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The information in this prospectus is not complete and may be changed. We may not sell these securities until the
registration statement filed with the Securities and Exchange Commission is effective. This prospectus is not an offer to

sell these securities and it is not soliciting an offer to buy these securities in any state where the offer or sale is not
permitted.

Subject to Completion
Prospectus dated December 23, 2008

PROSPECTUS

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; (
. any combination of the foregoir

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

We will provide specific terms of eachuance of these securities in supplements to th&ppctus. We may describe the terms of these

securities in a term sheet which will precede ttespectus supplement. You should read this prospextd any supplement carefully before
you decide to inves

This prospectus may not be used to consaten sales of these securities unless it is accoiegdy a prospectus supplement.
Investing in our common stock and prefeed stock involves risks. See “Risk Factors” beginng on page 5 of this prospectus.

Our common stock is listed on the NewR/Stock Exchange under the symbol “CIM”. Each pextps supplement will indicate if the
securities offered thereby will be listed on angwséies exchange.

Neither the Securities and Exchange Comssion nor any state securities commission has apmed or disapproved 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 prgsectus supplement. We have not
authorized anyone to provide you with different oradditional information. This prospectus and any apticable prospectus supplement
does not constitute an offer to sell, or a soliciteon of an offer to purchase, the securities offeiby 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 ihis prospectus or any prospectus supplement is egrate as of any date other than
the date on the front cover of such documents. Né&iér the delivery of this prospectus or any applicale prospectus supplement nor any
distribution of securities pursuant to such documets shall, under any circumstances, create any immation that there has been no
change in the information set forth in this prospetus or any applicable prospectus supplement or inwr affairs since the date of this
prospectus or any applicable prospectus supplement.

This prospectus contains, and any applibée prospectus supplement may contain, summaries oértain provisions contained in
some of the documents described herein and thereibut reference is made to the actual documents faomplete information. All of the
summaries are qualified in their entirety by the atual documents. Copies of some of the documents eefed 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 You Caniftd More Information.”



A BOUT THIS PROSPECTUS

This prospectus is part of a registrastatement that we filed with the Securities andhexge Commission using a “shelf” registration
process. Under this shelf process, we may, frore timtime, sell any combination of the securitiesatibed in this prospectus, in one or more
offerings up to a total dollar amount of $750,0@D,0This prospectus provides you with a generatrijfetion of the securities we may offer.
Each time we offer to sell securities under thizspectus, we will provide a prospectus supplementaining specific information about the
terms of that offering. The prospectus supplemeay aiso add, update or change information contaiméis prospectus. You should read
both this prospectus and any prospectus suppletogether with additional information described untihe heading “Where You Can Find
More Information.”

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

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

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

F ORWARD LOOKING STATEMENTS

We make forward-looking statements iis firiospectus that are subject to risks and unoé&dsi These forward-looking statements
include information about possible or assumed &utesults of our business, financial conditionyikiity, results of operations, plans and
objectives. When we use the words “believe,” “expeanticipate,” “estimate,” “plan,” “continue,”ihtend,” “should,” “may,” “would,” “will”
or similar expressions, we intend to identify fordooking statements. Statements regarding tHeviiahg 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 andetmas of such arrangemen
. general volatility of the securities markets in ethive invest

. our expected investmeni

. changes in the value of our investme

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

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

. rates of default or decreased recovery rates omgastments

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

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

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

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




. availability of qualified personne

. estimates relating to our ability to make distribns 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 forward-looking statements are basedur beliefs, assumptions and expectations ofudure performance, taking into account all
information currently available to us. You shoulat place undue reliance on these forward-lookiatestents. These beliefs, assumptions and
expectations can change as a result of many pessifeints or factors, not all of which are knowmnisgoSome of these factors are described in
this prospectus under the headings “Prospectus Suyfimnd “Risk Factors.If a change occurs, our business, financial comaljtiiquidity anc
results of operations may vary materially from #hegpressed in our forward-looking statements. famyardlooking statement speaks only
of the date on which it is made. New risks and wagaties arise from time to time, and it is impibses for us to predict those events or how
they may affect us. Except as required by law, meenat obligated to, and do not intend to, updatesvise any forward-looking statements,
whether as a result of new information, future ésem otherwise.




P ROSPECTUS SUMMARY

This summary highlights some of the imi@tion 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 suggéserwise, the terms

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

Our Company

We are a specialty finance company timasts in residential mortgage-backed securitieRMBS, residential mortgage loans,
real estate-related securities and various otlemt atasses. We have elected and intend to quallfe taxed as a real estate investmen
trust, or REIT, for federal income tax purposes owncing with our taxable year ending on Decembe280Q7. If we qualify for
taxation as a REIT, we generally will not be subjedederal income tax on our taxable income thalistributed to our stockholders.

We are externally managed by Fixed Inc@iseount Advisory Company, which we refer to as Blanager or FIDAC,
pursuant to a management agreement. Our Manageriiwestment advisor registered with the Secsraied Exchange Commission,
or SEC. Our Manager is a fixed-income investmemagament company specializing in managing investsriarlJ.S. government
agency residential mortgage-backed securities,gandy RMBS, which are mortgage pass-through ceatifis, collateralized
mortgage obligations, or CMOs, and other mortga@ekéd securities representing interests in or abbgs backed by pools of
mortgage loans issued or guaranteed by the Feldat@nal Mortgage Association, or Fannie Mae, teddfal Home Loan Mortgage
Corporation, or Freddie Mac, and the Governmentddat Mortgage Association, or Ginnie Mae. Our Mg@iaalso has experience in
managing investments in mortgage-backed securé@®senting interests in or obligations backegdyls of mortgage loans, which
are not issued or guaranteed by the Fannie Maddierdlac, or Ginnie Mae, or non-Agency RMBS, antlateralized debt
obligations, or CDOs; real estate-related secgtitdd managing credit and interest rate-sensitvestment strategies. Additionally,
our Manager is a wholly-owned subsidiary of Ann@pital Management, Inc., a New York Stock Exchaligjed REIT, which has a
long track record of managing investments in Ugegnment agency mortgage-backed securities.

Our Manager is responsible for adminietgour business activities and day-to-day openati®Ve have no employees other
than our officers. Pursuant to the terms of theagament agreement, our Manager provides us witmamagement team, including
our officers, along with appropriate support persdnOur 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 ofafticers any cash compensation;
rather, we pay our Manager a base management feegmi to the terms of the management agreement.

Our objective is to provide attractivekrdadjusted returns to our investors over the lemgy, primarily through dividends and
secondarily through capital appreciation. We intemdchieve this objective by investing in a divfed 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 mortglages, which are mortgage
loans that conform to the Agency Guidelines exespio loan size; and Alt-A mortgage loans, whighraortgage loans that may have
been originated using documentation standardsatieaess stringent than the documentation standguplged by certain other first lien
mortgage loan purchase programs, such as the Agenicielines, but have one or more compensatingfactich as a borrower with
a strong credit or mortgage history or significassets; real estate-related securities; and vaoithies asset classes, subject to
maintaining our REIT status and exemption fromsegtion under the 1940 Act. The RMBS, asset baskedrities, or ABS,
commercial mortgage backed securities, or CMBS,GR®s we purchase may include investment-gradenandnvestment grade
classes, including the BB-rated, B-rated and ndedralasses.

Our Corporate Information

We are a Maryland corporation formedunel2007 and commenced operations in November ZD@7principal executive
offices are located at 1211 Avenue of AmericasteS2902, 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 phdospectus. We have included our
website address only as an inactive textual reéeremd do not intend it to be an active link to website.
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R ISK FACTORS

Investing in our common stock or prefdrsgock, which we refer to as our capital stockpimes a high degree of risk. You should
carefully consider the following risk factors anitiather information contained in this prospectiefdre purchasing our capital stock. The ri
and uncertainties described below are not the omlgs facing us. Additional risks and uncertaintiest we are unaware of, or that we
currently deem immaterial, also may become impariactors that affect us. You should carefully ¢desthe risks described under “Risk
Factors” in our most recent Annual Report on Form 10-K aany subsequent Quarterly Reports on Form 10-QdwHescriptions are
incorporated by reference herein), as well as ttlepinformation 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 Referenceldwv.

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

Risks Associated With Recent Adverse Developments the Mortgage Finance and Credit Markets

Difficult conditions in the financial markets and the economy generally, have caused us and may contnto 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 filencial markets and the economy generally.
Recently, concerns over inflation, energy costepgétical issues, the availability and cost ofditethe mortgage market and a declining real
estate market have contributed to increased vityagihd diminished expectations for the economy ewadkets going forward. The mortgage
market, including the market for prime and Altoans, has been severely affected by changdeifenhding landscape and there is no assu
that these conditions have stabilized or that thiflynot worsen. The severity of the liquidity litation was largely unanticipated by the
markets. For now (and for the foreseeable fut@ejess to mortgages has been substantially limide the limitation on financing was
initially in the sub-prime mortgage market, theuiidjty issues have now also affected prime andAAtten-Agency lending, with mortgage ra
remaining much higher than previously availablesicent periods and many product types being sevevefailed. This has an impact on new
demand for homes, which will compress the home osimp rates and weigh heavily on future home ppiegormance. There is a strong
correlation between home price growth rates andgage loan delinquencies. The market deteriordtamcaused us to expect increased Ic
related to our holdings and to sell assets atsa los

Although as of and for the nine monthdexhSeptember 30, 2008, we had no impairments oB&RM whole mortgage loans, during
third quarter of 2008, we sold assets with a cagyialue of $432.6 million in AAA-rated non-AgenBMBS for a loss of approximately
$113.1 million and terminated $983.4 million in iootal interest rate swaps for a loss of approxitge&0.5 million, which together resulted
a net realized loss of approximately $123.6 millids of September 30, 2008 the Company had recadeonulative unrealized loss on its
available for sale portfolio of $146.5 million. Ti®mMpany expects that the further deterioratiothefmortgage backed securities market
subsequent to September 30, 2008 will likely reisudt significant increase of unrealized lossethenavailable for sale portfolio. Further
declines in the market values of our investmentg atversely affect periodic reported results amdlitravailability, which may reduce
earnings and, in turn, cash available for distidruto our stockholders.

