entity will be trehtes excess inclusion income. Section 860E(c)e{bde



defines the term “excess inclusion” with resptxi residual interest in a REMIC. The IRS, howethes
yet to issue guidance on the computation of exicedssion income on equity interests in a TMP hjca
REIT. Generally, however, excess inclusion inconith vespect to our investment in any TMP and angliée
year will equal the excess of (i) the amount obime we accrue on our investment in the TMP ovith@
amount of income we would have accrued if our itmesnt were a debt instrument having an issue gdcel to
the fair market value of our investment on the dayacquired it and a yield to maturity equal to %26f the
long-term applicable federal rate in effect ondlage we acquired our interest. The term “appliedideral
rate” refers to rates that are based on weightedame yields for treasury securities and are phbti monthly
by the IRS for use in various tax calculationsvéf undertake securitization transactions that Me9; the
amount of excess inclusion income we recognizenintaxable year could represent a significant paraf our
total taxable for that year.

Although we intend to structure our securitizatiord financing transactions so that we will not grine
any excess inclusion income, we cannot assurehaiume will always be successful in this
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regard. If, notwithstanding our intent, we recoguizxcess inclusion income, then under guidancedsby the
IRS we would be required to allocate the excedsi$ian income proportionately among the dividendspay to
our stockholders and we must notify our stockhadsrthe portion of our dividends that representess
inclusion income. The portion of any dividend yeeeive that is treated as excess inclusion incersebject to
special rules. First, your taxable income can néedess than the sum of your excess inclusiomigcfor the
year; excess inclusion income cannot be offset mathoperating losses or other allowable deductiSasond, i
you are a ta-exempt organization your excess inclusion incosrgubject to the unrelated business income tax,
then the excess inclusion portion of any dividend yeceive will be treated as unrelated businesbta
income. Third, dividends paid to Foreign Owners votd stock for investment and not in connectiothvai
trade or business conducted in the United Satébagubject to United States federal withholdiag without
regard to any reduction in rate otherwise allowgéiy applicable income tax treaty.

If we recognize excess inclusion income, and omaane Disqualified Organizations are record holddérs
shares of common stock, we will be taxable at igbést federal corporate income tax rate on thégroof any
excess inclusion income equal to the percentagero$tock that is held by Disqualified Organizagom such
circumstances, we may reduce the amount of ounilalisibns to a Disqualified Organization whose &toc
ownership gave rise to the tax. To the extentdnattommon stock owned by Disqualified Organizatienheld
by a broker/dealer or other nominee, the brokelédea other nominee would be liable for a taxieg highest
corporate tax rate on the portion of our exceskien income allocable to our common stock heldHsy
broker/dealer or other nominee on behalf of thegédified Organizations.

If we own less than 100% of the equity interesta IAMP, the foregoing rules would not apply. Rathiee
entity would be treated as a corporation for fedi@@me tax purposes and would potentially be eciijo
federal corporate income tax. This could adveraéigct our compliance with the REIT gross incomd asset
tests described above. We currently do not hawécarrently do not intend to enter into any seaatton or
financing transaction that is a TMP in which we osame, but less than all, of the equity interests, we intend
to monitor the structure of any TMPs in which wedan interest to ensure that they will not adJvgratfect
our status as a REIT. We cannot assure you thatilviee successful in this regard.

Taxation of Owners
Taxation of Taxable Domestic Owners

Distributions.  As long as we qualify as a REIT, distributioms make to our taxable Domestic Owners
out of current or accumulated earnings and préditsl not designated as capital gain dividends)heiltaken
into account by them as ordinary income. Dividewedspay to a corporation will not be eligible foettividends
received deduction. In addition, distributions wak® to individuals and other Owners that are ngp@@tions
generally will not be eligible for the 15% reduaade of tax currently (through 2010) in effect foualified
dividend income.” However, provided certain holgiperiod and other requirements are met, an indalidr
other non-corporate Owner will be eligible for th&% reduced rate with respect to (i) distributiattsibutable
to dividends we receive from certain “C” corpaiats, such as our TRSs, and (ii) distributionstaitable to
income upon which we have paid corporate income tax



Distributions that we designate as capital gaindéinds will be taxed as long-term capital gainglfm
extent that they do not exceed our actual net @lagtin for the taxable year) without regard topleeod for
which you have owned our common stock. Howevepaate Owners may be required to treat up to 20% of
certain capital gain dividends as ordinary incobmng-term capital gains are generally taxable atimam
federal rates of 15% (through 2010) in the casediViduals, trusts and estates, and 35% in the o&s
corporations.
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Rather than distribute our net capital gains, wg glact to retain and pay the federal income tathem,
in which case you will (i) include your proportideashare of the undistributed net capital gairiadome, (ii)
receive a credit for your share of the federal inedax we pay and (iii) increase the basis in yommmon stock
by the difference between your share of the capaal and your share of the credit.

Distributions in excess of our current and accutealaarnings and profits will not be taxable to yothe
extent that they do not exceed your adjusted taishia our common stock you own, but rather, vétluce your
adjusted tax basis in your common stock. Assuntiagithe common stock you own is a capital asséheo
extent that such distributions exceed your adjuttedasis in the common stock you own, you mudtige
them in income as long-term capital gain (or shemt capital gain if the common stock has been fezldne
year or less)

If we declare a dividend in October, November oc&maber of any year that is payable to stockholdérs
record on a specified date in any such month, wiadly distribute the amount declared in Janudithe
following year, then you must treat the Januaryritistion as though you received it on Decembeof3the year
in which we declared the dividend. In addition, mvay elect to treat other distributions after thesel of the
taxable year as having been paid during the taxadde, but you will be treated as having receivezsé
distributions in the taxable year in which they actually made.

To the extent that we have available net operdtisges and capital losses carried forward fronmr piaio
years, such losses may reduce the amount of distiis that we must make to comply with the R|
distribution requirements. See “— Annual Distrilmt Requirements.” Such losses, however, are assgd
through to you and do not offset your income fraimeo sources, nor would they affect the charadteny
distributions that you receive from us; you will figbject to tax on those distributions to the eixtieat we have
current or accumulated earnings and profits.

