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PROSPECTUS SUPPLEMENT
(To prospectus dated December 23, 2008)

235,000,000 Shares

"CHIMERA

INYVESTMENT CORPORATICH

Common Stock

We are offering 235,000,000 shares of our commockstio be sold in this offering. We expect to rgeeapproximately
$705.0 million in aggregate gross proceeds plumwgpproximately $105.8 million in additional aggage gross proceeds if the
underwriters’ overallotment is exercised in fulh€ellast reported sales price of our common stockmm 15, 2009 was $3.25 per
share.

We are externally managed and advised by FixednhecDiscount Advisory Company, which we refer td-H3AC or
our Manager, an investment adviser registered thighSecurities and Exchange Commission. FIDACvidally-owned subsidiary
of Annaly Capital Management, Inc., which we rdafeas Annaly, a New York Stock Exchange-listed estiite investment trust.

Immediately after this offering, we will sell to Aaly in a private offering a number of shares af cammon stock equi
to approximately 9.6% of the sum of the numbert@ires sold in the private offering and this pubfiering (excluding shares to be
sold pursuant to the exercise of the underwriteverallotment option) at the same price per shatte price per share in this pul
offering.

Our common stock is subject to certain restriction®wnership designed to preserve our qualificadie a real estate
investment trust for federal income tax purposeg ‘®escription of Capital Stock” on page 35 of Hieompanying prospectus.

Our common stock is listed on the New York Stockliange under the symbol “CIM.”

Investing in our common stock involves risks that e described under the caption “Risk
Factors” beginning on page S-10 of this prospectiwipplement, in the accompanying prospectus and in
our Annual Report on Form 10-K for the fiscal yearended December 31, 2008, which is incorporated by
reference in the accompanying prospectus.

Per Share Total
Public offering price $3.0C $705,000,00
Underwriting discount $.127¢ $29,962,50
Proceeds, before expenses, to us $2.872¢ $675,037,50

The underwriters may also purchase up to an additi®5,250,000 shares at the public offering pliess the
underwriting discount, within 30 days from the datehis prospectus supplement to cover overallots)ef any.

Neither the Securities and Exchange Commissiorangrstate securities commission has approved apgisved of
these securities or determined if this prospeatpplement or the accompanying prospectus is trudrfaomplete. Any
representation to the contrary is a criminal oféens

The shares will be ready for delivery on or aboptiA21, 2009.




Merrill Lynch & Co. Credit Suisse Deutsche Bank Securitie

Citi UBS Investment Banlk
J.P. Morgan Morgan Stanley
JMP Securities Keefe, Bruyette & Woods

The date of this prospectus supplement is April2I®9.
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You should rely only on the information contained o incorporated by reference in this prospectus suplement or the
accompanying prospectus. We have not, and the underiters have not, authorized anyone to provide yowvith different information.
If anyone provides you with different or inconsistat information, you should not rely on it. We are dfering to sell, and seeking offers
to buy, shares of our common stock only in jurisditons where offers and sales are permitted. You shitd assume that the information
appearing in this prospectus supplement and the aompanying prospectus, as well as information we puously filed with the
Securities and Exchange Commission and incorporatély reference, is only accurate as of their respage dates. Our business,
financial condition, results of operations and propects may have changed since those dates.




A WARNING ABOUT FORWARD -LOOKING STATEMENTS

We make forward-looking statements i firiospectus supplement that are subject to ristksiacertainties. These forward-looking
statements include information about possible su®d future results of our business, financiabdam, liquidity, results of operations,
plans and objectives. When we use the words “beliéexpect,” “anticipate,” “estimate,” “plan,” “astinue,” “intend,” “should,” “may,”
“would,” “will” or similar expressions, we intenatidentify forward-looking statements. Statemeetgarding the following subjects, among

others, are forward-looking by their nature:

. our business and investment strate

. our projected financial and operating rest

. our ability to maintain existing financing arrangemts, obtain future financing arrangements andetras of such arrangemen

. general volatility of the securities markets in aefhive invest

. the implementation, timing and impact of, and cleantp, various government programs, including tfea3ury’s plan to buy
Agency RMBS, the TALF and the PPI

. our expected investmen

. changes in the value of our investme

. interest rate mismatches between our investmeut®anborrowings used to fund such purcha

. changes in interest rates and mortgage prepaymaes;

. effects of interest rate caps on our adjus-rate investments

. rates of default or decreased recovery rates omwastments

. prepayments of the mortgage and other loans unidgrbur mortgag-backed or other as-backed securitie:

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

. impact of and changes in governmental regulatitanslaw and rates, accounting guidance, and simiktters;

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

. availability of qualified personne

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

. our understanding of our competitic

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

. use of proceeds of this offerin

The forwardeoking statements are based on our beliefs, agsumspand expectations of our future performaraling into account a
information currently available to us. You shoulnt place undue reliance on these forwkmaking statements. These beliefs, assumption:
expectations can change as a result of many pessileints or factors, not all of which are knownigoSome of these factors are described
under the captions “Prospectus Supplement Summ@drigk Factors,” “Management’s Discussion and Asayof Financial Condition and
Results of Operations,” and “Business” in this pexgus supplement, the accompanying prospectuyiantinnual Report on Form 10-K. If
a change occurs, our business, financial conditiguidity and results of operations may vary miziy from those expressed in our forward-
looking statements. Any forward-looking statemgrgaks only as of the date on which it is made. Nsks and uncertainties arise from time
to time, and it is impossible for us to predictsb@vents or how they may affect us. Except asnegjby law, we are not obligated to, and do
not intend to, update or revise any forward-lookstatements, whether as a result of new informafidgare events or otherwise.

P ROSPECTUS SUPPLEMENT SUMMARY

This summary highlights some of the informatiothia prospectus supplement. It is not completedon®s not contain all of the
information that you should consider before invegin our common stock. You should read carefugyrhore detailed information set
forth under “Risk Factors” and the other informatiancluded in this prospectus supplement, in treaganying prospectus, and in our
Annual Report on Form 10-K for the fiscal year esh@d=cember 31, 2008, which is incorporated by exiee in the accompanying




prospectus. Except where the context suggestsvatiegrthe terms “Chimera,” “company,” “we,” “us” am “our” refer to Chimera
Investment Corporation; “our Manager” and “FIDAC” efer to Fixed Income Discount Advisory Company,edernal manager; and
“Annaly” refers to Annaly Capital Management, Inthe parent company of FIDAC. Unless indicated ntiige, the information in this
prospectus supplement assumes (i) the commontstbeksold in this offering is to be sold at $3p&0 share, (ii) the private offering to
Annaly of 24,955,752 shares of our common stockhwikito occur immediately after this offering, dfit) no exercise by the underwriters
of their overallotment option to purchase or plageto an additional 35,250,000 shares of our comstook.

The Company

We are a specialty finance company tmegsts in residential mortgage-backed securitieRMBS, residential mortgage loans, rea|
estate-related securities and various other akxstas. We elected to be taxed as a real estastinent trust, or REIT, for federal income
tax purposes commencing with our taxable year gndinDecember 31, 2007. Therefore, we generallynweil be subject to federal income
tax on our taxable income that is distributed tosiockholders. We commenced operations in Nover2ber.

We are externally managed by Fixed Inc@iseount Advisory Company, which we refer to as Blanager or FIDAC. Our Managér
is an investment advisor registered with the Séesrand Exchange Commission, or SEC. Additionally, Manager is a wholly-owned
subsidiary of Annaly, a New York Stock ExchangéelisREIT, which has a long track record of managingstments in U.S. government
agency residential mortgage-backed securities,gem8y RMBS. Immediately after this offering, we vgiéll to Annaly in a private offering
a number of shares of our common stock equal tooappately 9.6% of the sum of the number of shadd in the private offering and thjs
public offering (excluding shares to be sold purdua the exercise of the underwriters’ overallottnaption) at the same price per share|as
the price per share in this public offering.

Our objective is to provide attractivekriadjusted returns to our investors over the l@mgy, primarily through dividends and
secondarily through capital appreciation. We intemdchieve this objective by investing in a breéass of financial assets to construct an
investment portfolio that is designed to achievmaative risk-adjusted returns and that is strieduo comply with the various federal
income tax requirements for REIT status and to taairour exemption from registration under the Btugent Company Act of 1940, or
1940 Act.

We recognize that investing in our taegledsset classes is highly competitive, and thalamnager competes with many other
investment managers for profitable investment opities in these areas. Annaly and our Managee lebose relationships with a divers
group of financial intermediaries, ranging frommpary dealers, major investment banks and brokdrags to leading mortgage
originators, specialty investment dealers and fite@rsponsors. In addition, we have benefited aqmbet to continue to benefit from our
Manager’s analytical and portfolio management ebx@eand technology. We believe that the combimetlc@mplementary strengths of
Annaly and our Manager give us a competitive adagmbver REITs with a similar focus to ours.

1%
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Our Manager

We are externally managed and advisedIDAC pursuant to a management agreement. All ofofficers are employees of our
Manager or its affiliates. Our Manager is a fixadame investment management company specializingaimaging investments in Agency
RMBS, which are mortgage pass-through certificateBateralized mortgage obligations, or CMOs, atiter mortgage-backed securities
representing interests in or obligations backeg@dyls of mortgage loans issued or guaranteed bifeleral National Mortgage
Association, or Fannie Mae, the Federal Home Loant@hge Corporation, or Freddie Mac, and the Gawent National Mortgage
Association, or Ginnie Mae. Our Manager also hgeggnce in managing investments in non-Agency RMB& collateralized debt
obligations, or CDOs; real estate-related secsrig@d managing credit and interest rate-sensitvestment strategies. Our Manager
commenced active investment management operatiat®94. At December 31, 2008, our Manager wasdheser or sub-adviser for funds
with approximately $2.5 billion in net assets ad@®.$ billion in gross assets, and which consisted@minantly of Agency RMBS.

Our Manager is responsible for administgpur business activities and day-to-day openati®Ve have no employees other than qur
officers. Pursuant to the terms of the managengneeanent, our Manager provides us with our manageteam, including our officers,
along with appropriate support personnel. Our Man#gat all times subject to the supervision anersight of our board of directors and
has only such functions and authority as we de¢etgait. We do not pay any of our officers any cesmpensation. Rather, we pay our
Manager a base management fee pursuant to the ¢éthness management agreement. We do not pay ouaiarany incentive-based fee
or other compensation.

°Z

Our Investment Strategy

Our objective is to provide attractivekriadjusted returns to our investors over the l@mgy, primarily through dividends and
secondarily through capital appreciation. We intemdchieve this objective by investing in a diviéed investment portfolio of RMBS,




residential mortgage loans, real estate-relatedrities and various other asset classes, subjeuntintaining our REIT status and
exemption from registration under the 1940 Act. RMBS, asset-backed securities, or ABS, commens@atgage backed securities, or
CMBS, and CDOs we purchase may include investmeattegand non-investment grade classes, include@Birated, B-rated and non-
rated classes.

We rely on our Manager’s expertise imiifging assets within our target asset classes.Manager makes investment decisions
based on various factors, including expected cadtl,yelative value, risk-adjusted returns, cutr@md projected credit fundamentals,
current and projected macroeconomic consideratmmsent and projected supply and demand, creditnaarket risk concentration limits,
liquidity, cost of financing and financing availéityi, as well as maintaining our REIT qualificatiamd our exemption from registration
under the 1940 Act.

Since we commenced operations in Nover2B@v, we have focused our investment activitiea@quiring non-Agency RMBS and
on purchasing residential mortgage loans that baea originated by select high-quality originatamsjuding the retail lending operationg
of leading commercial banks. Over time, we will iipaur investment allocation strategy as marketdittons change to seek to maximis
the returns from our investment portfolio. We bedig¢his strategy, combined with our Manager’s eigrare, will enable us to pay dividen

re

and achieve capital appreciation throughout changiterest rate and credit cycles and provide &ttra long-term returns to investors.
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Our targeted asset classes and the pahicivestments we have made and expect to makadim asset class are as follows:

Asset Class Principal Investments
Residential Mortgage-Backed Securities, or . Non-Agency RMBS, including investment-grade and noregiment grade
RMBS classes, including the E-rated, E-rated and nc-rated classe!

. Agency RMBS.

Residential Mortgage Loans . Prime mortgage loans, which are mortgage loanscthr#form to the
underwriting guidelines of Fannie Mae and FreddacMwvhich we refer to as
Agency Guidelines; and jumbo prime mortgage loarsch are mortgage loa
that conform to the Agency Guidelines except dedo size

. Alt-A mortgage loans, which are mortgage loans thay have been originated
using documentation standards that are less stririgan the documentation
standards applied by certain other first lien magtgyloan purchase programs,
such as the Agency Guidelines, but have one or cargensating factors su
as a borrower with a strong credit or mortgageohysor significant asset

Other Asse-Backed Securities, or AB . Commercial mortga¢-backed securities, or CMB
. Debt and equity tranches of collateralized debigalblons, or CDOs<

. Consumer and non-consumer ABS, including investrgesade and non-
investment grade classes, including the-rated, E-rated and nc-rated classe:

Our investment portfolio at December 3108 was weighted toward RMBS. After the consumamadif this offering, we expect that
over the near term our investment portfolio wilhtioue to be weighted toward RMBS, subject to naimihg our REIT qualification and
our 1940 Act exemption. In addition, we have engageand anticipate continuing to engage in tratisas with residential mortgage
lending operations of leading commercial banksather high-quality originators in which we identéyd re-underwrite residential
mortgage loans owned by such entities, and raktaer purchasing and securitizing such residentiatgage loans ourselves, we and the
originator would structure the securitization anglwould purchase the resulting mezzanine and sitaiednon-Agency RMBS. We have
and may continue to engage in similar transactwitts non-Agency RMBS in which we would acquire aniglly AAA-rated non-Agency
RMBS and re-securitize those securities. We sktirad portion of the securities issued by the séezation trust and retain the rated or
unrated mezzanine and other subordinated RMBSir®@astment decisions, however, will depend on pilieamarket conditions and will
change over time. As a result, we cannot predep#rcentage of our assets that will be investedahn asset class or whether we will
invest in other classes of investments. We may gdawnr investment strategy and policies withoubi wf our stockholders.

We elected to be taxed as a REIT commgnwith our taxable year ending on December 31720@ to operate our business so gs
to be exempt from registration under the 1940 Ant] therefore we will be required to invest a satsal majority of our assets in loans
secured by mortgages on real estate and real -estated assets.

S-3

Subject to maintaining our REIT qualification anat 4940 Act exemption, we do not have any limitasi@n the amounts we may invest fin
any of our targeted asset classes.

Our Financing Strategy

We use leverage to increase potentialmstto our stockholders. We are not required totai any specific debt-to-equity ratio as
we believe the appropriate leverage for the pdeicassets we are financing depends on the crediitg and risk of those assets. Subject
maintaining our REIT qualification, we may use anner of sources to finance our investments, indgdepurchase agreements,
warehouse facilities, securitization, asset-badadmercial paper, and term financing structures.

Our ability to fund our investments olegeraged basis depends to a large extent upoability to secure warehouse, repurchase,
credit, and/or commercial paper financing on aceptterms. The current dislocation in the non-Ayemortgage sector has made it
difficult for us to obtain short-term financing éevorable terms. As a result, we have completed s&uritizations in order to obtain long
term financing and terminated our un-utilized whiolen repurchase agreements in order to avoid gaydn-usage fees under those
agreements.

We have entered into a RMBS repurchaseeagent with Annaly. This agreement contains cuatgmepresentations, warranties and



covenants contained in such agreements. As of 8p#D09, we were borrowing $452.5 million undeés tiepurchase agreement at an
interest rate of 1.77%. Our RMBS repurchase agraemigh Annaly is rolled daily at market rates @adecured by the RMBS pledged
under the agreement. While we do not expect teeas® significantly the amount of securities pledgefinnaly or significantly increase g
decrease the funds we borrow from Annaly, untilimest the net proceeds of this offering in otheseds, we may use part of the net
proceeds to pay down amounts borrowed under ourcbpse agreement with Annaly. We cannot assurehaitAnnaly will continue to
provide us with such financing. If Annaly does pobvide us with financing, we cannot assure you weawill be able to replace such
financing. If we are not able to replace this ficiay, we could be forced to sell our assets ahapportune time when prices are depresq

Our Interest Rate Hedging and Risk Management Straggy

We may, from time to time, utilize detiv@ financial instruments to hedge all or a portaf the interest rate risk associated with ¢
borrowings. Under the federal income tax laws aaflie to REITS, we generally enter into certaingetions to hedge indebtedness tha
we incur, or plan to incur, to acquire or carryl estate assets.

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

We seek to manage our investment strategglance both interest rate risk and credit N8k believe this strategy is designed to
generate attractive, risk-adjusted returns in &tapf market conditions because operating coo&iin which either of these risks are
increased, or decreased, may occur at differemtpai the economic cycle. For example, there nmeagdriods when interest-rate sensitiy
strategies outperform credit-sensitive strategibergby we would receive increased income over osir @f financing, in which case our
portfolio’s increased exposure to this risk woutdheneficial. There may be other periods when tesdisitive strategies outperform
interest-rate sensitive strategies. Although we faterest rate risk and credit risk, we believat thith appropriate hedging strategies, as
well as our ability to evaluate the quality of targd asset investment opportunities, we can retthese risks and provide attractive risk-
adjusted returns.

Credit-Oriented Investment Approach

We seek to minimize principal loss whiteximizing risk-adjusted returns through our Mam&geredit-based investment approach
which is based on rigorous quantitative and qualgaanalysis.

=
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Experienced Investment Advisor

Our Manager has a long history of strpagormance across a broad range of fixed-incorsetasOur Manager's most senior
investment professionals have a long history oégting in a variety of mortgage and real estatateedl securities and structuring and
marketing CDOs. Our Manager is also acting asdiating agent for a number of CDOs, and has conipetidvantages as a result of its
knowledge regarding the pipeline, values, suppty market participants for liquidations of CDOs hesm of its involvement in these
liquidations. Investments will be overseen by arebiment Committee of our Manager’s professior@asisting of Michael A.J. Farrell,
Wellington J. Denahan-Norris, James P. Fortescustdpher Konrad, Rose-Marie Lyght, Ronald Kazetedny Diamond, Eric Szabo ang
Matthew Lambiase.

Access to Annaly’s and Our Manager’s Relationships

Annaly and our Manager have developed-@nm relationships with a number of commerciaiksand other financial
intermediaries. We believe these relationshipsigeus with a range of high-quality investment appoities.

Access to Our Manager’'s Systems and Infrastructure

Our Manager has created a proprietartfgmr management system, which we believe provigesvith a competitive advantage. O
Manager’s personnel have created a comprehensiaede and administrative infrastructure, an impirtamponent of a complex
investment vehicle such as a REIT. In addition, nab®ur Manager’s personnel are also Annaly’s pengl; therefore, they have had
extensive experience managing Annaly, which is &TRE

Alignment of Interests between Annaly, Our Managerand Our Investors




Immediately after this offering, we wskll to Annaly in a private offering a number ofsfs of our common stock equal to
approximately 9.6% of the sum of the number of ebaold in the private offering and this publiceoiiig (excluding shares to be sold
pursuant to the exercise of the underwriters’ di@raent option) at the same price per share aptice per share in this public offering.

We believe that Annaly’s investment aignur Manager’s interests with our interests.
Compliance with REIT and Investment Company Requirenents

We monitor our investment securities tralincome from these securities and, to the extengnter into hedging transactions, we
monitor income from our hedging transactions ad,welas to ensure at all times that we maintaingoialification as a REIT and our
exempt status under the 1940 Act, as amended.

Recent Developments
TALF

The Term Asset-Backed Securities LoariliBgaor TALF, was first announced by the U.S. Remnent of Treasury, or the Treasury,
on November 25, 2008, and has been expanded iasizecope since its initial announcement. UndeMALF, the Federal Reserve Bank

of New York makes non-recourse loans to borrowefsind their purchase of eligible assets, currecgitain asset-backed securities but|not

RMBS or CMBS. Currently, TALF loans: have three4ygams, have interest due monthly, are exempt frark-to-market rules and
margin calls related to a decrease in the undeylgoilateral value, are pre-payable in whole gpant, and prohibit the substitution of any
underlying collateral. It is expected that the TAlbBRns will require that any payments of principalde on the underlying collateral will
reduce the principal amount of the TALF loan priafaased upon the original loan-to-value ratio. mawire of the eligible assets has be¢n
expanded several times. The Treasury has statethtbagh its expansion of the TALF, non-recousak will be made available to
investors to certain fund purchases of legacy $t&ation assets. Eligible assets are expecteddiade certain non-Agency RMBS that
were originally rated AAA and CMBS and ABS that aated AAA. The eligibility criteria and terms dfdse loans have not yet been
determined. Additionally, certain terms of the TAldans may be modified.
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While we are considering utilizing the DA program to the extent that the nature of elgidsets is extended to fit within our
investment strategy, we can provide no assuraratenth will be eligible to do so, or if eligible, lbe able to utilize it successfully.

Public-Private Investment Funds

On March 23, 2009, the Treasury in coofiom with the Federal Deposit Insurance Corporatar FDIC, and the Federal Reserve,
announced the Public-Private Investment PrograrRRdP. The PPIP aims to recreate a market for pdliquid residential and
commercial loans and securities through a numbgimtf public and private investment funds. The PR designed to draw new private
capital into the market for these securities amhéoby providing government equity co-investmert attractive public financing. The PP|P
is expected to be $500 billion to $1 trillion izsiand has two primary components: a loan purghaggam and a securities purchase
program.

We are currently actively evaluating thesograms to determine if they are appropriatght of our investment strategy. As furthe
details of these programs emerge, we may deem déippnopriate in light of our investment strategywéweer, we can provide no assurange
that we will be eligible to utilize these prograrns|f eligible, will be able to utilize them sua=ully. Further, these programs are still in
early stages of development and it is not poséibles to predict how these programs will impaat owrrent or future investments.

=

Resecuritization

On March 10, 2009, we sponsored a $281llBn resecuritization whereby we resecuritizedtain RMBS we owned. In this
transaction, we initially retained all of the sdtias issued by the securitization trust includapproximately $89.4 million in subordinated
bonds and $192.5 million of AAA-rated fixed and higbsenior bonds. This transaction will be accodrite as a sale. On March 24, 2009,
we sold approximately $49.4 million of the AAA-rdtéixed and hybrid senior bonds related to the Mar@, 2009 resecuritization to third
party investors and realized a loss of $119,000.

Corporate Information

Our principal executive offices are lazhat 1211 Avenue of Americas, Suite 2902, New Ybidw York 10036. Our telephone
number is 1-866-315-9930. Our website is http://wehimerareit.com The contents of our website are not a part &f phospectus




supplement or the accompanying prospectus. We inalteded our website address only as an inactixedé reference and do not intend|it
to be an active link to our website.
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Summary Financial Information

The following table presents summaryfiicial data as of and for the period indicated. \Weved the summary financial data from
our audited consolidated financial statementsherfiscal year ended December 31, 2008 and thegp&#om November 21, 2007
(commencement of operations) through December@®17.2The following summary financial informationcgtd be read in conjunction
with our more detailed information contained in tomsolidated financial statements and notes thénetur Annual Report on Form 10-
K for the fiscal year ended December 31, 2008, Wwigdncorporated by reference into the accompanpiospectus, and “Management’
Discussion and Analysis of Financial Condition &ebults of Operations” included in our Annual Reégor Form 10-K for the fiscal yeaf
ended December 31, 2008, which is incorporatecefgrence into the accompanying prospectus.

Statement of Financial Condition Highlights
Mortgage-backed securitie

Loans held for investme!

Securitized loan

Total asset

Repurchase agreemel

Securitized dek

Total liabilities

Stockholder’ equity

Book value per shai

As of December 31,

2008

2007

Number of shares outstandi

(dollars in thousands, except per share data)

$855,46° $1,124,29
— $162,37:
$583,34( —
$1,477,50 $1,565,63
$562,11! $270,58:
$488,74. —
$1,063,04 $1,026,74
$414,45! $538,88!
$2.3¢ $14.2¢
177,198,21 37,705,56

For the period
November 21, 2007
For the year ended through December 31,
December 31, 2008 2007

(dollars in thousands, except per share data)

Statement of Operations Highlights
Net interest incom

Net loss

Earnings per share, or EPS (ba
EPS (diluted'

Weighted average shar- basic
Weighted average shar— diluted
Taxable income per share |
Dividend declared per share |

Other Data(3)

Yield on average interest earning as!

Cost of funds on average interest bearing liabg

Interest rate spree

G&A and management fee expense as percentage m@igaviotal asse
G&A and management fee expense as percentage r@iggvequity

$44,71! $3,07:
($119,809) ($2,906)
($1.90) ($0.09)
($1.90 ($0.08)
63,155,87 37,401,73
63,155,87 37,401,73
$0.62 $0.03¢(
$0.6: $0.02¢
5.96% 7.0%
4.60% 5.08%
1.32% 1.9%
0.85% 1.55%
3.5(% 3.05%

(1) See reconciliation below of n-GAAP financial measurements to GAAP financial measwents

(2)  For the applicable perio

(3) Data for the period November 21, 2007 through DdmamB1, 2007 is provided on an annualized b.

Reconciliation of non-GAAP financial measurementsd GAAP financial measurements



As a REIT, we are required to distribist@ur shareholders substantially all of our REdXable income in the form of dividends.
Accordingly, we believe taxable income per shar mseaningful financial measurement for investoi management in assessing our
performance. A reconciliation of REIT taxable inaoper share to GAAP EPS (basic) follows:

Reconciliation of REIT Taxable Income Per Share t&GAAP EPS

For the period
November 21, 2007

For the year ended through December 31
December 31, 200 2007
GAAP EPS ($1.90 ($0.0¢)
Unrealized loss on interest rate sw $0.07 $0.11
Realized loss on sales of investme $2.4¢ —
REIT taxable income per she $0.62 $0.0¢




Issuer

Common stock offered by us

Common stock to be outstanding
after this offering

NYSE symbol

Use of proceeds

Risk factors

Unless otherwise indicated, that numbeshares of common stock does not include the 850P® shares of our common stock that

The Offering

Chimera Investment Corporatir

235,000,000 shares (plus up to an additional 3502®0shares of our common stock that w
may issue and sell upon the exercise of the undter¢' overallotment option)

437,151,769 shares, based upon 177,196,017 sHazesxmon stock outstanding as of Apr
9, 2009. Does not include up to an additional 35,280 shares of our common stock that \
may issue and sell upon the exercise of the undterairoverallotment option. Includes
1,160,100 shares of our restricted common stocktgdapursuant to our equity incentive pl
that were unvested as of December 31, 2008. Insl2dg55,752 shares to be sold to Anng
immediately after this offering

“CIM"

We intend to invest the net proceeds of this affigprimarily in non-Agency RMBS, Agency
RMBS, prime and Alt-A mortgage loans, CMBS, CDQsj ather consumer or non-
consumer ABS. Our investment portfolio at Decengfgr2008 was weighted toward RMB]
After the consummation of this offering, we exp#t over the near term our investment
portfolio will continue to be weighted toward RMB&jbject to maintaining our REIT
qualification and our 1940 Act exemption. Until apjpriate investments can be identified,
Manager may invest these funds in interest-beafgt-term investments, including mone}
market accounts, which are consistent with outtitneat as a REIT. These investments are
expected to provide a lower net return than we Hoehieve from investments in our
intended use of proceeds of this offering. In addijtuntil appropriate investments can be
found, we may also utilize the net proceeds togmyn amounts borrowed under our
repurchase agreement with Annaly. “Use of Proceec”

Investing in our common stock involves a high degsérisk. You should carefully read ang
consider the information set forth under “Risk last and all other information in this
prospectus supplement, the accompanying prospestdsour Annual Report on Form 10-K|
before investing in our common stor

ve

an
ly

may be issued if the underwriters’ overallotmerti@pis exercised in full.
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RISK FACTORS

In evaluating an investment in our comrstotk, you should carefully consider the risksfegh under the caption “Risk Factors” in
this prospectus supplement, in the accompanyingpeus and in our Annual Report on Form 10-K lierfiscal year ended December 31,
2008, which is incorporated by reference in theoaguanying prospectus.

Mortgage loan modification programs, future legislative action and changesin the regquirements necessary to qualify for refinancing
a mortgage with Fannie Mae, Freddie Mac or Ginnie Mae may adversely affect the value of, and the returns on, the assets in which we
invest.

During the second half of 2008 and inye2009, the U.S. government, through the Fedemlgihg Administration, or FHA, and the
FDIC, commenced implementation of programs desigaguovide homeowners with assistance in avoidasidential mortgage loan
foreclosures including the Hope for Homeowners &c008, which allows certain distressed borrowenefinance their mortgages into
FHA-insured loans. The programs may also involvegag other things, the modification of mortgagen®#o reduce the principal amount of
the loans or the rate of interest payable on thadpor to extend the payment terms of the loarsnbérs of the U.S. Congress have indicated
support for additional legislative relief for homewers, including an amendment of the bankruptcyslawpermit the modification of
mortgage loans in bankruptcy proceedings. Theseruadification programs, future legislative or rigary actions, including amendments
to the bankruptcy laws, that result in the modifima of outstanding mortgage loans, as well as ghaiin the requirements necessary to
qualify for refinancing a mortgage with Fannie M&egddie Mac or Ginnie Mae may adversely affectvidlee of, and the returns on, the
RMBS, residential mortgage loans, real estateedlaecurities and various other asset classesighwie invest. Depending on whether or
not we purchased an instrument at a premium oodi#g the yield we receive may be positively orategely impacted by any modification.

The conservatorship of Fannie Mae and Freddie Mac and related efforts, along with any changes in laws and regulations affecting
the relationship between Fannie Mae and Freddie Mac and the federal government, may adversely affect our business.

Due to increased market concerns abautiEadviae and Freddie Macability to withstand future credit losses assedavith securitie
held in their investment portfolios, and on whibley provide guarantees, without the direct suppiottie federal government, on July 30,
2008, the government passed the Housing and Ecor®edovery Act of 2008, or the HERA. On Septembh&0D8, the Federal Housing
Finance Agency, or FHFA, placed Fannie Mae anddiesillac into conservatorship and, together withTheasury, established a program
designed to boost investor confidence in Fannie'8taed Freddie Mac’s debt and mortgage-backed gsurAs the conservator of Fannie
Mae and Freddie Mac, the FHFA controls and dirdetsoperations of Fannie Mae and Freddie Mac and(f)aake over the assets of and
operate Fannie Mae and Freddie Mac with all thegyswf the shareholders, the directors and theesffiof Fannie Mae and Freddie Mac
conduct all business of Fannie Mae and Freddie NBaollect all obligations and money due to Faenviae and Freddie Mac; (3) perform
functions of Fannie Mae and Freddie Mac which amststent with the conservator’'s appointment; (&sprve and conserve the assets and
property of Fannie Mae and Freddie Mac; and (5})remhfor assistance in fulfilling any function,taty, action or duty of the conservator.
primary focus of this new legislation is to incredke availability of mortgage financing by allogiRannie Mae and Freddie Mac to continue
to grow their guarantee business without limit, ivfimiting net purchases of Agency RMBS to a mad@desount through the end of 2009. It
is currently planned for Fannie Mae and Freddie kaeduce gradually their Agency RMBS portfoli@gmning in 2010.