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

All of our repurchase agreements and-ésterate swap agreements are subject to bilatexedin calls in the event that the collateral
securing our obligations under those facilitiesemds or does not meet our collateralization remergs. We analyze the sufficiency of our
collateralization daily, and as of September 3@&®n a net basis, the fair value of the colldtémnaluding restricted cash, securing our
obligations under repurchase agreements and ihtatesswaps, exceeded the amount of such obligaby approximately $130.8 million.
During the six months ended June 30, 2008, dulealéterioration in the market value of our assegsreceived and met margin calls under
our repurchase agreements, which resulted in dairobg additional funding from third parties, inding from Annaly (see “Certain
Relationships and Related Transactions”), and tp&ither steps to increase our liquidity. Additidpathe disruptions during the six months
ended June 30, 2008 resulted in us not being irptante with the net income covenant in one ofwhole loan repurchase agreements and
the liquidity covenants in our other whole loanusghase agreement at a time during which we haahmmunts outstanding
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under those facilities. We amended these covenantspn July 29, 2008, we terminated those faedlito avoid paying non-usage fees. Should
we receive additional margin calls, we may not lble & amend the restrictive covenants or obtdiermfunding. If we were unable to post
additional collateral, we would have to sell theats at a time when we might not otherwise choosi®tso and such sales may be at a loss. A
reduction in credit available may reduce our easiand, in turn, cash available to us for distidruto stockholders.

Dramatic declines in the housing markett falling home prices and increasing foreclosuaad unemployment, have resulted in
significant asset write-downs by financial instiduts, which have caused many financial institutitmseek additional capital, to merge with
other institutions and, in some cases, to faibddition, we rely on the availability of financimg acquire residential mortgage loans, real estate
related securities and real estate loans on adgeerbasis. Institutions from which we will seelolain financing may have owned or finan
residential mortgage loans, real estate-relatedrgies and real estate loans, which have declineglue and caused them to suffer losses as a
result of the recent downturn in the residentiatigeage market. Many lenders and institutional inmeshave reduced and, in some cases,
ceased to provide funding to borrowers, includitigeo financial institutions. If these conditionggst, these institutions may become insol\
or tighten their lending standards, which could eakmore difficult for us to obtain financing oaviorable terms or at all. Our profitability
be adversely affected if we are unable to obtast-effective financing for our investments.

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 oleeeraged basis depends to a large extent upoalility to secure warehouse, repurchase, cr
and/or commercial paper financing on acceptablagehe current dislocation in the non-Agency magesector has made it difficult for us
to obtain short-term financing on favorable terds.a result, we have completed loan securitizatiorgder to obtain long-term financing and
terminated our un-utilized whole loan repurchasea@gents in order to avoid paying non-usage fedenthose agreements. In addition, we
have entered into a RMBS repurchase agreementAmitlaly. This agreement contains customary repratiens, warranties and covenants
contained in such agreements. As of June 30, 2008ad $50.0 million outstanding under this repasehagreement. As of September 30,
2008, we had approximately $620.0 million outstagdinder this agreement, which constitutes apprateiy 56% of our total financing. As
October 13, 2008, the weighted average borrowitggga amounts outstanding under this agreemenBvda%o. Our RMBS repurchase
agreement with Annaly is rolled daily at markeestbears interest at LIBOR plus 150 basis podmid,is secured by the RMBS pledged under
the agreement. We cannot assure you that Annalyavitinue to provide us with such financing. If #aly does not provide us with financing,
we cannot assure you that we will be able to reptarcch financing, and if we are not able to reptaiefinancing, we could be forced to sell
our assets at an inopportune time when pricesepeedsed.

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

We have invested and may continue toshiresecurities or other instruments that ardligatd. Moreover, turbulent market conditions,
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 purch#iigquid investments typically experience gregpeice volatility, as a ready market does not
exist, and can be more difficult to value. In adit validating third party pricing for illiquid Westments may be more subjective than more
liquid investments. The illiquidity of our investmis may make it difficult for us to sell such intreents if the need or desire arises. In addi
if we are required to liquidate all or a portionafr portfolio quickly, we may realize significaytless than the value at which we have
previously recorded our investments. As a result,ability to vary our portfolio in response to dlgas in economic and other conditions may
be relatively limited, which could adversely affectr results of operations and financial condition.

There can be no assurance that the actions of the&l government, Federal Reserve and other governm@hand 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

In response to the financial issues #figahe 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 TARP, to purcHase financial institutions up to $700 billion odsidential or commercial mortgages and
any securities, obligations, or other instrumehéd aire based on or related to such mortgagesnteath case was originated or issued on or
before March 14, 2008, as well as any other fir@riostrument that the U.S. Secretary of the Traasafter consultation with the Chairman of
the Board of Governors of the Federal Reserve 8ydgietermines the purchase of which is necessagryotoote financial market stability,
upon transmittal of such determination, in writibg the appropriate committees of the U.S. CongrEss EESA also provides for a program
that would allow companies to insure their troutdsdets.

There can be no assurance that the EEBAave a beneficial impact on the financial maskéncluding current extreme levels of
volatility. To the extent the market does not respéavorably to the TARP or the TARP does not fiorcas intended, our business may not
receive the anticipated positive impact from trgadkation. In addition, the U.S. Government, FetlBeserve and other governmental and
regulatory bodies have taken or are consideringgather actions to address the financial cridis.cannot predict whether or when such
actions may occur or what impact, if any, suchamsicould have on our business, results of op&stad 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 cetelplreliant on our Manager. We have no employdlesr than our officers. Our officers are
also employees of our Manager or its affiliatesiclvthas significant discretion as to the implemgaoteof our investment and operating
policies and strategies. Accordingly, we dependhendiligence, skill and network of business cotstad the senior management of our
Manager. Our Manager’'s employees evaluate, negpsfiucture, close and monitor our investmentseffore, our success will depend on our
Manager’s senior manager®ntinued service. The departure of any of thesananagers of our Manager could have a materisdrad effec
on our performance. In addition, we can offer neuaance that our Manager will remain our investrmeanager or that we will continue to
have access to our Manager’'s senior managers. @uagement agreement with our Manager only extentlsDecember 31, 2010. If the
management agreement is terminated and no surglllEecement is found to manage us, we may not lest@alexecute our business plan.
Moreover, our Manager is not obligated to dedicateain of its employees exclusively to us not hligated to dedicate any specific portion
of its time to our business, and none of our Mariageanployees are contractually dedicated to ugundr management agreement with our
Manager. The only employees of our Manager whgérearily dedicated to our operations are ChrisflaWwoschenko, our Head of
Investments, and William B. Dyer, our Head of Urvdeting.

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

We are subject to potential conflictsraérest arising out of our relationship with Anpahd our Manager. An Annaly executive officer
is our Manager’s sole director, two of Annaly’s dayges are our directors, and several of Annalgipleyees are officers of our Manager and
us. Specifically, each of our officers also seraesin employee of our Manager or its affiliatesaAesult, our Manager and our officers may
have conflicts between their duties to us and tthefies to, and interests in, Annaly or our Managéere may also be conflicts in allocating
investments which are suitable both for us and Anaa well as other FIDAC managed funds. Annaly roampete with us with respect to
certain investments which we may want to acquine, @ a result we may either not be presentedthétlopportunity or have to compete with
Annaly to acquire these investments. Our Managercam officers may choose to allocate favorablegtiments to Annaly instead of to us. -
ability of our Manager and its officers and empley¢o engage in other business activities may eethetime our Manager spends managing
us. Further, during turbulent conditions in the tgage industry, distress in the credit marketstbeiotimes when we will need focused support
and assistance from our Manager, other entities/foch our Manager also acts as an investment neairveit] likewise require greater focus
and attention, placing our Manager’s resourcesgh Hemand. In such situations, we may not recéigenecessary support and assistance we
require or would otherwise receive if we were intly managed or if our Manager did not act as aagar for other entities. There is no
assurance that the allocation policy that addresse® of the conflicts relating to our investmentiich is described under “Business—
Conflicts of Interest,” will be adequate to addraBf the conflicts that may arise. In additiove have entered into a repurchase agreement
with Annaly, our Manager’s parent, to finance oM BS. This financing arrangement may make us lésdylito terminate our Manager. It
could also give rise to further conflicts becausmaly may be a creditor of ours. As one of our itoeg, Annaly’s interests may diverge from
the interests of our stockholders.




We pay our Manager substantial managefeestregardless of the performance of our poaf@ur Manages entitlement to substant
nonperformance-based compensation might redugecitsitive to devote its time and effort to seekimgestments that provide attractive risk-
adjusted returns for our portfolio. This in turrutebhurt both our ability to make distributionsdar stockholders and the market price of our
capital stock. As of December 1, 2008, Annaly owapgdroximately 8.6% of our outstanding common stedkich percentage excludes
unvested shares of our restricted common stockeplan our executive officers and employees ofManager or its affiliates, which entitles
them to receive quarterly distributions based oaritial performance. In evaluating investmentsathdr management strategies, this may
our Manager to place emphasis on the maximizatioewenues at the expense of other criteria, sagraservation of capital. Investments
with higher yield potential are generally riskiermore speculative. This could result in increasskito the value of our invested portfolio.
Annaly may sell the shares in us purchased conatlyreith our initial public offering at any timeftar the earlier of (i) November 15, 2010 or
(i) the termination of the management agreemenhaly may sell the shares it acquired immediatelip¥ing our October 2008 follow on
public offering at any time after the earlier gf Qictober 24, 2011 or (ii) the termination of thamagement agreement. To the extent Annaly
sells some of its shares, its interests may bedlgsed with our interests.