Although we do not expect to recognize any exaessision income, if we did recognize excess indasi
income, we would identify a portion of the distrilmns that we make to you as excess inclusion ircofour
taxable income can never be less than the sumwfesaess inclusion income for the year; excedsisin
income cannot be offset with net operating lossesleer allowable deductions. See “— Taxable Magg
Pools.”

Dispositions of Our Stock. Any gain or loss you recognize upon the saletber disposition of our
common stock will generally be capital gain or lémsfederal income tax purposes, and will be loeign capital
gain or loss if you held the common stock for mibx@n one year. In addition, any loss you recognjzen a sale
or exchange of our common stock that you have ovioresix months or less (after applying certaindiad
period rules) will generally be treated as a loagrt capital loss to the extent of distributionseieed from us
that you are required to treat as long-term capiah.

If you recognize a loss upon a disposition of cammon stock in an amount that exceeds a prescribed
threshold, it is possible that the provisions afergly adopted Treasury Regulations involving ‘ogpble
transactions” could apply, with a resulting reguirent to separately disclose the loss-generatimgaction to
the IRS. While these regulations are directed towé&dtax shelters,” they are written quite broadind apply to
transactions that would not typically be considesedshelters. In addition, recently enacted legiish imposes
significant penalties for failure to comply withetbe requirements. You should consult your tax advis
concerning any possible disclosure obligation wétspect to the receipt or disposition of our comrsimek, or
transactions that might be undertaken directlyndirectly by us. Moreover, you should be aware ¥a&and
other participants in the transactions involvingiasluding our advisors) may be subject to disatesor other
requirements pursuant to these regulations.

Amounts that you are required to include in taxabd®me with respect to our common stock you own,



including taxable distributions and the income yecognize with respect to undistributed net capjéah,
and any gain recognized upon your disposition efammmon stock, will not be treated as passiveviyti
income. You may not offset any passive activityseEssyou may have, such as losses from limited gattips in
which you have invested, with income you recogmiité

113

Table of Contents

respect to our shares of common stock. Generaltpne you recognize with respect to our commorksiolt
be treated as investment income for purposes dhtlestment interest limitations.

Information Reporting and Backup WithholdingWe will report to our stockholders and to tR&SIthe
amount of distributions we pay during each calerygar and the amount of tax we withhold, if anydenthe
backup withholding rules, you may be subject tokb@owvithholding at a current rate of 28% with respie
distributions unless you:

I. are a corporation or come within certain other gxecategories and, when required, demonstrate this
fact; or

Il. provide a taxpayer identification number, certifyta no loss of exemption from backup withholding,
and otherwise comply with the applicable requirets@f the backup withholding rule

Any amount paid as backup withholding will be ctablle against your income tax liability. For a
discussion of the backup withholding rules as aubtd foreign owners, see “— Taxation of Foreignr@rs.”

Taxation of Tax-Exempt Owners

Tax-exempt entities, including qualified employemgion and profit sharing trusts and individual
retirement accounts, are generally exempt fromriddecome taxation. However, they are subjecti@tion on
their unrelated business taxable income (“UBTIPyovided that a tax-exempt Owner (i) has not loeid
common stock as “debt financed property” withiretmeaning of the Code and (ii) has not used oomnoon
stock in an unrelated trade or business, amouatsaté distribute to tax-exempt Owners generallyusdhoot
constitute UBTI. However, a tax-exempt Owner's edible share of any excess inclusion income that we
recognize will be subject to tax as UBTI. See “-ax@ble Mortgage Pools.” We intend to structure our
securitization and financing transactions so thatwill avoid recognizing any excess inclusion ineom

Tax-exempt Owners that are social clubs, volunéanployee benefit associations, supplemental
unemployment benefit trusts and qualified groulesgrvices plans, exempt from taxation under gpeci
provisions of the federal income tax laws, are scitbjo different UBTI rules, which generally widtquire them
to characterize distributions that they receiverfias as UBTI.

In certain circumstances, a qualified employee jpansust or profit sharing trust that owns morartti10%
of our stock could be required to treat a percent#ghe dividends that it receives from us as UBWe are a
“pension-held REIT.” We will not be a pension-beREIT unless either (a) one pension trust ownsentioan
25% of the value of our stock or (b) a group ofgien trusts individually holding more than 10% of stock
collectively owns more than 50% of the value of stack. However, the restrictions on ownership madsfer
of our stock, as described under “Description apial Stock — Restrictions on Ownership and Trarisére
designed among other things to prevent a tax-exemtjy from owning more than 10% of the value of o
stock, thus making it unlikely that we will becom@ension-held REIT.

Taxation of Foreign Owners

The following is a summary of certain U.S. fedénglome and estate tax consequences of the ownership
and disposition of our common stock applicable foraign owner.

If a partnership, including for this purpose antitgrihat is treated as a partnership for U.S. fabiemcome
tax purposes, holds our common stock, the taxrreat of a partner in the partnership will generdiypend
upon the status of the partner and the activitigdh@partnership. An investor that is a partngrstaving
Foreign Owners as partners should consult its dsisars about the U.S. federal income tax consezpgeaf the
acquisition, ownership and disposition of our comnstock.



The discussion is based on current law and isdaetpl information only. The discussion addressds o
certain and not all aspects of U.S. federal incamet estate taxation.
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Ordinary Dividend Distributions. The portion of dividends received by a Fore@mner payable out of
our current and accumulated earnings and profitisette not attributable to our capital gains arad #ine not
effectively connected with a U.S. trade or busirgdhie Foreign Owner will be subject to U.S. withding tax
at the rate of 30% (unless reduced by an applidabteme tax treaty). In general, a Foreign Ownék wat be
considered engaged in a U.S. trade or businesly ssl@ result of its ownership of our common stdolcases
where the dividend income from a Foreign Ownenrgestment in our common stock is (or is treated as)
effectively connected with the Foreign Owner’s coctdof a U.S. trade or business, the Foreign Oweeaerally
will be subject to U.S. tax at graduated rateshénsame manner as Domestic Owners are taxed egffect to
such dividends (and may also be subject to the B@bch profits tax in the case of a foreign owhet is a
foreign corporation). If a Foreign Owner is theartholder of shares of our common stock, we piawithhold
U.S. income tax at the rate of 30% on the grossuatnaf any distribution paid to a Foreign Ownerass:

» alower income treaty rate applies and the For@gmer provides us with an IRS Form W-8BEN
evidencing eligibility for that reduced rate;

» the Foreign Owner provides us with an IRS Form WGBEertifying that the distribution is effectively
connected incom

Under some income tax treaties, lower withholdeegriates do not apply to ordinary dividends fromRE
Furthermore, reduced treaty rates are not avaitaltlee extent that distributions are treated agsxinclusion
income. See “— Taxable Mortgage Pools.” We intéadtructure our securitization and financing s@etions
so that we will avoid recognizing any excess indosncome.