In addition to FHFA becoming the conséovaf Fannie Mae and Freddie Mac, the Treasunytdle=n three additional actions: (i) the
Treasury and FHFA have entered into preferred spockhase agreements between the Treasury andeRdiaei and Freddie Mac pursuan
which the Treasury will ensure that each of Fahiée and Freddie Mac maintains a positive net wdjiihthe Treasury has established a |
secured lending credit facility which will be aable to Fannie Mae, Freddie Mac and the FederaldHoman Banks, which is intended to
serve as a liquidity backstop, which will be avaitauntil December 2009; and (iii) the Treasury imitsated a temporary program to purch
Agency RMBS issued by Fannie Mae and Freddie Mac.
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Although the Treasury has committed @it Fannie Mae and Freddie Mac, there can bessarance that these actions will be
adequate for their needs. If these actions areipaate, Fannie Mae and Freddie Mac could contimgeffer losses and could fail to honor
their guarantees and other obligations. The futoies of Fannie Mae and Freddie Mac could be sigaifly reduced and the nature of their
guarantees could be considerably limited relativeistorical measurements. Any changes to the eatiuthe guarantees provided by Fannie
Mae and Freddie Mac could redefine what constitatedgency RMBS and could have broad adverse maridications.

On November 25, 2008, the Federal Resammeunced that it will initiate a program to puash $100 billion in direct obligations of
Fannie Mae, Freddie Mac and the Federal Home La@ark8and $500 billion in Agency RMBS backed by Famviae, Freddie Mac and
Ginnie Mae. The Federal Reserve stated that itsrectre intended to reduce the cost and incréasavailability of credit for the purchase
houses, and are meant to support housing markétsater improved conditions in financial marketsrexgenerally. The purchases of direct
obligations began during the first week of Decent@#)8, and the purchases of Agency RMBS beganriy &anuary 2009. The Federal
Reserve has announced an expansion of this pragraorchase another $750 million in Agency RMBSe Hederal Reserve’s program to
purchase Agency RMBS could cause an increase ipribe of Agency RMBS, which would negatively impéwe net interest margin with
respect to new Agency RMBS we may purchase.

The size and timing of the federal goweent’'s Agency RMBS purchase program is subjediéadiscretion of the Treasury and the
Federal Reserve. Purchases under these programsiheady begun, but there is no certainty that Wi# continue. It is possible that the
Treasury’s and the Federal Reserve’s commitmeptitohase Agency RMBS in the future could creatatimél demand that would
negatively affect the pricing of Agency RMBS that seek to acquire. Given the highly fluid and eirgjwature of events, it is unclear how
our business may be impacted. Further activithef.S. Government or market response to develogna¢frannie Mae and Freddie Mac
could adversely impact our business.

The actions of the U.S. government, Federal Reserve and Treasury, including the establishment of the TALF and the PPI P, may
adversely affect our business.

The TALF was first announced by the Taepon November 25, 2008, and has been expand&ddrand scope since its initial
announcement. Under the TALF, the Federal Reseavik Bf New York makes non-recourse loans to borreweefund their purchase of
eligible assets, currently certain asset backedrgies but not RMBS or CMBS. Currently, TALF loarsave three-year terms, have interest
due monthly, are exempt from mark-to-market ruled margin calls related to a decrease in the uyidertollateral value, are pre-payable in
whole or in part, and prohibit the substitutioraofy underlying collateral. It is expected that T#d_F loans will require that any payments of
principal on the underlying collateral reduce thiagipal amount of the TALF loan pro rata basedrufite original loan-to-value ratio. The
nature of the eligible assets has been expandedadeéines. The Treasury has stated that throwéxpansion of the TALF, non-recourse
loans will be made available to investors to carfand purchases of legacy securitization asséitsible assets are expected to include cel
non-Agency RMBS that were originally rated AAA aB¥BS and ABS that are rated AAA. The eligibilityiteria and terms of these loans
have not yet been determined. Additionally, certaims of the TALF loans may be modified.

On March 23, 2009, the Treasury in coofiom with the FDIC, and the Federal Reserve, anoed the PPIP. The PPIP aims to recr
a market for specific illiquid residential and commial loans and securities through a number of joiblic and private investment funds.
The PPIP is designed to draw new private capitaltime market for these securities and loans byigimy government equity co-investment
and attractive public financing. The PPIP is expddb be $500 billion to $1 trillion in size andshtavo primary components: a loan purchase
program and a securities purchase program.

These programs are still in early stagfedevelopment, and it is not possible to predattihe TALF, the PPIP, or other recent U.S.
government actions will impact the financial maskeéncluding current significant levels of volaiij or our current or future investments. To
the extent the market does not respond favoralilyase initiatives or they do not function as iketh, our business may not receive the
anticipated positive impact from this legislatiée are currently actively evaluating these progréodetermine if they are appropriate in
light of our
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investment strategy. However, we can provide narasse that we will be eligible to use these prograr, if eligible, will be able to utilize
them successfully.

In addition, the U.S. government, Fed®aserve, Treasury and other governmental andatgylbodies have taken or are considering
taking other actions to address the financial £ridie cannot predict whether or when such acticag @ecur, and such actions could have a
dramatic impact on our business, results of oparatand financial condition.

Continued adverse developmentsin the broader residential mortgage market may adversely affect the value of the assetsin which we
invest.

In 2008 and so far in 2009, the residgmtiortgage market in the United States has expegba variety of difficulties and changed
economic conditions, including defaults, creditsles and liquidity concerns. Certain commercial bamvestment banks and insurance
companies have announced extensive losses fronsesgto the residential mortgage market. Theseokave reduced financial industry
capital, leading to reduced liquidity for some ingitons. These factors have impacted investorguion of the risk associated with RMBS,
residential mortgage loans, real estate-relatedrgies and various other asset classes in whicinwest. As a result, values for RMBS,
residential mortgage loans, real estai@ted securities and various other asset cléss@sich we invest have experienced a certain arnof
volatility. Further increased volatility and detation in the broader residential mortgage and BMiarkets may adversely affect the
performance and market value of our investments.

Any decline in the value of our investriser perceived market uncertainty about thein@alould likely make it difficult for us to
obtain financing on favorable terms or at all, @imtain our compliance with terms of any financargangements already in place. The
RMBS in which we invest are classified for accongtpurposes as available-for-sale. All assetsifleadsis available-for-sale are reported at
fair value with unrealized gains and losses exaudaem earnings and reported as a separate compohstockholders’ equity. As a result, a
decline in fair values may reduce the book valuewfassets. Moreover, if the decline in fair vadfi@n available-for-sale security is other-
than-temporarily impaired, such decline will redeagnings. If market conditions result in a declimé¢he fair value of our RMBS, our
financial position and results of operations cduddadversely affected.

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

We may invest in securities or othernmstents that are not liquid. It may be difficultiorpossible to obtain third party pricing on the
investments we purchase. Turbulent market conditisuch as those currently in effect, could sigaiitly and negatively impact the liquidity
of our assets. llliquid investments typically expace greater price volatility as a ready marketsioot exist and can be more difficult to
value. In addition, validating third party pricifigr illiquid investments may be more subjectivertimore liquid investments. The illiquidity
of our investments may make it difficult for usstell such investments if the need or desire arlseaddition, if we are required to liquidate
all or a portion of our portfolio quickly, we magalize significantly less than the value at whiaghtvave previously recorded our investments.
As a result, our ability to vary our portfolio iesponse to changes in economic and other conditiaysbe relatively limited, which could
adversely affect our results of operations andniine condition.

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

We will have significant flexibility imivesting the net proceeds of this offering. Yod té unable to evaluate the manner in which the
net proceeds of this offering will be investedoe Economic merit of our expected investments asid, result, we may use the net proceeds
from this offering to invest in investments with ieh you may not agree. The failure of our managen@eapply these proceeds effectively
find investments that meet our investment criteriaufficient time or on acceptable terms couldiliei®s unfavorable returns, could cause a
material adverse effect on you, and could causeahe of our common stock to decline. In additialthough we presently do not intend to
use such net proceeds in the near term to pay gewnanently our repurchase facility with Annalytilappropriate investments can be
found, we may also utilize the net proceeds togmyn amounts borrowed under our repurchase agreemithnAnnaly. To the extent we
raise more proceeds in this offering, we will makere investments.
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USE OF PROCEEDS

We estimate that our net proceeds framphblic offering of our shares of common stodkeradeducting the underwriting discount i
our estimated offering expenses, will be approxatya$674.8 million (based on the price on the cafethis prospectus supplement). We
estimate that our net proceeds will be approximye®@l76.0 million if the underwriters exercise thewerallotment option in full.

Immediately after this offering, we wsill to Annaly in a private offering a number ofes of our common stock equal to
approximately 9.6% of the sum of the number of eba@old in the private offering and this publiceoiiig (excluding shares to be sold
pursuant to the exercise of the underwriters’ ol@raent option) at the same price per share agtice per share in this public offering. We
will not pay any underwriting fees, commissionglcounts with respect to the shares we sell tceahniWe plan to invest the net proceed
this offering and the sale of shares to Annaly irdiately after this offering in accordance with @westment objectives and the strategies
described in this prospectus supplement. See “Botsp Supplement Summary—Our Investment Strategy.”

We intend to use the net proceeds ofdffering to finance the acquisition of non-AgeR¥BS, Agency RMBS, prime and Alt-A
mortgage loans, CMBS, CDOs and other consumer mitnasumer ABS. Our investment portfolio at Decengife 2008 was weighted
toward RMBS. After the consummation of this offeyjinve expect that over the near term our investrpertfolio will continue to be
weighted toward RMBS, subject to maintaining oudRgualification and our 1940 Act exemption.

We may also use the proceeds for otheeigé corporate purposes such as repayment ofodisy indebtedness, working capital, and
for liquidity needs, although we presently do maend to use such net proceeds in the near tepaytalown permanently our repurchase
facility with Annaly. Pending any such uses, we nrayest the net proceeds from the sale of any #&siin interest-bearing short-term
investments, including money market accounts tretansistent with our treatment as a REIT, or mss/them to reduce short term
indebtedness. These investments are expectedimera lower net return than we hope to achievenfimvestments in our intended use of
proceeds of this offering. In addition, until appnate investments can be found, we may also atilie net proceeds to pay down amounts
borrowed under our repurchase agreement with Anfi@lythe extent we raise more proceeds in thigioffewe will make more investments.
To the extent we raise less proceeds in this offerive will make fewer investments.
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DISTRIBUTIONS

To maintain our qualification as a REWe must distribute substantially all of our taxainleome to our stockholders for each year. We
have done this in the past and intend to contiowotso in the future. We also have declared aiirpgular quarterly cash dividends in the
past and intend to do so in the future.

The following table sets forth the casdtrébutions declared per common share during déiachl quarter of our current fiscal year and
our last two fiscal years.

Cash
Distributions
Declared Per

Common Share

2009
First quartel $ .0€
2008
Fourth quarte $ .04
Third quartel $ .1€
Second quarte $ .1€
First quartel $ .2€
2007
Fourth quarter (from the period November 21, 200@ugh December 31, 200 $.02¢

We have not established a minimum digtidn payment level on our common stock and ouitatd pay distributions on our comm
stock may be adversely affected as a result ofishe set forth under the caption “Risk Factorsthis prospectus supplement, in the
accompanying prospectus, and in our Annual RepoRarm 10-K for the fiscal year ended December2B08, which is incorporated by
reference in the accompanying prospectus. Allitistions will be made at the discretion of our lwbaf directors and will depend on our
earnings, our financial condition, maintenancewfREIT status and such other factors as our bofditectors may deem relevant from tii
to time.
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CAPITALIZATION

The following table sets forth our cajitation as of December 31, 2008 (i) on a histdrizesis and (ii) as adjusted for (1) the sale of
our common stock in this offering at an offeringcprof $3.00 per share after deducting the undégve'icommissions and estimated offering
expenses payable by us and (2) the private offédfgnnaly of 24,955,752 shares of our common stockprivate offering immediately af
this offering at the same price per share as tioe per share of this public offering. You showdad this table together with “Use of
Proceeds” included elsewhere in this prospectupleapent. This presentation should be read in catiom with our more detailed
information contained in the consolidated finansiatements and notes thereto in our Annual RepoRorm 10-K for the fiscal year ended
December 31, 2008, which is incorporated by refezanto the accompanying prospectus, and “ManagesiBiscussion and Analysis of
Financial Condition and Results of Operations”iiedd in our Annual Report on Form 10-K for the disgear ended December 31, 2008,
which is incorporated by reference into the accaompeay prospectus.

As of December 31, 2008

As Adjusted for

Actual(1) this offering(1)(2)(3)
(dollars in thousands, except share and per share
amounts)
Stockholders' equity:
Common stock: par value $.01 per share; 500,000s886es authorized, 177,198,212 and
437,151,769 shares issued and outstan(4) 1,76(C 4,36(
Additional paic-in capital 831,96t 1,579,02.
Accumulated other comprehensive | (266,66%) (266,66
Accumulated defici (152,609 (152,609
Total stockholders’ equity 414 45! 1,164,11.

(1) Does notinclude 1,160,100 unvested sharesstficted common stock granted pursuant to ourtgingentive plan as of December 31,
2008.

(2) Includes (i) 235,000,000 shares which will be dolthis offering at an offering price of $3.00 srare for net proceeds of
approximately $674.8 million after deducting thelarwriters’ commission and estimated offering e)xgasnof approximately $250,000
and (ii) the private offering to Annaly of 24,9552 shares of our common stock in a private offennignediately after this offering at
the same price per share as the price per sh#hsipublic offering. The shares sold to Annalylw# sold at the offering price without
payment of any underwrit¢ commission. Se*Use of Proceed”

(3) Does not include the underwrit’ option to purchase or place up to 35,250,000 axditishares

(4) Includes 2,195 shares of restricted common stoaktgd pursuant to our equity incentive plan aseddnber 31, 2008, which were
forfeited or cancelled subsequent to December 3028:
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UNDERWRITING

We intend to offer the shares throughuhederwriters. Merrill Lynch, Pierce, Fenner & Smihcorporated, Credit Suisse Securities
(USA) LLC, and Deutsche Bank Securities Inc. atingas representatives of the underwriters nanedallb Subject to the terms and
conditions described in a purchase agreement am®agd the underwriters, we have agreed to stiketanderwriters and the underwriters
severally have agreed to purchase from us, the aupoftshares listed opposite their names below.

Number

Underwriter of Shares
Merrill Lynch, Pierce, Fenner & Smith Incorporal 79,900,00
Credit Suisse Securities (USA) LL 30,550,00
Deutsche Bank Securities Ir 30,550,00
Citigroup Global Markets Inc 25,850,00
UBS Securities LLC 25,850,00
J.P. Morgan Securities In 16,450,00
Morgan Stanley & Co. Incorporatt 16,450,00
JMP Securities LLC 4,700,00!
Keefe, Bruyette & Woods, In 4,700,001
Total 235,000,00

The underwriters have agreed to purchiis® the shares sold under the purchase agreeifreamt of these shares are purchased. If an
underwriter defaults, the purchase agreement peswidat the purchase commitments of the nondefigulthderwriters may be increased or
the purchase agreement may be terminated.

We have agreed to indemnify the undeessitgainst certain liabilities, including liaki#is under the Securities Act of 1933, as
amended, or to contribute to payments the undexxsrinay be required to make in respect of thobditias.

The underwriters are offering the shasebject to prior sale, when, as and if issuechtbaccepted by them, subject to approval of |
matters by their counsel, including the validitytioé shares, and other conditions contained iptinehase agreement, such as the receipt by
the underwriters of officer’s certificates and legginions. The underwriters reserve the right tthdraw, cancel or modify offers to the
public and to reject orders in whole or in part.

Commissions and Discounts

The representatives have advised ughkainderwriters propose initially to offer the s¥gato the public at the public offering price on
the cover page of this prospectus supplement adddters at that price less a concession not iessxaf $.07 per share. After the public
offering, the public offering price, concession atiscount may be changed.

The following table shows the public offfg price, underwriting discount and proceedspbeExpenses, to us. The information
assumes either no exercise or full exercise byitterwriters of their overallotment options.

Per Share Without Option With Option
Public offering price $ 3.0C $705,000,00 $810,750,00
Underwriting discoun $ 1278 $ 29,962,500 $ 34,456,87
Proceeds, before expenses, t $2.872F $675,037,50 $776,293,12

The expenses of the offering, not inahgdihe underwriting discount, are estimated at $&EDand are payable by us.
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Overallotment Option

We have granted options to the underverite purchase up to 35,250,000 additional sharf®gublic offering price less the
underwriting discount. The underwriters may exertigese options for 30 days from the date of trosgpectus supplement solely to cover
overallotments. If the underwriters exercise thgstions, each will be obligated, subject to colwdis contained in the purchase agreement, to
purchase a number of additional shares proporgoiwathat underwriter’s initial amount reflectedtire above table.

No Sales of Similar Securities

Pursuant to certain “lock-up” agreemenis,and our executive officers and directors hayreed, subject to certain exceptions, not to
offer, sell, contract to sell, announce any intemtio sell, pledge or otherwise dispose of, diyeatlindirectly, any common shares or
securities convertible into or exchangeable or@sgable for any common shares without the priottemi consent of Merrill Lynch for a
period of 90 days after the date of this prospestymplement. Specifically, we and these other iddials have agreed, with certain
exceptions, not to directly or indirectly:

. offer, pledge, sell or contract to sell any comnstock;

. sell any option or contract to purchase any comsiook;

. purchase any option or contract to sell any comstoaok;

. grant any option, right or warrant for the sal@nf common stocl
. lend or otherwise dispose of or transfer any comstonk; or

. enter into any swap or other agreement that tres\sfewhole or in part, the economic consequeri@aavmership of any common
stock whether any such swap or transaction is teeltéed by delivery of shares or other securifiesash or otherwise

This lock-up provision applies to comnstack and to securities convertible into or excleainde or exercisable for or repayable with
common stock. It also applies to common stock owrma or acquired later by the person executingaireement or for which the person
executing the agreement later acquires the powdispbsition. The 90-day restricted period willdagomatically extended if (1) during the
last 17 days of the 90-day restricted period wedsan earnings release or material news or a rabéxent relating to us occurs or prior to the
expiration of the 90-day restricted period, we amue that we will release earnings results or becaware that material news or a material
event will occur during the 16-day-period beginnargthe last day of the 90-day restricted perindylich case the restrictions described
above will continue to apply until the expiratiohtbe 18-day period beginning on the issuance eftirnings release or the occurrence of the
material news or a material event. The excepti@mmji us, among other things and subject to regiris, to: (a) issue common stock or
options pursuant to our long term stock incentilar pursuant to the exercise of employee stqtions or other awards, (b) issue common
stock pursuant to our stock dividend reinvestméam pand (c) file a registration statement relatmgur common and preferred stock.

New York Stock Exchange Listing
Our shares of common stock are listetherNew York Stock Exchange under the symbol “CIM.”
Price Stabilization, Short Positions

Until the distribution of the shares @mpleted, SEC rules may limit underwriters andisglgroup members from bidding for and
purchasing our common stock. However, the repratigas may engage in transactions that stabilizettte of the common stock, such as
bids or purchases to peg, fix or maintain thatepric

If the underwriters create a short posiin the common stock in connection with the offgri.e., if they sell more shares than are
listed on the cover of this prospectus supplenmbetrepresentatives may reduce that short poditigourchasing shares in the open market.
The representatives may also elect to reduce amy gbsition by exercising all or part of the oultment option described above. Purchases
of the common stock to stabilize its
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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.

Neither we nor any of the underwriterskenany representation or prediction as to the tloeor magnitude of any effect that the
transactions described above may have on the gfittee common stock. In addition, neither we noy ahthe underwriters make any
representation that the representatives will engagfgese transactions or that these transactiore® commenced, will not be discontinued
without notice.

Selling Restrictions

This prospectus supplement does not itotesan offer of, or an invitation by or on behatfus, or by or on behalf of the underwriters,
to subscribe for or purchase, any of the sharasynjurisdiction to any person to whom it is unlaiMb make such an offer or solicitation in
that jurisdiction. The distribution of this prospes supplement and the offering of the sharesiitaicgjurisdictions may be restricted by law.
We and the underwriters require persons into wipassession this prospectus supplement comes tarinfemselves about and to observe
any such restrictions.

In relation to each Member State of tedpean Economic Area which has implemented theg@ius Directive (or, individually, a
Relevant Member State), each underwriter has repted and agreed that with effect from and inclgdire date on which the Prospectus
Directive is implemented in that Relevant Membext&{or the Relevant Implementation Date) it hasmade and will not make an offer of
common stock to the public in that Relevant Mentitte prior to the publication of a prospectuseiation to the common stock which has
been approved by the competent authority in thég\R@t Member State or, where appropriate, appravediother Relevant Member State
and notified to the competent authority in thatéRaht Member State, all in accordance with the f&roizis Directive, except that it may, with
effect from and including the Relevant ImplememtatDate, make an offer of common stock to the puhlthat Relevant Member State at
any time:

. to legal entities which are authorized or reguldtedperate in the financial markets or, if noasthorized or regulated, whose
corporate purpose is solely to invest in securti

. to any legal entity which has two or more of (i)arerage of at least 250 employees during thditestcial year; (ii) a total
balance sheet of more than €43,000,000 and (iigramual net turnover of more than €50,000,000haws in its last annual or
consolidated accounts;

. in any other circumstances which do not requirepthiglication by the Issuer of a prospectus purst@mAtticle 3 of the Prospecti
Directive.

For the purposes of this provision, thpression an “offer of common stock to the publittelation to any common stock in any
Relevant Member State means the communicationyiiaam and by any means of sufficient informationtbe terms of the offer and the
common stock to be offered so as to enable antowvtsdecide to purchase or subscribe the comnuamk sas the same may be varied in that
Relevant Member State by any measure implementiegtospectus Directive in that Relevant MembeteStad the expression Prospectus
Directive means Directive 2003/71/EC and includeg relevant implementing measure in each Relevarnbkr State.

Each underwriter has represented andedgtt:

. it has not made and will not make an offer of tbenmon stock to the public in the United Kingdormoptio the publication of a
prospectus in relation to the common stock anaffer that has been approved by the FSA or, whepeagpriate, approved in
another Member State and notified to the FSA nadldcordance with the Prospectus Directive, exitegttit may make an offer of
the common stock to persons who fall within therdgén of “qualified investor” as that term is dieéd in Section 86 (7) of
FSMA, or otherwise in circumstances which do nsttein an offer of transferable securities to prblic in the United Kingdom
within the meaning of FSMA

. it has only communicated or caused to be commustdcand will only communicate or cause to be comeated any invitation or
inducement to engage in investment activity (witthie meaning ¢
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Section 21 of FSMA) received by it in connectiorthwthe issue or sale of any common stock in cird¢armes in which Section 21
(1) of FSMA does not apply to it; al

. it has complied and will comply with all applicalpeovisions of FSMA with respect to anything doryeitin relation to the
common stock in, from or otherwise involving theitdd Kingdom.

Internet Distribution

Merrill Lynch will be facilitating interet distribution for this offering to certain of itsternet subscription customers. Merrill Lynch
intends to allocate a limited number of sharesé&de to its online brokerage customers. An elea@trprospectus supplement is available on
the internet web site maintained by Merrill Lyn€ther than the prospectus supplement in electfonigat, the information on the Merrill
Lynch web site is not part of this prospectus sepnt.

Other Relationships

Certain of the underwriters and theipegive affiliates have, from time to time, perfath) and may in the future perform, various
financial advisory and investment banking serviceas, for which they received or will receive tusary fees and expenses. In addition,
Merrill Lynch, Pierce, Fenner & Smith Incorporaté€tedit Suisse Securities (USA) LLC, Deutsche B8ekurities Inc., Citigroup Global
Markets Inc., UBS Securities LLC, J.P. Morgan Siias Inc., and Morgan Stanley & Co. Incorporatedhir respective affiliates have be
may be, or are lenders under one or more of owrsdaepurchase credit facilities, and we haveredtito interest rate swap agreements
with certain of the underwriters or their affiliateCertain of the underwriters and their respedifiiates are or have been counterparties to
securities and other trading activities with us.

Paul Donlin, our Nonexecutive Chairmaritef Board of Directors, may purchase approximatély,000 shares of our common stock
through one of the underwriters in this offering.
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LEGAL MATTERS

Certain legal matters relating to thifeafg will be passed upon for us by K&L Gates LMWashington, D.C. In addition, the opinion
of counsel described in the section of the accoryipgrprospectus entitled “Certain Federal Income Tansiderations” is being rendered by
K&L Gates LLP, Washington, D.C. and the descriptidriederal income tax consequences containeceiseition of the accompanying
prospectus entitled “Certain Federal Income Taxd@®rations” is based on the opinion of K&L Gatésl Washington, D.C. Certain legal
matters relating to this offering will be passednfior the underwriters by Fried, Frank, Harristi&r & Jacobson LLP, New York, New
York.
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PROSPECTUS

CHIMERA

INVESTMENT CORPORATION

Common Stock and Preferred Stock

By this prospectus, we may offer, issné sell, from time to time, shares of our:

. common stock

. preferred stock, which we may issue in one or notass or series
or

. any combination of the foregoit

at an aggregate initial offering priceigrhwill not exceed $750,000,000.

We will provide specific terms of eachuance of these securities in supplements to thippctus. We may describe the terms of these
securities in a term sheet which will precede tlespectus supplement. You should read this prospeetd any supplement carefully before
you decide to inves

This prospectus may not be used to consatm sales of these securities unless it is accoiegay a prospectus supplement.
Investing in our common stock and preferred stocknvolves risks. See “Risk Factors” beginning on page of this prospectus.

Our common stock is listed on the NewRkyStock Exchange under the symbol “CIM”. Each pexdps supplement will indicate if the
securities offered thereby will be listed on anguséies exchange.

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

The date of this prospectus is December 23, 2008.
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You should rely only on the information ontained in this prospectus and any applicable prgeectus supplement. We have not
authorized anyone to provide you with different oradditional information. This prospectus and any apficable prospectus supplement
does not constitute an offer to sell, or a soliciteon of an offer to purchase, the securities offei@by such documents in any jurisdiction
to or from any person to whom or from whom it is udawful to make such offer or solicitation of an ofér in such jurisdiction. You
should not assume that the information contained irthis prospectus or any prospectus supplement is earate as of any date other
than the date on the front cover of such documentdeither the delivery of this prospectus or any aplicable prospectus supplement
nor any distribution of securities pursuant to suchdocuments shall, under any circumstances, createaimplication that there has
been no change in the information set forth in thigprospectus or any applicable prospectus supplement in our affairs since the date
of this prospectus or any applicable prospectus sitement.

This prospectus contains, and any applibke prospectus supplement may contain, summaries oértain provisions contained in
some of the documents described herein and thereibyut reference is made to the actual documents famomplete information. All of
the summaries are qualified in their entirety by the actual documents. Copies of some of the documenggerred to have been filed or
incorporated by reference as exhibits to the regisation statement of which this prospectus is a parand you may obtain copies of
those documents as described below under “Where Ydban Find More Information.”




A BOUT THIS PROSPECTU S

This prospectus is part of a registrastatement that we filed with the Securities andiaxge Commission using a “shelf” registration
process. Under this shelf process, we may, frore tortime, sell any combination of the securitiesatibed in this prospectus, in one or i
offerings up to a total dollar amount of $750,0@D,0T his prospectus provides you with a generatrifgson of the securities we may offer.
Each time we offer to sell securities under thizspectus, we will provide a prospectus supplememntaining specific information about the
terms of that offering. The prospectus supplememt aiso add, update or change information contaim#uis prospectus. You should read
both this prospectus and any prospectus suppletogether with additional information described unthe heading “Where You Can Find
More Information.”

You should rely on the information contad or incorporated by reference in this prospetieshave not authorized anyone to provide
you with different information. If anyone providgsu with different or inconsistent information, ysbould not rely on it. We are not maki
an offer to sell these securities in any jurisdietwhere the offer or sale is not permitted.

You should assume that the informatiothia prospectus is accurate as of the date gitbgpectus. Our business, financial condition,
results of operations and prospects may have clasigee that date.

This prospectus contains summary deseoniptof the common stock and preferred stock tramay sell from time to time. These
summary descriptions are not meant to be compkseriptions of each security. The particular teainany security will be described in the
related prospectus supplement.

F ORWARD LOOKING STATEMENT S

We make forward-looking statements iis friospectus that are subject to risks and uno&gai These forward-looking statements
include information about possible or assumed &utesults of our business, financial conditionyilility, results of operations, plans and
objectives. When we use the words “believe,” “extjeanticipate,” “estimate,” “plan,” “continue,” ihtend,” “should,” “may,” “would,”

“will” or similar expressions, we intend to identiforward-looking statements. Statements regarthiegollowing subjects, among others, are
forward-looking by their nature:

. our business and investment strate
. our projected financial and operating rest
. our ability to maintain existing financing arrangemts, obtain future financing arrangements andetras of such arrangemen
. general volatility of the securities markets in aefhive invest
. our expected investmen
. changes in the value of our investme
. interest rate mismatches between our mori-backed securities and our borrowings used to fuet purchase:
. changes in interest rates and mortgage prepayaes;
. 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 unidgrour mortgag-backed or other as-backed securitie:
. the degree to which our hedging strategies mayayr mot protect us from interest rate volatili
. impact of and changes in governmental regulatitanslaw and rates, accounting guidance, and simiktters;
. availability of investment opportunities in reatats-related and other securitie
ii
. availability of qualified personne
. estimates relating to our ability to make distribos to you in the future
. our understanding of our competitic

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



. use of the proceeds of any offeril

The forwardeoking statements are based on our beliefs, agsumspand expectations of our future performaraling into account a
information currently available to us. You shoult place undue reliance on these forwkaking statements. These beliefs, assumption
expectations can change as a result of many pessilints or factors, not all of which are knowngoSome of these factors are described in
this prospectus under the headings “Prospectus Suyiirand “Risk Factors.” If a change occurs, ousihass, financial condition, liquidity
and results of operations may vary materially fibimse expressed in our forward-looking statememy.forward-looking statement speaks
only as of the date on which it is made. New riakd uncertainties arise from time to time, and itmpossible for us to predict those even
how they may affect us. Except as required by la&are not obligated to, and do not intend to, tedarevise any forward-looking
statements, whether as a result of new informafidgore events or otherwise.

P ROSPECTUS SUMMAR Y

This summary highlights some of the mfation in this prospectus. It is not complete andsinot contain all of the information
that you should consider before investing in oyita stock. You should read carefully the moreadetl information set forth under
“Risk Factors” and the other information included this prospectus. Except where the context suggéisérwise, the terms

“Chimera,” “company,” “we,” “us” and “our” refer to Chimera Investment Corporation.

Our Company

We are a specialty finance company theasts in residential mortgage-backed securitieRMBS, residential mortgage loans,
real estate-related securities and various ottt atasses. We have elected and intend to quallfg taxed as a real estate investment
trust, or REIT, for federal income tax purposes p@ncing with our taxable year ending on Decembef80Q7. If we qualify for
taxation as a REIT, we generally will not be subjedederal income tax on our taxable income ihdistributed to our stockholders.

We are externally managed by Fixed Inc@iseount Advisory Company, which we refer to as Mianager or FIDAC,
pursuant to a management agreement. Our Manageriiwestment advisor registered with the Secsraied Exchange Commission,
or SEC. Our Manager is a fixed-income investmentagament company specializing in managing investsriarl).S. government
agency residential mortgage-backed securities,gen8y RMBS, which are mortgage pass-through cesatifis, collateralized mortgage
obligations, or CMOs, and other mortgage-backedri#zs representing interests in or obligationskeal by pools of mortgage loans
issued or guaranteed by the Federal National Mgegdessociation, or Fannie Mae, the Federal Homeanl\dartgage Corporation, or
Freddie Mac, and the Government National Mortgagsogiation, or Ginnie Mae. Our Manager also hagespce in managing
investments in mortgage-backed securities repriegpimterests in or obligations backed by poolsnoirtgage loans, which are not
issued or guaranteed by the Fannie Mae, Freddie da8innie Mae, or non-Agency RMBS, and collateesd debt obligations, or
CDQOs; real estate-related securities; and managgdijt and interest rate-sensitive investmentetjias. Additionally, our Manager is
a wholly-owned subsidiary of Annaly Capital Managem Inc., a New York Stock Exchange-listed REIhjeh has a long track
record of managing investments in U.S. governmgaheay mortgage-backed securities.