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

Our president, chief financial officegdd of investments, treasurer, controller, segretad head of underwriting also serve as
employees of our Manager or its affiliates. In éiddi, certain of our directors are employees of danager or its affiliates. Our management
agreement with our Manager was negotiated betwalated parties, and its terms, including fees pleyabay not be as favorable to us as if it
had been negotiated with an unaffiliated third ypafermination of the management agreement withMamager without cause is difficult and
costly. Our independent directors review our Manageerformance and the management fees annualllyfadlowing the initial term, the
management agreement may be terminated annuallg fsthout cause upon the affirmative vote of astéwo-thirds of our independent
directors, or by a vote of the holders of at leastajority of the outstanding shares of our comistock (other than those shares held by An
or its affiliates), based upon: (i) our Managensatisfactory performance that is materially de¢rimal to us, or (ii) a determination that the
management fees payable to our Manager are npsfdiject to our Manager’s right to prevent terrtiovabased on unfair fees by accepting a
reduction of management fees agreed to by atteasthirds of our independent directors. We mustvjate our Manager with 180-days’ prior
notice of any such termination. Additionally, upsuch termination, the management agreement prothdésve will pay our Manager a
termination fee equal to three times the averagearbase management fee earned by our Managegdte prior 24-month period before
such termination, calculated as of the end of thstmecently completed fiscal quarter. These piorgsmay adversely affect our ability to
terminate our Manager without cause. Our Managenlig contractually committed to serve us until Beder 31, 2010. Thereafter, the
management agreement is renewable on an annusg) begiever, our Manager may terminate the manageageeement annually upon 180-
days’prior notice. If the management agreement is teatethand no suitable replacement is found to mansge&e may not be able to exec
our business plan.

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

Our Manager is authorized to follow verpad investment guidelines. Our board of direcp@nsodically reviews our investment
guidelines and our investment portfolio, but doet and is not required to, review all of our pregd investments or any type or category of
investment, except that an investment in a secstityctured or managed by our Manager must be apgroy a majority of our independent
directors. In addition, in conducting periodic r@wi, our board of directors relies primarily oroimhation provided to them by our Manager.
Furthermore, our Manager uses complex strategiestransactions entered into by our Manager magiffieult or impossible to unwind by
the time they are reviewed by our board of direct@ur Manager has great latitude within the biogdstment guidelines in determining the
types of assets it may decide are proper invessrfenus, which could result in investment retuitmest are substantially below expectations or
that result in losses, which would materially adeersely affect our business operations and redtutsher, decisions made and investments
entered into by our Manager may not be in your rstests.




We may change our investment strategy, asset alldgan, or financing plans without stockholder conseh which may result in riskier
investments.

We may change our investment strategsetaalocation, 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 change
in our investment strategy or financing plans nreyréase 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 vehigtesnaged by our Manager require approval by a nigjofiour independent directors, our
Manager has an incentive to invest our funds ieétment vehicles managed by our Manager becaubke pbssibility of generating an
additional incremental management fee, which mdycee other investment opportunities available tdruaddition, we cannot assure you that
investments in investment vehicles managed by camader will prove beneficial to us.

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

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

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

Our investment focus is different fronosle of other entities that are or have been managedr Manager. In particular, entities
managed by our Manager have not purchased wholgag® loans or structured whole loan securitizatiém addition, our Manager has
limited experience in managing CDOs and investin@DOs, non-Agency RMBS, CMBS and other ABS whi@hmay pursue as part of our
investment strategy. Accordingly, our Manager’'sdrisal returns are not indicative of its perforrnarfor our investment strategy and we can
offer no assurance that our Manager will replichtehistorical performance of the Manager’s investtrprofessionals in their previous
endeavors. Our investment returns could be sulisigriower than the returns achieved by our Mamag@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 fifgradvice to a number of investment vehicles sorde of our Manager's personnel are also
employees of Annaly and in that capacity are ingdlin Annaly’s investment process. Accordingly, @eenpete with our Manager’s other
investment vehicles and with Annaly for our Managieesources. Our Manager may sponsor and manhge iotzestment vehicles with an
investment focus that overlaps with ours, whichldsasult in us competing for access to the besdiiat 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 coregtenperations in November 2007 and have a lintfegdating history. We cannot assure
you that we will be able to continue to operate lousiness successfully or implement our operatoigies and strategies described in
prospectus. The results of our operations dependany factors, including the availability of oppanities for the acquisition of assets, the
valuation of our assets,




the level and volatility of interest rates, readilycessible short and long-term financing andehag of the financing, conditions in the
financial markets and economic conditions.

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

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

. 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 staokl

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

The current weakness in the broader magegnarkets 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 unallgtovide us with financing or require us to
post additional collateral. In general, this coptilentially increase our financing costs and redugdiquidity or require us to sell assets at an
inopportune time or price.

We have used and expect to use a nunilsaueces to finance our investments, includingirepase agreements, warehouse facilities,
securitizations, asset-backed commercial papeteand CDOs. Current market conditions have affetedcost and availability of financing
from each of these sources — and their individuaVvigders — to different degrees; some sources @gdlgeare unavailable, some are available
but at a high cost, and some are largely unaffeéiedexample, in the repurchase agreement mar&apwers have been affected differently
depending on the type of security they are finamchion-Agency RMBS have been harder to financeeddimg on the type of assets
collateralizing the RMBS. The amount, term and rmargquirements associated with these types ohimgs have been negatively impacted.

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

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

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

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

In addition, the impairment of other firtdal institutions could negatively affect us. Heor more major market participants fails or
otherwise experience a major liquidity crisis, aswhe case for Bear Stearns & Co. in March 2008 L&hman Brothers Holdings Inc. in
September 2008, it could adversely affect the mabilty of
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all fixed income securities and this could negagivmpact 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 unabl@iovide us with financing, we could be forced
to sell our securities or residential mortgage oanan inopportune time when prices are depressedxample, for the quarter ended March
31, 2008, we sold assets with a carrying value3@4%2 million for an aggregate loss of $32.8 miligVhile we did not sell any assets during
the quarter ended June 30, 2008, for the thirdtguaf 2008, we sold assets with a carrying valu®482.6 million in AAA-rated non-Agency
RMBS for a loss of approximately $113.1 million aedminated $983.4 million in notional interesteratvaps for a loss of approximately $1
million, which together resulted in a net realizess of approximately $123.6 million.

Our business, results of operations &mahtial condition may be materially adversely eféel by recent disruptions in the financial
markets. We cannot assure you, under such extrenutions, that these markets will remain an eéiitisource of long-term financing for our
assets. If our strategy is not viable, we will h&wéind alternative forms of financing for our ass which may not be available. Further, as a
REIT, we are required to distribute annually aste#0% of our REIT taxable income, determined withregard to the deduction for dividends
paid and excluding net capital gain, to you andtlaeeefore not able to retain significant amouritswr earnings for new investments. We
cannot assure you that any, or sufficient, fundingapital will be available to us in the futuretenms that are acceptable to us. If we cannot
obtain sufficient funding on acceptable terms, ¢hmay be a negative impact on the market pricaiotapital stock and our ability to make
distributions to you. Moreover, our ability to grawll be dependent on our ability to procure aduigl funding. To the extent we are not able
to raise additional funds through the issuanceddifteonal equity or borrowings, our growth will lsenstrained.

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

A number of entities compete with us takerthe types of investments that we plan to mélecompete with other REITs, public and
private funds, commercial and investment bankscamdmercial finance companies. Many of our competitoe substantially larger and have
considerably greater financial, technical and mimigeresources than we do. Several other REITs heaently raised, or are expected to raise,
significant amounts of capital, and may have inwesit objectives that overlap with ours, which mesate competition for investment
opportunities. Some competitors may have a lowst ebfunds and access to funding sources thatatravailable to us. In addition, some of
our competitors may have higher risk tolerancedifferent risk assessments, which could allow thierconsider a wider variety of investme
and establish more favorable relationships tharcave We cannot assure you that the competitivespres we face will not have a material
adverse effect on our business, financial condiiod results of operations. Also, as a resultisfecbmpetition, we may not be able to take
advantage of attractive investment opportunitiesftime to time, and we can offer no assurancewkeavill be able to identify and make
investments that are consistent with our investrobjgctives.

Loss of our 1940 Act exemption would adversely aff¢ us and negatively affect the market price of shras of our capital stock and our
ability to distribute dividends and could result in the termination of the management agreement withw 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 liensnzhiaterests in real estate.” Specifically,
our investment strategy is to invest at least 55%uo assets in mortgage loans, RMBS that reprebkergntire ownership in a pool of mortg:
loans and other qualifying interests in real estisit¢he absence of specific guidance on the subjem the Division of Investment
Management of the SEC, we have determined thauatiog principles generally accepted in the Uniitdtes, or GAAP, is as an appropriate
method to value our qualifying real estate assetieuthe 1940 Act. Accordingly, we classify eachtaf whole mortgage loans held by owner
trusts, in which we own all of the equity, as aldyimg asset as long as we remain the beneficiai@r of the mortgage loans and the mortgage
loans remain our assets under GAAP. Additionalpgraximately 25% of our assets in other types oftgages, RMBS, securities of REITs
and other real estate-related assets. As a refighkk A 940 Act, we are limited in our ability to keacertain investments.