Non-Dividend Distributions. Distributions we make to a Foreign Owner thatraot considered to be
distributions out of our current and accumulatechiegs and profits will not be subject to U.S. fealéncome or
withholding tax unless the distribution exceedsRbeesign Owner’s adjusted tax basis in our comntooksat
the time of the distribution and, as described Wwethe Foreign Owner would otherwise be taxablewy gain
from a disposition of our common stock. If it cahbe determined at the time a distribution is matiether or
not such distribution will be in excess of our entrand accumulated earnings and profits, theeedistribution
will be subject to withholding at the rate applilato dividends. A Foreign Owner may, however, see&fund
of such amounts from the IRS if it is subsequed#termined that the distribution was, in fact, xcess of our
current and accumulated earnings and profits, demvithe proper forms are timely filed with the IR5the
Foreign Owner.

Capital Gain Dividends. Distributions that we make to Foreign Owneget #ire attributable to our
disposition of U.S. real property interests (“USRRvhich term does not include interests in magg loans
and mortgage backed securities) are subject tofeldgral income and withholding taxes pursuanh&Roreign
Investment in Real Property Act of 1980, or FIRPBAd may also be subject to branch profits talkdfForeign
Owner is a corporation that is not entitled to tyaalief or exemption. Although we do not antidpa
recognizing any gain attributable to the dispositdd USRPI, as defined by FIRPTA, Treasury Regareti
interpreting the FIRPTA provisions of the Code irmp@ withholding tax at a rate of 35% on all of caypital
gain dividends (or amounts we could have designasechpital gain dividends) paid to Foreign Owneven if
no portion of the capital gains we recognize duthgyyear are attributable to our disposition oRPS
However, in any event, the FIRPTA rules will nopbpto distributions to a Foreign Owner so longia®ur
common stock is regularly traded (as defined byliegiple Treasury Regulations) on an establishedrgtets
market, and (ii) the Foreign Owner owns (actualiganstructively) no more than 5% of our commorcktat
any time during the one-year period ending withdhte of the distribution.

Dispositions of Our Stock. Unless our common stock constitutes a USRB&l@of our common stock by
a Foreign Owner generally will not be subject t&Ufederal income tax under FIRPTA. We do not ekpet
our common stock will constitute a USRPI. Our commstock will not constitute a USRPI if less tha¥b0f
our assets throughout a prescribed testing peoadist of interests in real property located witthia United
States, excluding, for this purpose, interest al peoperty solely in the capacity as a creditaerkif the



foregoing test is not met, our common stock
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will not constitute a USRPI if we are a domestigalbntrolled REIT. A “domestically controlled RETTis a
REIT in which, at all times during a specified tegtperiod, less than 50% in value of its shardseid directly
or indirectly by foreign owners.

Even if we do not constitute a domestically conIREIT, a Foreign Owner’s sale of our commonstoc
generally will still not be subject to tax undeRATA as a sale of a USRPI provided that (i) ouclsis
“regularly traded” (as defined by applicable Tsesy Regulations) on an established securities etankd (ii)
the selling Foreign Owner has owned (actually erstactively) 5% or less of our outstanding commstotk at
all times during a specified testing period.

If gain on the sale of our stock were subject i@timn under FIRPTA, the Foreign Owner would gelyera
be subject to the same treatment as a Domestic Omitterespect to such gain (subject to applicaliiernative
minimum tax and a special alternative minimum takhie case of nonresident alien individuals) ard th
purchaser of the common stock could be requiredttthold 10% of the purchase price and remit sunlownt
to the IRS.

Capital gains not subject to FIRPTA will nonethslég taxable in the United States to a Foreign @imne
two cases. First, if the Foreign Owner’s investmergur common stock is effectively connected veth.S.
trade or business conducted by such Foreign OwmeForeign Owner will generally be subject to shene
treatment as a Domestic Owner with respect to gaal Second, if the Foreign Owner is a nonresidéah
individual who was present in the United Statesl®8 days or more during the taxable year and héexa
home” in the United States, the nonresident ailiglividual will be subject to a 30% tax on the widual's
capital gain.

Estate Tax. Our common stock owned or treated as ownechbigdividual who is not a citizen or
resident of the United States (as specially defioed).S. federal estate tax purposes) at the tifraeath will be
includible in the individual’s gross estate for Uf€deral estate tax purposes, unless an appliestdg¢e tax
treaty provides otherwise. Such individual’s estatg be subject to U.S. federal estate tax on tbpgoty
includible in the estate for U.S. federal estaxepiarposes.

Other Tax Consequences

Possible Legislative or Other Actions Affecting Taonsequences. Prospective investors should
recognize that the present federal income taxrireat of an investment in our common stock may bdifieal
by legislative, judicial or administrative actionamy time, and that any such action may affect$tments and
commitments previously made. The rules dealing fetieral income taxation are constantly under re\ig
persons involved in the legislative process anthbyiRS and Treasury Department, resulting in iems of
regulations and revised interpretations of estabtisconcepts as well as statutory changes. Resigidiederal
tax laws and interpretations thereof could advgra#kect the tax consequences of an investmentiircommon
stock.

State and Local Taxes. We and our stockholders may be subject to staligcal taxation in various state
or local jurisdictions, including those in which wethey transact business or reside. The statéoaatitax
treatment may not conform to the federal incomectansequences discussed above. Consequently, ptiwspe
investors should consult their own tax advisorarding the effect of state and local tax laws omnaastment in
our common stock.
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UNDERWRITING



We intend to offer the shares through the undeengitMerrill Lynch, Pierce, Fenner & Smith Incoratad
is acting as the representative of the underwritaraed below. Subject to the terms and conditi@seribed in
a purchase agreement among us and the underwvitetsave agreed to sell to the underwriters and the
underwriters severally have agreed to purchase frmnthe number of shares listed opposite theirasanelow.