Our Manager is responsible for administgpur business activities and day-to-day openatidVe have no employees other
than our officers. Pursuant to the terms of theagament agreement, our Manager provides us witlmamagement team, including
our officers, along with appropriate support perssinOur Manager is at all times subject to theesuigion and oversight of our board
of directors and has only such functions and aitthas we delegate to it. We do not pay any ofafficers any cash compensation;
rather, we pay our Manager a base management feegni to the terms of the management agreement.

Our objective is to provide attractivekradjusted returns to our investors over the l@mgy, primarily through dividends and
secondarily through capital appreciation. We intemdchieve this objective by investing in a diviéed investment portfolio of
RMBS; residential mortgage loans; including primertgage loans, which are mortgage loans that conforthe underwriting
guidelines of Fannie Mae and Freddie Mac, whichrefer to as Agency Guidelines; jumbo prime mortgages, which are mortgage
loans that conform to the Agency Guidelines exespto loan size; and Alt-A mortgage loans, whidraortgage loans that may have
been originated using documentation standardsatiedess stringent than the documentation standguulged by certain other first lien
mortgage loan purchase programs, such as the Adgenicelines, but have one or more compensatingfasuch as a borrower with
a strong credit or mortgage history or significassets; real estate-related securities; and vaoitnes asset classes, subject to
maintaining our REIT status and exemption fromsggtion under the 1940 Act. The RMBS, asset baskedrities, or ABS,
commercial mortgage backed securities, or CMBS,GR®s we purchase may include investment-gradenanenvestment grade
classes, including the BB-rated, B-rated and noedralasses.

Our Corporate Information




We are a Maryland corporation formediunel2007 and commenced operations in November ZD@7principal executive
offices are located at 1211 Avenue of AmericasteS2®02, New York, New York 10036. Our telephonenber is 1-866-315-9930.
Our website is http://www.chimerareit.carithe contents of our website are not a part af phospectus. We have included our
website address only as an inactive textual reteramd do not intend it to be an active link to website.




RISK FACTOR S

Investing in our common stock or prefdrséock, which we refer to as our capital stockpimes a high degree of risk. You should
carefully consider the following risk factors anlti @her information contained in this prospectufdre purchasing our capital stock. The
risks and uncertainties described below are notahly ones facing us. Additional risks and uncettiais that we are unaware of, or that we
currently deem immaterial, also may become impatiactors that affect us. You should carefully ¢desthe risks described under “Risk
Factors” in our most recent Annual Report on Form 10-K anty subsequent Quarterly Reports on Form 10-QdlwHescriptions are
incorporated by reference herein), as well as ttieeninformation contained or incorporated by reface in this prospectus or in any
prospectus supplement hereto before making a decisiinvest in our securities. S*Where You Can Find More Information” and
“Incorporation of Certain Documents by Referencesldow.

If any of the following risks occur, dursiness, financial condition or results of opesas could be materially and adversely affected.
In that case, the trading price of our capital stamuld decline, and you may lose some or all af yvestment

Risks Associated With Recent Adverse Ddepments in the Mortgage Finance and Credit Markets

Difficult conditions in the financial markets and the economy generally, have caused us and may continto cause us market losses
related to our holdings, and we do not expect thesmnditions to improve in the near future.

Our results of operations are materiaffected by conditions in the mortgage market fifencial markets and the economy generally.
Recently, concerns over inflation, energy costspgétical issues, the availability and cost ofditethe mortgage market and a declining real
estate market have contributed to increased vityadihd diminished expectations for the economy iewadkets going forward. The mortgage
market, including the market for prime and Alt-Aalts, has been severely affected by changes ienllinly landscape and there is no
assurance that these conditions have stabilizéftabthey will not worsen. The severity of the lidjty limitation was largely unanticipated |
the markets. For now (and for the foreseeable é)farccess to mortgages has been substantiallgdimivhile the limitation on financing w
initially in the sub-prime mortgage market, theuiidjty issues have now also affected prime andAAtten-Agency lending, with mortgage
rates remaining much higher than previously avélabrecent periods and many product types begvgrely curtailed. This has an impac
new demand for homes, which will compress the homeership rates and weigh heavily on future honieegrerformance. There is a strong
correlation between home price growth rates andgage loan delinquencies. The market deteriordtamcaused us to expect increased
losses related to our holdings and to sell assetdoss.

Although as of and for the nine monthdezhSeptember 30, 2008, we had no impairments oBR& whole mortgage loans, during
the third quarter of 2008, we sold assets withrayaay value of $432.6 million in AAA-rated non-Agey RMBS for a loss of approximately
$113.1 million and terminated $983.4 million in iooial interest rate swaps for a loss of approximga#&0.5 million, which together resulted
in a net realized loss of approximately $123.6iomill As of September 30, 2008 the Company had decba cumulative unrealized loss or
available for sale portfolio of $146.5 million. T@®mMpany expects that the further deterioratiothefmortgage backed securities market
subsequent to September 30, 2008 will likely reisudt significant increase of unrealized losseshenavailable for sale portfolio. Further
declines in the market values of our investmentg autversely affect periodic reported results amdlitravailability, which may reduce
earnings and, in turn, cash available for distidyuto our stockholders.

A substantial portion of our assets dassified for accounting purposes as “availables@ie” and carried at fair value. Changes in the
market values of those assets are directly chavgetedited to other comprehensive income. As alties decline in values may reduce the
book value of our assets. Moreover, if the dedlinealue of an available-for-sale security is ottiean temporary, such decline will reduce
earnings.

All of our repurchase agreements andésterate swap agreements are subject to bilateaadin calls in the event that the collateral
securing our obligations under those facilitiesemds or does not meet our collateralization reqergs. We analyze the sufficiency of our
collateralization daily, and as of September 3@&®n a net basis, the fair value of the colldténaluding restricted cash, securing our
obligations under repurchase agreements and ihtettesswaps, exceeded the amount of such obligabip approximately $130.8 million.
During the six months ended June 30, 2008, duegtaéterioration in the market value of our asse¢sreceived and met margin calls under
our repurchase agreements, which resulted in dairabg additional funding
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from third parties, including from Annaly (see “@&n Relationships and Related Transactions”),takihg other steps to increase our
liquidity. Additionally, the disruptions during theéx months ended June 30, 2008 resulted in ubeing in compliance with the net income
covenant in one of our whole loan repurchase ageatsrand the liquidity covenants in our other whob repurchase agreement at a time
during which we had no amounts outstanding undesetiacilities. We amended these covenants, addlgr29, 2008, we terminated those
facilities to avoid paying non-usage fees. Shoutdreceive additional margin calls, we may not e &dbamend the restrictive covenants or
obtain other funding. If we were unable to postitldal collateral, we would have to sell the ass#ta time when we might not otherwise
choose to do so and such sales may be at a lassluition in credit available may reduce our eaysiand, in turn, cash available to us for
distribution to stockholders.

Dramatic declines in the housing markath falling home prices and increasing foreclosusad unemployment, have resulted in
significant asset write-downs by financial instibuts, which have caused many financial institutitmseek additional capital, to merge with
other institutions and, in some cases, to faihddition, we rely on the availability of financimg acquire residential mortgage loans, real
estate-related securities and real estate loaad@reraged basis. Institutions from which we wa@ek to obtain financing may have owned or
financed residential mortgage loans, real estd&tee securities and real estate loans, which Hegéned in value and caused them to suffer
losses as a result of the recent downturn in thieleatial mortgage market. Many lenders and irtgtibal investors have reduced and, in s¢
cases, ceased to provide funding to borrowersydiag other financial institutions. If these coimalits persist, these institutions may become
insolvent or tighten their lending standards, wtdolild make it more difficult for us to obtain fimeing on favorable terms or at all. Our
profitability may be adversely affected if we areable to obtain cost-effective financing for ouveéstments.

A significant portion of our financing is from Annaly which is a significant shareholder of ours and Wich owns our Manager.

Our ability to fund our investments olegeraged basis depends to a large extent upoahility to secure warehouse, repurchase,
credit, and/or commercial paper financing on ac@elptterms. The current dislocation in the Wagency mortgage sector has made it diffi
for us to obtain short-term financing on favoratelens. As a result, we have completed loan sezatitins in order to obtain long-term
financing and terminated our un-utilized whole lsapurchase agreements in order to avoid payingusage fees under those agreements. Ir
addition, we have entered into a RMBS repurchaseeagent with Annaly. This agreement contains cuatgmepresentations, warranties
covenants contained in such agreements. As of 3on2008, we had $50.0 million outstanding under tepurchase agreement. As of
September 30, 2008, we had approximately $620.omibutstanding under this agreement, which ctutss approximately 56% of our to
financing. As of October 13, 2008, the weightedrage borrowing rate on amounts outstanding undeatireement was 3.97%. Our RMBS
repurchase agreement with Annaly is rolled dailgnatket rates, bears interest at LIBOR plus 15@shzmnts, and is secured by the RMBS
pledged under the agreement. We cannot assurdgoinnaly will continue to provide us with suchdicing. If Annaly does not provide us
with financing, we cannot assure you that we wélldble to replace such financing, and if we areabt# to replace this financing, we coulc
forced to sell our assets at an inopportune timenagrices are depressed.

The lack of liquidity in our investments may advergly affect our business, including our ability to @lue and sell our assets.

We have invested and may continue toshiresecurities or other instruments that ardigatd. Moreover, turbulent market conditio
such as those currently in effect, could signiftbaand negatively impact the liquidity of our assdt may be difficult or impossible to obtain
third party pricing on the investments we purchéiiquid investments typically experience gregpeice volatility, as a ready market does not
exist, and can be more difficult to value. In ahdfif validating third party pricing for illiquid Westments may be more subjective than more
liquid investments. The illiquidity of our investmts may make it difficult for us to sell such intregnts if the need or desire arises. In
addition, if we are required to liquidate all opartion of our portfolio quickly, we may realizegsificantly less than the value at which we
have previously recorded our investments. As altiesur ability to vary our portfolio in response ¢thanges in economic and other conditi
may be relatively limited, which could adverselfeat our results of operations and financial caodit

There can be no assurance that the actions of the&l government, Federal Reserve and other governmiahand regulatory bodies for
the purpose of stabilizing the financial markets, pmarket response to those actions, will achieve ¢hintended effect, our business may
not benefit from these actions and further governmet or market developments could adversely impact us
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In response to the financial issues #ifigadhe banking system and financial markets asidgyconcern threats to investment banks and
other financial institutions, the Emergency Econo®iabilization Act of 2008, or EESA, was recemhacted. The EESA provides the U.S.
Secretary of the Treasury with the authority t@bksh a Troubled Asset Relief Program, or TARRyuechase from financial institutions up
to $700 billion of residential or commercial morggas and any securities, obligations, or otherumsénts that are based on or related to such
mortgages, that in each case was originated oedssn or before March 14, 2008, as well as anyrdthancial instrument that the U.S.
Secretary of the Treasury, after consultation withChairman of the Board of Governors of the Faldeeserve System, determines the
purchase of which is necessary to promote finamsgaket stability, upon transmittal of such deteration, in writing, to the appropriate
committees of the U.S. Congress. The EESA alsoigesvfor a program that would allow companies gure their troubled assets.

There can be no assurance that the EE$Aave a beneficial impact on the financial maskencluding current extreme levels of
volatility. To the extent the market does not regpéavorably to the TARP or the TARP does not figrcas intended, our business may not
receive the anticipated positive impact from thggdiation. In addition, the U.S. Government, FetBeserve and other governmental and
regulatory bodies have taken or are consideringdasther actions to address the financial criis.cannot predict whether or when such
actions may occur or what impact, if any, suchaasicould have on our business, results of operatad financial condition.

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 offices and are cateiplreliant on our Manager. We have no employdlesr than our officers. Our officers are
also employees of our Manager or its affiliatesiclthas significant discretion as to the implemgateof our investment and operating
policies and strategies. Accordingly, we dependhendiligence, skill and network of business cotgadt the senior management of our
Manager. Our Manager’'s employees evaluate, negpgaucture, close and monitor our investmentetiore, our success will depend on
our Manager’s senior managers’ continued servibe.departure of any of the senior managers of camdger could have a material adverse
effect on our performance. In addition, we can offe assurance that our Manager will remain ouestment manager or that we will
continue to have access to our Manager’s senioages. Our management agreement with our Manadgegtends until December 31,
2010. If the management agreement is terminatecharsdiitable replacement is found to manage usnayenot be able to execute our
business plan. Moreover, our Manager is not ol#idad dedicate certain of its employees exclusit@lys nor is it obligated to dedicate any
specific portion of its time to our business, and& of our Manager’'s employees are contractuallijod¢ed to us under our management
agreement with our Manager. The only employeesiofMeanager who are primarily dedicated to our opena are Christian J. Woschenko,
our Head of Investments, and William B. Dyer, owad of Underwriting.

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

We are subject to potential conflictsraérest arising out of our relationship with Ampahd our Manager. An Annaly executive offi
is our Manager's sole director, two of Annaly’s dayges are our directors, and several of Annalyipleyees are officers of our Manager
and us. Specifically, each of our officers alsweeras an employee of our Manager or its affilisdssa result, our Manager and our officers
may have conflicts between their duties to us &ed tuties to, and interests in, Annaly or our lsiger. There may also be conflicts in
allocating investments which are suitable bothufsand Annaly as well as other FIDAC managed fuAdsaly may compete with us with
respect to certain investments which we may waattpire, and as a result we may either not beepted with the opportunity or have to
compete with Annaly to acquire these investments. @anager and our officers may choose to allofaterable investments to Annaly
instead of to us. The ability of our Manager asditficers and employees to engage in other busiaetivities may reduce the time our
Manager spends managing us. Further, during tunbatenditions in the mortgage industry, distresghimcredit markets or other times when
we will need focused support and assistance fronMaunager, other entities for which our Manageoalsts as an investment manager will
likewise require greater focus and attention, plga@ur Manager’s resources in high demand. In sitghtions, we may not receive the
necessary support and assistance we require odwtherwise receive if we were internally managed our Manager did not act as a
manager for other entities. There is no assuradratethe allocation policy that addresses someeattnflicts relating to our investments,
which is described under “Business—Conflicts o&tast,” will be adequate to address all of the lieisfthat may arise. In addition, we have
entered into a repurchase agreement with AnnalyMaunager’'s




parent, to finance our RMBS. This financing arrangat may make us less likely to terminate our Manalg could also give rise to further
conflicts because Annaly may be a creditor of oissone of our creditors, Annaly’s interests mayedge from the interests of our
stockholders.

We pay our Manager substantial managefeestregardless of the performance of our podf@iur Manager’s entitlement to
substantial nonperformance-based compensation madhte its incentive to devote its time and efforseeking investments that provide
attractive risk-adjusted returns for our portfolidis in turn could hurt both our ability to makistdbutions to our stockholders and the
market price of our capital stock. As of Decembe2d08, Annaly owned approximately 8.6% of our tariding common stock, which
percentage excludes unvested shares of our restioimmon stock granted to our executive officatsemployees of our Manager or its
affiliates, which entitles them to receive quasteatistributions based on financial performanceevaluating investments and other
management strategies, this may lead our Managdate emphasis on the maximization of revenuéisea¢xpense of other criteria, such as
preservation of capital. Investments with higheldipotential are generally riskier or more spetivga This could result in increased risk to
the value of our invested portfolio. Annaly mayl sleé shares in us purchased concurrently withiratial public offering at any time after the
earlier of (i) November 15, 2010 or (i) the termiion of the management agreement. Annaly maytsekhares it acquired immediately
following our October 2008 follow on public offegrat any time after the earlier of (i) October 2@11 or (i) the termination of the
management agreement. To the extent Annaly satte €6 its shares, its interests may be less aligrigtdour interests.

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

Our president, chief financial officegdud of investments, treasurer, controller, segretad head of underwriting also serve as
employees of our Manager or its affiliates. In &iddi certain of our directors are employees ofdanager or its affiliates. Our management
agreement with our Manager was negotiated betwaated parties, and its terms, including fees playabay not be as favorable to us as if it
had been negotiated with an unaffiliated third yparermination of the management agreement with\bamager without cause is difficult a
costly. Our independent directors review our Mamageerformance and the management fees annualliyfalowing the initial term, the
management agreement may be terminated annuallg thout cause upon the affirmative vote of astawo-thirds of our independent
directors, or by a vote of the holders of at leastajority of the outstanding shares of our comistogk (other than those shares held by
Annaly or its affiliates), based upon: (i) our Mage&'s unsatisfactory performance that is materidétrimental to us, or (ii) a determination
that the management fees payable to our Managewarair, subject to our Manager’s right to prevemmination based on unfair fees by
accepting a reduction of management fees agreleg &b least two-thirds of our independent directéve must provide our Manager with
180-days’ prior notice of any such termination. Adehally, upon such termination, the managememné@aent provides that we will pay our
Manager a termination fee equal to three timeatlegage annual base management fee earned by magktaduring the prior 24-month
period before such termination, calculated as efethd of the most recently completed fiscal qualiteese provisions may adversely affect
our ability to terminate our Manager without cauder Manager is only contractually committed tovsens until December 31, 2010.
Thereafter, the management agreement is renewalsda annual basis, however, our Manager may tetenthe management agreement
annually upon 180-days’ prior notice. If the mamagat agreement is terminated and no suitable replant is found to manage us, we may
not be able to execute our business plan.

Our board of directors has approved very broad invetment guidelines for our Manager and will not appove each investment decisic
made by our Manager.

Our Manager is authorized to follow verpad investment guidelines. Our board of direcpensodically reviews our investment
guidelines and our investment portfolio, but does and is not required to, review all of our preed investments or any type or category of
investment, except that an investment in a secatitictured or managed by our Manager must be apgroy a majority of our independent
directors. In addition, in conducting periodic ®wi, our board of directors relies primarily oroimhation provided to them by our Manager.
Furthermore, our Manager uses complex strategigstransactions entered into by our Manager maiffieult or impossible to unwind by
the time they are reviewed by our board of dirext@ur Manager has great latitude within the biiogdstment guidelines in determining the
types of assets it may decide are proper invessifenus, which could result in investment retullnat are substantially below expectation
that result in losses, which




would materially and adversely affect our busingssrations and results. Further, decisions madémaedtments entered into by our
Manager may not be in your best interests.

We may change our investment strategy, asset alld@an, or financing plans without stockholder consety which may result in riskier
investments.

We may change our investment strategggtaallocation, or financing plans at any time withthe consent of our stockholders, which
could result in our making investments that aréedént from, and possibly riskier than, the investits described in this prospectus. A che
in our investment strategy or financing plans nrayéase our exposure to interest rate and defakiland real estate market fluctuations.
Furthermore, a change in our asset allocation caddlt in our making investments in asset categatifferent from those described in this
prospectus. These changes could adversely affech#inket price of our capital stock and our abtiitynake distributions to you.

While investments in investment vehiateenaged by our Manager require approval by a ntgjofiour independent directors, our
Manager has an incentive to invest our funds ie$tment vehicles managed by our Manager becaubke pbssibility of generating an
additional incremental management fee, which mdyce other investment opportunities available tdruaddition, we cannot assure you
that investments in investment vehicles manageduoyManager will prove beneficial to us.

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

We may invest in securities of CDOs mablgy our Manager. If all of the securities of a@Managed by our Manager were not fi
placed as a result of our not investing, our Managald experience losses due to changes in the wdlthe underlying investments
accumulated in anticipation of the launch of susrestment vehicle. The accumulated investmentdD@ transaction are generally sold at
the price at which they were purchased and nopteeailing market price at closing. Accordingly,thee extent we invest in a portion of the
equity securities for which there has been a dat&ion of value since the securities were purathase would experience an immediate loss
equal to the decrease in the market value of tdenlying investment. As a result, the interestewfManager in our investing in such a CDO
may conflict with our interests and your interests.

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

Our investment focus is different fronodke of other entities that are or have been maragedr Manager. In particular, entities
managed by our Manager have not purchased wholgag® loans or structured whole loan securitizatibm addition, our Manager has
limited experience in managing CDOs and investm@DOs, non-Agency RMBS, CMBS and other ABS whieghmay pursue as part of our
investment strategy. Accordingly, our Manager’'sdiisal returns are not indicative of its performarior our investment strategy and we can
offer no assurance that our Manager will replicdhehistorical performance of the Manager’s investtrprofessionals in their previous
endeavors. Our investment returns could be sulisiigiribwer than the returns achieved by our Mamagi@vestment professionals’ previous
endeavors.

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

Our Manager provides investment and firradvice to a number of investment vehicles sorde of our Manages’personnel are al
employees of Annaly and in that capacity are ingdlin Annaly’s investment process. Accordingly, seenpete with our Manager's other
investment vehicles and with Annaly for our Manageesources. Our Manager may sponsor and manhgeiatzestment vehicles with an
investment focus that overlaps with ours, whichldaasult in us competing for access to the besiéfiat our relationship with our Manager
provides to us.

Risks Related To Our Business

We have a limited operating history and may not cotinue to operate successfully or generate sufficienevenue to make or sustain
distributions to you.

We were organized in June 2007 and comaetknperations in November 2007 and have a lindfedtating history. We cannot assure
you that we will be able to continue to operate lmusiness successfully or implement our operatoligies and strategies described in 1
prospectus. The results of our operations depend




on many factors, including the availability of oppmities for the acquisition of assets, the vabhrabf our assets, the level and volatility of
interest rates, readily accessible short and leng-financing and the terms of the financing, ctiads in the financial markets and economic
conditions.

Failure to procure adequate capital and funding orfavorable terms, or at all, would adversely affecour results and may, in turn,
negatively affect the market price of shares of oucapital stock and our ability to distribute dividends to you.

The capital and credit markets have lgreriencing extreme volatility and disruption foore than 12 months. In recent weeks, the
volatility and disruption have reached unprecedkigeels. In some cases, the markets have exeotedwdard pressure on stock prices and
credit capacity for certain issuers. We depend uperavailability of adequate funding and capitaldur operations. We intend to finance
assets over the long-term through a variety of mgiacluding repurchase agreements, credit fagsljtsecuritizations, commercial paper and
CDOs. Our access to capital depends upon a nunffiectors over which we have little or no contiiokluding:

. general market condition

. the marke's perception of our growth potenti

. our current and potential future earnings and cisthibutions;
. the market price of the shares of our capital staok

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

The current weakness in the broader ragagnarkets could adversely affect one or moraiopotential lenders or any of our lenders
and could cause one or more of our potential lendeany of our lenders to be unwilling or unallg@tovide us with financing or require us
to post additional collateral. In general, this Idgpotentially increase our financing costs andipedour liquidity or require us to sell assets at
an inopportune time or price.

We have used and expect to use a nunilsauoces to finance our investments, includinguirepase agreements, warehouse facilities,
securitizations, asset-backed commercial papeteand CDOs. Current market conditions have affetitedcost and availability of financing
from each of these sources — and their individuatiglers —to different degrees; some sources generally aagailable, some are availal
but at a high cost, and some are largely unaffe¢tedexample, in the repurchase agreement mdar&epwers have been affected differently
depending on the type of security they are finagncion-Agency RMBS have been harder to financeeddijng on the type of assets
collateralizing the RMBS. The amount, term and rimargquirements associated with these types ohimgys have been negatively impac

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

Itis currently a challenging market ¢orh finance whole loans through securitizationands issued by a CDO structure. The highly
rated senior bonds in these securitizations and €@@tures currently have liquidity, but at mucldev spreads than issues priced earlier
year. The junior subordinate tranches of thesettres currently have few buyers and current mar&etlitions have forced issuers to ref
these lower rated bonds rather than sell them.

Certain issuers of asset-backed comnigrajzer, or ABCP, have been unable to place (drthwir securities, which has resulted, in
some instances, in forced sales of mortgage-baskeudtities, or MBS, and other securities whichfaoaser negatively impacted the market
value of these assets. These market conditionffugdeand likely to change over time.

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

In addition, the impairment of other firtéal institutions could negatively affect us. Heoor more major market participants fails or
otherwise experience a major liquidity crisis, aswhe case for Bear Stearns & Co. in March 2088 Lehman Brothers Holdings Inc. in
September 2008, it could adversely affect the ntability of
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all fixed income securities and this could negdyivepact the value of the securities we acquinestreducing our net book value.

Furthermore, if any of our potential lenslor any of our lenders are unwilling or unablertovide us with financing, we could be
forced to sell our securities or residential mogegéoans at an inopportune time when prices areedspd. For example, for the quarter ended
March 31, 2008, we sold assets with a carryingevali$394.2 million for an aggregate loss of $3RiBion. While we did not sell any assets
during the quarter ended June 30, 2008, for thd thiarter of 2008, we sold assets with a carryadge of $432.6 million in AAA-rated non-
Agency RMBS for a loss of approximately $113.1 milland terminated $983.4 million in notional irgstrrate swaps for a loss of
approximately $10.5 million, which together resdlte a net realized loss of approximately $123.Bioni.

Our business, results of operations armahtial condition may be materially adversely etéel by recent disruptions in the financial
markets. We cannot assure you, under such extrenditions, that these markets will remain an effitisource of long-term financing for
our assets. If our strategy is not viable, we halle to find alternative forms of financing for assets, which may not be available. Further,
as a REIT, we are required to distribute annudllgast 90% of our REIT taxable income, determiwétiout regard to the deduction for
dividends paid and excluding net capital gain,da gnd are therefore not able to retain signifieganbunts of our earnings for new
investments. We cannot assure you that any, oicgiff, funding or capital will be available to ussthe future on terms that are acceptable to
us. If we cannot obtain sufficient funding on adedfe terms, there may be a negative impact omtmiet price of our capital stock and our
ability to make distributions to you. Moreover, @lility to grow will be dependent on our ability procure additional funding. To the extent
we are not able to raise additional funds throdghissuance of additional equity or borrowings, gnawth will be constrained.

We operate in a highly competitive market for invesnent opportunities and more established competit® may be able to compete
more effectively for investment opportunities tharwe can.

A number of entities compete with us takerthe types of investments that we plan to mélecompete with other REITSs, public and
private funds, commercial and investment bankscamdmercial finance companies. Many of our compegitoe substantially larger and hi
considerably greater financial, technical and mémgeresources than we do. Several other REITs hesently raised, or are expected to ri
significant amounts of capital, and may have inwestt objectives that overlap with ours, which megate competition for investment
opportunities. Some competitors may have a lowst ebfunds and access to funding sources that@travailable to us. In addition, some of
our competitors may have higher risk tolerancedifberent risk assessments, which could allow thermonsider a wider variety of
investments and establish more favorable relatipsgshan we can. We cannot assure you that the etitimp pressures we face will not have
a material adverse effect on our business, finhooiadition and results of operations. Also, assutt of this competition, we may not be able
to take advantage of attractive investment oppdragnfrom time to time, and we can offer no aseaeathat we will be able to identify and
make investments that are consistent with our invest objectives.

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

We operate our company so that we willberequired to register as an investment compadgr the 1940 Act because we are
“primarily engaged in the business of purchasingtberwise acquiring mortgages and other liensrmhiaterests in real estate.” Specifically,
our investment strategy is to invest at least 55%uo assets in mortgage loans, RMBS that reprakengntire ownership in a pool of
mortgage loans and other qualifying interests @i estate. In the absence of specific guidancéesubject from the Division of Investment
Management of the SEC, we have determined thauatiog principles generally accepted in the Unigtdtes, or GAAP, is as an appropri
method to value our qualifying real estate assetieuthe 1940 Act. Accordingly, we classify eachihaf whole mortgage loans held by owner
trusts, in which we own all of the equity, as aldyiag asset as long as we remain the beneficialer of the mortgage loans and the
mortgage loans remain our assets under GAAP. Axfditly, approximately 25% of our assets in othget/of mortgages, RMBS, securities
of REITs and other real estate-related assets.r@sudt of the 1940 Act, we are limited in our #@pito make certain investments.

If we fail to qualify for this exemptidan the future, we could be required to restructuwreactivities in a manner that or at a time when
we would not otherwise choose to do so, which coelgatively affect the value of
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shares of our capital stock, the sustainabilitpuf business model, and our ability to make distidns. For example, if the market value of
our investments in securities were to increaserbgraount that resulted in less than 55% of ourtadmeng invested in mortgage loans or
RMBS that represent the entire ownership in a pbahortgage loans or less than 80% of our assétg lievested in real estatelated asset

we might have to sell securities to qualify for exaion under the 1940 Act. The sale could occumduadverse market conditions, and we
could be forced to accept a price below that whehbelieve is acceptable. In addition, there candassurance that the laws and regulations
governing REITs, including regulations issued by fhivision of Investment Management of the SECyjaling more specific or different
guidance regarding the treatment of assets asfyjnglreal estate assets or real estate-relatexisasgill not change in a manner that
adversely affects our operations. A loss of our0L84t exemption would allow our Manager to terméntite management agreement with us,
which would materially adversely affect our busmeasd operations.

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

If the market value or income potentibar RMBS, residential mortgage loans, and otkat estate-related investments declines as a
result of increased interest rates, prepaymens @tether factors, we may need to increase oliestate investments and income or liquidate
our non-qualifying assets to maintain our REIT dication or our exemption from the 1940 Act. Ietldecline in real estate asset values or
income occurs quickly, this may be especially diffi to accomplish. This difficulty may be exaceadshby the illiquid nature of any non-real
estate assets we may own. We may have to makeinimeesdecisions that we otherwise would not maleeabthe REIT and 1940 Act
considerations.

We may leverage our investments, which may advergeaffect our return on our investments and may redae cash available for
distribution to you.

We may leverage our investments througyindwings, generally through the use of repurclageements, warehouse facilities, credit
facilities, securitizations, commercial paper add@3. We are not required to maintain any speciisteo-equity ratio. The amount of
leverage we may use will vary depending on ouiitghib obtain credit facilities, the lenders’ arating agencies’ estimates of the stability of
the investments’ cash flow, and our assessmethieadippropriate amount of leverage for the particagaets we are funding. As of September
30, 2008, we had outstanding indebtedness of appadely $1.1 billion, which consists of recoursedeage of approximately $619.0 million
and non-recourse securitized financing of approségeb501.0 million. We are required to maintaimimum average cash balances in
connection with borrowings under our credit fa@ht Our return on our investments and cash avaifab distribution to you may be reduced
to the extent that changes in market conditionggareus from leveraging our investments, requiréousecrease our rate of leverage, or
increase the amount of collateral we post or irsgehe cost of our financing relative to the incahw can be derived from the assets
acquired. Our debt service payments will reducé ¢lasv available for distributions to you, whichudd adversely affect the price of our
capital stock. We may not be able to meet our dehtice obligations, and, to the extent that wenogrwe risk the loss of some or all of our
assets to foreclosure or sale to satisfy the ofitige. We leverage certain of our assets througbrodhase agreements. A decrease in the
of these assets may lead to margin calls which iNéave to satisfy. We may not have the funds ladé to satisfy any such margin calls
and we may be forced to sell assets at signifigatgpressed prices due to market conditions omrwibke. The satisfaction of such margin
calls may reduce cash flow available for distribatto you. Any reduction in distributions to yousales of assets at inopportune times or at a
loss may cause the value of our capital stock tlirtke in some cases, precipitously.