If we fail to qualify for this exemptidn the future, we could be required to restructureactivities in a manner that or at a time when
we would not otherwise choose to do so, which coglgatively affect the value of
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shares of our capital stock, the sustainabilitpufbusiness model, and our ability to make distiins. For example, if the market value of
investments in securities were to increase by apuairthat resulted in less than 55% of our assgtglinvested in mortgage loans or RMBS
that represent the entire ownership in a pool oftgame loans or less than 80% of our assets beimsied in real estate-related assets, we
might have to sell securities to qualify for exeraptunder the 1940 Act. The sale could occur duadgerse market conditions, and we could
be forced to accept a price below that which weelelis acceptable. In addition, there can be sarasce that the laws and regulations
governing REITs, including regulations issued by Bivision of Investment Management of the SECyjgling more specific or different
guidance regarding the treatment of assets adfyjnglreal estate assets or real estate-relatedisassgill not change in a manner that adversely
affects our operations. A loss of our 1940 Act eggam would allow our Manager to terminate the ngeraent agreement with us, which
would materially adversely affect our business apérations.

Rapid changes in the values of our RMBS, residentianortgage loans, and other real estate-related imstments 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 potentiibar RMBS, residential mortgage loans, and otkeat estate-related investments declines as a
result of increased interest rates, prepaymens atether factors, we may need to increase oliestate investments and income or liquidate
our non-qualifying assets to maintain our REIT fication or our exemption from the 1940 Act. Iftidecline in real estate asset values or
income occurs quickly, this may be especially difft to accomplish. This difficulty may be exacadzhby the illiquid nature of any non-real
estate assets we may own. We may have to maketnmeesdecisions that we otherwise would not maleeabthe REIT and 1940 Act
considerations.

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

We may leverage our investments througindwvings, generally through the use of repurclzgeements, warehouse facilities, credit
facilities, securitizations, commercial paper afdd3. We are not required to maintain any spec#iotdo-equity ratio. The amount of levere
we may use will vary depending on our ability tdaib credit facilities, the lenders’ and rating agies’ estimates of the stability of the
investments’ cash flow, and our assessment offipeogriate amount of leverage for the particul@etswe are funding. As of September 30,
2008, we had outstanding indebtedness of approzigndi.1 billion, which consists of recourse lexggaf approximately $619.0 million and
non-recourse securitized financing of approxima&d91.0 million. We are required to maintain minimaverage cash balances in connection
with borrowings under our credit facilities. Outum on our investments and cash available foritigion to you may be reduced to the extent
that changes in market conditions prevent us freweraging our investments, require us to decreaiseate of leverage, or increase the amount
of collateral we post or increase the cost of @uarfcing relative to the income that can be deriveoh the assets acquired. Our debt service
payments will reduce cash flow available for diafitions to you, which could adversely affect thiegof our capital stock. We may not be ¢
to meet our debt service obligations, and, to tierg that we cannot, we risk the loss of somdlafaur assets to foreclosure or sale to sa
the obligations. We leverage certain of our asbetsigh repurchase agreements. A decrease in bthe sbthese assets may lead to margin
calls which we will have to satisfy. We may not bakie funds available to satisfy any such margils emd we may be forced to sell assets at
significantly depressed prices due to market caorstor otherwise. The satisfaction of such macgils may reduce cash flow available for
distribution to you. Any reduction in distributiots you or sales of assets at inopportune timed aoss may cause the value of our capital
stock to decline, in some cases, precipitously.

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

Our ability to fund our investments mapdnd upon our ability to secure warehouse, repsestcredit, and commercial paper financing
on acceptable terms. Pending the securitizatianpafol of mortgage loans, if any, we may fund tbguésition of mortgage loans through
borrowings from warehouse, repurchase, and cradilittes and commercial paper. We can provide seueance that we will be successful in
establishing sufficient warehouse, repurchase cagdit facilities and issuing commercial paperatidition, because warehouse, repurchase,
and credit facilities and commercial paper are tstesm commitments of capital, the lenders may oesto market conditions, which may
favor an alternative investment strategy for theraking it more difficult for us to secure
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continued financing. During certain periods of tnedit cycle such as has been in effect recergthdérs may curtail their willingness to
provide financing. If we are not able to renew then existing warehouse, repurchase, and crediititsecand issue commercial paper or
arrange for new financing on terms acceptable t@ug we default on our covenants or are otheewisable to access funds under any of t
facilities, we will have to curtail our asset acjtion activities.

It is possible that the lenders that pfews with financing could experience changesadirtability 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 reqtaredrease significantly the cost of the wareloiagilities that they provide to us. Our
lenders also may revise their eligibility requirerteefor the types of residential mortgage loang tre willing to finance or the terms of such
financings, based on, among other factors, thelagmy environment and their management of pereknisk, particularly with respect to
assignee liability. Financing of equity-based lewglifor example, may become more difficult in th&ufe. Moreover, the amount of financing
we will receive under our warehouse and repurcfetities will be directly related to the lendersiluation 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 outstatdirrgwings at any time. If a lender determinedsrsple discretion that the value of the assets
has decreased, it has the right to initiate a maggil. A margin call would require us to transéeiditional assets to such lender without any
advance of funds from the lender for such transfeo repay a portion of the outstanding borrowirfgsy 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.iféy be forced to sell assets at significantly deped prices to meet such margin calls and to
maintain adequate liquidity, which could causeaumtur losses. Moreover, to the extent we arecfbto sell assets at such time, given market
conditions, we may be forced to sell assets asdnee time as others facing similar pressures tsisalar assets, which could greatly
exacerbate a difficult market environment and wldeohld result in our incurring significantly greatesses on our sale of such assets. In an
extreme case of market duress, a market may notlev@resent for certain of our assets at any price

The current dislocation and weaknessénbroader mortgage markets could adversely affeetor more of our potential lenders and
could cause one or more of our potential lendeksetanwilling or unable to provide us with finangirThis could potentially increase our
financing costs and reduce our liquidity. If onentore major market participants fails or otherwagperiences a major liquidity crisis, as was
the case for Bear Stearns & Co. in March 2008 afthian Brothers Holdings Inc. in September 200&utd negatively impact the
marketability of all fixed income securities, indlng Agency and non-Agency RMBS, residential maggboans and real estate related
securities, and this could negatively impact thiee@f the securities we acquire, thus reducingnaitbook value. Furthermore, if any of our
potential lenders or any of our lenders, includémmaly, are unwilling or unable to provide us withancing, we could be forced to sell our
assets at an inopportune time when prices are skgute

Since June 30, 2008, there have beerdsed market concerns about Freddie Mac and Fistagss ability to withstand future credit
losses associated with securities held in theiestwment portfolios, and on which they provide goteas, without the direct support of the
federal government. Recently, the government patbeetHousing and Economic Recovery Act of 2008 nkie Mae and Freddie Mac have
recently been placed into the conservatorship@®fgderal Housing Finance Agency, or FHFA, thelefal regulator, pursuant to its powers
under The Federal Housing Finance Regulatory Refactrof 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 andiErtdd with all the powers of the shareholders,dinectors, and the officers of Fannie Mae
and Freddie Mac and conduct all business of Favaie and Freddie Mac; (2) collect all obligationsl amoney due to Fannie Mae and Freddie
Mac; (3) perform all functions of Fannie Mae anédikdie Mac which are consistent with the conseri@eppointment; (4) preserve and
conserve the assets and property of Fannie Ma& udlie Mac; and (5) contract for assistance ffillioy any function, activity, action or
duty of the conservator.

In addition to FHFA becoming the cons¢éovaf Fannie Mae and Freddie Mac, (i) the U.S. &#pent of Treasury and FHFA have
entered into preferred stock purchase agreemetwgbr the U.S. Department of Treasury and Fannie &tal Freddie Mac pursuant to which
the U.S. Department of Treasury will ensure thaheaf Fannie Mae and Freddie Mac maintains a pesitet worth; (ii) the U.S. Department
of Treasury has established a new secured lendatit ¢acility which will be available to Fannie MaFreddie Mac, and the Federal Home
Loan Banks, which is intended to serve as a liguidackstop, which will be available until DecemB&09; and
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(iii) the U.S. Department of Treasury has initiasetemporary program to purchase RMBS issued byiEaviae and Freddie Mac. Given the
highly fluid and evolving nature of these eventss unclear how our business will be impacted.e8laspon the further activity of the U.S.
government or market response to developmentsrati€aae or Freddie Mac, our business could beradieimpacted.

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 adweely affect our profitability.

We may rely on the availability of finang to acquire residential mortgage loans, realtestelated securities and real estate loans on a
leveraged basis. Institutions from which we maykdeeobtain financing may have owned or financeddential 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 conditionsige these institutions may become insolventgiitén 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 coimtaxtensive restrictions, covenants, and reprasents and warranties that, among other things,
require us to satisfy specified financial, assetligg loan eligibility and loan performance tedfswe fail to meet or satisfy any of these
covenants or representations and warranties, wédvbauin default under these agreements and odetsrcould elect to declare all amounts
outstanding under the agreements to be immedidtedyand payable, enforce their respective inteeggigst collateral pledged under such
agreements and restrict our ability to make additidoorrowings. Our financing agreements may cantedss-default provisions, so that if a
default occurs under any one agreement, the lenohelsr 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 alagibck;
. 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 specifietbde

. enter into transactions with affiliates; a

. hold mortgage loans for longer than establishee periods

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

The repurchase agreements, warehouse facilities,edtit 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, warehacidiéds, credit facilities and commercial papeffinance our investments. We currently have
uncommitted repurchase agreements with 12 countegpaincluding Annaly, for
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financing our RMBS. Our repurchase agreements meeramitted and a counterparty may refuse to advamms under the agreements to us.
If the market value of the loans or securities geatior sold by us to a funding source decline inesave may be required by the lending
institution to provide additional collateral or pdgwn a portion of the funds advanced, but we mayhave the funds available to do so.
Posting additional collateral will reduce our lidity and limit our ability to leverage our assetich 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 cotkter terminate our ability to borrow. Such a attan would likely result in a rapid
deterioration of our financial condition and posgibecessitate a filing for protection under th&lBankruptcy Code. Further, financial
institutions may require us to maintain a certaimoant of cash that is not invested or to set asafelevered assets sufficient to maintain a
specified liquidity position which would allow ug satisfy our collateral obligations. As a reswk, 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 theseatethl obligations, then, as described
above, our financial condition could deteriorateidéy.