Number
Underwriter of Shares

Merrill Lynch, Pierce, Fenner & Smith Incorporated

Total

The underwriters have agreed to purchase all oflilages sold under the purchase agreement if aimgsé
shares are purchased. If an underwriter defatiésptirchase agreement provides that the purchasmitments
of the non-defaulting underwriters may be increaseithe purchase agreement may be terminated.

We have agreed to indemnify the underwriters agaedain liabilities, including liabilities undéne
Securities Act of 1933, as amended, and to conritupayments the underwriters may be requiradabke in
respect of those liabilities, to the extent settfan the purchase agreement.

The underwriters are offering the shares, subgeptior sale, when, as and if issued to and acddpte
them, subject to approval of legal matters by theimnsel, including the validity of the shares, attter
conditions contained in the purchase agreemenh, asithe receipt by the underwriters of officeestificates
and legal opinions. The underwriters reserve tiietitio withdraw, cancel or modify offers to the paland to
reject orders in whole or in part.

Commissions and Discounts

The representative has advised us that the undersvgropose initially to offer the shares to thblfT at
the initial public offering price on the cover pagfethis prospectus and to dealers at that prieg deconcession
not in excess of $  per share. The underwritexg allow, and the dealers may reallow, a discoohin excess
of $ per share to other dealers. After thaahfublic offering, the public offering price, coession and
discount may be changed.

The following table shows the public offering pricederwriting discount and proceeds before expettse
us. The information assumes either no exercisalbexercise by the underwriters of their overatient option.

Per Share  Without Option With Option

Public offering price $ $ $
Underwriting discount $ $ $
Proceeds, before expenses, to us $ $ $

The expenses of this offering, not including theemvriting discount, are estimated at $1,500,000ae
payable by us.

Overallotment Option

We have granted an option to the underwriters tahmase up to additional shares apthsic
offering price less the underwriting discount. Tmlerwriters may exercise this option for 30 dagsfthe date
of this prospectus solely to cover any overallotteelf the underwriters exercise this option, eatlhbe
obligated, subject to conditions contained in thechase agreement, to purchase a number of adalisbares
proportionate to that underwriter’s initial amoueflected in the above table.
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No Sales of Similar Securities

Pursuant to certain “lock-up” agreements, we, Alynand our executive officers and directors hayeed,
subject to certain exceptions, not to offer, sahtract to sell, announce any intention to sddidge or otherwise
dispose of, directly of indirectly, or file with¢hSEC a registration statement under the Secukitieselating to,
any common shares or securities convertible intexchangeable or exercisable for any common shéathsut
the prior written consent of Merrill Lynch for anied of 180 days after the date of this prospecipecifically,
we and these other individuals have agreed, wittaiceexceptions, not to directly or indirectly:

offer, pledge, sell or contract to sell any comnstock;

« sell any option or contract to purchase any comstook;

* purchase any option or contract to sell any comstook;

e grant any option, right or warrant for the saleany common stocl

* lend or otherwise dispose of or transfer any comstonk;

* request or demand that we file a registration statd related to the common stock;

» enter into any swap or other agreement that tresisgfewhole or in part, the economic consequertfice o
ownership of any common stock whether any such swam@nsaction is to be settled by delivery of
shares or other securities, in cash or other

This lock-up provision applies to common stock &mdecurities convertible into or exchangeable or
exercisable for or repayable with common stockldb applies to common stock owned now or acquéaeal by
the person executing the agreement or for whiclpérson executing the agreement later acquiregdiver of
disposition.

The 180-day restricted period will be automaticatkgended if (1) during the last 17 days of théiap
restricted period, we issue an earnings releasgaterial news or a material event relating to uicgor (2)
before the expiration of the 180-day restrictedqekrwe announce that we will release earningsltesu
becomes aware that material news or a materiattevitroccur during the 16-day period beginningtbe last
day of the 180-day restricted period, in which dhgerestrictions described above will continuepply until
the expiration of the 18-day period beginning omigsuance of the earnings release or the occerrtbe
material news or material event. The exceptionmfiars, among other things and subject to restmstj to issue
common stock or options pursuant to our long teguity incentive plan or pursuant to the exerciseroployee
stock options or other awards.

Additionally, Annaly has agreed with us to a furtheck-up period that will expire at the earlier(@fthe
date which is three years following the date of fiviospectus or (ii) the termination of the manag@m
agreement.

New York Stock Exchange Listing

We intend to apply to have our common stock ligtedhe New York Stock Exchange under the symbol
“CIM”. To meet the requirements for listing onahexchange, the underwriters will undertake tbletd of 100
or more shares to a minimum of 2,000 beneficiatlard.

Offering Price Determination

Before this offering, there has been no public reafar our common stock. The initial public offegiprice
will be determined by negotiation between the undiéers and us. In addition to prevailing markenditions,
the principal factors to be considered in deterngrthe initial public offering price include:

» the information set forth in this prospectus artteowise available to the underwrite



» the history of, and the prospects for, our compamy the industry in which we will compe
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» the prospects for our future earnin

e an assessment of our management and the Mar

» the present state of our development and our cufirancial condition

» the general condition of the securities markethatime of this offering; an

» the recent market prices of, and the demand fdiigy-traded common stock of generally
comparable companie

An active trading market for the shares may noetigy. It is also possible that after the offerihg t
common stock will not trade in the public markebagbove the initial public offering price.

The underwriters do not expect to sell more thanob%e shares in the aggregate to accounts oviehwh
they exercise discretionary authority.

Price Stabilization, Short Positions and Penalty Ris

Until the distribution of the shares is complet8&C rules may limit underwriters and selling group
members from bidding for and purchasing our comstonk. However, the representative may engage in
transactions that stabilize the price of the comistonk, such as bids or purchases to peg, fix antaia that
price.