We may depend on warehouse and repurchase faciliiecredit facilities and commercial paper to execetour business plan, and our
inability to access funding could have a material derse effect on our results of operations, finanal condition and business.

Our ability to fund our investments mapdnd upon our ability to secure warehouse, repgigtcredit, and commercial paper
financing on acceptable terms. Pending the sezatibin of a pool of mortgage loans, if any, we mayd the acquisition of mortgage loans
through borrowings from warehouse, repurchase cesdit facilities and commercial paper. We can jmewno assurance that we will be
successful in establishing sufficient warehousgurehase, and credit facilities and issuing commepaper. In addition, because warehouse,
repurchase, and credit facilities and commercigkpare short-term commitments of capital, the éeadnay respond to market conditions,
which may favor an alternative investment stratiegythem, making it more difficult for us to secure
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continued financing. During certain periods of thedit cycle such as has been in effect recemhdérs may curtail their willingness to
provide financing. If we are not able to renew then existing warehouse, repurchase, and credlitiscand issue commercial paper or
arrange for new financing on terms acceptable t@us we default on our covenants or are othegwinable to access funds under any of
these facilities, we will have to curtail our asaetjuisition activities.

It is possible that the lenders that ptews with financing could experience changesdirtability to advance funds to us, independent
of our performance or the performance of our inwestts, including our mortgage loans. In additibthé regulatory capital requirements
imposed on our lenders change, they may be reqtoredrease significantly the cost of the wareleofiailities that they provide to us. Our
lenders also may revise their eligibility requirertsefor the types of residential mortgage loany tire willing to finance or the terms of such
financings, based on, among other factors, thelatmy environment and their management of perckenak, particularly with respect to
assignee liability. Financing of equity-based lewydifor example, may become more difficult in theufe. Moreover, the amount of financing
we will receive under our warehouse and repurcFegities will be directly related to the lendessiluation of the assets that secure the
outstanding borrowings. Typically warehouse, repase, and credit facilities grant the respectinelée the absolute right to reevaluate the
market value of the assets that secure outstamdirrgwings at any time. If a lender determinegsrsole discretion that the value of the as
has decreased, it has the right to initiate a margll. A margin call would require us to transégeiditional assets to such lender without any
advance of funds from the lender for such transféo repay a portion of the outstanding borrowingsy such margin call could have a
material adverse effect on our results of operatifinancial condition, business, liquidity andlapito make distributions to you, and could
cause the value of our capital stock to decline.rifdg be forced to sell assets at significantly deped prices to meet such margin calls a
maintain adequate liquidity, which could causeamctur losses. Moreover, to the extent we aresfbto sell assets at such time, given mi
conditions, we may be forced to sell assets asdéimee time as others facing similar pressures taisdlar assets, which could greatly
exacerbate a difficult market environment and witobld result in our incurring significantly greatesses on our sale of such assets. In an
extreme case of market duress, a market may nathe@resent for certain of our assets at any price

The current dislocation and weaknessénliroader mortgage markets could adversely affeeior more of our potential lenders and
could cause one or more of our potential lendelstanwilling or unable to provide us with finangihis could potentially increase our
financing costs and reduce our liquidity. If onenwore major market participants fails or othervagperiences a major liquidity crisis, as was
the case for Bear Stearns & Co. in March 2008 agtthtan Brothers Holdings Inc. in September 200&uld negatively impact the
marketability of all fixed income securities, inding Agency and non-Agency RMBS, residential maybans and real estate related
securities, and this could negatively impact theeaf the securities we acquire, thus reducingmnaibook value. Furthermore, if any of our
potential lenders or any of our lenders, includéamaly, are unwilling or unable to provide us witancing, we could be forced to sell our
assets at an inopportune time when prices are siegute

Since June 30, 2008, there have beerased market concerns about Freddie Mac and Fifagks ability to withstand future credit
losses associated with securities held in theiestiment portfolios, and on which they provide goteas, without the direct support of the
federal government. Recently, the government patssetHousing and Economic Recovery Act of 200&nkie Mae and Freddie Mac have
recently been placed into the conservatorship@fderal Housing Finance Agency, or FHFA, thalefal regulator, pursuant to its powers
under The Federal Housing Finance Regulatory Refectrof 2008, a part of the Housing and Economicd®ery Act of 2008. As the
conservator of Fannie Mae and Freddie Mac, the FE&i#rols and directs the operations of Fannie MakFreddie Mac and may (1) take
over the assets of and operate Fannie Mae andiErglda with all the powers of the shareholders,dinectors, and the officers of Fannie
Mae and Freddie Mac and conduct all business ofiEdfiae and Freddie Mac; (2) collect all obligas@and money due to Fannie Mae and
Freddie Mac; (3) perform all functions of Fanniedvlnd Freddie Mac which are consistent with theseprator’s appointment; (4) preserve
and conserve the assets and property of Fanniealtaé&reddie Mac; and (5) contract for assistandelfiling any function, activity, action
or duty of the conservator.

In addition to FHFA becoming the conséovaf Fannie Mae and Freddie Mac, (i) the U.S. &&pent of Treasury and FHFA have
entered into preferred stock purchase agreemet®ée the U.S. Department of Treasury and Fannie &ha Freddie Mac pursuant to
which the U.S. Department of Treasury will ensiva each of Fannie Mae and Freddie Mac maintapwsaive net worth; (ii) the U.S.
Department of Treasury has established a new sttemding credit facility which will be available Fannie Mae, Freddie Mac, and the
Federal Home Loan Banks, which is intended to sasva liquidity backstop, which will be availabletiiDecember 2009; and
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(iii) the U.S. Department of Treasury has initiatettmporary program to purchase RMBS issued bypiEdviae and Freddie Mac. Given the
highly fluid and evolving nature of these eventss unclear how our business will be impacted.d8laspon the further activity of the U.S.
government or market response to developmentsrati€&dae or Freddie Mac, our business could beradixeimpacted.

Continued adverse developments in the residential ontgage market could make it difficult for us to barow money to acquire
investments on a leveraged basis, which could adwely affect our profitability.

We may rely on the availability of finang to acquire residential mortgage loans, reatestelated securities and real estate loans on ¢
leveraged basis. Institutions from which we maykdeeobtain financing may have owned or financesidential mortgage loans, real estate-
related securities and real estate loans which Hagkned in value and caused them to suffer loasesresult of the recent downturn in the
residential mortgage market. If these conditionsigg these institutions may become insolventgittén their lending standards, which could
make it more difficult for us to obtain financing éavorable terms or at all. Our profitability mbg adversely affected if we were unable to
obtain cost-effective financing for our investments

Certain of our financing facilities contain covenars that restrict our operations and may inhibit our ability to grow our business and
increase revenues.

Certain of our financing facilities coimaxtensive restrictions, covenants, and reprasens and warranties that, among other things,
require us to satisfy specified financial, assetlityy loan eligibility and loan performance tedfswe fail to meet or satisfy any of these
covenants or representations and warranties, wéovibeuin default under these agreements and odefsrcould elect to declare all amounts
outstanding under the agreements to be immedidtedyand payable, enforce their respective intesegmst collateral pledged under such
agreements and restrict our ability to make ada#tidoorrowings. Our financing agreements may contedss-default provisions, so that if a
default occurs under any one agreement, the lenthelsr our other agreements could also declaréaaltleThe covenants and restrictions we
expect in our financing facilities may restrict @bility to, among other things:

. incur or guarantee additional de

. make certain investments or acquisitic

. make distributions on or repurchase or redeem alagiiick;
. engage in mergers or consolidatio

. finance mortgage loans with certain attribu

. reduce liquidity below certain level

. grant liens

. incur operating losses for more than a specifigtbge

. enter into transactions with affiliates; a

. hold mortgage loans for longer than establisheeé fi@riods

These restrictions may interfere with ahility to obtain financing, including the finamg needed to qualify as a REIT, or to engage in
other business activities, which may significarithrm our business, financial condition, liquiditydaresults of operations. A default and
resulting repayment acceleration could significantiduce our liquidity, which could require us &l ®ur assets to repay amounts due and
outstanding. This could also significantly harm business, financial condition, results of operagicand our ability to make distributions,
which could cause the value of our capital stocitdoline. A default will also significantly limitw financing alternatives such that we will
unable to pursue our leverage strategy, which couitthil our investment returns.

The repurchase agreements, warehouse facilities,edit facilities and commercial paper that we use téinance our investments may
require us to provide additional collateral and mayrestrict us from leveraging our assets as fully adesired.

We use repurchase agreements, warehacisiids, credit facilities and commercial papefihance our investments. We currently
have uncommitted repurchase agreements with 12eqanties, including Annaly, for
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financing our RMBS. Our repurchase agreements@eeramitted and a counterparty may refuse to advamas under the agreements to

If the market value of the loans or securities gistior sold by us to a funding source decline Inejave may be required by the lending
institution to provide additional collateral or pdgwn a portion of the funds advanced, but we nwyhave the funds available to do so.
Posting additional collateral will reduce our lidity and limit our ability to leverage our assetsich could adversely affect our business. In
the event we do not have sufficient liquidity toeheuch requirements, lending institutions can lacate repayment of our indebtedness,
increase our borrowing rates, liquidate our coikdter terminate our ability to borrow. Such a atian would likely result in a rapid
deterioration of our financial condition and po$gibecessitate a filing for protection under th&lBankruptcy Code. Further, financial
institutions may require us to maintain a certairoant of cash that is not invested or to set asiadelevered assets sufficient to maintain a
specified liquidity position which would allow us satisfy our collateral obligations. As a reswie, may not be able to leverage our assets as
fully as we would choose, which could reduce otunreon equity. If we are unable to meet theseateihl obligations, then, as described
above, our financial condition could deterioratgidéy.

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

When we engage in a repurchase transaati® generally sell securities to the transactiomnterparty and receive cash from the
counterparty. The counterparty is obligated toltelse securities back to us at the end of the teftine transaction, which is typically 30 to
90 days. Because the cash we receive from the eqanty when we initially sell the securities te ttounterparty is less than the value of
those securities (this difference is referred tthashaircut), if the counterparty defaults oroitdigation to resell the securities back to us we
would incur a loss on the transaction equal taatin@unt of the haircut (assuming there was no chamtie value of the securities).

We would also lose money on a repurch@sesaction if the value of the underlying secesithas declined as of the end of the
transaction term, as we would have to repurchaseehurities for their initial value but would reeesecurities worth less than that amount.
Any losses we incur on our repurchase transactionkl adversely affect our earnings, and thus esh@vailable for distribution to you. If
we default on one of our obligations under a repase transaction, the counterparty can terminatééimsaction and cease entering into any
other repurchase transactions with us. In that,casevould likely need to establish a replacemeptirchase facility with another repurchase
dealer in order to continue to leverage our padfahd carry out our investment strategy. Thermoisssurance we would be able to estab
suitable replacement facility.

Our rights under our repurchase agreements are sulgict to the effects of the bankruptcy laws in the @nt of the bankruptcy or
insolvency of us or our lenders under the repurchasagreements.

In the event of our insolvency or bankoyp certain repurchase agreements may qualifggecial treatment under the U.S. Bankruj
Code, the effect of which, among other things, widg to allow the lender under the applicable relpase agreement to avoid the automatic
stay provisions of the U.S. Bankruptcy Code anfibteclose on the collateral agreement without ddlayhe event of the insolvency or
bankruptcy of a lender during the term of a repasehagreement, the lender may be permitted, upgdicable insolvency laws, to repudiate
the contract, and our claim against the lended&mnages may be treated simply as an unsecuredocrediaddition, if the lender is a broker
or dealer subject to the Securities Investor Ptmted\ct of 1970, or an insured depository instdntsubject to the Federal Deposit Insurance
Act, our ability to exercise our rights to recower securities under a repurchase agreement @& totnpensated for any damages resulting
from the lender’s insolvency may be further limitgdthose statutes. These claims would be suljesighificant delay and, if and when
received, may be substantially less than the dasmageactually incur.

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 you.

As our repurchase agreements and otloet-s#rm borrowings mature, we will be requiredheitto enter into new borrowings or to sell
certain of our investments. An increase in shamtmterest rates at the time that we seek to emtemew borrowings would reduce the
spread between our returns on our assets and shefaour borrowings. This would adversely affegt ceturns on our assets that are subject
to prepayment risk, including our mortgage-backezlsties, which might reduce earnings and, in,taash available for distribution to you.
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If we issue senior securities we will be exposed aolditional risks.

If we decide to issue senior securitiethe future, it is likely that they will be goveth by an indenture or other instrument containing
covenants restricting our operating flexibility. diionally, any convertible or exchangeable se@sithat we issue in the future may have
rights, preferences and privileges more favoraida those of our common stock and may result itidit to owners of our common stock.
We and, indirectly, you, will bear the cost of isgpand servicing such securities.

Our securitizations expose us to additional risks.

On April 24, 2008, we sponsored a $618illilon securitization as a long-term financingrisaction whereby we securitized our then-
current inventory of mortgage loans. We generatlyeet to continue to structure these transactiorthat they are treated as financing
transactions, and not as sales, for federal indameurposes, although we may structure some s$izations as sales. On July 25, 2008, we
sponsored a $151.2 million securitization as a $aleur typical securitization structure, we woualthvey a pool of assets to a special pur
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 be secured by the pool of assetsxdhange for the transfer of assets to the igseiity, we would receive the cash
proceeds of the sale of noeeourse notes and a 100% interest in the equitlyeoissuing entity. The securitization of our falit investment
might magnify our exposure to losses on those plastinvestments because any equity interest wadrrén the issuing entity would be
subordinate to the notes issued to investors andauid, therefore, absorb all of the losses susthimith respect to a securitized pool of
assets before the owners of the notes experiencosses. Moreover, we cannot be assured that Wéevable to continue to access the
securitization market, or be able to do so at falla rates. The inability to securitize our portfaould hurt our performance and our ability
to grow our business.

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

We expect that the terms of CDOs we npansor will generally provide that the principal@mt of assets must exceed the principal
balance of the related bonds by a certain amoompwonly referred to as “over-collateralization.” \&feticipate that the CDO terms will
provide that, if certain delinquencies or losseseex the specified levels based on the analysikebyating agencies (or any financial
guaranty insurer) of the characteristics of thetssollateralizing the bonds, the required le¥eiwer-collateralization may be increased or
may be prevented from decreasing as would othetésggermitted if losses or delinquencies did noeexl those levels. Other tests (based or
delinquency levels or other criteria) may restoiat ability to receive net income from assets ¢etlizing the obligations. We cannot assure
you that the performance tests will be satisfiecadvance of completing negotiations with the atigencies or other key transaction pa
on our future CDO financings, we cannot assureofdhe actual terms of the CDO delinquency testsy-@ollateralization terms, cash flow
release mechanisms or other significant factorardigg the calculation of net income to us. Givecent volatility in the CDO market, rating
agencies may depart from historic practices for db@ncings, making them more costly for us. Fa&ilto obtain favorable terms with regard
to these matters may materially and adversely tfffecavailability of net income to us. If our asskil to perform as anticipated, our over-
collateralization or other credit enhancement espassociated with our CDO financings will increase

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

Subject to maintaining our qualificatiasm a REIT, we may utilize various hedging strate¢peseek to reduce our exposure to losses
from adverse changes in interest rates. Our hedggitigity may vary in scope based on the levelaoldtility of interest rates, the type of
assets held and other changing market conditioterdst rate hedging may fail to protect or cowldeaisely affect us because, among other
things:

. interest rate hedging can be expensive, partiguthrting periods of rising and volatile interestess
. available interest rate hedges may not correspordtly with the interest rate risk for which prot®n is sought

. the duration of the hedge may not match the duraifaghe related liability
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. the amount of income that a REIT may earn from hegltransactions (other than through taxable REIdsgliaries, or TRSs) to
offset interest rate losses is limited by fedemalpirovisions governing REIT

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

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

Our hedging transactions, which are idéghto limit losses, may actually limit gains andrease our exposure to losses. For example,
we suffered unrealized losses from hedges in thetguended June 30, 2008. As a result, our hedxgtigity may adversely affect our
earnings, which could reduce our cash availablelifstribution to you. In addition, hedging instrumte involve risk since they often are not
traded on regulated exchanges, guaranteed by hamgye or its clearing house, or regulated by a8 br. foreign governmental authorities.
Consequently, there are no requirements with régpeecord keeping, financial responsibility ogssgation of customer funds and positic
Furthermore, the enforceability of agreements ugihey derivative transactions may depend on comgkawith applicable statutory and
commodity and other regulatory requirements angedding on the identity of the counterparty, aplle international requirements. The
business failure of a hedging counterparty with mhee enter into a hedging transaction will mostljkresult in its default. Default by a
party with whom we enter into a hedging transactiay result in the loss of unrealized profits anit€ us to cover our commitments, if any,
at the then current market price. Although gengnab will seek to reserve the right to terminate loedging positions, it may not always be
possible to dispose of or close out a hedging jposiithout the consent of the hedging counterpanty we may not be able to enter into an
offsetting contract in order to cover our risk. \d&nnot assure you that a liquid secondary marlkeewist for hedging instruments purchased
or sold, and we may be required to maintain a jposiintil exercise or expiration, which could rednllosses.

Our hedging strategies may not be successful in mgating the risks associated with interest rates.

Subject to complying with REIT tax recaritents, we have employed and intend to contineenfgloy techniques that limit, or “hedge,”
the adverse effects of rising interest rates onsbortterm repurchase agreements. In general, our hedgiaiggy depends on our view of
entire portfolio, consisting of assets, liabiliti@sd derivative instruments, in light of prevailingarket conditions. We could misjudge the
condition of our investment portfolio or the market

Our hedging activity will vary in scopaded on the level and volatility of interest radad principal repayments, the type of securities
held and other changing market conditions. Ouraddtadging decisions will be determined in lightleé facts and circumstances existing at
the time and may differ from our currently antidigpé hedging strategy. These techniques may in@atkring into interest rate caps, collars,
floors, forward contracts, futures or swap agreamai'e may conduct certain hedging transactiormutitr a TRS, which will be subject to
federal, state and, if applicable, local income tax

There are no perfect hedging strategied,interest rate hedging may fail to protect omffoss. Alternatively, we may fail to properly
assess a risk to our investment portfolio or méytdarecognize a risk entirely, leaving us exposetbsses without the benefit of any
offsetting hedging activities. The derivative fiéal instruments we select may not have the effeotducing our interest rate risk. The
nature and timing of hedging transactions may arflte the effectiveness of these strategies. Pdesdigned strategies or improperly exec
transactions could actually increase our risk asgés. In addition, hedging activities could resulbsses if the event against which we he
does not occur. For example, interest rate hedgidd fail to protect us or adversely affect usauese, among other things:

. available interest rate hedging may not corresmbrettly with the interest rate risk for which peotion is sought
. the duration of the hedge may not match the duraifaghe related liability

. as explained in further detail in the risk factmnediately below, the party owing money in the hieddransaction may default
on its obligation to pay

. the credit quality of the party owing money on beglge may be downgraded to such an extent thapdirs our ability to sell or
assign our side of the hedging transaction;
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. the value of derivatives used for hedging may hested from time to time in accordance with accontules to reflect chang
in fair value. Downward adjustments,“mark-to-market losse” would reduce our stockhold’ equity.

Whether the derivatives we acquire achieedge accounting treatment under the Financiebéating Standards Board, or FASB,
Statement of Financial Accounting Standards No, A88ounting for Derivative Instruments and Hedgirajivities, or SFAS 133, or not,
hedging generally involves costs and risks. Oughegistrategies may adversely affect us becausgitngdctivities involve costs that we w
incur regardless of the effectiveness of the heglgitivity. Those costs may be higher in periodsafket volatility, both because the
counterparties to our derivative agreements mayatiena higher payment for taking risks, and becagjseated adjustments of our hedges
during periods of interest rate changes also mengase costs. Especially if our hedging strategiesot effective, we could incur significant
hedging-related costs without any correspondingnecoc benefits.

We have elected not to qualify for hedge accountingeatment.

We record derivative and hedge transastin accordance with SFAS 133. We have electetbngqualify for hedge accounting
treatment. As a result, our operating results méfesbecause losses on the derivatives that war @rtb may not be offset by a change in the
fair value of the related hedged transaction.

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

A substantial portion of our assets dassified for accounting purposes as “availables@ie” and carried at fair value. Changes in the
market values of those assets will be directly gedror credited to other comprehensive incomedttitian, a decline in values will reduce
the book value of our assets. A decline in the miavklue of our assets may adversely affect usicplarly in instances where we have
borrowed money based on the market value of thesets If the market value of those assets declinedender may require us to post
additional collateral to support the loan. If werevenable to post the additional collateral, we Mdwave to sell the assets at a time when we
might not otherwise choose to do so and such sadgsbe at a loss. A reduction in credit availablymeduce our earnings and, in turn, cash
available for distribution to you.

We are highly dependent on information systems anthird parties, and systems failures could significatly disrupt our business, whick
may, in turn, negatively affect the market price ofour capital stock and our ability to pay dividendsto you.

Our business is highly dependent on comoations and information systems. Any failurermerruption of our systems could cause
delays or other problems in our securities tradiatvities, including mortgage-backed securitiegling activities, which could have a
material adverse effect on our operating resultsraagatively affect the market price of our capstaick and our ability to pay dividends to
you.

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

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

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

Various federal, state and local lawsehbgen enacted that are designed to discouragatpredending practices. The federal Home
Ownership and Equity Protection Act of 1994, or HZ¥ prohibits inclusion of certain provisions irsigential mortgage loans that have
mortgage rates or origination costs in excess @@ibed levels and requires that borrowers bengieetain disclosures prior to origination.
Some states have enacted, or may enact, similardawegulations, which in some cases impose céstis and requirements greater than
those in HOEPA. In addition, under the anti-predatending laws of some states, the originatiocertain residential
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mortgage loans, including loans that are not diassas “high cost” loans under applicable law, traaisfy a net tangible benefits test with
respect to the related borrower. This test mayipel\subjective and open to interpretation. Agsult, a court may determine that a
residential mortgage loan, for example, does natrie test even if the related originator reashndlieved that the test was satisfied.
Failure of residential mortgage loan originatorservicers to comply with these laws, to the exémt of their residential mortgage loans
become part of our mortgaged-related assets, culdgect us, as an assignee or purchaser to thedeksidential mortgage loans, to
monetary penalties and could result in the borrewescinding the affected residential mortgagedohawsuits have been brought in various
states making claims against assignees or purchaghigh cost loans for violations of state lavaned defendants in these cases have
included numerous participants within the secondaoytgage market. If the loans are found to hawenliginated in violation of predatory
or abusive lending laws, we could incur lossescitiould adversely impact our results of operatifinancial condition and business.

Terrorist attacks and other acts of violence or wammay affect the market for our capital stock, the mdustry in which we conduct our
operations and our profitability.

Terrorist attacks may harm our resultegdrations and your investment. We cannot assaurdhat there will not be further terrorist
attacks against the United States or U.S. busise$sese attacks or armed conflicts may directlyaat the property underlying our asset-
based securities or the securities markets in gériarsses resulting from these types of eventsiairesurable. More generally, any of these
events could cause consumer confidence and spetwdderrease or result in increased volatilityhie United States and worldwide financial
markets and economies. Adverse economic conditonkl harm the value of the property underlying asset-backed securities or the
securities markets in general which could harmaparating results and revenues and may resuleindhatility of the value of our securities.

We are subject to the requirements of the Sarbane®xley Act of 2002.

As we are a public company, our managemseequired to deliver a report that assessesffieetiveness of our internal controls over
financial reporting, pursuant to Section 302 of #a@banes-Oxley Act of 2002, or Sarbanes-Oxley Bettion 404 of the Sarban@sdey Act
requires an independent registered public accogifitim to deliver an attestation report on managetseassessment of, and the operating
effectiveness of our internal controls over finahceporting in conjunction with their opinion onrcaudited financial statements beginning
with the year ending December 31, 2008. Substantigk on our part is required to implement apprafgriprocesses, document the system of
internal control over key processes, assess thsigd, remediate any deficiencies identified astltteeir operation. This process is both
costly and challenging. We cannot give any ass@stitat material weaknesses will not be identifietthe future in connection with our
compliance with the provisions of Sections 302 484 of the Sarbanes-Oxley Act. The existence ofraaterial weakness described above
would preclude a conclusion by management andrmlependent auditors that we maintained effectiterial control over financial
reporting. Our management may be required to desigtdgficant time and expense to remediate any nahtgeaknesses that may be
discovered and may not be able to remediate akriahtveaknesses in a timely manner. The existeheay material weaknesses in our
internal control over financial reporting could@li®sult in errors in our financial statements ttwtld require us to restate our financial
statements, cause us to fail to meet our repodiigations and cause investors to lose confidémoerr reported financial information, all of
which could lead to a decline in the trading paé®ur capital stock.

The increasing number of proposed federal, state ahlocal laws may increase our risk of liability wih respect to certain mortgage
loans and could increase our cost of doing business

The United States Congress and variaie sind local legislatures are considering legisiatvhich, among other provisions, would
permit limited assignee liability for certain viditans in the mortgage loan origination process.dAtenot predict whether or in what form
Congress or the various state and local legislatna@y enact legislation affecting our business.a¢eevaluating the potential impact of th
initiatives, if enacted, on our practices and rssof operations. As a result of these and othtaiives, we are unable to predict whether
federal, state or local authorities will requireanges in our practices in the future. These chaiifigesjuired, could adversely affect our
profitability, particularly if we make such changagesponse to new or amended laws, regulationsdinances in any state where we acc
a significant portion of our mortgage loans, asuth changes result in us being held responsiblenfy violations in the mortgage loan
origination process.

19




Changes in accounting treatment may adversely affeour profitability and impact our financial result s.

In February 2008, the FASB issued finsilgnce regarding the accounting and financiaéstant presentation for transactions which
involve the acquisition of residential mortgagenisareal estate-related securities and real dsiats from a counterparty and the subsequent
financing of these residential mortgage loans, estdte-related securities and real estate loansgh repurchase agreements with the same
counterparty. We are evaluating our position basethe final guidance issued by the FASB. If wendbmeet the criteria under the final
guidance to account for the transactions on a drasis, our accounting treatment would not affeetéconomics of these transactions, but
would affect how these transactions are reporteniirfinancial statements. If we are not able tmply with the criteria under this final
guidance for same party transactions we would belpded from presenting residential mortgage loarad,estate-related securities and real
estate loans and the related financings, as wéfleaselated interest income and interest expasa,gross basis in our financial statements.
Instead, we would be required to account for thelpase commitment and related repurchase agreementet basis and record a forward
commitment to purchase residential mortgage loaad estate-related securities and real estats laga derivative instrument. Such forward
commitments would be recorded at fair value withsaguent changes in fair value recognized in egsnidditionally, we would record the
cash portion of our investment in residential magtg loans, real estate-related securities anckséatie loans as a mortgage-related receivable
from the counterparty on our balance sheet. Althong would not expect this change in presentatidmaive a material impact on our net
income, it could have an adverse impact on ouraijoers. It could have an impact on our abilityriolude certain residential mortgage loans,
real estate-related securities and real estats lparcthased and simultaneously financed from theesaunterparty as qualifying real estate
interests or real estate-related assets used lifyquader the exemption from registration as aveistment company under the 1940 Act. It
could also limit our investment opportunities asmay need to limit our purchases of residentialtgage loans, real estate-related securities
and real estate loans that are simultaneously detwith the same counterparty.

On October 10, 2008, FASB issued FASBf $asition (FSP) 157-3)etermining the Fair Value of a Financial Asset \Wliee Marke
for That Asset Is Not Acti\(*FSP 157-3"), in response to the deterioratiothef credit markets. This FSP provides guidancefgilag how
SFAS 157, should be applied when valuing securitiesarkets that are not active. The guidance pies/an illustrative example that applies
the objectives and framework of SFAS 157, utilizimgnagemens’ internal cash flow and discount rate assumptidmen relevant observat
data do not exist. It further clarifies how obsdreamarket information and market quotes shoulddresidered when measuring fair value in
an inactive market. It reaffirms the notion of faadue as an exit price as of the measurementasatehat fair value analysis is a transactional
process and should not be broadly applied to apgobassets. FSP 15¥is effective upon issuance including prior pesiéor which financia
statements have not been issued. The Company dobslieve the implementation of FSP 157-3 will b@a/material effect on the fair value
of their assets as the Company intends to contimuenethodologies used in previous quarters toevassets as defined under the original
SFAS 157.

Risks Related To Our Investments

We might not be able to purchase residential mortgge loans, mortgage-backed securities and other instenents that meet our
investment criteria or at favorable spreads over ouborrowing costs.

Our net income depends on our abilitpaquire residential mortgage loans, mortgage-baskedrities and other investments at
favorable spreads over our borrowing costs witleyeriencing credit losses and losses in value.ifastments are selected by our
Manager, and you will not have input into such stwgent decisions. Until appropriate investmentshmidentified, our Manager may invest
the net proceeds of any offering in interest-bepshort-term investments, including money markebaaots that are consistent with our
intention to qualify as a REIT. These investmemésexpected to provide a lower net return than ameho achieve from investments in our
intended use of proceeds. Our Manager intendsndum due diligence with respect to each investraadtsuitable investment opportunities
may not be immediately available. Even if opportiesiare available, there can be no assurance Meowtbat our Manager’s due diligence
processes will uncover all relevant facts or that imvestment will be successful.

We may allocate the net proceeds from an offeringptinvestments with which you may not agree.

We will have significant flexibility imivesting the net proceeds of our offerings of séesr You will be unable to evaluate the manner
in which the net proceeds of any offering will beésted or the economic merit of

20




our expected investments and, as a result, we s@yhe net proceeds from an offering to investuestments with which you may not agi
The failure of our management to apply these prdsedéfectively or find investments that meet oweistment criteria in sufficient time or on
acceptable terms could result in unfavorable retucould cause a material adverse effect on yalicanld cause the value of our capital
stock to decline.

We may not realize income or gains from our investents.

We invest to generate both current incame capital appreciation. The investments we invesiay, however, not appreciate in value
and, in fact, may decline in value, and the debtisges we invest in may default on interest dngipal payments. Accordingly, we may not
be able to realize income or gains from our investts. Any gains that we do realize may not be ciefiit to offset any other losses we
experience. Any income that we realize may notuicéent to offset our expenses.

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

While we intend to diversify our portfolof investments in the manner described in thisjpectus, we are not required to observe
specific diversification criteria. To the extenattour portfolio is concentrated in any one geolgi@pegion or type of security, downturns
relating generally to such region or type of segumay result in defaults on a number of our inwesits within a short time period, which
may reduce our net income and the value of oureshamd accordingly may reduce our ability to paydéinds to you.

Our investments in subordinated RMBS are generallyn the “first loss” position and our investments inthe mezzanine RMBS are
generally in the “second loss” position and theref@ subject to losses.

In general, losses on a mortgage loadiedl in a securitization will be borne first byetbquity holder of the issuing trust, and then by
the “first loss” subordinated security holder ahdrt by the “second loss” mezzanine holder. In tleneof default and the exhaustion of any
classes of securities junior to those in which meest and there is any further loss, we will noabke to recover all of our investment in the
securities we purchase. In addition, if the undegymortgage portfolio has been overvalued by tiigirmator, or if the values subsequently
decline and, as a result, less collateral is avkglto satisfy interest and principal payments dui¢he related RMBS, the securities in which
we invest may effectively become the “first losgsjiion behind the more senior securities, whicly mesult in significant losses to us. The
prices of lower credit quality securities are gatlgress sensitive to interest rate changes tharerighly rated investments, but more
sensitive to adverse economic downturns or indefidssuer developments. A projection of an econatoignturn, for example, could caus
decline in the price of lower credit quality seties because the ability of obligors of mortgagedarlying RMBS to make principal and
interest payments may be impaired. In such evaisdiieg credit support in the securitization sturetmay be insufficient to protect us aga
loss of our principal on these securities.