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

When we engage in a repurchase transgaeti® generally sell securities to the transactiounterparty and receive cash from the
counterparty. The counterparty is obligated toltelse securities back to us at the end of the tefithe transaction, which is typically 30 to 90
days. Because the cash we receive from the coamtgnphen we initially sell the securities to ttmuaterparty is less than the value of those
securities (this difference is referred to as taiedut), if the counterparty defaults on its obtiga to resell the securities back to us we would
incur a loss on the transaction equal to the amotitite haircut (assuming there was no changedwétue of the securities).

We would also lose money on a repurclrasesaction if the value of the underlying secasithas declined as of the end of the transe
term, as we would have to repurchase the secufitigbeir initial value but would receive secwggiworth less than that amount. Any losse
incur on our repurchase transactions could adweesdct our earnings, and thus our cash availfaldistribution to you. If we default on one
of our obligations under a repurchase transactitncounterparty can terminate the transactioncaade entering into any other repurchase
transactions with us. In that case, we would likeded to establish a replacement repurchase yawilih another repurchase dealer in order to
continue to leverage our portfolio and carry out iowestment strategy. There is no assurance wédWmmiable to establish a suitable
replacement facility.

Our rights under our repurchase agreements are sulgct 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. Bankruptcy
Code, the effect of which, among other things, widag 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 ddiayhe 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 unsecuredocrédiaddition, if the lender is a broker
dealer subject to the Securities Investor Protacdict of 1970, or an insured depository institut8ubject to the Federal Deposit Insurance Act,
our ability to exercise our rights to recover oecwrities under a repurchase agreement or to bpemsated for any damages resulting from
lender’s insolvency may be further limited by thesa&tutes. These claims would be subject to siganiti delay and, if and when received, may
be substantially less than the damages we actinally.

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

As our repurchase agreements and otleet-sdrm borrowings mature, we will be requiredheitto enter into new borrowings or to sell
certain of our investments. An increase in shartaterest rates at the time that we seek to emtemew borrowings would reduce the spread
between our returns on our assets and the cosirdfayrowings. This would adversely affect our retuon our assets that are subject to
prepayment risk, including our mortgage-backed stes, which might reduce earnings and, in tuastcavailable for distribution to you.
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If we issue senior securities we will be exposed aalditional risks.

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

Our securitizations expose us to additional risks.

On April 24, 2008, we sponsored a $618illon securitization as a long-term financingrsaction 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 indemeurposes, although we may structure some sizgations as sales. On July 25, 2008, we
sponsored a $151.2 million securitization as a. $aleur typical securitization structure, we woglthvey a pool of assets to a special purpose
vehicle, the issuing entity, and the issuing entitld issue one or more classes of non-recourtss porsuant to the terms of an indenture.
The notes would be secured by the pool of assetxdhange for the transfer of assets to the igsertity, we would receive the cash proceeds
of the sale of non-recourse notes and a 100% Btteréhe equity of the issuing entity. The seczation of our portfolio investments might
magnify our exposure to losses on those portfoi@stments because any equity interest we retaheirssuing entity would be subordinate to
the notes issued to investors and we would, thege&dosorb all of the losses sustained with respeztsecuritized pool of assets before the
owners of the notes experience any losses. Moreaxecannot be assured that we will be able toicoatto access the securitization market,
or be able to do so at favorable rates. The inghidi securitize our portfolio could hurt our parftance and our ability to grow our business.

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

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

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

Subject to maintaining our qualificatias a REIT, we may utilize various hedging strateteseek to reduce our exposure to losses
adverse changes in interest rates. Our hedgingtsiatiay vary in scope based on the level and uijabf interest rates, the type of assets f
and other changing market conditions. Interesthatiging may fail to protect or could adverselyaffus because, among other things:

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

. the duration of the hedge may not match the duraifdhe related liability
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. the amount of income that a REIT may earn from rdzansactions (other than through taxable REilds&liaries, or TRSs) to
offset interest rate losses is limited by fedeaalprovisions governing REIT

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

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

Our hedging transactions, which are idézhto limit losses, may actually limit gains andrease our exposure to losses. For exampl
suffered unrealized losses from hedges in the guarntded June 30, 2008. As a result, our hedgitigtganay adversely affect our earnings,
which could reduce our cash available for distidouto you. In addition, hedging instruments inv@hisk since they often are not traded on
regulated exchanges, guaranteed by an exchanteatearing house, or regulated by any U.S. oridargovernmental authorities.
Consequently, there are no requirements with rédpeecord keeping, financial responsibility ogsegation of customer funds and positions.
Furthermore, the enforceability of agreements ugitey derivative transactions may depend on commgpkawith applicable statutory and
commodity and other regulatory requirements andedding on the identity of the counterparty, a@ie international requirements. The
business failure of a hedging counterparty with mhee enter into a hedging transaction will mosglykresult in its default. Default by a party
with whom we enter into a hedging transaction nesult in the loss of unrealized profits and forsg¢aicover our commitments, if any, at the
then current market price. Although generally w# séek to reserve the right to terminate our hedgiositions, it may not always be possible
to dispose of or close out a hedging position wittthe consent of the hedging counterparty, andnag not be able to enter into an offsetting
contract in order to cover our risk. We cannot essou that a liquid secondary market will exist i@dging instruments purchased or sold,
we may be required to maintain a position untilreige or expiration, which could result in losses.

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

Subject to complying with REIT tax rearments, we have employed and intend to contingentgloy techniques that limit, or “hedge,”
the adverse effects of rising interest rates onshort-term repurchase agreements. In generaheiging strategy depends on our view of our
entire portfolio, consisting of assets, liabilitesd derivative instruments, in light of prevailingirket 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 reded principal repayments, the type of securities
held and other changing market conditions. Ouradtadging decisions will be determined in lightted facts and circumstances existing at
the time and may differ from our currently antidg@ hedging strategy. These techniques may in@uatkring into interest rate caps, collars,
floors, forward contracts, futures or swap agregmeite may conduct certain hedging transactiorsutfin 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 osffoss. Alternatively, we may fail to properly
assess a risk to our investment portfolio or méytdarecognize a risk entirely, leaving us expogsetbsses without the benefit of any offsetting
hedging activities. The derivative financial instrents we select may not have the effect of redusurgnterest rate risk. The nature and tin
of hedging transactions may influence the effectass of these strategies. Poorly designed strategienproperly executed transactions could
actually increase our risk and losses. In addit@uging activities could result in losses if tvert against which we hedge does not occur
example, interest rate hedging could fail to protecor adversely affect us because, among otivegsth

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

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

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

Whether the derivatives we acquire aaghieedge accounting treatment under the Financiebéating Standards Board, or FASB,
Statement of Financial Accounting Standards No, A88ounting for Derivative Instruments and Hedgirgjiities, or SFAS 133, or not,
hedging generally involves costs and risks. Ougiregistrategies may adversely affect us becausgitgdctivities involve costs that we will
incur regardless of the effectiveness of the haglgittivity. Those costs may be higher in periodmafket volatility, both because the
counterparties to our derivative agreements mayatiena higher payment for taking risks, and beceggeated adjustments of our hedges
during periods of interest rate changes also meigase costs. Especially if our hedging strategiesiot effective, we could incur significant
hedging-related costs without any correspondingnecac benefits.

We have elected not to qualify for hedge accountingeatment.

We record derivative and hedge transastin accordance with SFAS 133. We have electedongaalify for hedge accounting
treatment. As a result, our operating results méfesbecause losses on the derivatives that wer @b 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 ditribution to you.

A substantial portion of our assets dassified for accounting purposes as “availablesfale” and carried at fair value. Changes in the
market values of those assets will be directly gbdror credited to other comprehensive incomedtition, a decline in values will reduce the
book value of our assets. A decline in the marlkdle of our assets may adversely affect us, péatigun instances where we have borrowed
money based on the market value of those asséite harket value of those assets declines, tlietanay require us to post additional
collateral to support the loan. If we were unabl@ast the additional collateral, we would haveet the assets at a time when we might not
otherwise choose to do so and such sales mayamss. A reduction in credit available may redageearnings and, in turn, cash available
distribution to you.

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

Our business is highly dependent on conications and information systems. Any failuremerruption of our systems could cause
delays or other problems in our securities tradictivities, including mortgage-backed securitiesling activities, which could have a material
adverse effect on our operating results and negjsitaffect the market price of our capital stockl aur 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 those license

While we are not required to obtain lises to purchase mortgage-backed securities, weguéed to obtain various state licenses to
purchase mortgage loans in the secondary markehade applied for these licenses and expect thisgss could take several months. The
no assurance that we will obtain all of the licengeat we desire or that we will not experienceaifigant delays in seeking these licenses.
Furthermore, we will be subject to various inforinatand other requirements to maintain these lieenand there is no assurance that we will
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 HE¥ prohibits inclusion of certain provisions irsigential mortgage loans that have
mortgage rates or origination costs in excess esqgibed levels and requires that borrowers bengieetain disclosures prior to origination.
Some states have enacted, or may enact, similardanegulations, which in some cases impose céisins and requirements greater than tl
in HOEPA. In addition, under the anti-predatorydeny laws of some states, the origination of cartasidential
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mortgage loans, including loans that are not di@ssas “high cost” loans under applicable law, traatisfy a net tangible benefits test with
respect to the related borrower. This test mayitlelyr subjective and open to interpretation. Agsult, a court may determine that a reside
mortgage loan, for example, does not meet theetest if the related originator reasonably belietred the test was satisfied. Failure of
residential mortgage loan originators or servitgersomply with these laws, to the extent any ofrthesidential mortgage loans become part of
our mortgaged-related assets, could subject ) assignee or purchaser to the related residembidbage loans, to monetary penalties and
could result in the borrowers rescinding the a#fdatesidential mortgage loans. Lawsuits have besught in various states making claims
against assignees or purchasers of high cost foan®lations of state law. Named defendants gsthcases have included numerous
participants within the secondary mortgage maikée loans are found to have been originatedatation of predatory or abusive lending
laws, we could incur losses, which could adverselyact our results of operations, financial comdfitand business.