If the underwriters create a short position in¢bexmon stock in connection with the offering, iikthey
sell more shares than are listed on the coverisfitospectus, the representative may reduce hioat gosition
by purchasing shares in the open market. The reptaisve may also elect to reduce any short poskio
exercising all or part of the overallotment optaescribed above. Purchases of the common stoc¢hlidize its
price or to reduce a short position may cause tive pf the common stock to be higher than it migdin the
absence of such purchases.

The representative may also impose a penalty bishaderwriters and selling group members. This means
that if the representative purchases shares ingha market to reduce the underwriters’ short fsitr to
stabilize the price of such shares, it may recldienamount of the selling concession from the undgsrs and
selling group members who sold those shares. Thesition of a penalty bid may also affect the pot¢he
shares in that it discourages resales of thoseshar

Neither we nor any of the underwriters makes apyagentation or prediction as to the direction or
magnitude of any effect that the transactions desdrabove may have on the price of the commorkstoc
addition, neither we nor any of the underwriterkesany representation that the representativégemghge in
these transactions or that these transactions,ameenced, will not be discontinued without natice

Selling Restrictions

This prospectus does not constitute an offer ofmoinvitation by or on behalf of us, or by or cghhlf of
the underwriters, to subscribe for or purchase,adniie shares in any jurisdiction to any persowlhmm it is
unlawful to make such an offer or solicitation lrat jurisdiction. The distribution of this prospesiand the
offering of the shares in certain jurisdictions nieyrestricted by law. We and the underwriters irequersons
into whose possession this prospectus comes tmirtftemselves about and to observe any such tastisc

In relation to each Member State of the EuropeamBmic Area which has implemented the Prospectus
Directive (each, a Relevant Member State), eaclemnriter has represented and agreed that withtefffem and
including the date on which the Prospectus Directivimplemented in that Relevant Member Stateh@r
Relevant Implementation Date) it has not made aifichet make an offer of common stock to the pulitichat



Relevant Member State before the publication afogectus in relation to the common stock which has
been approved by the competent authority in théRat Member State or, where appropriate, appraved
another Relevant Member State and notified to dmepetent authority in that Relevant Member Stdténa
accordance with the Prospectus Directive, excegititimay, with effect from and including the Redet
Implementation Date, make an offer of common stodke public in that Relevant Member State at tamg:
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» tolegal entities which are authorized or regulatedperate in the financial markets or, if not so
authorized or regulated, whose corporate purposeléy to invest in securitie

» to any legal entity which has two or more of (i)arerage of at least 250 employees during the last
financial year; (ii) a total balance sheet of mitran €43,000,000 and (iii) an annual net turnoyer o
more thar€50,000,000, as shown in its last annual or conatdidi accounts; «

* in any other circumstances which do not requireptligication by the Issuer of a prospectus pursuant
to Article 3 of the Prospectus Directi\

For the purposes of this provision, the expresaiofioffer of common stock to the public” in reiah to
any common stock in any Relevant Member State minsommunication in any form and by any means of
sufficient information on the terms of the offerdathe common stock to be offered so as to enabievastor to
decide to purchase or subscribe the common stsdkeasame may be varied in that Relevant Memiate 8
any measure implementing the Prospectus Direatitkeédt Relevant Member State and the expression
Prospectus Directive means Directive 2003/71/ECiaclddes any relevant implementing measure in each
Relevant Member State.

Each underwriter has represented and agreed that:

» it has not made or will not make an offer of thenooon stock to the public in the United Kingdom
within the meaning of section 102B of the Finan8alvices and Markets Act 2000 (as amended)
(FSMA) except to legal entities which are authatise regulated to operate in the financial markets
or, if not so authorised or regulated, whose cafmopurpose is solely to invest in securities or
otherwise in circumstances which do not requireptiglication by the company of a prospectus
pursuant to the Prospectus Rules of the FinaneialiG&s Authority (FSA)

» it has only communicated or caused to be commugdcand will only communicate or cause to be
communicated an invitation or inducement to engagevestment activity (within the meaning of
Section 21 of FSMA) to persons who have professiexperience in matters relating to investments
falling within Article 19(5) of the Financial Segs and Markets Act 2000 (Financial Promotion)
Order 2005 or in circumstances in which SectiomPESMA does not apply to it; ar

» it has complied with and will comply with all apgdible provisions of FSMA with respect to anything
done by it in relation to the common stock in, fronotherwise involving the United Kingdol

Internet Distribution

The representative will be facilitating internestdibution for this offering to certain of its imteet
subscription customers. The representative intemdfiocate a limited number of shares for saligstonline
brokerage customers. An electronic prospectusagable on internet web sites maintained by theasgntative.
Other than the prospectus in electronic formatjif@mation on the representative’s web sitesoispart of this
prospectus.

Other Relationships

Certain of the underwriters and their respectiVidiaks have, from time to time, performed, andynrathe
future perform, various financial advisory and istreent banking services for our affiliates, for efhthey



received or will receive customary fees and expgnseaddition, Merrill Lynch, Pierce, Fenner & Smi
Incorporated or its affiliates have been or areléga under one or more secured repurchase creiflitiéa with
Annaly and FIDAC-managed funds, and Annaly and FiDi#ave entered into interest rate swap agreements
with certain of the underwriters. Certain of thelarwriters and their respective affiliates are avédbeen
counterparties to securities and other trading/éiets with Annaly. Merrill Lynch, Pierce, Fenner 8mith
Incorporated acts as a sales agent under AnnaliMd Bquity OfferingsmSales Agreement.
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LEGAL MATTERS

Certain legal matters relating to this offeringlveié passed upon for us by Kirkpatrick & Lockhar¢$ton
Gates Ellis LLP, Washington, D.C. In addition, thescription of federal income tax consequencesagued in
the section of the prospectus entitled “Certaidétal Income Tax Considerations” is based on thieion of
McKee Nelson LLP. Certain legal matters relatinghis offering will be passed upon for the undeters by
Fried, Frank, Harris, Shriver & Jacobson LLP, Newrk;, New York.