Increases in interest rates could negatively affet¢he value of our investments, which could resulinireduced earnings or losses and
negatively affect the cash available for distributbn to you.

We have invested and will continue toeisivin real estate-related assets by acquiring RM&Sdential mortgage loans, CMBS and
CDOs backed by real estate-related assets. Unttannaal yield curve, an investment in these assétslecline in value if long-term interest
rates increase. Declines in market value may utéijaeduce earnings or result in losses to us¢hvhiay negatively affect cash available for
distribution to you. A significant risk associateith these investments is the risk that both losigatand shorterm interest rates will increa
significantly. If long-term rates were to increasgnificantly, the market value of these investrsembuld decline, and the duration and
weighted average life of the investments wouldéase. We could realize a loss if these assetssséieAt the same time, an increase in
short-term interest rates would increase the amoiiinterest owed on the repurchase agreementher adjustable rate financings we may
enter into to finance the purchase of these addetket values of our investments may decline witremy general increase in interest rates
for a number of reasons, such as increases inltefacreases in voluntary prepayments for thasestments that are subject to prepayment
risk and widening of credit spreads.

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

Our operating results will depend in Egart on the differences between the income framassets, net of credit losses and financing
costs. We anticipate that, in most cases, the iecbam such assets will respond more slowly torggerate fluctuations than the cost of our
borrowings. Consequently, changes in interest ratasicularly shorterm interest rates, may significantly influence pat income. Increas
in these rates will tend to
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decrease our net income and market value of oetsadaterest rate fluctuations resulting in oudeiast expense exceeding our interest inc
would result in operating losses for us and maytlaneliminate our ability to make distributiorns you.

Interest rate mismatches between our investments drour borrowings used to fund our purchases of thesassets may reduce our
income during periods of changing interest rates.

We intend to fund some of our acquissiof residential mortgage loans, real estate-rels¢eurities and real estate loans with
borrowings that have interest rates based on iediod repricing terms with shorter maturities ttr@ninterest rate indices and repricing te
of our adjustable-rate assets. Accordingly, if shem interest rates increase, this may harm oofitpbility.

Some of the residential mortgage loagal, @state-related securities and real estate larscquire are and will be fixed-rate securities.
This means that their interest rates will not vawer time based upon changes in a short-term sttesiee index. Therefore, the interest rate
indices and repricing terms of the assets thatageiee and their funding sources will create apri@s$t rate mismatch between our assets and
liabilities. During periods of changing interestes, these mismatches could reduce our net incdividend yield and the market price of our
stock.

Accordingly, in a period of rising intsteates, we could experience a decrease in n@ni@or a net loss because the interest rates on
our borrowings adjust whereas the interest ratesunriixed-rate assets remain unchanged.

Interest rate caps on our adjustable rate RMBS maydversely affect our profitability.

Adjustable-rate RMBS are typically subjecperiodic and lifetime interest rate caps. &did interest rate caps limit the amount an
interest rate can increase during any given petiddtime interest rate caps limit the amount aetiast rate can increase over the life of the
security. Our borrowings typically will not be sebj to similar restrictions. Accordingly, in a pediof rapidly increasing interest rates, the
interest rates paid on our borrowings could inaeahout limitation while caps could limit the erest rates on our adjustable-rate RMBS.
This problem is magnified for hybrid adjustableerand adjustable-rate RMBS that are not fully irtexFurther, some hybrid adjustable-rate
and adjustable-rate RMBS may be subject to peripajenent caps that result in a portion of the egebeing deferred and added to the
principal outstanding. As a result, we may recédas cash income on hybrid adjustable-rate andstadjle-rate RMBS than we need to pay
interest on our related borrowings. These factotdccreduce our net interest income and cause sisfter a loss.

A significant portion of our portfolio investments will be recorded at fair value, as determined in acordance with our pricing policy as
approved by our board of directors and, as a resultthere will be uncertainty as to the value of thesinvestments.

A significant portion of our portfolio @fivestments is in the form of securities thatraoepublicly traded. The fair value of securities
and other investments that are not publicly tratkegt not be readily determinable. It may be diffiard impossible to obtain third party
pricing on the investments we purchase. We valasdlinvestments quarterly at fair value, as detexchin accordance with our pricing
policy as approved by our board of directors. Bseasuch valuations are inherently uncertain, mastdlte over short periods of time and
may be based on estimates, our determinationsrofdlue may differ materially from the values thaduld have been used if a ready market
for these securities existed. The value of ourtahptock could be adversely affected if our deteations regarding the fair value of these
investments were materially higher than the vathaswe ultimately realize upon their disposal.

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

Many of our investments are susceptibledonomic slowdowns or recessions, which could tedinancial losses in our investments
and a decrease in revenues, net income and ddsésorable economic conditions also could increasefunding costs, limit our access to
the capital markets, result in a decision by leadet to extend credit to us, or force us to ssdbss at an inopportune time and for a loss.
These events could prevent us from increasing timearsts and have an adverse effect on our openasts.
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Changes in prepayment rates could negatively affethe value of our investment portfolio, which couldresult in reduced earnings or
losses and negatively affect the cash available fdistribution to you.

There are seldom any restrictions ondwers’ abilities to prepay their residential moggdoans. Homeowners tend to prepay
mortgage loans faster when interest rates dedlinasequently, owners of the loans have to reinesmoney received from the prepaym
at the lower prevailing interest rates. Conversetymeowners tend not to prepay mortgage loans witerest rates increase. Consequently,
owners of the loans are unable to reinvest monailould have otherwise been received from prepaysreg the higher prevailing interest
rates. This volatility in prepayment rates may eiffeur ability to maintain targeted amounts of legge on our portfolio of residential
mortgage loans, RMBS, and CDOs backed by realeasthiited assets and may result in reduced earnirigsses for us and negatively aff
the cash available for distribution to you.

To the extent our investments are purethat a premium, faster than expected prepaymesist in a faster than expected amortization
of the premium paid, which would adversely affeat earnings. Conversely, if these investments \parehased at a discount, faster than
expected prepayments accelerate our recognitiomcome.

A decrease in prepayment rates may adversely affeour profitability.

When borrowers prepay their mortgage saatrslower than expected rates, prepayments arldited residential mortgage loans, real
estate-related securities and real estate loandomalower than expected. These slower than expeetgments may adversely affect our
profitability.

We may purchase residential mortgagedpweal estate-related securities and real estatesthat have a lower interest rate than the
then prevailing market interest rate. In excharmgdHis lower interest rate, we may pay a disceamqar value to acquire the investment. In
accordance with accounting rules, we will accrhtg discount over the expected term of the investrhased on our prepayment assumpt
If the investment is prepaid at a slower than etgubcate, however, we must accrete the remainingopoof the discount at a slower than
expected rate. This will extend the expected lifehe portfolio and result in a lower than expecyéeld on investment purchased at a disct
to par.

The mortgage loans we invest in and the mortgagedas underlying the mortgage and asset-backed sectieis we invest in are subject
to delinquency, foreclosure and loss, which couldesult in losses to us.

Residential mortgage loans are typicsdigured by single-family residential property arelsubject to risks of delinquency and
foreclosure and risks of loss. The ability of arbarer to repay a loan secured by a residentialgrtgps dependent upon the income or assets
of the borrower. A number of factors, includingengral economic downturn, acts of God, terrorismia unrest and civil disturbances, may
impair borrowers’ abilities to repay their loans.dddition, we invest in non-Agency RMBS, which beeked by residential real property but,
in contrast to Agency RMBS, their principal anceirgst is not guaranteed by federally charteredienguch as Fannie Mae and Freddie Mac
and, in the case of Ginnie Mae, the U.S. governmiémg U.S. Department of Treasury and FHFA have atdered into preferred stock
purchase agreements between the U.S. Departmé@&néasury and Fannie Mae and Freddie Mac pursuamhitch the U.S. Department of
Treasury will ensure that each of Fannie Mae ardidie Mac maintains a positive net worth. Assekbdcsecurities are bonds or notes
backed by loans or other financial assets. Thétyabil a borrower to repay these loans or otheaditial assets is dependent upon the income
or assets of these borrowers. Commercial mortgzayeslare secured by multifamily or commercial priypend are subject to risks of
delinquency and foreclosure, and risks of loss dhatgreater than similar risks associated withdaaade on the security of single-family
residential property. The ability of a borrowerépay a loan secured by an income-producing prppgotcally is dependent primarily upon
the successful operation of such property ratheem tipon the existence of independent income otsasbéhe borrower. If the net operating
income of the property is reduced, the borrowebitity to repay the loan may be impaired. Net oiagaincome of an income producing
property can be affected by, among other thingmrtemix, success of tenant businesses, propentageament decisions, property location
and condition, competition from comparable typeprafperties, changes in laws that increase operatipense or limit rents that may be
charged, any need to address environmental condimminat the property, the occurrence of any unedasualty at the property, changes in
national, regional or local economic conditionspecific industry segments, declines in regiondboal real estate values, declines in
regional or local rental or occupancy rates, ingesan interest rates, real estate tax rates &d operating expenses, changes in
governmental rules, regulations and fiscal policiesluding environmental legislation, acts of Gtetrorism, social unrest and civil
disturbances. In the event of any
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default under a mortgage loan held directly bywsswill bear a risk of loss of principal to the emt of any deficiency between the value of
the collateral and the principal and accrued istenéthe mortgage loan, which could have a mdtadserse effect on our cash flow from
operations. In the event of the bankruptcy of atgage loan borrower, the mortgage loan to suchola@r will be deemed to be secured only
to the extent of the value of the underlying cealfat at the time of bankruptcy (as determined lylthnkruptcy court), and the lien securing
the mortgage loan will be subject to the avoidgmawers of the bankruptcy trustee or debtor-in-pesisa to the extent the lien is
unenforceable under state law. Foreclosure of agage loan can be an expensive and lengthy predash could have a substantial nega
effect on our anticipated return on the foreclosexntgage loan. RMBS evidence interests in or acargel by pools of residential mortgage
loans and CMBS evidence interests in or are sedwedsingle commercial mortgage loan or a poaamhmercial mortgage loans.
Accordingly, the RMBS and CMBS we invest in arejeabto all of the risks of the respective undertymortgage loans.

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

If we sell loans, we would be requiredrtake customary representations and warranties albioh loans to the loan purchaser. Our
residential mortgage loan sale agreements regsite tepurchase or substitute loans in the everire&ch a representation or warranty given
to the loan purchaser. In addition, we may be reglio repurchase loans as a result of borrowadfea in the event of early payment default
on a mortgage loan. Likewise, we are required porehase or substitute loans if we breach a reptatsen or warranty in connection with
our securitizations. The remedies available toralmser of mortgage loans are generally broadertti@se available to us against the
originating broker or correspondent. Further, jifuichaser enforces its remedies against us, wenwtdye able to enforce the remedies we
have against the sellers. The repurchased loaitatlypcan only be financed at a steep discounihéir repurchase price, if at all. They are
also typically sold at a significant discount te lmpaid principal balance. Significant repurchectévity could harm our cash flow, results of
operations, financial condition and business protspe

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

Subject to maintaining our qualificatiam a REIT, part of our investment strategy involeetering into derivative contracts that could
require us to fund cash payments in certain circantes. These potential payments will be contintigbilities and therefore may not appear
on our statement of financial condition. Our abitid fund these contingent liabilities will depeaid the liquidity of our assets and access to
capital at the time, and the need to fund thesérogent liabilities could adversely impact our firzdal condition.

Our Manager’s due diligence of potential investments may not veal all of the liabilities associated with such westments and may no
reveal other weaknesses in such investments, whicbuld lead to investment losses.

Before making an investment, our Managsesses the strengths and weaknesses of theatoigin issuer of the asset as well as other
factors and characteristics that are materialégtirformance of the investment. In making thesssaent and otherwise conducting
customary due diligence, our Manager relies onuess available to it and, in some cases, an ilga&tn by third parties. This process is
particularly important with respect to newly formexdginators or issuers with unrated and other adibated tranches of MBS and ABS
because there may be little or no information miplavailable about these entities and investméritere can be no assurance that our
Manager’s due diligence process will uncover dévant facts or that any investment will be sucfidss

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

We own assets secured by real estatenagcown real estate directly in the future, eittmeough direct investments or upon a defau
mortgage loans. Real estate investments are subjeatious risks, including:

. acts of God, including earthquakes, floods andrathéural disasters, which may result in uninsuosdes
. acts of war or terrorism, including the consequsrafgerrorist attacks, such as those that occume8eptember 11, 20C
. adverse changes in national and local economicraaréet conditions
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. changes in governmental laws and regulations, [ffmi&cies and zoning ordinances and the relatestiscof compliance with law
and regulations, fiscal policies and ordinant

. 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 occiirmjay reduce our return from an affected propertinvestment and reduce or eliminate our
ability to make distributions to you.

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

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

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

We may in the future invest in RMBS battks collateral pools of subprime residential magg loans. “Subprime” mortgage loans
refer to mortgage loans that have been originasgtunderwriting standards that are less restddtian the underwriting requirements used
as standards for other first and junior lien moggan purchase programs, such as the prografenoie Mae and Freddie Mac. These
lower standards include mortgage loans made t@bens having imperfect or impaired credit histoiesluding outstanding judgments or
prior bankruptcies), mortgage loans where the armofithe loan at origination is 80% or more of tledue of the mortgage property,
mortgage loans made to borrowers with low credites, mortgage loans made to borrowers who haws débt that represents a large
portion of their income and mortgage loans madsotoowers whose income is not required to be désdoor verified. Due to economic
conditions, including increased interest rateslamgr home prices, as well as aggressive lendiagtjpes, subprime mortgage loans have in
recent periods experienced increased rates ofcedircy, foreclosure, bankruptcy and loss, and #neyikely to continue to experience
delinquency, foreclosure, bankruptcy and loss rditasare higher, and that may be substantiallizdrigthan those experienced by mortgage
loans underwritten in a more traditional mannemug,tbecause of the higher delinquency rates asdsasssociated with subprime mortgage
loans, the performance of RMBS backed by subpriroggage loans in which we may invest could be spoedingly adversely affected,
which could adversely impact our results of operstj financial condition and business.

Fannie Mae and Freddie Mac, which guarantee the Agey RMBS in which we may invest, were recently plad into the
conservatorship of the Federal Housing Finance Agewy.

The interest and principal payments wgeekto receive on some of the mortgage-backedisiesun which we intend to invest will be
guaranteed by Fannie Mae, Freddie Mac, or Ginnie.Mhe recent economic challenges in the residentietigage market have affected the
financial results and stock values of Fannie Ma: fereddie Mac. In the second quarter of 2008, Battnie Mae and Freddie Mac reported
substantial losses. Fannie Mae reported a nebfd®2.3 billion in the second quarter 2008, comgdaméth a first quarter 2008 net loss of $2.2
billion. Fannie Mae recently stated that it expehtsdownturn in the housing market and the disoagn the mortgage and credit markets to
continue to adversely affect their financial resit 2008 and 2009. Freddie Mac has also reportext bpss of $821 million in the second
guarter 2008, compared with a first quarter 200do®s of $151 million.

Since June 30, 2008, there have beerased market concerns about Freddie Mac and Filagks ability to withstand future credit
losses associated with securities held in theiestiment portfolios, and on which they provide goteas, without the direct support of the
federal government. Recently, the government patssetHousing and Economic Recovery Act of 200&nkie Mae and Freddie Mac have
recently been placed into the conservatorship@Rideral Housing Finance Agency, or FHFA, thalefal regulator, pursuant to its powers
under The Federal Housing Finance Regulatory Refectrof 2008, a part of the Housing and Economicd®ery Act of 2008. As the
conservator of Fannie Mae and Freddie Mac, the FE&i#rols and directs the operations of
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Fannie Mae and Freddie Mac and may (1) take oweasisets of and operate Fannie Mae and Freddievittaall the powers of the
shareholders, the directors, and the officers ohieaMae and Freddie Mac and conduct all businEBainie Mae and Freddie Mac; (2)
collect all obligations and money due to Fannie Maé Freddie Mac; (3) perform all functions of FienMae and Freddie Mac which are
consistent with the conservator’'s appointmentp{éserve and conserve the assets and propertynofe-slae and Freddie Mac; and (5)
contract for assistance in fulfilling any functiagtivity, action or duty of the conservator.

In addition to FHFA becoming the conséovaf Fannie Mae and Freddie Mac, (i) the U.S. @&pent of Treasury and FHFA have
entered into preferred stock purchase agreemet®ée the U.S. Department of Treasury and Fannie &ha Freddie Mac pursuant to
which the U.S. Department of Treasury will ensia each of Fannie Mae and Freddie Mac maintapwsaive net worth; (ii) the U.S.
Department of Treasury has established a new sgtemding credit facility which will be available Fannie Mae, Freddie Mac, and the
Federal Home Loan Banks, which is intended to sasva liquidity backstop, which will be availabletiiDecember 2009; and (iii) the U.S.
Department of Treasury has initiated a temporaogmm to purchase RMBS issued by Fannie Mae ardtfeélac. Given the highly fluid
and evolving nature of these events, it is undieav our business will be impacted. Based uponuhiér activity of the U.S. government or
market response to developments at Fannie Maeedidie Mac, our business could be adversely impacted

Exchange rate fluctuations may limit gains or resulin losses.

If we directly or indirectly hold assetsnominated in currencies other than U.S. doliaeswill be exposed to currency risk that may
adversely affect performance. Changes in the Wblkark rate of exchange with other currencies raffgct the value of investments in our
portfolio and the income that we receive in respéauch investments. In addition, we may incut&@s connection with conversion betwe
various currencies, which may reduce our net incanteaccordingly may reduce our ability to payriisitions to you.

Risks Related To Our Capital Stock

Annaly owns a significant percentage of our commostock, which could result in significant influenceover the outcome of matters
submitted to the vote of our stockholders.

As of December 1, 2008, Annaly owned agjpnately 8.6% of our outstanding common stock,clipercentage excludes unvested
shares of our restricted common stock granted t@xecutive officers and employees of our Managetsaaffiliates. As a result, Annaly mi
have significant influence over the outcome of eratsubmitted to a vote of our stockholders, incigdhe election of our directors or
transactions involving a change in control. Theiiests of Annaly may conflict with, or differ frorthe interests of other holders of our cay
stock, particularly as Annaly is also a large di@dof ours. So long as Annaly continues to owigaificant percentage of shares of our
common stock, it will significantly influence allio corporate decisions submitted to our stockhsld@r approval, regardless of whether we
terminate the management agreement with our Manager

We issued common stock on the New York Stock Exchga on November 16, 2007.

Our shares of common stock are newlyedssecurities for which there was no trading mapkietr to November 2007. The market
price of our common stock may be highly volatilel @ould be subject to wide fluctuations as has tieerase due to the adverse conditions
in the mortgage industry and credit markets. Tl&r® assurance that our stock price will not corgito experience significant volatility in
the current environment.

Some additional factors that could negdyi affect our share price include:

. actual or anticipated variations in our quarteheiating results
. changes in our earnings estimates or publicatioesdarch reports about us or the real estatetiyc
. increases in market interest rates that may leachpsers of our shares to demand a highery
. changes in market valuations of similar compar
. changes in valuations of our ass:
. adverse market reaction to any increased indebgsdme incur in the futur
. additions or departures of our Mane's key personne
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. 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 anyfutfire sales of common stock, or the availabilitgloares for future sales, on the market price of
our capital stock. Sales of substantial amountoofmon stock, or the perception that such salelsl @mecur, may adversely affect prevailing
market prices for the capital stock. At June 3@M&Ave had 38,999,850 shares of common stock ismsugdutstanding. In addition, As of
December 1, 2008, Annaly owned approximately 8.6%uo outstanding common stock, which percentagéueles unvested shares of our
restricted common stock granted to our executifieers and employees of our Manager or its afééatOur equity incentive plan provides
grants of restricted common stock and other edudtyed awards up to an aggregate of 8% of the issuwbdutstanding shares of our comr
stock (on a fully diluted basis) at the time of Hweard, subject to a ceiling of 40,000,000 shavedlable for issuance under the plan. On
January 2, 2008, our executive officers and othgpleyees of our Manager and our independent direetere granted, as a group, 1,301,000
shares of our restricted common stock. The restticommon stock granted to our executive officacs@her employees of our Manager or
its affiliates vests in equal installments on tinstbusiness day of each fiscal quarter over ageaf 10 years beginning on January 2, 2008,
of which 73,600 shares vested and 6,713 sharesfaréeited during the six months ended June 308200e restricted common stock
granted to our executive officers and other empdsyaf our Manager or its affiliates that remainstariding and are unvested will fully vest
on the death of the individual. The 1,160,100 shafeour restricted common stock granted to oucetiee officers and other employees of
our Manager or its affiliates and to our independirectors that remains unvested as of Decemh2008 represents approximately 0.7% of
the issued and outstanding shares of our commah & a fully diluted basis). We will not make tiilsutions on shares of restricted stock
that have not vested. We, Annaly, and our executffieers and our directors have agreed with theemwriters to a 90-day lock-up period
(subject to extensions), meaning that, until the @inthe 90-day lock-up period, we and they wilt,/subject to certain exceptions, sell or
transfer any shares of common stock without thermonsent of Merrill Lynch & Co, which we refer & Merrill Lynch. Merrill Lynch may,
in its sole discretion, at any time from time tmé& and without notice, waive the terms and conatiof the lock-up agreements to which it is
a party. Additionally, Annaly has agreed with ustfurther lock-up period in connection with thess purchased by Annaly concurrently
with our initial public offering that will expiretahe earlier of (i) November 15, 2010 or (i) treemination of the management agreement.
Annaly has further agreed with us to a further tapkperiod in connection with the shares it pureldasimediately following our October
2008 follow on public offering that will expire #ie earlier of (i) October 24, 2011 or (ii) thertémation of the management agreement. W
the lock-up periods expire, these common shard$edome eligible for sale, in some cases subgetiid requirements of Rule 144 under the
Securities Act of 1933, as amended, or the SeesrAct, which are described under “Shares Eligidstd-uture Sale.” The market price of our
capital stock may decline significantly when thstnetions on resale by certain of our stockholdapse. Sales of substantial amounts of
common stock or the perception that such saleslamdur may adversely affect the prevailing magkéte for our capital 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 ¢grdy basis out of assets legally available ther&smur stockholders in amounts such that ¢
substantially all of our REIT taxable income in legear is distributed. We have not establishedrammim distribution payment level and ¢
ability to pay distributions may be adversely aféetby a number of factors, including the risk éastdescribed in this prospectus. All
distributions will be made at the discretion of dard of directors and will depend on our earnjiogs financial condition, maintenance of
our REIT status and other factors as our boardrettbrs may deem relevant from time to time. Amtimg factors that could adversely affect
our results of operations and impair our abilitypty distributions to our stockholders are:

. the profitability of the investment of the net peeds of any offering:
. our ability to make profitable investmen

. margin calls or other expenses that reduce our fbash
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. defaults in our asset portfolio or decreases invitiee of our portfolio; an

. the fact that anticipated operating expense lawalg not prove accurate, as actual results mayfvany estimates

A change in any one of these factorsataffliect our ability to make distributions. We cahassure you that we will achieve investnr
results that will allow us to make a specified levecash distributions or year-to-year increasesash distributions.

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

One of the factors that investors maysaer in deciding whether to buy or sell our shasesur distribution rate as a percentage of our
share price relative to market interest rates.dfkat interest rates increase, prospective investay demand a higher distribution rate or
seek alternative investments paying higher dividemdinterest. As a result, interest rate fluctuaiand capital market conditions can affect
the market value of our shares. For instancetdfr@st rates rise, it is likely that the marketerof our shares will decrease as market rates or
interest-bearing securities, such as bonds, inereas

Investing in our shares may involve a high degreef oisk.

The investments we make in accordande eut investment objectives may result in a higloamt of risk when compared to
alternative investment options and volatility osdaf principal. Our investments may be highly siegitve and aggressive, are subject to
credit risk, interest rate, and market value riskspng others, and therefore an investment inloares may not be suitable for someone with
lower risk tolerance.

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

The stock market has experienced extrenice and volume fluctuations that have affectedrttarket price of many companies in
industries similar or related to ours and that Haeen unrelated to these companies’ operating ipegioces. These broad market fluctuations
could reduce the market price of our capital stéaekthermore, our operating results and prospeatsim below the expectations of public
market analysts and investors or may be lower thase of companies with comparable market capitétins, which could lead to a material
decline in the market price of our capital stock.

Future sales of shares may have adverse consequenfm investors.

We may issue additional shares in subsstublic offerings or private placements to ma&e investments or for other purposes. We
are not required to offer any such shares to egsttockholders on a pre-emptive basis. Therefoneay not be possible for existing
stockholders to participate in such future shaseds, which may dilute the existing stockholdantiiests in us. As of December 1, 2008,
Annaly owned approximately 8.6% of our outstandingimon stock, which percentage excludes unvesta@slof our restricted common
stock granted to our executive officers and empsya our Manager or its affiliates. Annaly will permitted, subject to the requirements of
Rule 144 under the Securities Act, to sell suclieshapon the earlier of (i) (a) November 15, 201 wespect to shares acquired concurre
with our initial public offering and (b) October 22011 with respect to shares acquired immedidtdigwing our October 2008 follow on
public offering or (ii) the termination of the magement agreement.

Risks Related to Our Organization and Structure

Our charter and bylaws contain provisions that mayinhibit potential acquisition bids that you may corsider favorable, and the marke
price of our capital stock may be lower as a result

Our charter and bylaws contain provisitha have an anti-takeover effect and inhibit angfe in our board of directors. These
provisions include the following:

. There are ownership limits and restrictions on s#arability and ownership in our charteifo qualify as a REIT for each
taxable year after 2007, not more than 50% of #ieevof our outstanding stock may be owned, diyemticonstructively, by fivt
or fewer individuals during the second half of aayendar year. In addition, our shares must befléaléy owned by 100 or
more persons during at least 335 days of a taxedzsleof 12 months or during a proportionate pad ehorter taxable year for
each taxable year after 2007. To assist us infgatisthese tests, our charter generally prohihitg person from beneficially or
constructively owning more than 9.8% in value ominer of shares
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whichever is more restrictive, of any class oredf our outstanding capital stock. These regiristmay discourage a tender
offer or other transactions or a change in the amsition of our board of directors or control thaght involve a premium price fi
our shares or otherwise be in your best interagtsaay shares issued or transferred in violatiosuch restrictions being



automatically transferred to a trust for a chatadieneficiary, thereby resulting in a forfeiturfetiee additional share

Our charter permits our board of directors to issteck with terms that may discourage a third pérbyn acquiring us Our
charter permits our board of directors to amendctiater without stockholder approval to incredmetotal number of authorized
shares of stock or the number of shares of ang daseries and to issue common or preferred shaskng preferences,
conversion or other rights, voting powers, restiits, limitations as to dividends or other disttibas, qualifications, or terms or
conditions of redemption as determined by our bo@indis, our board could authorize the issuancéockswith terms and
conditions that could have the effect of discourgg takeover or other transaction in which hol@éisome or a majority of our
shares might receive a premium for their shares thether-prevailing market price of our shar

Maryland Control Share Acquisition A. Maryland law provides that “control shares” af@poration acquired in a “control share
acquisition” will have no voting rights except tetextent approved by a vote of two-thirds of tbees eligible to be cast on the
matter under the Maryland Control Share Acquisithat. “Control sharesineans voting shares of stock that, if aggregatéid ali
other shares of stock owned by the acquirer oespect of which the acquirer is able to exercisdirect the exercise of voting
power (except solely by a revocable proxy), woultitle the acquirer to exercise voting power incéheg directors within one of
the following ranges of voting power: one-tenthmasre but less than one-third, one-third or morelésg than a majority, or a
majority or more of all voting power. A “control afe acquisition” means the acquisition of contr@res, subject to certain
exceptions

If voting rights or control shares acquired in atrol share acquisition are not approved at a $iolders meeting, or if the
acquiring person does not deliver an acquiringgestatement as required by the Maryland Contraf&KAcquisition Act, then,
subject to certain conditions and limitations, igsuer may redeem any or all of the control shmefair value. If voting rights of
such control shares are approved at a stockhatdeesing and the acquirer becomes entitled to vot@jarity of the shares of
stock entitled to vote, all other stockholders reagrcise appraisal rights. Our bylaws contain aipion exempting acquisitions
our shares from the Maryland Control Share Acgoisiict. However, our board of directors may amendbylaws in the future
to repeal or modify this exemption, in which casg eontrol shares of our company acquired in arcbshare acquisition will be
subject to the Maryland Control Share Acquisitioct./

Business Combinatior. Under Maryland law, “business combinations” betwa Maryland corporation and an interested
stockholder or an affiliate of an interested statllbr are prohibited for five years after the mmestent date on which the interes
stockholder becomes an interested stockholder.€Tbgsiness combinations include a merger, congimigashare exchange or, in
circumstances specified in the statute, an asmesfer or issuance or reclassification of equitusies. An interested stockholder
is defined as

o any person who beneficially owns 10% or more ofitbing power of the corporati’'s shares; c

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

A person is not an interested stockholder undestaieite if the board of directors approved in adeathe transaction by which
such person otherwise would have become an inéglssbckholder. However, in approving a transactioa board of directors

may provide that its approval is subject to comqiig at or after the time of approval, with anyrterand conditions determined
the board. After the fiv-year prohibition, any business combination betwéerMaryland corporation and .
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interested stockholder generally must be recomneebgléhe board of directors of the corporation apgroved by the affirmative
vote of at leasl

O  80% of the votes entitled to be cast by holdersut$tanding shares of voting stock of the corporatand

O  two-thirds of the votes entitled to be cast by koddof voting stock of the corporation, other tishares held by the
interested stockholder with whom or with whoselitt@ the business combination is to be effecteledd by an
affiliate or associate of the interested stockhol

These super-majority vote requirements do not aifphe corporatiors common stockholders receive a minimum price efigec
under Maryland law, for their shares in the forntash or other consideration in the same form egigusly paid by the interest
stockholder for its shares. The statute permitiuarexemptions from its provisions, including Imeésis combinations that are
exempted by the board of directors before the timethe interested stockholder becomes an inestesbckholder. Our board of
directors has adopted a resolution which provibdasany business combination between us and aey p#ison is exempted from
the provisions of the Maryland Control Share Acdigia Act, provided that the business combinati®fiist approved by the boe
of directors. This resolution, however, may beralieor repealed in whole or in part at any timehi$ resolution is repealed, or
board of directors does not otherwise approve mbas combination, this statute may discouragerstinem trying to acquire
control of us and increase the difficulty of consnating any offer

Staggered boardOur board of directors is divided into three sksof directors. The current terms of the directopire in 2009,
2010 and 2011, respectively. Directors of eachscdae chosen for three-year terms upon the expirafi their current terms, and



each year one class of directors is elected bygtthekholders. The staggered terms of our directag reduce the possibility of a
tender offer or an attempt at a change in congradn though a tender offer or change in controhtriige in your best interes

. Our charter and bylaws contain other possible d@akieover provisionsOur charter and bylaws contain other provisidrat tay
have the effect of delaying, deferring or prevegtinchange in control of us or the removal of éxistlirectors and, as a result,
could prevent you from being paid a premium forrycapital stock over the then- prevailing markétgrSee “Description of
Capital Stoc” and“Certain Provisions of Maryland General Corporatiawv and Our Charter and Byla\”

Our rights and your rights to take action against air directors and officers are limited, which couldlimit your recourse in the event of
actions not in your best interests.