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

Terrorist attacks may harm our resultsmdrations and your investment. We cannot assurehat there will not be further terrorist
attacks against the United States or U.S. busiee$$éese attacks or armed conflicts may directlyaot the property underlying our asset-
based securities or the securities markets in geérlaysses resulting from these types of eventsiaiesurable. More generally, any of these
events could cause consumer confidence and spetoddegrease or result in increased volatilityha United States and worldwide financial
markets and economies. Adverse economic conditionkl 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 managemserequired to deliver a report that assessesffieetiveness of our internal controls over
financial reporting, pursuant to Section 302 of 8a@banes-Oxley Act of 2002, or Sarbanes-Oxley 8ettion 404 of the Sarbanes-Oxley Act
requires an independent registered public accogifitim to deliver an attestation report on managersessessment 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. Substantiak on our part is required to implement apprafgriprocesses, document the system of
internal control over key processes, assess teeigd, remediate any deficiencies identified asttteeir operation. This process is both costly
and challenging. We cannot give any assurancesrtaggrial weaknesses will not be identified infilieire in connection with our compliance
with the provisions of Sections 302 and 404 of$laebane®xley Act. The existence of any material weaknesscdbed above would preclu
a conclusion by management and our independentoasidiat we maintained effective internal contreér financial reporting. Our
management may be required to devote significare ind expense to remediate any material weaknéegevay be discovered and may not
be able to remediate all material weaknessesimelyt manner. The existence of any material weaseef our internal control over financial
reporting could also result in errors in our finehstatements that could require us to restatdinancial statements, cause us to fail to meet
our reporting obligations and cause investors $e kwonfidence in our reported financial informatialh of which could lead to a decline in the
trading price of our capital stock.

The increasing number of proposed federal, state @local 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 leg@iatvhich, among other provisions, would
permit limited assignee liability for certain vitilans in the mortgage loan origination process.dAtenot predict whether or in what form
Congress or the various state and local legislatm@y enact legislation affecting our business.aféeevaluating the potential impact of these
initiatives, if enacted, on our practices and rissaf operations. As a result of these and othigafives, we are unable to predict whether
federal, state or local authorities will requireanljes in our practices in the future. These chairiigesjuired, could adversely affect our
profitability, particularly if we make such changagesponse to new or amended laws, regulatiomsdinances in any state where we acquire
a significant portion of our mortgage loans, asuth changes result in us being held responsiblenfp violations in the mortgage loan
origination process.
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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 financiakstaht presentation for transactions which
involve the acquisition of residential mortgagensareal estate-related securities and real dst@ts from a counterparty and the subsequent
financing of these residential mortgage loans, estdte-related securities and real estate loaosgh 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 drasss, our accounting treatment would not affeetéconomics of these transactions, but
would affect how these transactions are reportexiirfinancial 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 logead,estate-related securities and real
estate loans and the related financings, as wéfleaelated interest income and interest expesa,gross basis in our financial statements.
Instead, we would be required to account for thelpase commitment and related repurchase agreemenhet basis and record a forward
commitment to purchase residential mortgage loaad estate-related securities and real estats lasua derivative instrument. Such forward
commitments would be recorded at fair value withsaguent changes in fair value recognized in egsniadditionally, we would record the
cash portion of our investment in residential mageg loans, real estate-related securities ancse¢atle loans as a mortgage-related receivable
from the counterparty on our balance sheet. Althowg would not expect this change in presentatidmtve a material impact on our net
income, it could have an adverse impact on ouraijmers. It could have an impact on our abilityriolude certain residential mortgage loans,
real estate-related securities and real estates lparchased and simultaneously financed from thresaunterparty as qualifying real estate
interests or real estate-related assets used tilyquader 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 residentialtgame loans, real estate-related securities
and real estate loans that are simultaneously detmwith the same counterparty.

On October 10, 2008, FASB issued FASBf$tasition (FSP) 157-Petermining the Fair Value of a Financial Asset \Wliee Market
for That Asset Is Not Acti(*FSP 157-3"), in response to the deterioratiomthef credit markets. This FSP provides guidancéfgiag how
SFAS 157, should be applied when valuing securitiesarkets that are not active. The guidance piesan illustrative example that applies
the objectives and framework of SFAS 157, utilizmgnagement’s internal cash flow and discountaasaimptions when relevant observable
data do not exist. It further clarifies how obsdreamarket information and market quotes shoulddresidered when measuring fair value it
inactive market. It reaffirms the notion of fairlwa as an exit price as of the measurement dat¢hamdair value analysis is a transactional
process and should not be broadly applied to apgobassets. FSP 157-3 is effective upon issuarateding prior periods for which financial
statements have not been issued. The Company dbbslieve the implementation of FSP 157-3 will @amaterial effect on the fair value of
their assets as the Company intends to continum#tleodologies used in previous quarters to vadgeta 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 abilitpdquire residential mortgage loans, mortgage-baskedrities and other investments at
favorable spreads over our borrowing costs witleoqeriencing credit losses and losses in value.iastments are selected by our Manager,
and you will not have input into such investmentigiens. Until appropriate investments can be iified our Manager may invest the net
proceeds of any offering in interest-bearing shenn investments, including money market accourds are consistent with our intention to
qualify as a REIT. These investments are expect@ddvide a lower net return than we hope to aghfesm investments in our intended us:
proceeds. Our Manager intends to conduct due ditigevith respect to each investment and suitabkestment opportunities may not be
immediately available. Even if opportunities araitable, there can be no assurance, however, thdtlanager’s due diligence processes will
uncover all relevant facts or that any investmeititbve 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 our expected itnvests and, as a result, we may use thi
proceeds from an offering to invest in investmeamts which you may not agree. The failure of oumagement to apply these proceeds
effectively or find investments that meet our intwesnt criteria in sufficient time or on acceptatdems could result in unfavorable returns,
could cause a material adverse effect on you, antticause the value of our capital stock to declin
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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 debtigges we invest in may default on interest dngipal payments. Accordingly, we may not
able to realize income or gains from our investraeAny gains that we do realize may not be sufficte offset any other losses we experie
Any income that we realize may not be sufficienbtiset our expenses.

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

While we intend to diversify our portfolof investments in the manner described in 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 sdguray result in defaults on a number of our inmestts within a short time period, which may
reduce our net income and the value of our shar@secordingly may reduce our ability to pay divide 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 therefie subject to losses.

In general, losses on a mortgage loaldied in a securitization will be borne first byetaquity holder of the issuing trust, and then by
the “first loss” subordinated security holder ahdrt by the “second loss” mezzanine holder. In treneof default and the exhaustion of any
classes of securities junior to those in which me=st and there is any further loss, we will noabée to recover all of our investment in the
securities we purchase. In addition, if the undedymortgage portfolio has been overvalued by ttgrmator, or if the values subsequently
decline and, as a result, less collateral is abklto satisfy interest and principal payments do¢he related RMBS, the securities in which we
invest may effectively become the “first loss” gasi behind the more senior securities, which megult in significant losses to us. The prices
of lower credit quality securities are generallgdeensitive to interest rate changes than motgyhigted investments, but more sensitive to
adverse economic downturns or individual issueetigpments. A projection of an economic downturm,geample, could cause a decline in
the price of lower credit quality securities beatlse ability of obligors of mortgages underlyingIBS to make principal and interest
payments may be impaired. In such event, existinditsupport in the securitization structure mayirsufficient to protect us against loss of
our principal on these securities.

Increases in interest rates could negatively affe¢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 toesivin real estate-related assets by acquiring RM&S$dential mortgage loans, CMBS and
CDOs backed by real estate-related assets. Umiemngal yield curve, an investment in these assétslecline in value if long-term interest
rates increase. Declines in market value may utgipaeduce earnings or result in losses to uschvhiay negatively affect cash available for
distribution to you. A significant risk associat@ith these investments is the risk that both logigatand short-term interest rates will increase
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 wouldease. We could realize a loss if these assetsseédeAt the same time, an increase in short-
term interest rates would increase the amounttefésst owed on the repurchase agreements or athustable rate financings we may enter
into to finance the purchase of these assets. NMadtees of our investments may decline without gageral increase in interest rates for a
number of reasons, such as increases in defaudtgases in voluntary prepayments for those investsrthat 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 fromassets, net of credit losses and financing
costs. We anticipate that, in most cases, the iedoom such assets will respond more slowly torggerate fluctuations than the cost of our
borrowings. Consequently, changes in interest ra@sicularly short-term interest rates, may digantly influence our net income. Increases
in these rates will tend to decrease our net incantemarket value of our assets. Interest ratéuftions resulting in our interest expense
exceeding our interest income would result in ofyegdosses for us and may limit or eliminate obiligy to make distributions to you.
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Interest rate mismatches between our investments drour borrowings used to fund our purchases of thesassets may reduce ot
income during periods of changing interest rates.