EXPERTS

The financial statement included in this prospebtias been audited by Deloitte & Touche LLP, an
independent registered public accounting firm,tated in their report appearing herein, and islidet in
reliance upon the report of such firm given upagirthuthority as experts in accounting and auditing

WHERE YOU CAN FIND MORE INFORMATION

We have filed with the Securities and Exchange Casion a registration statement on Form S-11,
including exhibits and schedules filed with theist@gtion statement of which this prospectus isd, under the
Securities Act of 1933, as amended, with respettteéshares of common stock to be sold in thisrioifle This
prospectus does not contain all of the informasienforth in the registration statement and exsiaitd
schedules to the registration statement. For furtifiermation with respect to us and the sharesooimon stock
to be sold in this offering, reference is madenregistration statement, including the exhibitd achedules to
the registration statement. Copies of the registnatatement, including the exhibits and schedidebe
registration statement, may be examined withoutgghat the public reference room of the Securdaies
Exchange Commission, 100 F Street, N.E., Room 1B&&hington, D.C. 20549. Information about the
operation of the public reference room may be olehby calling the Securities and Exchange Comonisai 1-
800-SEC-0300. Copies of all or a portion of theigggtion statement may be obtained from the pulelfierence
room of the Securities and Exchange Commission gagment of prescribed fees. Our Securities andh&mxge
Commission filings, including our registration &tatent, are also available to you, free of chargehe
Securities and Exchange Commission’s website at \samgov.

As a result of this offering, we will become sulijerthe information and reporting requirementshef
Securities Exchange Act of 1934, as amended, aldileriperiodic reports, proxy statements and wwildke
available to our stockholders annual reports caimgiaudited financial information for each yead ajuarterly
reports for the first three quarters of each figesr containing unaudited interim financial infation.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors
Chimera Investment Corporation:

We have audited the accompanying balance sheétiofeta Investment Corporation (the “Company”)ads
August 3, 2007. This financial statement is th@oesibility of the Company’s management. Our resgulity
is to express an opinion on this financial staterbased on our audit.

We conducted our audit in accordance with the stadwof the Public Company Accounting Oversightrigoa
(United States). Those standards require that e g@hd perform the audit to obtain reasonable assarabout
whether the balance sheet is free of material atisstent. The Company is not required to have, revewe
engaged to perform, an audit of its internal cdraxer financial reporting. Our audit included cmlesation of
internal control over financial reporting as a kdsr designing audit procedures that are apprtgpiethe
circumstances, but not for the purpose of exprgsamopinion on the effectiveness of the Compamy&rnal
control over financial reporting. Accordingly, wepgess no such opinion. An audit also includes éxeng, on
a test basis, evidence supporting the amountsiaobbsures in the balance sheet, assessing thergouy
principles used and significant estimates made édgagement, as well as evaluating the overall balaheet
presentation. We believe that our audit providesagonable basis for our opinion.

In our opinion, such balance sheet presents fairlg|l material respects, the financial positidrChimera
Investment Corporation as of August 3, 2007, infaomity with accounting principles generally accegin the
United States of America.

/s/ DELOITTE & TOUCHE LLP

New York, New Yorl
August 14, 2007
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CHIMERA INVESTMENT CORPORATION
BALANCE SHEET
AUGUST 3, 2007

ASSETS

L4

Cash 1,000
Total assets $ 1,000

STOCKHOLDERS' EQUITY
Stockholders’ equity:



Common stock: (par value $.01, 1,000 shares au@mrissued and outstanding) $ 10
Additional paid-in-capital 990
Total stockholders’ equity $ 1,000

Please see accompanying notes to the Balance Sheet.
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CHIMERA INVESTMENT CORPORATION
NOTES TO BALANCE SHEET
AUGUST 3, 2007

1. ORGANIZATION

Chimera Investment Corporation (the “Company”)sm@ganized in Maryland on June 1, 2007. Under the
Articles of Incorporation, the Company is authodze issue up to 1,000 shares of common stock.Cldmpany
has not commenced operations.

2. FORMATION OF THE COMPANY/INITIAL PUBLIC OFFER ING

The Company intends to conduct an initial publi@ohg of common stock, which is anticipated to be
finalized in the fourth quarter of 2007. Proceeds$lve used to invest in (i) prime, jumbo prime afld-A
mortgage loans sourced through primary originatwrkiding mortgage bankers, commercial banks, ggmvand
loan associations, home builders, credit unionsraardgage conduits, and through the secondary mdie
non-Agency residential mortgage-backed securitdBS) which may include the investment-grade ana-no
investment grade classes of RMBS, including BBéraBrated and non-rated classes, and Agency RNIBSS;
other asset backed securities (ABS), includingatetblized debt obligations (CDOs), commercial gage
backed securities (CMBS) and other consumer oraomsumer ABS, which may include investment-gradk an
non-investment grade classes, including BB-ratethtBd and non-rated classes.

The Company will be subject to the risks involveithweal estate. These include, among others,iske r
normally associated with changes in the generai@mic climate, creditworthiness of borrowers, cotiijos
for borrowers, changes in tax laws, interest ratels, and the availability of financing. The Compantends to
qualify as a real estate investment trust (“RE)Tihder the Internal Revenue Code commencing wgttakable
period ending on December 31, 2007. In order totaai its tax status as a REIT, the Company plans t
distribute at least 90% of its taxable income.

The sole stockholder of the Company is Annaly Gapitanagement, Inc. (“Annaly”), the parent of [eist
Income Discount Advisory Company (“FIDAC”). Anngk initial capital contribution to the Company was
$1,000, made on August 1, 2007.

The Company will be managed by FIDAC, an investnaeivisor registered with the Securities and
Exchange Commission. The Manager is a fixed-incoramagement company specializing in investing in US
agency mortgage-backed and real estate-relatedtsezand managing interest rate-sensitive strasedhe
Manager started active investment management apesan 1994, and managed approximately $2.6 hiliro
net assets and $15.7 billion in gross assets & 3tn2007. The Manager is a wholly owned, tax&&éT
subsidiary of Annaly, listed as NLY on the New Y@tock Exchange.

3. SIGNIFICANT ACCOUNTING POLICIES

Use of Estimates

The preparation of the balance sheet in conformitly accounting principles generally accepted i th
United States of America requires management tcenaakmates and assumptions that affect the reporte
amounts of assets and liabilities and disclosumafingent assets and liabilities at the datéefitalance sheet.
Actual results could differ from those estimates.