Our charter limits the liability of ouirdctors and officers to us and you for money dagsagxcept for liability resulting from:

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

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

for which Maryland law prohibits such exemptionrfrdiability.

In addition, our charter authorizes uslitigate our company to indemnify our present tomcher directors and officers for actions
taken by them in those capacities to the maximurargpermitted by Maryland law. Our bylaws requiseto indemnify each present or
former director or officer, to the maximum exteetmitted by Maryland law, in the defense of anyceexing to which he or she is made, or
threatened to be made, a party because of hig @ehéce to us. In addition, we may be obligateflhd the defense costs incurred by our
directors and officers. See “Certain Provision$/afyland General Corporation Law and Our Charter Bplaws—Limitation on Liability of
Directors and Officers; Indemnification and Advamdd=xpenses.”
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Tax Risks
Your investment has various federal income tax risk.

This summary of certain tax risks is timal to the federal tax risks addressed below. Aaitit risks or issues may exist that are not
addressed in this prospectus and that could afiediederal tax treatment of us or you. Becauseptospectus was written in connection with
the marketing of our capital stock, it is not irded to be used and cannot be used by you to aeoaltes that may be imposed on
stockholders under the Internal Revenue Code,eo€tide. We strongly urge you to review carefully discussion under “Certain Federal
Income Tax Considerations” and to seek advice basgaur particular circumstances from an indepahtix advisor concerning the effects
of federal, state and local income tax law on aestment in our capital stock and on your individaa situation.

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

To qualify as a REIT for federal inconag purposes, we must continually satisfy variogssteegarding the sources of our income, the
nature and diversification of our assets, the arnteowe distribute to stockholders and the ownershipur stock. To meet these tests, we may
be required to forego investments we might othexwiike. We may be required to make distributionstoat disadvantageous times or
when we do not have funds readily available fotritigtion. Thus, compliance with the REIT requirerteemay hinder our investment
performance.

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

To qualify as a REIT, we generally mussére that at the end of each calendar quarteaat 5% of the value of our total assets
consists of cash, cash items, government secuaitidgjualified REIT real estate assets, includergain mortgage loans and mortgage-
backed securities. The remainder of our investrimesécurities (other than government securitiesquadifying real estate assets) generally
cannot include more than 10% of the outstandingngatecurities of any one issuer or more than 10%etotal value of the outstanding
securities of any one issuer. In addition, in gahero more than 5% of the value of our assets(dtian government securities and qualify
real estate assets) can consist of the securit@syoone issuer, and no more than 25% of the vaflweir total securities can be represente
securities of one or more TRSs. See “Certain Fétlezame Tax Considerations—Taxation of Our Compaysset Tests.” If we fail to
comply with these requirements at the end of arartgu, we must correct the failure within 30 dafterahe end of such calendar quarter or
qualify for certain statutory relief provisionsdooid losing our REIT status and suffering advéaseconsequences. As a result, we may be
required to liquidate from our portfolio otherwigttractive investments. These actions could hagetfect of reducing our income and
amounts available for distribution to you.

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

If (1) all or a portion of our assets atbject to the rules relating to taxable mortgagels, (2) we are a “pension-held REIT,” (3) a tax-
exempt stockholder has incurred debt to purchadeldrour capital stock, or (4) the residual Restbe Mortgage Investment Conduit
interests, or REMICs, we buy generate “excess gictuincome,” then a portion of the distributionsand, in the case of a stockholder
described in clause (3), gains realized on theafatapital stock by such tax-exempt stockholdey tma subject to federal income tax as
unrelated business taxable income under the IntBexsenue Code. See “Certain Federal Income Tasi@erations—Taxation of Our
Company—Taxable Mortgage Pools.”

Classification of a securitization or financing armngement we enter into as a taxable mortgage poalud subject us or certain of you
to increased taxation.

We intend to structure our securitizatiomd financing arrangements as to not create dl@xaortgage pool. However, if we have
borrowings with two or more maturities and (1) tad®rrowings are secured by mortgages or mortgagkel securities and (2) the
payments made on the borrowings are related tpaiiments received on the underlying assets, treehdhrowings and the pool of mortga
or mortgage-backed securities to which such bomga/irelate may be classified as a taxable mortgageunder the Internal Revenue Code.
If any part of our investments were to be treated taxable mortgage pool, then our REIT statuddvoot be impaired, but a portion of the
taxable income we recognize may, under regulatiofie issued by the Treasury Department, be claiaetl as “excess inclusion” income
and allocated among our stockholders to the exteand generally in proportion to the distributioms make to each stockholder. Any excess
inclusion income would:
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. not be allowed to be offset by a stockho’s net operating losse
. be subject to a tax as unrelated business incomstidickholder were a t-exempt stockholde
. be subject to the application of federal incomewéhkholding at the maximum rate (without reductfon any otherwise

applicable income tax treaty) with respect to ante@atiocable to foreign stockholders; ¢



. be taxable (at the highest corporate tax rateytoaiher than to you, to the extent the excedasiun income relates to stock
held by disqualified organizations (generally, &xempt companies not subject to tax on unrelatsthbas income, including
governmental organization:

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

We intend to operate in a manner thattended to cause us to qualify as a REIT for faldiecome tax purposes commencing with our
taxable year ending on December 31, 2007. Howdlverfederal income tax laws governing REITs aresewxély complex, and interpretatic
of the federal income tax laws governing qualificatas a REIT are limited. Qualifying as a REITuizgs us to meet various tests regarding
the nature of our assets and our income, the oWwipeo$ our outstanding stock, and the amount ofdisiributions on an ongoing basis. Wi
we intend to operate so that we will qualify asE&R given the highly complex nature of the rulevgrning REITs, the ongoing importance
of factual determinations, including the tax treairnof certain investments we may make, and thsilpitiy of future changes in our
circumstances, no assurance can be given that leowgjualify for any particular year. If we fad gualify as a REIT in any calendar year
we do not qualify for certain statutory relief preions, we would be required to pay federal incdaxeon our taxable income. We might need
to borrow money or sell assets to pay that tax. iayment of income tax would decrease the amouatioincome available for distribution
to you. Furthermore, if we fail to maintain our tifieation as a REIT and we do not qualify for @t statutory relief provisions, we no
longer would be required to distribute substantiall of our REIT taxable income to our stockhoklddnless our failure to qualify as a REIT
were excused under federal tax laws, we would bgudilified from taxation as a REIT for the fourdhle years following the year during
which qualification was lost.

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

To qualify as a REIT, we must distribtdeour stockholders each calendar year at least®03ar REIT taxable income (including
certain items of non-cash income), determined witliegard to the deduction for dividends paid axawling net capital gain. To the extent
that we satisfy the 90% distribution requirement, diistribute less than 100% of our taxable incomewill be subject to federal corporate
income tax on our undistributed income. In additiee will incur a 4% nondeductible excise tax oa #mount, if any, by which our
distributions in any calendar year are less tharstim of:

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

We intend to distribute our REIT taxalleome to our stockholders in a manner intendeshtisfy the 90% distribution requirement
and to avoid both corporate income tax and the d#ideductible excise tax. However, there is no requént that TRSs distribute their after-
tax net income to their parent REIT or their stazlklers. Our taxable income may substantially exaeechet income as determined based on
GAAP because, for example, realized capital losgkde deducted in determining our GAAP net incqibet may not be deductible in
computing our taxable income. In addition, we mayest in assets that generate taxable income #sexaf economic income or in advance
of the corresponding cash flow from the assetsh€&extent that we generate such non-cash taxatdenie in a taxable year, we may incur
corporate income tax and the 4% nondeductible exeis on that income if we do not distribute suatome to our stockholders in that year.
As a result of the foregoing, we may generate ¢das$ flow than taxable income in a particular y&athat event, we may be required to use
cash reserves, incur debt, or liquidate non-casétasit rates or at times that we regard as urdbieto satisfy the distribution requirement
and to avoid corporate income tax and the 4% namnttéde excise tax in that year. Moreover, ourigbtb distribute cash is restricted by our
financing facilities
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Ownership limitations may restrict change of contrd or business combination opportunities in which ya might receive a premium for
their shares.

In order for us to qualify as a REIT &ach taxable year after 2007, no more than 50%lirevof our outstanding capital stock may be
owned, directly or indirectly, by five or fewer iviuals during the last half of any calendar yéhrdividuals” for this purpose include
natural persons, private foundations, some emplbgeefit plans and trusts, and some charitabléstrli® preserve our REIT qualification,
our charter generally prohibits any person fronedtily or indirectly owning more than 9.8% in valuein number of shares, whichever is
more restrictive, of any class or series of thestauntding shares of our capital stock. This ownerbhitation could have the effect of
discouraging a takeover or other transaction irctviiolders of our capital stock might receive arpten for their shares over the then
prevailing market price or which holders might beé to be otherwise in their best interests.

Our ownership of and relationship with any TRS whid we may form or acquire in the future will be limited, and a failure to comply
with the limits would jeopardize our REIT status ard may result in the application of a 100% excise ta

A REIT may own up to 100% of the stocloak or more TRSs. A TRS may earn income that woatde qualifying income if earned
directly by the parent REIT. Both the subsidiarg &me REIT must jointly elect to treat the subgigias a TRS. Overall, no more than 25% of
the value of a REIT’s assets may consist of stodeourities of one or more TRSs. A TRS will pagdral, state and local income tax at
regular corporate rates on any income that it ednreddition, the TRS rules impose a 100% ex@seoh certain transactions between a TRS
and its parent REIT that are not conducted on arisalength basis. The TRS that we may form in thterfe would pay federal, state and local
income tax on its taxable income, and its afterrteixincome would be available for distributionusbut would not be required to be
distributed to us. We anticipate that the aggregalge of the TRS stock and securities owned byilide less than 25% of the value of our
total assets (including the TRS stock and secsjitleurthermore, we will monitor the value of omvéstments in our TRSs to ensure
compliance with the rule that no more than 25%hef\talue of our assets may consist of TRS stocksandrities (which is applied at the end
of each calendar quarter). In addition, we willuicrize all of our transactions with taxable RELbsidiaries to ensure that they are entered
into on arm’slength terms to avoid incurring the 100% excisedagcribed above. There can be no assurance, howlesewe will be able t
comply with the 25% limitation discussed abovewavoid application of the 100% excise tax discdsgmve.

We could fail to qualify as a REIT or we could becme subject to a penalty tax if income we recogniZeom certain investments that
are treated or could be treated as equity interestm a foreign corporation exceeds 5% of our grossicome in a taxable year.

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

Liguidation of our assets may jeopardize our REIT galification.

To qualify as a REIT, we must comply widlquirements regarding our assets and our soaféesome. If we are compelled to
liquidate our investments to repay obligationsuo lenders, we may be unable to comply

33




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 transactions that are considerbd frohibited transactions.

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

A REIT’s net income from prohibited trations is subject to a 100% tax. In general, fmitdudl transactions are sales or other
dispositions of property, other than foreclosureparty, but including mortgage loans, held prinyafdlr sale to customers in the ordinary
course of business. We might be subject to thisftar sold or securitized our assets in a maringtrwas treated as a sale for federal income
tax purposes. Therefore, to avoid the prohibitadgactions tax, we may choose not to engage iaicesdles of assets at the REIT level and
may securitize assets only in transactions thatraaged as financing transactions and not as 8aléax purposes even though such
transactions may not be the optimal execution preaax basis. We could avoid any prohibited tratisas tax concerns by engaging in
securitization transactions through a TRS, sulifecertain limitations described above. To the mixteat we engage in such activities thro
domestic TRSs, the income associated with suchitesi will be subject to federal (and applicaliates and local) corporate income tax.

Characterization of the repurchase agreements we & into to finance our investments as sales for ¥apurposes rather than as
secured lending transactions would adversely affectur ability to qualify as a REIT.

We have entered into and will enter irgpurchase agreements with a variety of countagsa achieve our desired amount of
leverage for the assets in which we invest. Whemrmter into a repurchase agreement, we generdligssets to our counterparty to the
agreement and receive cash from the counterpangy cbunterparty is obligated to resell the ass®t& b us at the end of the term of the
transaction, which is typically 30 to 90 days. Wiidwe that for federal income tax purposes we dltreated as the owner of the assets that
are the subject of repurchase agreements anchthatpurchase agreements will be treated as seleundgidg transactions notwithstanding
that such agreement may transfer record ownershiheassets to the counterparty during the terth@fgreement. It is possible, however,
that the IRS could successfully assert that wendidown these assets during the term of the repgechgreements, in which case we could
fail to qualify as a REIT.

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

The REIT provisions of the Internal ReverCode substantially limit our ability to hedgertgage-backed securities and related
borrowings. Under these provisions, our annualgiosome from non-qualifying hedges, together waitly other income not generated from
qualifying real estate assets, cannot exceed 258aradinnual gross income. In addition, our aggeegabss income from non-qualifying
hedges, fees, and certain other non-qualifyingcasucannot exceed 5% of our annual gross incoma.rasult, we might have to limit our
use of advantageous hedging techniques or implethes¢ hedges through a TRS, which we may forrherfuture. This could increase the
cost of our hedging activities or expose us to tgredsks associated with changes in interest thts we would otherwise want to bear.

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

At any time, the federal income tax lawsegulations governing REITs or the administ&iivterpretations of those laws or regulati
may be amended. We cannot predict when or if amyfaderal income tax law, regulation or administ&interpretation, or any amendment
to any existing federal income tax law, regulatioradministrative interpretation, will be adoptpdymulgated or become effective and any
such law, regulation or interpretation may takeeffetroactively. We and you could be adversdiycaéd by any such change in, or any n
federal income tax law, regulation or administratinterpretation.

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

Legislation enacted in 2003 generallyurss the maximum tax rate for dividends payabBotoestic stockholders that are individuals,
trusts and estates from 38.6% to 15% (through 2@i®)dends payable by REITs, however, are gengrait eligible for the reduced rates.
Although this legislation does not adversely affiet taxation of REITs or dividends paid by REIr& more favorable rates applicable to
regular corporate dividends could cause investdis are individuals, trusts and estates to perdaiestments in REITs to be relatively less
attractive than investments in stock of non-REITpooations that pay dividends, which could adversdfect the value of the stock of REITSs,
including our capital stock.
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U SE OF PROCEEDS

Unless otherwise indicated in an accorgipanprospectus supplement, we intend to use thpmeeeds from the sale of the securities
offered by this prospectus and the related accogipamprospectus supplement to finance the acqoisif non-Agency RMBS, Agency
RMBS, prime and Alt-A mortgage loans, CMBS, CDOsd ather consumer or non-consumer ABS, and for ajkeaeral corporate purposes
such as repayment of outstanding indebtedness,mgpckpital, and for liquidity needs. Pending anglsuses, we may invest the net
proceeds from the sale of any securities in intdvearing short-term investments, including moneykat accounts that are consistent with
our intention to qualify as a REIT, or may use themeduce short term indebtedness.

R AT 10 OF EARNINGS TO COMBINED FIXED
CHARGES AND PREFERRED STOCK DIVIDENDS
(UNAUDITED)

The following table sets forth our ratafsearnings to combined fixed charges and prefiesteck dividends:

For the period
November 21, 2007 (date

operations commenced) For the nine months
through December 31, ended September 30,
2007 2008 (1)
Ratio of earnings to combined fixed charges anéepred stock dividend (5.99)x (1.59)x

(1) The Company had not commenced operations dthizmgine months ended September 30, 2007.

The ratios of earnings to combined figbdrges and preferred stock dividends were compagtetividing earnings as adjusted by fixed
charges and preferred stock dividends (where agdghg. For this purpose, earnings consist of redrire from continuing operations and
fixed charges. We currently have no shares of pedestock outstanding and, therefore, there ar@mounts for preferred dividends included
in the above calculation. Fixed charges consigttefest expense.

D ES CRIPTION OF CAPITAL STOCK

The following summary description of capital stock does not purport to be complete anslibject to and qualified in its entirety by
reference to the Maryland General Corporation LawMGCL, and our charter and our bylaws, copieswich will be available before the
closing of this offering from us upon request. ‘S&bere You Can Find More Information.”

The MGCL and our charter and bylaws cionpaovisions that could make it more difficult fampotential acquirer to acquire us by a
tender offer, proxy contest or otherwise. Theseigions are expected to discourage certain coetakeover practices and inadequate
takeover bids and to encourage persons seekingtora control of us to negotiate first with ourald of directors. We believe that the
benefits of these provisions outweigh the potewisddvantages of discouraging any such acquigitioposals because, among other things,
the negotiation of such proposals may improve ttegins.

General

Our charter provides that we may issuéoupb0,000,000 shares of stock, consisting ofoup00,000,000 shares of common stock
having a par value of $0.01 per share and up @080000 shares of preferred stock having a paevafli$0.01 per share. As of November
2008, 177,170,098 shares of common stock and meslbépreferred stock were issued and outstan@ng board of directors, with the
approval of a majority of the entire board and withany action on the part of our stockholders, aragnd our charter from time to time to
increase or decrease the aggregate number of sifatexk or the number of shares of stock of dagscor series that we have authority to
issue. Under Maryland law, our stockholders geheeak not personally liable for our debts and géduions solely as a result of their status as
stockholders.
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Common Stock

All shares of our common stock have eqjgdits as to earnings, assets, dividends andgatil, when they are issued, will be duly
authorized, validly issued, fully paid and non-assdle. Distributions may be paid to the holdersurfcommon stock if, as and when
authorized by our board of directors and declagedsout of funds legally available therefor. Sisawéour common stock have no
preemptive, appraisal, preferential exchange, cmiwe or redemption rights and are freely trandfleraexcept where their transfer is
restricted by federal and state securities laws;dngract or by the restrictions in our chartertHa event of our liquidation, dissolution or
winding up, each share of our common stock wouldrtéled to share ratably in all of our assets #ra legally available for distribution af
payment of or adequate provision for all of ourwnadebts and other liabilities and subject to argfgrential rights of holders of our
preferred stock, if any preferred stock is outstagét such time. Subject to our charter restriidion the transfer and ownership of our stock
and except as may otherwise be specified in tmestef any class or series of common stock, eaafe sifaour common stock entitles the
holder to one vote on all matters submitted tote wd stockholders, including the election of dioes. Except as provided with respect to any
other class or series of stock, the holders ofcourmon stock will possess exclusive voting powéer€ is no cumulative voting in the
election of directors, which means that holdera afajority of the outstanding shares of commonkstan elect all of our directors, and
holders of less than a majority of such sharesheillinable to elect any director.

Preferred Stock

The following description sets forth gealderms and provisions of the preferred stoclitich any prospectus supplement may relate.
The statements below describing the preferred sdoekn all respects subject to and qualified &irtbntirety by reference to our articles of
incorporation, as amended, by-laws, as amendedestated, and any articles supplementary to oiglestof incorporation, as amended,
designating terms of a series of preferred stoblk. fireferred stock, when issued, will be validsuisd, fully paid, and non-assessable.
Because our board of directors has the power abksi the preferences, powers and rights of eaassof preferred stock, our board of
directors may afford the holders of any seriesrefgrred stock preferences, powers and rightshgatir otherwise, senior to the rights of
common stockholders.

The rights, preferences, privileges agdrictions of each series of preferred stock élifixed by the articles supplementary relating to
the series. A prospectus supplement, relating¢b saries, will specify the terms of the preferseatk, as follows:

the title and stated value of the preferred st

. the voting rights of the preferred stock, if applite;

. the preemptive rights of the preferred stock, iblagable;

. the restrictions on alienability of the preferrédck, if applicable

. the number of shares offered, the liquidation pexfee per share and the offering price of the sh
. liability to further calls or assessment of thefpreed stock, if applicable

. the dividend rate(s), period(s) and payment date(s)ethod(s) of calculation applicable to the erefd stock
. the date from which dividends on the preferredisteitl accumulate, if applicable

. the procedures for any auction and remarketinghfepreferred stocl

. the provision for a sinking fund, if any, for theeferred stock

. the provision for and any restriction on redemptibapplicable, of the preferred stoc

. the provision for and any restriction on repurchifsgpplicable, of the preferred stoc

. any listing of the preferred stock on any secwsig&change

. the terms and provisions, if any, upon which thefgnred stock will be convertible into common stackluding the conversion
price (or manner of calculation) and conversionqatl
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. the terms under which the rights of the prefertedismay be modified, if applicabl
. any other specific terms, preferences, rightstéitrans or restrictions of the preferred stc
. a discussion of certain material federal incomectxsiderations applicable to the preferred st

. the relative ranking and preferences of the pretestock as to dividend rights and rights uporlithedation, dissolution or



winding-up of our affairs

. any limitation on issuance of any series of preféistock ranking senior to or on a parity with skeeies of preferred stock as to
dividend rights and rights upon the liquidatiorssdilution or windin-up of our affairs; ani

. any limitations on direct or beneficial ownershiplaestrictions on transfer of the preferred statleach case as may be
appropriate to preserve our qualification as a R

Power to Reclassify Shares of Our Stock

Our charter authorizes our board of doexto classify and reclassify any unissued shafresock into other classes or series of stock,
including preferred stock. Before issuance of shafeeach class or series, the board of directorsquired by Maryland law and by our
charter to set, subject to our charter restrictmmshe transfer and ownership of our stock, these preferences, conversion or other rights,
voting powers, restrictions, limitations as to diinds or other distributions, qualifications armdnig or conditions of redemption for each ¢
or series. Thus, the board of directors could aighdhe issuance of shares of common stock oepesf stock with terms and conditions
which could have the effect of delaying, deferrargoreventing a transaction or a change in cotiiai might involve a premium price for
holders of our common stock or otherwise be inrthest interests. No shares of our preferred stoelpresently outstanding and we have no
present plans to issue any preferred stock.

Power to Issue Additional Shares of Common Stock @ahPreferred Stock

We believe that the power of our boardiodéctors to amend the charter without stockhofggaroval to increase the total number of
authorized shares of our stock or any class oeseiffi our stock, to issue additional authorizedumissued shares of our common stock or
preferred stock and to classify or reclassify wmskshares of our common stock or preferred stodKlsereafter to cause us to issue such
classified or reclassified shares of stock will\pde us with increased flexibility in structuringgsible future financings and acquisitions and
in meeting other needs which might arise. The &afdit classes or series, as well as our commoik sidtt be available for issuance without
further action by our stockholders, unless stoatt@obction is required by applicable law or thesubf any stock exchange or automated
guotation system on which our securities may ledisr traded. Although our board of directors hagntention at the present time of doing
S0, it could authorize us to issue a class or s¢hi@t could, depending upon the terms of sucts daseries, delay, defer or prevent a
transaction or a change in control of us that migiholve a premium price for holders of our comnstock or otherwise be in their best
interests.

Restrictions on Ownership and Transfer

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

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

Our charter also prohibits any persomfi@ beneficially or constructively owning sham@sour capital stock that would result in our
being “closely held” under Section 856(h) of theelnal Revenue Code or otherwise cause us toofgilialify as a REIT and (ii) transferring
shares of our capital stock if such transfer waekllt in our capital stock being owned by fewantii00 persons. Any person who acquires
or attempts or intends to
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acquire beneficial or constructive ownership ofreRaf our capital stock that will or may violateysof the foregoing restrictions on
transferability and ownership, or who is the intedidransferee of shares of our stock which aresteared to the trust (as described below),
will be required to give notice immediately to uslgrovide us with such other information as we meuest to determine the effect of such
transfer on our status as a REIT. The foregoingictions on transferability and ownership will rextply if our board of directors determines
that it is no longer in our best interests to afietn qualify, or to continue to qualify, as a REIT

Our board of directors, in its sole d&tmn, may exempt a person from the foregoing ictgins. The person seeking an exemption
must provide to our board of directors such repregmns, covenants and undertakings as our bdatileztors may deem appropriate to
conclude that granting the exemption will not causé¢o lose our status as a REIT. Our board otttire may also require a ruling from the
Internal Revenue Service or an opinion of courseletermine or ensure our status as a REIT.

Any attempted transfer of our securitidsch, if effective, would result in a violation tfe foregoing restrictions will cause the numr
of securities causing the violation (rounded torikarest whole share) to be automatically transfieto a trust for the exclusive benefit of one
or more charitable beneficiaries, and the propassadsferee will not acquire any rights in such sies. The automatic transfer will be
deemed to be effective as of the close of busiorgke business day (as defined in our chartedrbehe date of the transfer. If, for any
reason, the transfer to the trust is ineffective,charter provides that the purported transfesidtation of the restrictions will be voidb
initio . Shares of our stock held in the trust will beies$ and outstanding shares. The proposed transfdtemt benefit economically from
ownership of any securities held in the trust, Wéle no rights to dividends and no rights to \astether rights attributable to the shares of
stock held in the trust. The trustee of the trudittvave all voting rights and rights to dividendsother distributions with respect to shares
in the trust. These rights will be exercised fa #xclusive benefit of the charitable beneficidgy dividend or other distribution paid before
our discovery that shares of stock have been wamsf to the trust will be paid by the recipienthe trustee upon demand. Any dividend or
other distribution authorized but unpaid will bedoavhen due to the trustee. Any dividend or disttibn paid to the trustee will be held in
trust for the charitable beneficiary. Subject toridand law, the trustee will have the authorityt@i)rescind as void any vote cast by the
proposed transferee before our discovery thattihees have been transferred to the trust ana(igdast the vote in accordance with the
desires of the trustee acting for the benefit ef¢haritable beneficiary. However, if we have alsetaken irreversible corporate action, then
the trustee will not have the authority to rescamd recast the vote.

Within 20 days of receiving notice from tlnat the securities have been transferred tudisg the trustee will sell the securities to a
person designated by the trustee, whose owner§ltiige cecurities will not violate the above owndpdimitations. Upon such sale, the
interest of the charitable beneficiary in the sémg sold will terminate and the trustee will disute the net proceeds of the sale to the
proposed transferee and to the charitable bengfiamfollows. The proposed transferee will receheelesser of (i) the price paid by the
proposed transferee for the securities or, if ttoppsed transferee did not give value for the séesiin connection with the event causing the
securities to be held in the trust (e.g., a gilyide or other similar transaction), the markete(as defined in our charter) of the securities on
the day of the event causing the securities todbe in the trust and (ii) the price received by thestee from the sale or other disposition of
the securities. The trustee may reduce the amaysatipe to the proposed transferee by the amoutiivisfends and distributions paid to the
proposed transferee and owed by the proposed éraesfo the trustee. Any net sale proceeds in exafdbe amount payable to the proposed
transferee will be paid immediately to the chalgabeneficiary. If, before our discovery that tleewrities have been transferred to the trust,
the securities are sold by the proposed transféren, (i) the securities shall be deemed to haea lseld on behalf of the trust and (ii) to the
extent that the proposed transferee received amtnfior the securities that exceeds the amounpitbposed transferee was entitled to
receive, the excess shall be paid to the trustea dpmand.

In addition, the securities held in thest will be deemed to have been offered for salgst or our designee, at a price per share eg
the lesser of (i) the price per share in the tretisa that resulted in the transfer to the trust ifothe case of a devise or gift, the marketepric
at the time of the devise or gift) and (ii) the ketrprice on the date we, or our designee, acbepbffer. We may reduce the amount payable
to the proposed transferee, however, by the anafuanty dividends or distributions paid to the pre@o transferee on the securities and owed
by the proposed transferee to the trustee. Wehailk the right to accept the offer until the tradtas sold the securities. Upon a sale to u:
interest of the charitable beneficiary in the séims sold will terminate and the trustee will distite the net proceeds of the sale to the
proposed transferee.
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All certificates representing the secesitwill bear a legend referring to the restricti@escribed above or will state that we will fumis
a full statement about certain transfer restrictilma stockholder upon request and without charge.

Every owner of more than 5% (or such lop&rcentage as required by the Internal Revenue Gothe regulations promulgated
thereunder) in value of all classes or series ofstack, including shares of common stock, withindays after the end of each taxable year,
will be required to give written notice to us statithe name and address of such owner, the nurhblares of each class and series of share:
of our stock which the owner beneficially owns andescription of the manner in which the sharedial@. Each owner shall provide to us
such additional information as we may request terdeine the effect, if any, of the beneficial owst@p on our status as a REIT and to ensure
compliance with the ownership limitations. In aduiit each such owner shall upon demand be reqtarprbvide to us such information as
we may request, in good faith, to determine ouustas a REIT and to comply with the requiremeh&ny taxing authority or governmental
authority or to determine such compliance.

These ownership limitations could deldgfer or prevent a transaction or a change in obtitat might involve a premium price for the
common stock or might otherwise be in your besrests.

Listing

Our shares of common stock are listetherNew York Stock Exchange under the symbol “CIM”.
Transfer Agent and Registrar

The transfer agent and registrar fordhares of common stock is Mellon Investor Servides.
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C ER TAIN FEDERAL INCOME TAX CONSIDERATIONS

This section summarizes the material fi@dacome tax considerations that you, as an Oamdefined in the immediately succeeding
paragraph) of shares of capital stock, may consi&lewvant. McKee Nelson LLP has acted as our taxsel, has reviewed this section and is
of the opinion that the discussion contained hefigity summarizes the federal income tax conseqgegthat are likely to be material to an
Owner of our shares of capital stock. Becausestsion is a summary, it does not address all aspétaxation that may be relevant to
particular Owners of our capital stock in lighttbéir personal investment or tax circumstance$) @ertain types of Owners that are subject
to special treatment under the federal incomedwss) such as insurance companies, tax-exempt aegams (except to the extent discussed
in “—Taxation of Owners,—Taxation of Tax-Exempt Cave” below), regulated investment companies, peshigs and other pass-through
entities (including entities classified as parthgrs for federal income tax purposes), financiatitations or broker-dealers, and non-U.S.
individuals and foreign corporations (except to ¢ixéent discussed in “—Taxation of Owners,—Taxatbiroreign Owners” below) and
other persons subject to special tax rules.

You should be aware that in this sectioimen we use the term:

. “Code” we mean the Internal Revenue Code of 1986, as aeue
. “Disqualified organizatio” we mean any organization described in section 8§Q&) of the Code, includiny

i the United State:

ii. any state or political subdivision of the Unitecis;
iii. any foreign governmen

iv. any international organizatio

V. any agency or instrumentality of any of the foremgp

vi. any charitable remainder trust or other tax-exeonganization, other than a farmer’s cooperativeedesd in section 521
of the Code, that is exempt both from income taxatind from taxation under the unrelated busiressbie income
provisions of the Code; ar

vii. any rural electrical or telephone cooperat

. “Domestic Owne” we mean an Owner that is a U.S. Per:

. “Foreign Owne” we mean an Owner that is not a U.S. Per

. “IRS” we mean the Internal Revenue Serv

. “Owner” we mean any person having a beneficial ownershguéast in shares of our capital sto

. “TMP,” we mean a taxable mortgage pool as that term isestkfn section 7701(i)(2) of the Coc

. “TRS,” we mean a taxable REIT subsidiary describeder “—Requirements for Qualification—Taxable RESubsidiaries”
below;

. “U.S. Person,” we mean (i) a citizen or residenth@f United States; (ii) a corporation (or entigated as a corporation for federal

income tax purposes) created or organized in thedStates or under the laws of the United Stated any state thereof,
including, for this purpose, the District of Coluiab(iii) a partnership (or entity treated as atparship for tax purposes) organi:
in the United States or under the laws of the Wh8&ates or of any state thereof, including, f@s gurpose, the District of
Columbia (unless provided otherwise by future Tuepasegulations); (iv) an estate whose income éduidible in gross income for
federal income tax purposes regardless of its gpwrc(v) a trust, if a court within the United &tsis able to exercise primary
supervision over the administration of the trust ane or more U.S. Persons have authority to cbalireubstantial decisions of
the trust. Notwithstanding the preceding claus¢héoextent provided in Treasury regulations, ¢ettasts that were in existence
on August 20, 1996, that were treated as U.S. Rensoor to such date, and that elect to contiougettreated as U.S. Persons,
also are U.S. Persor
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The statements in this section and theiop of McKee Nelson LLP are based on the curfedéeral income tax laws. We cannot assure
you that new laws, interpretations of law or caletisions, any of which may take effect retroadyiveill not cause any statement in tl
section to be inaccurate. No assurance can be giaethe IRS would not assert, or that a courtld/oot sustain, a position contrary to any
of the tax consequences described below. We havsonght and will not seek an advance ruling framIRS regarding any matter in this
prospectus.