We intend to fund some of our acquiskiof residential mortgage loans, real estate-relsgeurities and real estate loans with
borrowings that have interest rates based on iedioe repricing terms with shorter maturities ttteninterest rate indices and repricing terms
of our adjustable-rate assets. Accordingly, if shem interest rates increase, this may harm oofitpbility.

Some of the residential mortgage loaeal, estate-related securities and real estate Wwarequire are and will be fixed-rate securities.
This means that their interest rates will not vawver time based upon changes in a short-term sttesée index. Therefore, the interest rate
indices and repricing terms of the assets thategeiee and their funding sources will create amri@st rate mismatch between our assets and
liabilities. During periods of changing interestas, these mismatches could reduce our net inodiwidend yield and the market price of our
stock.

Accordingly, in a period of rising intsteaates, we could experience a decrease in n@nieor a net loss because the interest rates «
borrowings adjust whereas the interest rates offixenl-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. &id interest rate caps limit the amount an
interest rate can increase during any given petiddtime interest rate caps limit the amount aetiest rate can increase over the life of the
security. Our borrowings typically will not be sebj to similar restrictions. Accordingly, in a pedtiof rapidly increasing interest rates, the
interest rates paid on our borrowings could inaeeeaghout 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 irdexFurther, some hybrid adjustable-rate
and adjustable-rate RMBS may be subject to peripdjenent caps that result in a portion of the egebeing deferred and added to the
principal outstanding. As a result, we may recé@as cash income on hybrid adjustable-rate ancstadjle-rate RMBS than we need to pay
interest on our related borrowings. These factortdccreduce 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 resujtthere will be uncertainty as to the value of thesinvestments.

A significant portion of our portfolio dfivestments is in the form of securities thatrasepublicly traded. The fair value of securitiesl
other investments that are not publicly traded matybe readily determinable. It may be difficultimpossible to obtain third party pricing on
the investments we purchase. We value these ineassnquarterly at fair value, as determined in edaace with our pricing policy as
approved by our board of directors. Because sulttatians are inherently uncertain, may fluctuaterashort periods of time and may be based
on estimates, our determinations of fair value wiffer materially from the values that would hawveeh used if a ready market for these
securities existed. The value of our capital stomkld be adversely affected if our determinatie@garding the fair value of these investments
were materially higher than the values that wemdtely realize upon their disposal.

A prolonged economic slowdown, a recession or deatlg 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
a decrease in revenues, net income and assetsdgaifée economic conditions also could increasefaling costs, limit our access to the
capital markets, result in a decision by lendetst@@xtend credit to us, or force us to sell asaetn inopportune time and for a loss. These
events could prevent us from increasing investmandshave an adverse effect on our operating sesult

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 decline. Conselyuemwners of the loans have to reinvest the maeegived from the prepayments at the
lower prevailing interest rates. Conversely,
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homeowners tend not to prepay mortgage loans witerest rates increase. Consequently, owners db#ims are unable to reinvest money
would have otherwise been received from prepayneritse higher prevailing interest rates. This titifa in prepayment rates may affect our
ability to maintain targeted amounts of leverageonportfolio of residential mortgage loans, RMB8d CDOs backed by real estate-related
assets and may result in reduced earnings or léssas and negatively affect the cash availabiedfstribution to you.

To the extent our investments are puretias a premium, faster than expected prepaymesistiin a faster than expected amortization
of the premium paid, which would adversely affeat earnings. Conversely, if these investments ywarehased at a discount, faster than
expected prepayments accelerate our recognitiamcofme.

A decrease in prepayment rates may adversely affeotir profitability.

When borrowers prepay their mortgage $catrslower than expected rates, prepayments arlidited residential mortgage loans, real
estate-related securities and real estate loansdmalower than expected. These slower than exgphpetgments may adversely affect our
profitability.

We may purchase residential mortgagedpaeal estate-related securities and real estates lthat have a lower interest rate than the ther
prevailing market interest rate. In exchange f@s tbwer interest rate, we may pay a discount tovpéue to acquire the investment. In
accordance with accounting rules, we will accrbtg discount over the expected term of the investrhased on our prepayment assumptions.
If the investment is prepaid at a slower than etqmbcate, however, we must accrete the remainimgopoof the discount at a slower than
expected rate. This will extend the expected Iffthe portfolio and result in a lower than expecyézld on investment purchased at a discount
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 could reftun losses to us.

Residential mortgage loans are typicsdlgured 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 residentialgntgps dependent upon the income or asst
the borrower. A number of factors, including a gaheconomic downturn, acts of God, terrorism, abenrest and civil disturbances, may
impair borrowers’ abilities to repay their loans.dddition, we invest in non-Agency RMBS, which beezked by residential real property but,
in contrast to Agency RMBS, their principal anckimgst is not guaranteed by federally charterediemtuch as Fannie Mae and Freddie Mac
and, in the case of Ginnie Mae, the U.S. governniédme U.S. Department of Treasury and FHFA have atgered into preferred stock
purchase agreements between the U.S. Departmé&n¢a$ury and Fannie Mae and Freddie Mac pursuamhich the U.S. Department of
Treasury will ensure that each of Fannie Mae amrdidie Mac maintains a positive net worth. Adsatked securities are bonds or notes ba
by loans or other financial assets. The ability diorrower to repay these loans or other finarasakts is dependent upon the income or assets
of these borrowers. Commercial mortgage loansegersed by multifamily or commercial property and aubject to risks of delinquency and
foreclosure, and risks of loss that are greatar #imilar risks associated with loans made on #doaisty of single-family residential property.
The ability of a borrower to repay a loan securgéit income-producing property typically is depentd&imarily upon the successful
operation of such property rather than upon thsterce of independent income or assets of the Werrdf the net operating income of the
property is reduced, the borrower’s ability to neflge loan may be impaired. Net operating incomaroincome producing property can be
affected by, among other things, tenant mix, sucoésenant businesses, property management desjgicoperty location and condition,
competition from comparable types of propertiegnges in laws that increase operating expensendrrints that may be charged, any nee
address environmental contamination at the prop#réyoccurrence of any uninsured casualty at tbpgsty, changes in national, regional or
local economic conditions or specific industry segits, declines in regional or local real estatees)| declines in regional or local rental or
occupancy rates, increases in interest ratesestate tax rates and other operating expensesyehamgovernmental rules, regulations and
fiscal policies, including environmental legislatjacts of God, terrorism, social unrest and disturbances. In the event of any default under
a mortgage loan held directly by us, we will beaisk of loss of principal to the extent of anyidefncy between the value of the collateral and
the principal and accrued interest of the mortdage, which could have a material adverse effeatwmncash flow from operations. In the
event of the bankruptcy of a mortgage loan borrower mortgage loan to such borrower will be deetodake secured only to the extent of the
value of the underlying collateral at the time ahkruptcy (as determined by the bankruptcy coart), the lien securing the mortgage loan will
be subject to the avoidance powers of the bankyuptistee or debtor-in-possession to the extent
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the lien is unenforceable under state law. Forec®sf a mortgage loan can be an expensive anthiepgocess which could have a substa
negative effect on our anticipated return on thredmsed mortgage loan. RMBS evidence interests are secured by pools of residential
mortgage loans and CMBS evidence interests in@sacured by a single commercial mortgage loanpmohof commercial 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 ashwarranties, which could
harm our earnings.

If we sell loans, we would be requiredrtake customary representations and warranties abobh loans to the loan purchaser. Our
residential mortgage loan sale agreements reqgsite tepurchase or substitute loans in the everdre@ch a representation or warranty given
to the loan purchaser. In addition, we may be meguio 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 reptaisen or warranty in connection with our
securitizations. The remedies available to a pusehaf mortgage loans are generally broader thasetavailable to us against the originating
broker or correspondent. Further, if a purchas@sreas its remedies against us, we may not betatdaforce the remedies we have against the
sellers. The repurchased loans typically can oalfitanced at a steep discount to their repurchdse, if at all. They are also typically sold at
a significant discount to the unpaid principal @k Significant repurchase activity could harm cash flow, results of operations, financial
condition and business prospects.

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

Subject to maintaining our qualificatias a REIT, part of our investment strategy involetering into derivative contracts that could
require us to fund cash payments in certain cirtantes. These potential payments will be continiebilities and therefore may not appear
on our statement of financial condition. Our abitib fund these contingent liabilities will depeow the liquidity of our assets and access to
capital at the time, and the need to fund theséragant liabilities could adversely impact our firedal condition.

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

Before making an investment, our Managsesses the strengths and weaknesses of thextmigin issuer of the asset as well as other
factors and characteristics that are material égoirformance of the investment. In making thessssent and otherwise conducting customary
due diligence, our Manager relies on resourcedablaito it and, in some cases, an investigatiothbg parties. This process is particularly
important with respect to newly formed originatordssuers with unrated and other subordinatecbras of MBS and ABS because there may
be little or no information publicly available alidhese entities and investments. There can baswrance that our Manager’s due diligence
process will uncover all relevant facts or that anestment will be successful.

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

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

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

. acts of war or terrorism, including the consequsrafderrorist attacks, such as those that occume8eptember 11, 20C

. adverse changes in national and local economigrearlet conditions

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

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

. the potential for uninsured or un~insured property losse

If any of these or similar events occitrgjay reduce our return from an affected propertinvestment and reduce or eliminate our
ability to make distributions to you.
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We may be exposed to environmental liabilities witliespect to properties to which we take title

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

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

We may in the future invest in RMBS batkgy collateral pools of subprime residential mageg loans. “Subprimehortgage loans ref
to mortgage loans that have been originated usidgmwriting standards that are less restrictiva the& underwriting requirements used as
standards for other first and junior lien mortgémgn purchase programs, such as the programs ofd-Btae and Freddie Mac. These lower
standards include mortgage loans made to borrowesisg imperfect or impaired credit histories (uaihg outstanding judgments or prior
bankruptcies), mortgage loans where the amoutteofdan at origination is 80% or more of the vadfiehe mortgage property, mortgage loans
made to borrowers with low credit scores, mortgages made to borrowers who have other debt tipaésents a large portion of their income
and mortgage loans made to borrowers whose incemetirequired to be disclosed or verified. Duedonomic conditions, including
increased interest rates and lower home pricesegli®is aggressive lending practices, subprime gage loans have in recent periods
experienced increased rates of delinquency, fosecky bankruptcy and loss, and they are likelyotttioue to experience delinquency,
foreclosure, bankruptcy and loss rates that areenjgand that may be substantially higher, thasdhexperienced by mortgage loans
underwritten in a more traditional manner. Thusduse of the higher delinquency rates and lossegiased with subprime mortgage loans,
the performance of RMBS backed by subprime mortdaaes in which we may invest could be correspoglgiadversely affected, which
could adversely impact our results of operatioimgrfcial 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 Agey.