Underwriting Commissions and Costs



Underwriting commissions and costs to be incurredannection with the Company’s stock offeringd wil
be reflected as a reduction of additional paidapital.

Organization Costs

Costs incurred to organize the Company will be espd as incurred.

F-4

Until , 2007 (25 days after the date of thisgpectus), all dealers that effect transactionbése
securities, whether or not participating in thifedahg, may be required to deliver a prospectuss &hin
addition to the dealers’ obligation to deliver agpectus when acting as underwriters and with cé¢peheir
unsold allotments or subscriptions.
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INFORMATION NOT REQUIRED IN PROSPECTUS

Item 31. Other Expenses of Issuance and Distriltion.

The following table shows the fees and expenségrahan underwriting discounts and commissionbgto
paid by us in connection with the sale and distrdsuof the securities being registered hereby .aflounts
except the SEC registration fee are estimated.

Securities and Exchange Commission registration fee $ 7,675.00
National Association of Securities Dealers, Inlindj fee $ 25,500.00
New York Stock Exchange listing fi *
Legal fees and expenses (including Blue Sky fees) *
Accounting fees and expenses *
Printing and engraving expenses *
Transfer agent fees and expenses *
Miscellaneous *

Total *

*  To be furnished by amendme

Item 32. Sales to Special Parties.

None.

Item 33. Recent Sales of Unregistered Securities

Annaly, an affiliate of our Manager, has purchas@f0 shares of our common stock for a purchase pri
of $1,000 in a private offering. Such issuance aesmpt from the registration requirements of theuBiges Act
pursuant to Section 4(2) thereof.

Item 34. Indemnification of Directors and Offices.

Section 2-418 of the Corporations and Associathniele of the Annotated Code of Maryland (or
Maryland General Corporation Law or MGCL) provideat a Maryland corporation may indemnify any dioec
or officer of a corporation who is made a partyaty proceeding because of service in that capaaigss it is
established that the act or omission of the direat@fficer was material to the matter giving risghe
proceeding and was committed in bad faith or wagésult of active and deliberate dishonesty; empérson
actually received an improper personal benefit anay, property or services; or, in the case ofaimyinal
proceeding, the person had reasonable cause avédtiat the act or omission was unlawful. Indeioaifon
may be against judgments, penalties, fines, settiésnand reasonable expenses actually incurréuebgirector
or officer in connection with the proceeding, Huhie proceeding was one by or in the right of ¢bgporation,
indemnification may not be made in respect of amggeding in which the director or officer shal’edeen
adjudged to be liable to the corporation. Suchnmaiécation may not be made unless authorized fepexcific
proceeding after a determination has been madbeimanner prescribed by the law, that indemnificais



permissible in the circumstances because the directofficer has met the applicable standard ofdcmt.
On the other hand, unless limited by the corponéticharter, the director or officer must be indéed for
expenses if he has been successful in the defétise proceeding or as otherwise ordered by a cote law
also prescribes the circumstances under whichdigocation may advance expenses to, or obtainamseror
similar protection for, directors and officers.

Our charter provides that our directors and officgill, and our employees and agents in the disoretf
our board of directors may, be indemnified to thikekt extent required or permitted from time toeiby the
laws of Maryland.
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The Maryland General Corporation Law permits thartdr of a Maryland corporation to include a
provision limiting the liability of its directorsral officers to the corporation and its stockholderamoney
damages except to the extent that (i) it is prabhedl the person actually received an improper litoeprofit in
money, property or services for the amount of thedfit or profit in money, property or servicesuadly
received, or (ii) a judgment or other final adjution is entered in a proceeding based on a fintfiagthe
person’s action, or failure to act, was the restilictive and deliberate dishonesty or committelad faith and
was material to the cause of action adjudicataerproceeding. Our charter contains a provisiavigding for
elimination of the liability of our directors andficers to us or our stockholders for money damagehke
maximum extent permitted by Maryland law.

We maintain policies of insurance under which dueators and officers are insured, within the Igrdind
subject to the limitations of the policies, agai@spenses in connection with the defense of actiwits or
proceedings resulting from such director or offisemg or having been a director or officer, andaie
liabilities which might be imposed as a resulttedde actions, suits or proceedings.

Item 35. Treatment of Proceeds from Stock BeinBegistered.

None of the proceeds will be credited to an accotimr than the appropriate capital share account.

Item 36. Financial Statements and Exhibits.

(&) Financial Statements. See page F-1 for an indéhetfinancial statements included in the registrati
statement

(b) Exhibits. The following is a complete list of exhbfiled as part of the registration statementiclvh
are incorporated herei

Exhibit
Number Exhibit Description
1.1*  Form of Underwriting Agreement among Chimera Inwesit Corporation and the underwriters
named therein.
1.2*  Form of Stock Purchase Agreement between Chimeestment Corporation and Annaly Capital
Management, Inc.
3.1*  Form of Articles of Amendment and Restatement dfi@hna Investment Corporation
3.2*  Bylaws of Chimera Investment Corporation
4.1*  Specimen Common Stock Certificate of Chimera Inmesit Corporation
5.1*  Opinion of Kirkpatrick & Lockhart Preston GatesiEILLP (including consent of such firm)
8.1*  Tax Opinion of McKee Nelson LLP (including consefisuch firm)
10.1* Form of Management Agreement
10.2*  Equity Incentive Plan
10.3*  Form of Restricted Common Stock Award




10.4*
23.1

23.2*
23.3*

Form of Stock Option Grant

Consent of Deloitte & Touche LLP

Consent of Kirkpatrick & Lockhart Preston GatesHIILP (included in Exhibit 5.1)
Consent of McKee Nelson LLP (included in Exhibit 8.
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Exhibit

Number Exhibit Description

24.1 Power of Attorney (included on the signature pagthis registration statement)
99.1 Consent of Paul Donlin

99.2 Consent of Mark Abrams

99.3 Consent of Paul A. Keenan

*  To be filed by amendmer

Item 37.

(@)

(b)

(©

Undertakings.