This summary provides general informatioty and is not tax advice. We urge you to congoilir tax advisor regarding the specific
consequences to you of the purchase, ownershigaaaf our capital stock and of our election tdéded as a REIT. Specifically, you
should consult your tax advisor regarding the fatjetate, local, foreign, and other tax consegegnt such purchase, ownership, sale and
election, and regarding potential changes in appletax laws.

Taxation of Our Company

We have elected to be taxed as a REIEuSdctions 856 through 860 of the Code commengitigour short taxable year ending on
December 31, 2007. We believe that we were orgdriane have operated and will continue to operagaiain a manner as to qualify for
taxation as a REIT under the federal income taxs]dwt no assurances can be given that we willabpén a manner so as to qualify or
remain qualified as a REIT. This section discussedaws governing the federal income tax treatnoéatREIT and the owners of REIT
stock. These laws are highly technical and complex.

In connection with, and prior to the i@gue of any securities pursuant to this prospeatagxpect to receive the opinion of the law
firm McKee Nelson LLP to the effect that, commenmgimith our initial taxable year ending on DecemB&r 2007, we have been organized in
conformity with the requirements for qualificatiand taxation as a REIT and our method of operdtaanenabled us to qualify for taxation as
a REIT and our proposed method of operation wit#e us to continue to meet the requirements fatifigation and taxation as a REIT for
subsequent taxable years. Investors should be dhatr®cKee Nelson LLP’s opinion is based upon enmtry assumptions, is conditioned
upon certain representations made by us as todlattatters, including representations regardingntitare of our assets and the conduct of
our business, and is not binding upon the IRS grcanuirt.

In addition, McKee Nelson LLP’s opinichbased on existing federal income tax law govergumlification as a REIT, which is
subject to change either prospectively or retreabti Moreover, our qualification and taxation aRBEIT depend upon our ability to meet o
continuing basis, through actual annual operatisglts, certain qualification tests set forth ia federal income tax laws. Those qualification
tests involve the percentage of income that we ffam specified sources, the percentage of ourtsdisat falls within specified categories,
the diversity of our stock ownership, and the petage of our earnings that we distribute. McKeesNeILLP will not review our compliance
with those tests on a continuing basis. Accordingtyassurance can be given that our actual resfutigerations for any particular taxable
year will satisfy such requirements. For a disaussif the tax consequences of our failure to qualff a REIT, se*—Failure to Qualify.”

If we qualify as a REIT, we generally bt be subject to federal income tax on our téxaicome that we currently distribute to our
stockholders, but taxable income generated by omestic TRSs, if any, will be subject to regulatdial (and applicable state and local)
corporate income tax. However, we will be subjedederal tax in the following circumstances:

. We will pay federal income tax on our taxable inegnmcluding net capital gain, that we do not distie to stockholders during,
or within a specified time period after, the calangear in which the income is earn

. We may be subject to the “alternative minimum tar’any items of tax preference including any deduostof net operating
losses

. We will pay federal income tax at the highest coape rate on

O netincome from the sale or other disposition @ferty acquired through foreclosure, which we rédeas foreclosure
property, that we hold primarily for sale to cusamin the ordinary course of business,

O  other norqualifying income from foreclosure proper
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. We will pay a 100% tax on net income earned frolessar other dispositions of property, other thareélosure property, that
we hold primarily for sale to customers in the aatiy course of busines

. If we fail to satisfy the 75% gross income testher 95% gross income test, as described below Urdéross Income Tests,”
but nonetheless continue to qualify as a REIT beeawe meet other requirements, we will be subgeat100% tax or

o the greater of the amount by which we fail the 7gi#ss income test or the 95% gross income testjptiedl, in either
case, by

o afraction intended to reflect our profitabili



If we fail to satisfy the asset tests by more thafe minimis amount, as described below under “—eA$ests,” as long as the
failure was due to reasonable cause and not téulvilkglect, we dispose of the assets or othereaseply with such asset tests
within six months after the last day of the quamewhich we identify such failure and we file &hedule with the IRS describing
the assets that caused such failure, we will p@x &qual to the greater of $50,000 or 35% of #tamcome from the non-
qualifying assets during the period in which wéef@ito satisfy such asset tes

If we fail to satisfy one or more requirements REIT qualification, other than the gross incomégsesd the asset tests, and
such failure was due to reasonable cause and edboduillful neglect, we will be required to payanalty of $50,000 for each
such failure

We may be required to pay monetary penalties tdRISein certain circumstances, including if we tailmeet recordkeeping
requirements intended to monitor our compliancéwites relating to the composition of a REIT scétioolders, as described
below in“—Requirements for Qualificatic”

If we fail to distribute during a calendar yeatesist the sum of: (i) 85% of our REIT ordinary inu® for the year, (ii) 95% of o
REIT capital gain net income for the year and @iy undistributed taxable income from earlier pasi we will pay a 4%
nondeductible excise tax on the excess of the redjdiistribution over the sum of the amount we albjudistributed and any
retained amounts on which income tax has beengtdfte corporate leve

We may elect to retain and pay federal income tagur net long-term capital gain. In that case pmBstic Owner would be
taxed on its proportionate share of our undistetdubng-term capital gain (to the extent that wéena timely designation of
such gain to the stockholder) and would receiveeditor refund for its proportionate share of the we paid

We will be subject to a 100% excise tax on trarieastbetween us and any of our TRSs that are mafwied on an arm’s-
length basis

If (a) we recognize excess inclusion income faable year as a result of our ownership of a 18Quity interest in a TMP or
our ownership of a REMIC residual interest andofi®® or more Disqualified Organizations is the rdamwner of shares of our
capital stock during that year, then we will bejeabto tax at the highest corporate federal inctemeate on the portion of the
excess inclusion income that is allocable to thegDalified Organizations. We do not anticipate owyriREMIC residual
interests; we may, however, own 100% of the equigrests in one or more CDO offerings or one oranausts formed in
connection with our securitization transactiong,ibtend to structure each CDO offering and eaclusgzation transaction so
that the issuing entity would not be classifieha&MP. Se¢‘—Taxable Mortgage Poo”

If we acquire any asset from a C corporation, comoration that generally is subject to full caoiqe-level tax, in a merger or
other transaction in which we acquire a basis énabset that is determined by reference eithéret@tcorporation’s basis in the
asset or to another asset, we will pay tax at itjledst corporate federal income tax rate if we gaixe gain on the sale or
disposition of the asset during the 10-year pesitel we acquire the asset. The amount of gain ltinhmve will pay tax is the
lesser of.

O the amount of gain that we recognize at the timéaefsale or disposition, au
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o the amount of gain that we would have recognizedkifiad sold the asset at the time we acquiredstyming that the
C corporation will not elect in lieu of this treagmt to an immediate tax when the asset is acqt

In addition, notwithstanding our qualiton as a REIT, we may also have to pay certaie stnd local income taxes, because not all
states and localities treat REITs in the same nrathia¢ they are treated for federal income tax pses. Moreover, as further described be
any domestic TRS in which we own an interest wélldubject to federal, state and local corporatenectax on its taxable income. We could
also be subject to tax in situations and on traia not presently contemplated.

Requirements for Qualification

A REIT is a corporation, trust, or association timetets each of the following requiremetr

1. It is managed by one or more trustees or dirs(

2. Its beneficial ownership is evidenced by traredie shares or by transferable certificates otfieial interest

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

4. It is neither a financial institution nor anumance company subject to special provisions ofd@beral income tax law
5. At least 100 persons are beneficial ownerssashiares or ownership certificat

6. Not more than 50% in value of its outstandingreh or ownership certificates is owned, directlindirectly, by five or fewer
individuals, which the federal income tax laws defto include certain entities, during the last babny taxable year. For purposes of
this requirement, indirect ownership will be detared by applying attribution rules set out in sewtb44 of the Code, as modified by
section 856(h) of the Cod

7. It elects to be taxed as a REIT, or has made slaction for a previous taxable year, and sassdill relevant filing and other
administrative requirements that must be met toteled maintain REIT qualificatiol

8. It meets certain other qualification tests, désd below, regarding the nature of its income asskts

We must meet requirements 1 through fhduwur entire taxable year and must meet requintfeluring at least 335 days of a taxable
year of twelve months, or during a proportionate pha taxable year of less than twelve monthgjuRements 5 and 6 will apply to
beginning with our 2008 taxable year. If we compith all the requirements for ascertaining the omshg of our outstanding stock in a
taxable year and have no reason to know that watei requirement 6, we will be deemed to havefadi requirement 6 for that taxable
year. For purposes of determining share owneramiigiurequirement 6, &‘individual” generally includes a supplemental u@oyment
compensation benefits plan, a private foundatiom, portion of a trust permanently set aside odselusively for charitable purposes. An
“individual” generally does not include a trustthea qualified employee pension or profit shatingt under the federal income tax laws,
however, and beneficiaries of such a trust wiltreated as owning our stock in proportion to tlaetuarial interests in the trust for purposes
of requirement 6. We believe that our shares ale (aad we believe that taking into account theasee of any securities pursuant to this
prospectus our shares will be held) with sufficidiversity of ownership to satisfy requirementsn® &. In addition, our charter restricts the
ownership and transfer of our stock so that we khoentinue to satisfy these requirements. The ipions of our charter restricting the
ownership and transfer of the capital stock areritesd in “Description of Capital Stock—Restrictoan Ownership and Transfer.”

To monitor compliance with the share osh@ requirements, we generally are required tmtaim records regarding the actual
ownership of our shares. To do so, we must demaittkw statements each year from the record holofesgynificant percentages of our
stock pursuant to which the record holders mustiate the actual owners of the shares (i.e., th&ops required to include our dividends in
their gross income). We must maintain a list osthpersons failing or refusing to comply with tiésnand as part of our records. We could
be subject to monetary penalties if we fail to cbnwath these record keeping requirements. If yaili ér refuse to comply with the demands,
you will be required by Treasury Regulations tomitta statement with your tax return disclosing yactual ownership of our shares ¢
other information. In addition, we must satisfyr@llevant filing

43




and other administrative requirements that mushbeto elect and maintain REIT qualification ané ascalendar year for federal income tax
purposes. We intend to continue to comply with ¢hegjuirements.

Qualified REIT Subsidiaries

A corporation that is a “qualified REIUlssidiary” is not treated as a corporation sepdrata its parent REIT. All assets, liabilities,
and items of income, deduction and credit of ai§@dlREIT subsidiary are treated as assets, lt@s| and items of income, deduction and
credit of the REIT. A qualified REIT subsidiaryascorporation, other than a TRS, all of the cagitatk of which is owned, directly or
indirectly, by the REIT. Thus, in applying the ré@ments described herein, any qualified REIT alibsy that we own will be ignored, and
all assets, liabilities, and items of income, dditducand credit of such subsidiary will be treasesdour assets, liabilities, and items of income,
deduction and credit. If we own 100% of the equitgrests in a CDO issuer or other securitizatiehiele that is treated as a corporation for
tax purposes, that CDO issuer or other securitinatehicle would be a qualified REIT subsidiarylass we and the CDO issuer or other
securitization vehicle jointly elect to treat th®Q issuer or other securitization vehicle as a TIRRS.anticipated that CDO financings we
enter into will be treated as qualified REIT suleis.

Other Disregarded Entities and Partnepshi

An unincorporated domestic entity, sustagartnership, limited liability company, or trtisat has a single owner generally is not
treated as an entity separate from its parenteiderfal income tax purposes. An unincorporated dtoenestity with two or more owners
generally is treated as a partnership for fede@e tax purposes. In the case of a REIT thapater in a partnership that has other
partners, the REIT is treated as owning its propogte share of the assets of the partnership siedrming its allocable share of the gross
income of the partnership for purposes of the apple REIT qualification tests. For purposes of1@6 value test (see “—Asset Tests”), our
proportionate share is based on our proportiomagzdst in the equity interests and certain deturitges issued by the partnership. For all of
the other asset and income tests, our proporti@tetee is based on our proportionate interestarc#ipital interests in the partnership. Our
proportionate share of the assets, liabilities, itamds of income of any partnership, joint ventardimited liability company that is treated as
a partnership for federal income tax purposes iitlvtve acquire an interest, directly or indirectijll be treated as our assets and gross
income for purposes of applying the various REI&lication requirements.

If a disregarded subsidiary of ours cedede wholly-owned—for example, if any equityeirgst in the subsidiary is acquired by a
person other than us or another disregarded sabgidf ours—the subsidiary’s separate existencddavoo longer be disregarded for federal
income tax purposes. Instead, the subsidiary woaleé multiple owners and would be treated as e#thgartnership or a taxable corporation.
Such an event could, depending on the circumstaadesrsely affect our ability to satisfy the vaisaasset and gross income requirements
applicable to REITs, including the requirement tR&tiTs generally may not own, directly or indirgctinore than 10% of the securities of
another corporation. See “—Asset Tests” and “—Ginsseme Tests.”

Taxable REIT Subsidiaries

A REIT is permitted to own up to 100%tloé stock of one or more TRSs. A TRS is a fullyatale corporation that may earn income
that would not be qualifying income if earned dilgby the parent REIT. The subsidiary and the REITst jointly elect to treat the
subsidiary as a TRS. A corporation with respeetiiicch a TRS directly or indirectly owns more tha&¥a of the voting power or value of the
stock will automatically be treated as a TRS. Weegelly may not own more than 10%, as measuredbyg power or value, of the
securities of a corporation that is not a qualifiil T subsidiary unless we and such corporatioct étetreat such corporation as a TRS.
Overall, no more than 25% of the value of a REHASsets may consist of stock or securities of omaare TRSs.

The separate existence of a TRS or déh@ble corporation, unlike a qualified REIT suliesig or other disregarded subsidiary as
discussed above, is not ignored for U.S. fedexarime tax purposes. Accordingly, a domestic TRS dgeherally be subject to federal (and
applicable state and local income tax) corporaterime tax on its earnings, which may reduce the ftashgenerated by us and our
subsidiaries in the aggregate and our ability t&erdistributions to our stockholders.

A REIT is not treated as holding the &ss¢a TRS or other taxable subsidiary corporatioas receiving any income that the
subsidiary earns. Rather, the stock issued byuhsidiary is an asset in the hands of the REIT,
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and the REIT generally recognizes as income thideiids, if any, that it receives from the subsigidihis treatment can affect the gross
income and asset test calculations that applyedrBIT, as described below. Because a parent R&4$ dot include the assets and incom
such subsidiary corporations in determining theepgs compliance with the REIT requirements, such iestinay be used by the parent R

to undertake indirectly activities that the REITesimight otherwise preclude it from doing direalthrough pass-through subsidiaries or
render commercially unfeasible (for example, atiigithat give rise to certain categories of incameh as non-qualifying hedging income or
inventory sales).

Certain restrictions imposed on TRSsimiended to ensure that such entities will be sttlifeappropriate levels of U.S. federal income
taxation. First, a TRS may not deduct interest payisimade in any year to an affiliated REIT todktent that such payments exceed,
generally, 50% of the TRS’s adjusted taxable incéon¢hat year (although the TRS may carry forwtardand deduct in, a succeeding year
the disallowed interest amount if the 50% tesaissfed in that year). In addition, if amounts aegd to a REIT or deducted by a TRS due to
transactions between the REIT and a TRS that exteeamount that would be paid to or deducted pgréy in an arm’s-length transaction,
the REIT generally will be subject to an exciseegxal to 100% of such excess. We intend to sdzetl of our transactions with any of ¢
subsidiaries that are treated as a TRS in an a@fiahsure that we do not become subject to thisexax; however, we cannot assure you
we will be successful in avoiding this excise tax.

Gross Income Tests

We must satisfy two gross income testaially to maintain qualification as a REIT. Firat,least 75% of our gross income for each
taxable year must consist of defined types of inedinat we derive from investments relating to raperty or mortgages on real property
from qualified temporary investments. Qualifying@me for purposes of the 75% gross income testrgiypacludes:

. rents from real propert

. interest on debt secured by a mortgage on reakptopr on interests in real proper
. dividends or other distributions on, and gain fritva sale of, shares in other REI

. gain from the sale of real estate ass

. any amount includible in gross income with respect regular or residual interest in a REMIC, usliess than 95% of the
REMIC's assets are real estate assets, in which casa pnbportionate amount of such income will qualidpd

. income derived from certain temporary investme

Second, in general, at least 95% of easgincome for each taxable year must consistanfme that is qualifying income for purposes
of the 75% gross income test, other types of isteard dividends, gain from the sale or dispositibstock or securities (provided that such
stock or securities are not inventory property, peoperty held primarily for sale to customersha ordinary course of business) or any
combination of these.

Gross income from the sale of inventayperty is excluded from both the numerator anddgr@ominator in both income tests. Incc
and gain from hedging transactions that we entertmhedge indebtedness incurred or to be incuoedquire or carry real estate assets will
generally be excluded from both the numerator aeddenominator for purposes of the 95% gross indestgbut not the 75% gross income
test). We intend to monitor the amount of our mulifying income and manage our investment padftd comply at all times with the gro
income tests but we cannot assure you that webeifluccessful in this effort.

I nterest

The term “interest,” as defined for pusps of both gross income tests, generally excladgsamount that is based in whole or in part
on the income or profits of any person. Howeveterigst generally includes the following: (i) an ambthat is based on a fixed percentage or
percentages of gross receipts or sales and (&rayunt that is based on the income or profits ledraower, where the borrower derives
substantially all of its income from the real pragesecuring the debt by leasing substantially#lts interest in the property, but only to the
extent that the amounts received by the borrowerdvbe qualifying “rents from real property” if reiwed directly by a REIT.
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If a loan contains a provision that desita REIT to a percentage of the borrower’s gaimnuthe sale of the real property securing the
loan or a percentage of the appreciation in thegnty’s value as of a specific date, income atteble to that loan provision will be treated as
gain from the sale of the property securing tha Jeghich generally is qualifying income for purpsse both gross income tests.

Interest on debt secured by a mortgagealproperty or on interests in real propertgeserally qualifying income for purposes of the
75% gross income test. However, if the highestgipil amount of a loan outstanding during a taxgbler exceeds the fair market value of
the real property securing the loan as of the theddREIT agreed to originate or acquire the logmoriion of the interest income from such
loan will not be qualifying income for purposestioé 75% gross income test, but will be qualifyingame for purposes of the 95% gross
income test. The portion of the interest incomé il not be qualifying income for purposes of th&% gross income test will be equal to
portion of the principal amount of the loan thah@t secured by real property (i.e., the amounthich the loan exceeds the value of the real
estate that is security for the loan).

Interest, including original issue disnbor market discount, that we accrue on our rstte-related investments generally will be
qualifying income for purposes of both gross incdests. However, many of our investments will netsecured by mortgages on real
property or interests in real property. Our inteiesome from those investments will be qualifyingome for purposes of the 95% gross
income test but not the 75% gross income testddlitian, as discussed above, if the fair marketi@alf the real estate securing any of our
investments is less than the principal amount efuihderlying loan, a portion of the income fromttingestment will be qualifying income f
purposes of the 95% gross income test but not3Pe gross income test.

Feelncome

We may receive various fees in conneatidh our operations. The fees will be qualifyimgome for purposes of both the 75% gross
income and 95% gross income tests if they areveden consideration for entering into an agreenembake a loan secured by a mortgage
on real property or an interest in real propertg Hre fees are not determined by income or profiemny person. Other fees are not qualifying
income for purposes of either gross income tesy. f&es earned by our TRS will not be included forgmses of the gross income tests.

Dividends

Our share of any dividends received fanmg corporation (including any TRS that we formt éxcluding any REIT or any qualified
REIT subsidiary) in which we own an equity interegit qualify for purposes of the 95% gross incotast but not for purposes of the 75%
gross income test. Our share of any dividends veddrom any other REIT in which we own an equitierest will be qualifying income for
purposes of both gross income tests.

Rents from Real Property
We currently do not intend to acquird pmraperty with the proceeds of offerings of theseurities.
Hedging Transactions

We may, from time to time, enter into §iedj transactions with respect to the interest rigteassociated with our borrowings. To the
extent that we enter into a contract to hedge @stenate risk on indebtedness incurred to acquioawy real estate assets, any income and
gain from such hedging transaction will be exclutteth gross income for purposes of the 95% grossre test and the 75% gross income
test. To the extent that we hedge for certain gblieposes, the resultant income or gain will bateré as income that does not qualify under
the 95% gross income test or the 75% gross incesteWe intend to structure any hedging transad¢ti@aamanner that does not jeopardize
our status as a REIT but we cannot assure yowhatill be successful in this regard. We may condome or all of our hedging activities
through a TRS, the income from which may be sulifgétderal income tax, rather than participatimghie arrangements directly or through a
partnership, qualified REIT subsidiary or otherdgarded subsidiary. No assurance can be giverevemwthat our hedging activities will r
give rise to income that does not qualify for pueg® of either or both of the REIT gross incomestestd will not adversely affect our ability
to satisfy the REIT qualification requirements.

Failure to Satisfy Gross | ncome Tests

We intend to monitor the amount of ounstualifying income and manage our assets to comjilythe gross income tests for each
taxable year for which we seek to maintain ouwstais a REIT. We cannot assure you, however, thatilvbe able to satisfy the gross
income tests. If we fail to satisfy one or bothtd gross income tests for any taxable year, wemaagrtheless qualify as a REIT for such
year if we qualify for relief under certa
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provisions of the Code. These relief provisiond bé generally available if (i) our failure to meseich tests was due to reasonable cause and
not due to willful neglect, and (ii) we file witthé¢ IRS a schedule describing the sources of owsgmrome in accordance with Treasury
Regulations. We cannot predict, however, whetheailinircumstances, we would qualify for the benefithese relief provisions. In addition,
as discussed above under “—Taxation of Our Compawen if the relief provisions apply, a tax wouddd imposed upon the amount by
which we fail to satisfy the particular gross inatast.

Asset Tests

To qualify as a REIT, we also must sgtthe following asset tests at the end of eachtquaf each taxable year. First, at least 75% of
the value of our total assets must consist of soonebination of “real estate assets,” cash, casfsitgovernment securities, and, under some
circumstances, stock or debt instruments purchagtdchew capital. For this purpose, the term “restlate assets” includes interests in real
property (including leaseholds and options to aegréal property and leaseholds), stock of othguarations that qualify as REITs and
interests in mortgage loans secured by real prgiieitiuding certain types of mortgage backed s@ies). Assets that do not qualify for
purposes of the 75% test are subject to the addit@sset tests described below.

Second, the value of our interest in @ang issuer’s securities (other than debt and egeityrities issued by any of our TRSs, qualified
REIT subsidiaries, any other entity that is disrdgd as an entity separate from us, and any enpiéyest we may hold in a partnership) may
not exceed 5% of the value of our total assetgdTkie may not own more than 10% of the voting poarel0% of the value of any one
issuer’s outstanding securities (other than deBteauity securities issued by any of our TRSs,ifj@d/REIT subsidiaries, any other entity
that is disregarded as an entity separate frormangsany equity interest we may hold in a partngjsiiourth, no more than 25% of the value
of our total assets may consist of the securitieme or more TRSs. For purposes of the 10% vasie the term “securities” does not include
certain “straight debt” securities.

Notwithstanding the general rule that,darposes of the gross income and asset tes&|aiRtreated as owning its proportionate
share of the underlying assets of a partnershighich it holds a partnership interest, if a REITdsoindebtedness issued by a partnership, the
indebtedness will be subject to, and may causelation of the asset tests, unless it is a qualfynortgage asset or otherwise satisfies the
rules for “straight debt.” Similarly, although stoof another REIT qualifies as a real estate &ssgiurposes of the REIT asset tests, non-
mortgage debt issued by another REIT may not sbfgua

Any regular or residual interest thataven in a REMIC will generally qualify as real egtatssets. However, if less than 95% of the
assets of a REMIC consist of assets that qualifgalsestate assets, then we will be treated alrgptlirectly our proportionate share of the
assets of such REMIC for purposes of the asset. test

We believe that most of the real estatated securities that we expect to hold will balfiying assets for purposes of the 75% asset
test. However, our investment in other asset-baskedrities, bank loans and other instrumentsatehot secured by mortgages on real
property will not be qualifying assets for purposéshe 75% asset test.

We will monitor the status of our asdetspurposes of the various asset tests and wik $& manage our portfolio to comply at alll
times with such tests. There can be no assuraneesver, that we will be successful in this effdntthis regard, to determine our compliance
with these requirements, we will need to estimhaévialue of our assets to ensure compliance witlasiset tests. We will not obtain
independent appraisals to support our conclusionsarning the values of our assets, and we wileggdly rely on representations and
warranties of sellers from whom we acquire mortgages concerning the loan-to-value ratios for smchtgage loans. Moreover, some of
the assets that we may own may not be susceptilpieetise valuation. Although we will seek to badent in making these estimates, there
can be no assurance that the IRS will not disagittethese determinations and assert that a differalue is applicable, in which case we
might not satisfy the 75% asset test and the atbset tests and would fail to qualify as a REIT.

Failure to Satisfy Asset Tests
If we fail to satisfy the asset testdhasend of a quarter, we will not lose our REIT Ifigation if:
. we satisfied the asset tests at the end of theegeg calendar quarter; a
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. the discrepancy between the value of our assetthanakset test requirements arose from chandbe imarket values of our
assets and was not wholly or partly caused by theisition of one or more n-qualifying assets

If we did not satisfy the condition debed in the second bullet above, we still couldidwisqualification by eliminating any
discrepancy within 30 days after the close of thlermdar quarter in which it arose.

If we violate the 5% value test, 10% ugtiest or 10% value test described above at th@tany calendar quarter, we will not lose
REIT qualification if (i) the failure is de minimi@ip to the lesser of 1% of our total assets oriilllon) and (ii) we dispose of these assets or
otherwise comply with the asset tests within sixnthg after the last day of the quarter. In the eeéa more than de minimis failure of any
the asset tests, as long as the failure was digasonable cause and not to willful neglect, wénat lose our REIT qualification if we (i) file
with the IRS a schedule describing the assetscthated the failure, (ii) dispose of these assetsh@mrwise comply with the asset tests within
six months after the last day of the quarter aiijdp@y a tax equal to the greater of $50,000 péuife or an amount equal to the product of
highest corporate income tax rate (currently 3584) the net income from the non-qualifying assetinguhe period in which we failed to
satisfy the asset tests.

Annual Distribution Requirements

To qualify as a REIT, we are requirediitgtribute dividends (other than capital gain dands) to our stockholders in an amount at least
equal to:

(A) the sum of
(i) 90% of our “REIT taxablecmme” (computed without regard to the dividendslgiduction and our net capital gains), and
(ii) 90% of the net income @ftax), if any, from foreclosure property (as disd below), minus

(B) the sum of certain items of non-cagtome.

In addition, if we were to recognize “Inin-gain” (as defined below) on disposition ofyasssets acquired from a “C” corporation in a
transaction in which our basis in the assets weeriakined by reference to the “C” corporation’s bg$or instance, if the assets were acquired
in a tax-free reorganization), we would be requiedistribute at least 90% of the built-in-gaicognized net of the tax we would pay on
such gain. “Built-in-gain” is the excess of (a) fag market value of an asset (measured at the ¢ihacquisition) over (b) the basis of the
asset (measured at the time of acquisition).

Such distributions must be paid in theatde year to which they relate, or in the follogitaxable year if either (i) we declare the
distribution before we file a timely federal incorax return for the year and pay the distributidthwr before the first regular dividend
payment after such declaration or (ii) we declaredistribution in October, November or Decembetheftaxable year, payable to
stockholders of record on a specified day in arghsuonth, and we actually pay the dividends befloesend of January of the following ye
The distributions under clause (i) are taxabldheo@wners of our capital stock in the year in wipeld, and the distributions in clause (ii) are
treated as paid on December 31 of the prior taxgdde. In both instances, these distributions ediabour prior taxable year for purposes of
the 90% distribution requirement.

We will pay federal income tax at corgertax rates on our taxable income, including agitel gain, that we do not distribute to
stockholders. Furthermore, if we fail to distribatigring each calendar year, or by the end of Jgrfodlowing the calendar year in the case of
distributions with declaration and record datebrfglin the last three months of the calendar yatigeast the sum of (i) 85% of our REIT
ordinary income for such year, (ii) 95% of our REdpital gain income for such year and (iii) angigtributed taxable income from prior
periods, we will be subject to a 4% nondeductibieise tax on the excess of such required distdbubiver the amounts actually distributed.
We generally intend to make timely distribution$fisient to satisfy the annual distribution requirents and to avoid corporate federal
income tax and the 4% nondeductible excise tax.

We may elect to retain, rather than diste, our net capital gain and pay tax on suchgadn this case, we could elect to have our
stockholders include their proportionate shareuchsundistributed capital gains in income and teiee a corresponding credit or refund, as
the case may be, for their share of the tax paidshystockholders would then increase the adjusdsd of their stock by the difference
between the designated amounts
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of capital gains from us that they include in thaiable income, and the tax paid on their behaliwith respect to that income.

To the extent that a REIT has availalgteaperating losses carried forward from priorytears, such losses may reduce the amount of
distributions that it must make to comply with fREIT distribution requirements. Such losses, howew#l generally not affect the charact
in the hands of stockholders, of any distributitivet are actually made by the REIT, which are gahetaxable to stockholders to the extent
that the REIT has current or accumulated earninggpaofits. See “—Taxation of Stockholders, —Taaatof Taxable Domestic
Stockholders.”

We may find it difficult or impossible to meet distution requirements in certain circumstances. ugne nature of the assets in wh
we will invest, we may be required to recognizeata® income from those assets in advance of oeipeof cash flow on or proceeds from
disposition of such assets. For instance, we magdpgired to accrue interest and discount incommorigage loans, mortgage backed
securities, and other types of debt securitiest@résts in debt securities before we receive agynents of interest or principal on such
assets. Moreover, in certain instances we mayduginel to accrue taxable income that we may natadlgtrecognize as economic income.
For example, if we own a residual equity positiomimortgage loan securitization, we may recogtaizable income that we will never
actually receive due to losses sustained on theriyidg mortgage loans. Although those losses wbeldieductible for tax purposes, they
would likely occur in a year subsequent to the ymeavhich we recognized the taxable income. Thasahy taxable year, we may be required
to fund distributions in excess of cash flow reeeifrom our investments. If such circumstancesatien to fund our distribution
requirement and maintain our status as a REIT wehmase to sell assets at unfavorable prices, boatwwnfavorable terms, make taxable
stock dividends, or pursue other strategies. Weatne assured, however, any such strategy wousdideessful if our cash flow were to
become insufficient to make the required distribosi

Under certain circumstances, we may be tbrectify a failure to meet the distributiorguerement for a year by paying “deficiency
dividends”to stockholders in a later year, which may be idetliin our deduction for dividends paid for thelieayear. Thus, we may be al
to avoid being taxed on amounts distributed ascaefcy dividends; however, we will be required &y interest and a penalty to the IRS
based on the amount of any deduction taken fociéeity dividends.