The undersigned registrant hereby undertakes tadq®do the underwriters at the closing specified i
the underwriting agreement, certificates in suamodeinations and registered in such names as
required by the underwriters to permit prompt datiwto each purchase¢

Insofar as indemnification for liabilities arisimgpder the Securities Act of 1933, as amended,eor th
Securities Act, may be permitted to directors,c#fs or controlling persons of the registrant pansu
to the foregoing provisions, or otherwise, the s&gint has been advised that in the opinion of the
Securities and Exchange Commission such indemtidités against public policy as expressed in the
Securities Act and is, therefore, unenforceabla.dfaim for indemnification against such liabdgi
(other than the payment by the registrant of exgeiscurred or paid by a director, officer or
controlling person of the registrant in the sucidstefense of any action, suit or proceeding) is
asserted by such director, officer or controllirgggon in connection with the securities being
registered, the registrant will, unless in the apirof its counsel the matter has been settled by
controlling precedent, submit to a court of appiaterjurisdiction the question whether such
indemnification by it is against public policy agpeessed in the Securities Act and will be governed
by the final adjudication of such isst

The undersigned registrant hereby further undestétheat:

(1) For purposes of determining any liability under 8exurities Act of 1933, as amended, the
information omitted from the form of prospectugfilas part of this registration statement in
reliance under Rule 430A and contained in a formproépectus filed by the registrant pursuant to
Rule 424(b)(1) or (4), or 497(h) under the Secesithct shall be deemed to part of this
registration statement as of the time it was dedaffective

(2) For the purpose of determining any liability untte Securities Act, each post-effective
amendment that contains a form of prospectus bealleemed to be a new registration statement
relating to the securities offered therein, anddfiering of such securities at that time shall be
deemed to be the initial bona fide offering ther
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SIGNATURES

Pursuant to the requirements of the SecuritiesoA&033, the registrant certifies that it has reade
grounds to believe that it meets all of the requiats for filing on Form S-11 and has duly causesi t
registration statement to be signed on its behathb undersigned, thereunto duly authorized, inGity of New
York, State of New York, on August 16, 2007.

CHIMERA INVESTMENT CORPORATION

By: /s/ Matthew Lambiase
Matthew Lambia:
President and Chief Executive Offi

Each person whose signature appears below heréhgrenes Matthew Lambiase and A. Alexandra
Denahan, and each of them, as attorney-in-facegedts, each with full power of substitution and
resubstitution, to sign on his or her behalf, indiinally and in each capacity stated below, any aimemt,
including post-effective amendments to this registn statement and any and all related registratiatements
pursuant to Rule 462(b) of the Securities Act d33,%nd to file the same, with all exhibits theretod all
documents in connection therewith, with the SE@hgrratifying and confirming all that said attorsen-fact
and agents, or any of them or their substitutaibsstutes, may lawfully do or cause to be don&iliye hereof.

Pursuant to the requirements of the SecuritiesoAtB33, this registration statement has been difpedow
by the following persons in the capacities andrendate indicated.

Signatures Title Date
/sl Matthew Lambiase Chief Executive Office August 16, 2007
President and Direct
Matthew Lambiase (principal executive officer)
/sl A. Alexandra Denahan Chief Financial Office August 16, 2007
(principal financial an
A. Alexandra Denahan accounting officer)
/sl Jeremy Diamond Director August 16, 2007

Jeremy Diamond
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Exhibit
Number Exhibit Description

1.1* Form of Underwriting Agreement among Chimera Inwesit Corporation and the underwriters
named therein
1.2* Form of Stock Purchase Agreement between Chimeestment Corporation and Annaly Capital



3.1*
3.2*
4.1*
5.1*
8.1*
10.1*
10.2*
10.3*
10.4*
23.1
23.2*
23.3*
24.1
99.1
99.2
99.3

Management, Inc.

Form of Articles of Amendment and Restatement aht@ha Investment Corporation
Bylaws of Chimera Investment Corporation

Specimen Common Stock Certificate of Chimera Inmesit Corporation

Opinion of Kirkpatrick & Lockhart Preston GatesiEILLP (including consent of such firm)
Tax Opinion of McKee Nelson LLP (including conseifisuch firm).

Form of Management Agreement

Equity Incentive Plan

Form of Restricted Common Stock Award

Form of Stock Option Grant

Consent of Deloitte & Touche LLP

Consent of Kirkpatrick & Lockhart Preston GatesHIILP (included in Exhibit 5.1)
Consent of McKee Nelson LLP (included in Exhibit 8.

Power of Attorney (included on the signature pagthis Registration Statement)
Consent of Paul Donlin

Consent of Mark Abrams

Consent of Paul A. Keenan

*  To be filed by amendme
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Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the use in this Registration Stat¢mefrorm S-11 of our report dated August 14, 2007
relating to the balance sheet of Chimera Investr@@nporation appearing in the Prospectus, whigiars of this
Registration Statement.

We also consent to the reference to us under theiing “Experts” in such Prospectus.

/sl Deloitte & Touche LL
New York, New Yorl
August 14, 2007




Exhibit 99.1

CONSENT OF PROSPECTIVE DIRECTOR

The undersigned hereby consents, in accordanceRuih 438 under the Securities Act of 1933, as
amended, to being named as a prospective directbeiregistration statement on Form S-11, and any
amendments thereto, to be filed by Chimera Investr@erporation.

/s/ Paul Donlin
Name: Paul Donli
Dated: August 12, 20C




Exhibit 99.2

CONSENT OF PROSPECTIVE DIRECTOR

The undersigned hereby consents, in accordanceRuih 438 under the Securities Act of 1933, as
amended, to being named as a prospective directbeiregistration statement on Form S-11, and any
amendments thereto, to be filed by Chimera Investr@erporation.

[s/ Mark Abrams
Name: Mark Abrarnr
Dated: August 16, 20C




Exhibit 99.3

CONSENT OF PROSPECTIVE DIRECTOR

The undersigned hereby consents, in accordanceRuih 438 under the Securities Act of 1933, as
amended, to being named as a prospective directbeiregistration statement on Form S-11, and any
amendments thereto, to be filed by Chimera Investr@erporation.

/s/ Paul A. Keenan
Name: Paul A. Keen:
Dated: August 13, 20C