Failure to Qualify

If we fail to satisfy one or more requirents for REIT qualification, other than the grosme tests and the asset tests, we could i
disqualification if our failure is due to reasormbhuse and not to willful neglect and we pay aftgrof $50,000 for each such failure. In
addition, there are relief provisions for a failafethe gross income tests and asset tests, astobt “—Gross Income Tests” and “—Asset
Tests.”

If we fail to qualify for taxation as &Rl in any taxable year, and the relief provisidiasnot apply, we will be subject to tax (including
any applicable alternative minimum tax) on our tdgancome at regular federal corporate incomeates. Distributions to stockholders in
any year in which we fail to qualify will not be digctible by us nor will they be required to be mddesuch event, to the extent of current
accumulated earnings and profits, all distributitmstockholders will be taxable as ordinary incoared, subject to certain limitations of the
Code, corporate stockholders may be eligible ferdividends received deduction, and individual lstotders and other non-corporate
stockholders may be eligible to be taxed at theiced 15% rate currently applicable to qualifiedd#nd income (through 2010). Unless
entitled to relief under specific statutory prowiss, we will also be disqualified from taxationsaREIT for the four taxable years following
the year during which qualification was lost. Wewat predict whether in all circumstances we wdadcentitled to such statutory relief.

Prohibited Transactions

Net income derived by a REIT from a phiteid transaction is subject to a 100% exciseThr.term “prohibited transaction” generally
includes a sale or other disposition of properth€othan foreclosure property) that is held “priityafor sale to customers in the ordinary
course of a trade or business.” Although we doempiect that our assets will be held primarily falesto customers or that a sale of any of our
assets will be in the ordinary course of our bussnéhese terms are dependent upon the partiadts dnd circumstances, and we cannot
assure you that we will never be subject to thigsxtax. The 100% tax does not apply to gains fileersale of property that is held throug
TRS or other taxable corporation, although sucbrime will be subject to tax in the hands of the ooagion at regular federal corporate
income tax rates.
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Foreclosure Property

A REIT is subject to tax at the maximuanporate rate (currently 35%) on any income fromedtosure property, including gain from
the disposition of such foreclosure property, othan income that otherwise would be qualifyingoime for purposes of the 75% gross
income test. Foreclosure property is real propanty any personal property incident to such regbgnty (i) that is acquired by a REIT as
result of the REIT having bid on such propertyaetiosure, or having otherwise reduced the prgpgerdwnership or possession by
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 the property, (ii) for whichk telated loan or lease was acquired by the RE&Ttiate when default was not imminen
anticipated and (iii) for which such REIT makesrapger election to treat the property as forecloguoperty. Any gain from the sale of
property for which a foreclosure election has beae will not be subject to the 100% excise tagains from prohibited transactions
described above, even if the property would othesveionstitute inventory or dealer property in thads of the selling REIT. We do not
expect to receive income from foreclosure prop#réy is not qualifying income for purposes of tf#4/gross income test. However, if we do
receive any such income, we intend to make anietet treat the related property as foreclosuoperty.

Taxable Mortgage Pools

An entity, or a portion of an entity, miag classified as a TMP under the Code if (i) suftslly all of its assets consist of debt
obligations or interests in debt obligations, ffipre than 50% of those debt obligations are raat@snortgage loans, interests in real estate
mortgage loans or interests in certain mortgagédmhsecurities as of specified testing dates,tfig)entity has issued debt obligations that
have two or more maturities and (iv) the paymeetgiired to be made by the entity on its debt obbga “bear a relationship” to 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 (or a portion of an entity) consistdefbt obligations, these debt obligations are ctmmsd not to comprise “substantially all” of its
assets, and therefore the entity would not beddeas a TMP.

We do not intend to structure or entéo Becuritization or financing transactions that vause us to be viewed as owning interests in
one or more TMPs. Generally, if an entity or a jporof an entity is classified as a TMP, then thtg or portion thereof is treated as a
taxable corporation and it cannot file a consobddederal income tax return with any other corpora If, however, a REIT owns 100% of
the equity interests in a TMP, then the TMP is alifjfed REIT subsidiary and, as such, ignored asrstity separate from the REIT.

If, notwithstanding our intent to avoidving the issuing entity in any of our securitipator financing transactions classified as a TMP,
one or more of such transactions was so classtfiet, as long as we owned 100% of the equity isteli@ the issuing entity, all or a portion
of the income that we recognize with respect toiowestment in the issuing entity will be treatedexcess inclusion income. Section 860E(c)
of the Code defines the term “excess inclusionhwéspect to a residual interest in a REMIC. Th®,IRowever, has yet to issue guidance on
the computation of excess inclusion income on gdnterests in a TMP held by a REIT. Generally, boer, excess inclusion income with
respect to our investment in any TMP and any taxgbhr will equal the excess of (i) the amounhebme we accrue on our investment in
the TMP over (ii) the amount of income we would éaeccrued if our investment were a debt instrurhaeming an issue price equal to the
market value of our investment on the day we aeguiirand a yield to maturity equal to 120% of libveg-term applicable federal rate in eff
on the date we acquired our interest. The termliegigle federal rate” refers to rates that are baseweighted average yields for treasury
securities and are published monthly by the IRSu@ in various tax calculations. If we underta&eusitization transactions that are TMPs,
the amount of excess inclusion income we recognizay taxable year could represent a significamtipn of our total taxable for that year.

Although we intend to structure our sé@@ation and financing transactions so that we malt recognize any excess inclusion income,
we cannot assure you that we will always be sufgkssthis regard. If, notwithstanding our intemte recognized excess inclusion income,
then under guidance issued by the IRS we woulafeired to allocate the excess inclusion incomggm@mnately among the dividends we
pay to our stockholders and we must notify ourldtotders of the portion of our dividends that regamets excess inclusion income. The
portion of any dividend you receive that is treatsdexcess inclusion income is subject to speaiasr First, your taxable income can neve
less than the sum of your excess inclusion incaméhie year; excess inclusion income cannot bebffith net operating losses or other
allowable deductions. Second, if you are a tax-gxterganization and your excess inclusion incormulgect to the unrelated business
income tax, then the excess inclusion portion gf@imidend you receive will be treated as unreldiadiness taxable income. Third,
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dividends paid to Foreign Owners who hold stockifieestment and not in connection with a tradeuwsitess conducted in the United Sates
will be subject to United States federal withholgilax without regard to any reduction in rate otfise allowed by any applicable income tax
treaty.

If we recognize excess inclusion incoare one or more Disqualified Organizations arenetbolders of shares of capital stock, we
will be taxable at the highest federal corporatmime tax rate on the portion of any excess inciugioome equal to the percentage of our
stock that is held by Disqualified Organizatiomssuch circumstances, we may reduce the amounirdfistributions to a Disqualified
Organization whose stock ownership gave rise taakeTo the extent that our capital stock ownedisqualified Organizations is held by a
broker/dealer or other nominee, the broker/dealetlrer nominee would be liable for a tax at thghkist corporate tax rate on the portion of
our excess inclusion income allocable to our chptteck held by the broker/dealer or other nomioeédehalf of the Disqualified
Organizations.

If we own less than 100% of the equitgirsts in a TMP, the foregoing rules would nothapRather, the entity would be treated as a
corporation for federal income tax purposes andlevpotentially be subject to federal corporate meaax. This could adversely affect our
compliance with the REIT gross income and ass&t tesscribed above. We currently do not have, aneiatly do not intend to enter into ¢
securitization or financing transaction that isMP'in which we own some, but less than all, ofaljeity interests, and we intend to monitor
the structure of any TMPs in which we have an ggeto ensure that they will not adversely affagtsiatus as a REIT. We cannot assure you
that we will be successful in this regard.

Taxation of Owners
Taxation of Taxable Domestic Owners

DistributionsAs long as we qualify as a REIT, distributions wake to our taxable Domestic Owners out of currerocumulated
earnings and profits (and not designated as cagafaldividends) will be taken into account by thasnordinary income. Dividends we pay to
a corporation will not be eligible for the dividenteceived deduction. In addition, distributionsmake to individuals and other Owners that
are not corporations generally will not be eligifide the 15% reduced rate of tax currently (thro@@i0) in effect for “qualified dividend
income.” However, provided certain holding periowlather requirements are met, an individual oeptioneorporate Owner will be eligib
for the 15% reduced rate with respect to (i) disttions attributable to dividends we receive frogntain “C” corporations, such as our TRSs,
and (i) distributions attributable to income upehich we have paid corporate income tax.

Distributions that we designate as cagién dividends will be taxed as long-term capgains (to the extent that they do not exceed
our actual net capital gain for the taxable yedthout regard to the period for which you have odoer capital stock. However, corporate
Owners may be required to treat up to 20% of aetapital gain dividends as ordinary income. Loaigrt capital gains are generally taxable
at maximum federal rates of 15% (through 2010h&ndase of individuals, trusts and estates, andiB3fe case of corporations.

Rather than distribute our net capitahgawe may elect to retain and pay the federadnme tax on them, in which case you will (i)
include your proportionate share of the undistelutet capital gains in income, (ii) receive a itrimdt your share of the federal income tax
we pay and (iii) increase the basis in your cagitatk by the difference between your share otdptal gain and your share of the credit.

Distributions in excess of our currentl @ecumulated earnings and profits will not be dexdo you to the extent that they do not
exceed your adjusted tax basis in our capital syockown, but rather, will reduce your adjusted tasis in your capital stock. Assuming that
the capital stock you own is a capital asset, ¢oetktent that such distributions exceed your aélisix basis in the capital stock you own,
must include them in income as long-term capit@h gar short-term capital gain if the capital stdes been held for one year or less).

If we declare a dividend in October, NaNr or December of any year that is payable tckbtmlders of record on a specified date in
any such month, but actually distribute the amaledared in January of the following year, then yaust treat the January distribution as
though you received it on December 31 of the yeavhich we declared the dividend. In addition, waynalect to treat other distributions
after the close of the taxable year as having lpa&hduring the taxable year, but you will be teebas having received these distributions in
the taxable year in which they are actually made.

To the extent that we have availableapetrating losses and capital losses carried fordvard prior tax years, such losses may reduce
the amount of distributions that we must make tmgly with the REIT distribution
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requirements. See “—Annual Distribution RequirersénBuch losses, however, are not passed througbut@nd do not offset your income
from other sources, nor would they affect the ctimreof any distributions that you receive from ysy will be subject to tax on those
distributions to the extent that we have currerdecoumulated earnings and profits.

Although we do not expect to recognizg excess inclusion income, if we did recognize sgdaclusion income, we would identify a
portion of the distributions that we make to yole&eess inclusion income. Your taxable income earenbe less than the sum of your ex
inclusion income for the year; excess inclusioroine cannot be offset with net operating lossegtwrallowable deductions. See “—
Taxable Mortgage Pools.”

Dispositions of Our Stockny gain or loss you recognize upon the sale oertlisposition of our capital stock will generally capital
gain or loss for federal income tax purposes, atidoe long-term capital gain or loss if you helwtcapital stock for more than one year. In
addition, any loss you recognize upon a sale ona&xge of our capital stock that you have ownedifomonths or less (after applying certain
holding period rules) will generally be treatedadsng-term capital loss to the extent of distribus$ received from us that you are required to
treat as long-term capital gain.

If you recognize a loss upon a dispositdour capital stock in an amount that exceepliseacribed threshold, it is possible that the
provisions of recently adopted Treasury Regulatiomslving “reportable transactions” could applyittwa resulting requirement to separately
disclose the loss-generating transaction to the WRi$le these regulations are directed towards Staedters,” they are written quite broadly,
and apply to transactions that would not typichlyconsidered tax shelters. In addition, recenthceed legislation imposes significant
penalties for failure to comply with these requients. You should consult your tax advisor concey@iny possible disclosure obligation w
respect to the receipt or disposition of our caditack, or transactions that might be undertakiezcty or indirectly by us. Moreover, you
should be aware that we and other participantsdrtransactions involving us (including our adv&anay be subject to disclosure or other
requirements pursuant to these regulations.

Amounts that you are required to inclidéaxable income with respect to our capital stgold own, including taxable distributions a
the income you recognize with respect to undistetiunet capital gain, and any gain recognized wymam disposition of our capital stock, v
not be treated as passive activity income. You nayoffset any passive activity losses you may hawueh as losses from limited partners
in which you have invested, with income you recagnwvith respect to our shares of capital stock.e&aly, income you recognize with
respect to our capital stock will be treated ag#tment income for purposes of the investmentastdimitations.

Information Reporting and Backup Withhiogd We will report to our stockholders and to the IRE amount of distributions we pay
during each calendar year and the amount of tawitdold, if any. Under the backup withholding rslggou may be subject to backup
withholding at a current rate of 28% with respectlistributions unless you:

l. are a corporation or come within certain other gxevategories and, when required, demonstratdabisor

II.  provide a taxpayer identification number, certif/ta no loss of exemption from backup withholdiagg otherwise comply with
the applicable requirements of the backup withimgjdiules.

Any amount paid as backup withholdingl wé creditable against your federal income talziliigg. For a discussion of the backup
withholding rules as applied to foreign owners, ‘se@axation of Foreign Owners.”

Taxation of Tax-Exempt Owners

Tax-exempt entities, including qualifiechployee pension and profit sharing trusts andriddal retirement accounts, are generally
exempt from federal income taxation. However, they subject to taxation on their unrelated busiteszble income (“UBTI")Provided the
a tax-exempt Owner (i) has not held our capitatistzs “debt financed property” within the meanirighe Code and (ii) has not used our
capital stock in an unrelated trade or businessuats that we distribute to tax-exempt Owners gaheshould not constitute UBTI.
However, a tax-exempt Owner’s allocable share gfextess inclusion income that we recognize wilsbbject to tax as UBTI. See “—
Taxable Mortgage Pools.” We intend to structuresmauritization and financing transactions so ti&awill avoid recognizing any excess
inclusion income.
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Tax-exempt Owners that are social clubkjntary employee benefit associations, suppleai@memployment benefit trusts and
qualified group legal services plans, exempt framation under special provisions of the federabme tax laws, are subject to different
UBTI rules, which generally will require them toastacterize distributions that they receive fronag$JBTI.

In certain circumstances, a qualified Eryg@e pension trust or profit sharing trust thanewnore than 10% of our stock could be
required to treat a percentage of the dividendsitiaceives from us as UBTI if we are a “penshweid REIT.” We will not be a pension-held
REIT unless either (a) one pension trust owns rtae 25% of the value of our stock or (b) a grofipemsion trusts individually holding
more than 10% of our stock collectively owns mdrant 50% of the value of our stock. However, thérigBns on ownership and transfer of
our stock, as described under “Description of Gay8tock—Restrictions on Ownership and Transfeg’dgsigned among other things to
prevent a tax-exempt entity from owning more th@#olof the value of our stock, thus making it unlykéhat we will become a pension-held
REIT.

Taxation of Foreign Owners

The following is a summary of certain Ui&leral income and estate tax consequences oftthership and disposition of our capital
stock applicable to a Foreign Owner.

If a partnership, including for this poge any entity that is treated as a partnership f8r federal income tax purposes, holds our
capital stock, the tax treatment of a partner eghrtnership will generally depend upon the stafuke partner and the activities of the
partnership. An investor that is a partnership hgwioreign Owners as partners should consultitadaisors about the U.S. federal income
tax consequences of the acquisition, ownershipdispmbsition of our capital stock.

The discussion is based on current lagvisufior general information only. The discussiaoltli@sses only certain and not all aspects of
U.S. federal income and estate taxation.

Ordinary Dividend Distribution3he portion of dividends received by a Foreign Ompeeyable out of our current and accumulated
earnings and profits that are not attributabletoaapital gains and that are not effectively caed with a U.S. trade or business of the
Foreign Owner will be subject to U.S. withholdirax tat the rate of 30% (unless reduced by an afgdéidacome tax treaty). In general, a
Foreign Owner will not be considered engaged in%. tfade or business solely as a result of itsepsinp of our capital stock. In cases wt
the dividend income from a Foreign Owner’s invesitie our capital stock is (or is treated as) dffedy connected with the Foreign
Owner’s conduct of a U.S. trade or business, tlreigo Owner generally will be subject to U.S. taxgeaduated rates, in the same manner as
Domestic Owners are taxed with respect to sucldedids (and may also be subject to the 30% bramdhgptax in the case of a foreign
owner that is a foreign corporation). If a Fore@wner is the record holder of shares of our capitatk, we plan to withhold U.S. income tax
at the rate of 30% on the gross amount of anyibligton paid to a Foreign Owner unless:

. a lower income treaty rate applies and the For@gmer provides us with an IRS Form W-8BEN evidegaiigibility for that
reduced rate; ¢

. the Foreign Owner provides us with an IRS Fori-8ECI certifying that the distribution is effectiyetonnected incom

Under some income tax treaties, lowehkotding tax rates do not apply to ordinary dividefrom REITs. Furthermore, reduced tre
rates are not available to the extent that distiiding are treated as excess inclusion income. Séleakable Mortgage Pools.” We intend to
structure our securitization and financing transact so that we will avoid recognizing any excesdusion income.

Non-Dividend Distribution®istributions we make to a Foreign Owner that aeconsidered to be distributions out of our cutrigmd
accumulated earnings and profits will not be sulfje¢).S. federal income or withholding tax unléss distribution exceeds the Foreign
Owner’s adjusted tax basis in our capital stockattime of the distribution and, as described wetbe Foreign Owner would otherwise be
taxable on any gain from a disposition of our c@stock. If it cannot be determined at the tintéstribution is made whether or not such
distribution will be in excess of our current art@mulated earnings and profits, the entire distidn will be subject to withholding at the
rate applicable to dividends. A Foreign Owner nfaywever, seek a refund of such amounts from theiflR& subsequently determined that
the distribution was, in fact, in excess of ourent and accumulated earnings and profits, providegroper forms are timely filed with the
IRS by the Foreign Owner.
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Capital Gain Dividend®istributions that we make to Foreign Owners thatadtributable to our disposition of U.S. real gy
interests (“USRPI,Wwhich term does not include interests in mortgageas$ and mortgage backed securities) are subjecBtafederal incom
and withholding taxes pursuant to the Foreign Itmest in Real Property Act of 1980, or FIRPTA, andy also be subject to branch profits
tax if the Foreign Owner is a corporation thatas entitled to treaty relief or exemption. Althougle do not anticipate recognizing any gain
attributable to the disposition of USRPI, as ddliby FIRPTA, Treasury Regulations interpreting fie@PTA provisions of the Code impose
a withholding tax at a rate of 35% on all of oupital gain dividends (or amounts we could haveglesied as capital gain dividends) paid to
Foreign Owners, even if no portion of the capitahg we recognize during the year are attributabtaur disposition of USRPI. However, in
any event, the FIRPTA rules will not apply to distitions to a Foreign Owner so long as (i) our ttock is regularly traded (as defined by
applicable Treasury Regulations) on an establisikeedrities market, and (ii) the Foreign Owner ogattually or constructively) no more
than 5% of our capital stock at any time duringdhe-year period ending with the date of the distion.

Dispositions of Our Stoddnless our capital stock constitutes a USRPI, @ sbbur capital stock by a Foreign Owner genenailinot
be subject to U.S. federal income tax under FIRPWA.do not expect that our capital stock will cangt a USRPI. Our capital stock will r
constitute a USRPI if less than 50% of our assetsughout a prescribed testing period consist tefr@sts in real property located within the
United States, excluding, for this purpose, inteireseal property solely in the capacity as a togdEven if the foregoing test is not met, our
capital stock will not constitute a USRPI if we ardomestically controlled REIT. A “domesticallyrtmlled REIT”is a REIT in which, at a
times during a specified testing period, less th@¥b in value of its shares is held directly or iedily by foreign owners. We do not intend to
maintain records to determine whether we are a dtoadly controlled REIT for this purpose.

Even if we do not constitute a domeslycabntrolled REIT, a Foreign Owner’s sale of oapital stock generally will still not be
subject to tax under FIRPTA as a sale of a USR&liged that (i) our stock is “regularly traded” @afined by applicable Treasury
Regulations) on an established securities marlka{igrthe selling Foreign Owner has owned (actual constructively) 5% or less of our
outstanding capital stock at all times during actfjg testing period.

If gain on the sale of our stock werejsabto taxation under FIRPTA, the Foreign Owneuldagenerally be subject to the same
treatment as a Domestic Owner with respect to gaah (subject to applicable alternative minimumaaxl a special alternative minimum tax
in the case of nonresident alien individuals) drapurchaser of the capital stock could be requwesithhold 10% of the purchase price and
remit such amount to the IRS.

Capital gains not subject to FIRPTA witinetheless be taxable in the United States taeidgfoOwner in two cases. First, if the
Foreign Owner’s investment in our capital stockffectively connected with a U.S. trade or busireswlucted by such Foreign Owner, the
Foreign Owner will generally be subject to the saraatment as a Domestic Owner with respect to gaalh Second, if the Foreign Owner is
a nonresident alien individual who was presenhaWnited States for 183 days or more during tkalte year and has a “tax home” in the
United States, the nonresident alien individual gl subject to a 30% tax on the individual’s calpifain.

Estate TaOur capital stock owned or treated as owned bydividual who is not a citizen or resident of theildd States (as
specially defined for U.S. federal estate tax pags) at the time of death will be includible in thdividual’s gross estate for U.S. federal
estate tax purposes, unless an applicable eskaetdy provides otherwise. Such individual's staay be subject to U.S. federal estate tax
on the property includible in the estate for U&ldral estate tax purposes.

Other Tax Consequences

Possible Legislative or Other Actionsesfing Tax Consequencéxospective investors should recognize that theemtefederal
income tax treatment of an investment in our capiteck may be modified by legislative, judicial aiministrative action at any time, and 1
any such action may affect investments and comnnitsngreviously made. The rules dealing with federedme taxation are constantly un
review by persons involved in the legislative psxcand by the IRS and Treasury Department, regutinevisions of regulations and revised
interpretations of established concepts as wedtatsitory changes. Revisions in federal tax lavesiaterpretations thereof could adversely
affect the tax consequences of an investment ircapital stock.

State and Local Tax&¥e and our stockholders may be subject to stalecaf taxation in various state or local jurisdicts, including
those in which we or they transact business odeedihe state and local tax treatment
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may not conform to the federal income tax consecgeguiscussed above. Consequently, prospectivetorgeshould consult their own tax
advisors regarding the effect of state and locald@s on an investment in our capital stock.

P LAN OF DISTRIBUTIO N

We may sell the securities offered punstia this prospectus and any accompanying progpetipplements to or through one or more
underwriters or dealers or we may sell the seegrtid investors directly or through agents. Eadsgectus supplement, to the extent
applicable, will describe the number and termshefgecurities to which such prospectus supplenedates, the name or names of any
underwriters or agents with whom we have entertldarrangements with respect to the sale of suchrities, the public offering or purchase
price of such securities and the net proceeds Weegkeive from such sale. Any underwriter or agenblved in the offer and sale of the
securities will be named in the applicable prospesupplement. We may sell securities directint@stors on our own behalf in those
jurisdictions where we are authorized to do

Underwriters may offer and sell the séms at a fixed price or prices, which may be ajeh at market prices prevailing at the time of
sale, at prices related to the prevailing markiggsror at negotiated prices. We also may, frone tismtime, authorize dealers or agents to
offer and sell these securities upon such termsanditions as may be set forth in the applicabtspectus supplement. In connection with
the sale of any of these securities, underwriteag mceive compensation from us in the form of uwdéing discounts or commissions and
may also receive commissions from purchasers ofékarities for whom they may act as agent. Undewgrmay sell the securities to or
through dealers, and such dealers may receive amapen in the form of discounts, concessions amragsions from the underwriters or
commissions from the purchasers for which they axctyas agents.

Shares may also be sold in one or mothefollowing transactions: (a) block transactigwiich may involve crosses) in which a
brokerdealer may sell all or a portion of the sharesgemntibut may position and resell all or a portiéthe block as principal to facilitate tl
transaction; (b) purchases by a broker-dealeriasipal and resale by the broker-dealer for its @gnount pursuant to a prospectus
supplement; (c) a special offering, an exchanggiligion or a secondary distribution in accordangt applicable New York Stock
Exchange or other stock exchange rules; (d) ordibeskerage transactions and transactions in waibtoker-dealer solicits purchasers; (e)
sales “at the market” to or through a market makento an existing trading market, on an exchaometherwise, for shares; and (f) sales in
other ways not involving market makers or estaklistrading markets, including direct sales to pasehs. Broker-dealers may also receive
compensation from purchasers of the shares whichtiexpected to exceed that customary in the tgpaansactions involved.

Any underwriting compensation paid bytasinderwriters or agents in connection with thferrig of these securities, and any
discounts or concessions or commissions allowegnioerwriters to participating dealers, will be fath in the applicable prospectus
supplement. Dealers and agents participating imliteibution of the securities may be deemed targerwriters, and any discounts and
commissions received by them and any profit redllzgthem on resale of the securities may be dee¢mbed underwriting discounts and
commissions.

Underwriters, dealers and agents mayntilezl, under agreements entered into with ugydemnification against and contribution
toward certain civil liabilities, including liabties under the Securities Act of 1933, as amendatkss otherwise set forth in the
accompanying prospectus supplement, the obligatibagsy underwriters to purchase any of these #ezuwill be subject to certain
conditions precedent.

In connection with the offering of thecadties hereby, certain underwriters, and seltingup members and their respective affiliates,
may engage in transactions that stabilize, mairgatherwise affect the market price of the aglle securities. These transactions may
include stabilization transactions effected in adeace with Rule 104 of Regulation M promulgatediis SEC pursuant to which these
persons may bid for or purchase securities foptivpose of stabilizing their market price.

The underwriters in an offering of setias may also create a “short position” for theic@unt by selling more securities in connection
with the offering than they are committed to pussth&rom us. In that case, the underwriters coulekicall or a portion of the short position
either purchasing securities in the open market
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following completion of the offering of these seities or by exercising any over-allotment optioanfed to them by us. In addition, the
managing underwriter may impose “penalty bids” unmntractual arrangements with other underwritetich means that they can reclaim
from an underwriter (or any selling group membatipgating in the offering) for the account of thther underwriters, the selling conces:
for the securities that are distributed in the Wiiffig but subsequently purchased for the accoutiteofinderwriters in the open market. Any of
the transactions described in this paragraph opepable transactions that are described in anynaganying prospectus supplement may
result in the maintenance of the price of the dtearat a level above that which might otherwisevpil in the open market. None of the
transactions described in this paragraph or incanrapanying prospectus supplement are required taken by any underwriters and, if they
are undertaken, may be discontinued at any time.

Our common stock is listed on the NewRr8tock Exchange under the symbol “CIM”. All ottearies of our preferred stock will be
new issues of securities with no established tgdiarket and may or may not be listed on a natisealirities exchange. Any underwriter:
agents to or through which securities are soldsgnay make a market in the securities, but thederwniters or agents will not be obligated
to do so and any of them may discontinue any mamekiing at any time without notice. No assurancelzgiven as to the liquidity of or
trading market for any securities sold by us.

Other Relationships

We may have agreements with agents, wriders, dealers and remarketing firms to indemtiiigm against certain civil liabilities,
including liabilities under the Securities Act &333. Agents, underwriters, dealers and remarkdiings, and their affiliates, may engage in
transactions with, or perform services for, ushia ordinary course of business. This includes comiaebanking and investment banking
transactions.

L EGAL MATTER S

Certain legal matters relating to thifeahg will be passed upon for us by K&L Gates LMWashington, D.C. In addition, the
description of federal income tax consequencesaguad in the section of the prospectus entitledtéde Federal Income Tax
Considerations” is based on the opinion of McKeésbie LLP. If the validity of any securities is alpassed upon by counsel for the
underwriters of an offering of those securitiesitttounsel will be names in the prospectus suppiénetating to that offering.

E XPERT S

The financial statements incorporatethia Prospectus by reference from the Company’suadhReport on Form 10-K have been
audited by Deloitte & Touche LLP, an independegistred public accounting firm, as stated in tihejort, which is incorporated herein by
reference, such financial statements have beemcegporated in reliance upon the report of suah fiiven upon their authority as experts in
accounting and auditing.

W HERE YOU CAN FIND MORE INFORMATIO N

We file annual, quarterly, and curremtas, proxy statements and other information WithSEC. You may read and copy any reports
or other information that we file with the SEC la¢ tSECS Public Reference Room located at 100 F Stre&t, M/ashington D.C. 20549. Y
may also receive copies of these documents upameatyof a duplicating fee, by writing to the SE®ublic Reference Room. Please call
SEC at 1-800-SEC-0330 for further information oa Rublic Reference Room in Washington D.C. andrddmations. Our Securities and
Exchange Commission filings, including our registna statement, are also available to you, freehafrge, on the Securities and Exchange
Commission’s website at www.sec.gov

| NCORPORATION OF CERTAIN DOCUMENTS BY REFERENC E

The SEC allows us to “incorporate by refere” information into this prospectus which hasrbpreviously filed, which means that we
can disclose important information to you by refegryou to another document filed separately whit $EC. The information incorporated
reference is deemed to be part of this prospeetegpt for any information superseded by infornratiothis prospectus. We have filed the
documents listed below with the SEC (File No. 1. 837under the Securities Exchange Act of 1934 nasraled, and these documents are
incorporated herein by reference:
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— Our Annual Report on Form -K for the year ended December 31, 2007 filed ondid&, 2008
— Our Definitive Proxy Statement on Schedule 14Adfiten March 31, 200¢

— Our Quarterly Report on Form -Q for the quarter ended March 31, 2008 filed on Nidy2008
— Our Quarterly Report on Form -Q for the quarter ended June 30, 2008 filed on Atug§u2008



Our Quarterly Report on Form -Q for the quarter ended September 30, 2008 fileNavember 10, 2008; ar

— Our Current Reports on Formk8filed on January 24, 2008; February 4, 2008; Mat8, 2008; March 26, 2008; June 16, 2008; Aug}
2008; and October 20, 20C

All documents that we file (but not thdkat we furnish) with the SEC pursuant to Sectibd&), 13(c), 14 or 15(d) of the Securities
Exchange Act of 1934, as amended, or the Exchawgeafter the date of the initial registration staent of which this prospectus is a part
and prior to effectiveness of the registrationestegnt will be deemed to be incorporated by refexémio this prospectus and will
automatically update and supersede the informatidiis prospectus, and any previously filed docombn addition, all documents that we
file (but not those that we furnish) with the SE@guant to Sections 13(a), 13(c), 14 or 15(d) efElchange Act after the date of this
prospectus and prior to the termination of theraffipof shares hereby will be deemed to be incateat by reference into this prospectus and
will automatically update and supersede the infdimnan this prospectus, any accompanying prospgestipplement and any previously filed
document.

We will provide to each person, includengy beneficial owner, to whom a copy of this pexgps is delivered, a copy of any or all of
the information that has been incorporated by esfee in this prospectus but not delivered with pinaspectus (other than the exhibits to such
documents which are not specifically incorporatgadference herein); we will provide this infornmatiat no cost to the requester upon
written or oral request to Investor Relations, Giiieninvestment Corporation, 1211 Avenue of the Acasr Suite 2902, New York, New
York 10036, telephone number (212) 696-0100.
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