The interest and principal payments wgeekto receive on some of the mortgage-backeditiesun which we intend to invest will be
guaranteed by Fannie Mae, Freddie Mac, or Ginnie.M&e recent economic challenges in the residantieigage market have affected the
financial results and stock values of Fannie MakFareddie Mac. In the second quarter of 2008, Batimie Mae and Freddie Mac reported
substantial losses. Fannie Mae reported a nebfdd2.3 billion in the second quarter 2008, comgdaméth a first quarter 2008 net loss of $2.2
billion. Fannie Mae recently stated that it expebtsdownturn in the housing market and the disongh the mortgage and credit markets to
continue to adversely affect their financial resutt 2008 and 2009. Freddie Mac has also reportedt Bss of $821 million in the second
quarter 2008, compared with a first quarter 20a8ass of $151 million.

Since June 30, 2008, there have beerdsed market concerns about Freddie Mac and Fistagss ability to withstand future credit
losses associated with securities held in theiestment portfolios, and on which they provide goteas, without the direct support of the
federal government. Recently, the government passetHousing and Economic Recovery Act of 200&nRie Mae and Freddie Mac have
recently been placed into the conservatorship@®fgderal Housing Finance Agency, or FHFA, thalefal regulator, pursuant to its powers
under The Federal Housing Finance Regulatory Refactrof 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 andiErtdd with all the powers of the shareholders,dinectors, and the officers of Fannie Mae
and Freddie Mac and conduct all business of Fadaie and Freddie Mac; (2) collect all obligationsl amoney due to Fannie Mae and Freddie
Mac; (3) perform all functions of Fannie Mae anédiktie Mac which are consistent with the conseri@eppointment; (4) preserve and
conserve the assets and property of Fannie Ma& udlie Mac; and (5) contract for assistance ffillioy 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 agreemetwgbe the U.S. Department of
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Treasury and Fannie Mae and Freddie Mac pursuanmhich the U.S. Department of Treasury will enstine each of Fannie Mae and Freddie
Mac maintains a positive net worth; (ii) the U.&dartment of Treasury has established a new setamdohg credit facility which will be
available to Fannie Mae, Freddie Mac, and the R¢dtsme Loan Banks, which is intended to serve laguidity backstop, which will be
available until December 2009; and (iii) the U.®partment of Treasury has initiated a temporargiam to purchase RMBS issued by Fai
Mae and Freddie Mac. Given the highly fluid andleia nature of these events, it is unclear howlmusiness will be impacted. Based upon
the further activity of the U.S. government or nedriesponse to developments at Fannie Mae or Ferddal¢, 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 Wblars rate of exchange with other currencies rafigct the value of investments in our
portfolio and the income that we receive in respéauch investments. In addition, we may incuttgds connection with conversion between
various currencies, which may reduce our net incanttaccordingly may reduce our ability to payristtions 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 agjmnately 8.6% of our outstanding common stock,clifpercentage excludes unvested
shares of our restricted common stock granted t@pecutive officers and employees of our Managétsaffiliates. As a result, Annaly may
have significant influence over the outcome of eratsubmitted to a vote of our stockholders, inidgdhe election of our directors or
transactions involving a change in control. Therests of Annaly may conflict with, or differ frorthe interests of other holders of our capital
stock, particularly as Annaly is also a large d@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 stockhsldi@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 newlyeidsecurities for which there was no trading mapkietr to November 2007. The market price
of our common stock may be highly volatile and ddoé subject to wide fluctuations as has beendbe due to the adverse conditions in the
mortgage industry and credit markets. There isgsni@nce that our stock price will not continuexperience significant volatility in the
current environment.

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

. actual or anticipated variations in our quartegheiating results

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

. changes in market valuations of similar compar

. changes in valuations of our assi

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

. additions or departures of our Mané's key personne

. actions by stockholder

. speculation in the press or investment communitg;

. general market and economic conditic

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

We cannot predict the effect, if anyfutfire sales of common stock, or the availabilitgloares for future sales, on the market price of
our capital stock. Sales of substantial amountafmon stock, or the perception
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that such sales could occur, may adversely affexstgiling market prices for our capital stock. Ahé 30, 2008, we had 38,999,850 shares of
common stock issued and outstanding. In additiampffDecember 1, 2008, Annaly owned approximatedy@of our outstanding common
stock, which percentage excludes unvested sham@s oéstricted common stock granted to our exeeudfficers and employees of our
Manager or its affiliates. Our equity incentivemlarovides for grants of restricted common stoat @ther equity-based awards up to an
aggregate of 8% of the issued and outstanding sldir@ur common stock (on a fully diluted basisdhet time of the award, subject to a ceiling
of 40,000,000 shares available for issuance uigeplan. On January 2, 2008, our executive offiaeis other employees of our Manager and
our independent directors were granted, as a gfg8p;1,000 shares of our restricted common stobk.r€&stricted common stock granted to
our executive officers and other employees of oankger or its affiliates vests in equal installnsesm the first business day of each fiscal
quarter over a period of 10 years beginning ondgn®, 2008, of which 73,600 shares vested and3&hares were forfeited during the six
months ended June 30, 2008. The restricted cominok granted to our executive officers and othepleyees of our Manager or its affiliates
that remain outstanding and are unvested will fulgt on the death of the individual. The 1,160,4088res of our restricted common stock
granted to our executive officers and other empsya our Manager or its affiliates and to our peledent directors that remains unvested as
of December 1, 2008 represents approximately 0.fffiedssued and outstanding shares of our commnuak ¢on a fully diluted basis). We

will not make distributions on shares of restricstalck that have not vested. We, Annaly, and oacetive officers and our directors have
agreed with the underwriters to a 90-day lock-upgae(subject to extensions), meaning that, uhgl énd of the 90-day lock-up period, we and
they will not, subject to certain exceptions, seltransfer any shares of common stock withoupti@ consent of Merrill Lynch & Co, which
we refer to as Merrill Lynch. Merrill Lynch may, its sole discretion, at any time from time to tiaved without notice, waive the terms and
conditions of the lock-up agreements to which d igarty. Additionally, Annaly has agreed with asatfurther lock-up period in connection
with the shares purchased by Annaly concurrentti wur initial public offering that will expire dhe earlier of (i) November 15, 2010 or (ii)
the termination of the management agreement. Anmeadyfurther agreed with us to a further lock-upqgakin connection with the shares it
purchased immediately following our October 2008fe on public offering that will expire at the diar of (i) October 24, 2011 or (i) the
termination of the management agreement. Wherottiedp periods expire, these common shares wilbimeceligible for sale, in some cases
subject to the requirements of Rule 144 under #mufties Act of 1933, as amended, or the Secariigt, which are described under “Shares
Eligible for Future Sale.” The market price of @apital stock may decline significantly when thstrietions on resale by certain of our
stockholders lapse. Sales of substantial amourgsramon stock or the perception that such salelsl @meur may adversely affect the
prevailing market price for our capital stock.

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

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

. the profitability of the investment of the net peecds of any offering:

. our ability to make profitable investmen

. margin calls or other expenses that reduce our fbash

. defaults in our asset portfolio or decreases irvidiee 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 factorsaaffiect our ability to make distributions. We cahassure you that we will achieve investment
results that will allow us to make a specified leviecash distributions or year-to-year increasesash distributions.
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Market interest rates may have an effect on the trding value of our shares

One of the factors that investors maysader in deciding whether to buy or sell our shasesur distribution rate as a percentage of our
share price relative to market interest rates.dfkat interest rates increase, prospective investay demand a higher distribution rate or seek
alternative investments paying higher dividendg@rest. As a result, interest rate fluctuationd eapital market conditions can affect the
market value of our shares. For instance, if irsierates rise, it is likely that the market prideaor shares will decrease as market rates on
interest-bearing securities, such as bonds, inereas

Investing in our shares may involve a high degreef aisk.

The investments we make in accordancle atit investment objectives may result in a higtoant of risk when compared to alternative
investment options and volatility or loss of pripai. Our investments may be highly speculative aggressive, are subject to credit risk,
interest rate, and market value risks, among otlaers therefore an investment in our shares map@&asuitable for someone with lower risk
tolerance.

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

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

Future sales of shares may have adverse consequenfm investors.

We may issue additional shares in sulesigoublic offerings or private placements to ma&es investments or for other purposes. We
are not required to offer any such shares to exjgttockholders on a pre-emptive basis. Therefoneay not be possible for existing
stockholders to participate in such future shaseds, which may dilute the existing stockholdentriests in us. As of December 1, 2008,
Annaly owned approximately 8.6% of our outstandingimon stock, which percentage excludes unvesta@ésiof our restricted common
stock granted to our executive officers and empsyaf our Manager or its affiliates. Annaly will permitted, subject to the requirements of
Rule 144 under the Securities Act, to sell suchieshapon the earlier of (i) (a) November 15, 201ih wespect to shares acquired concurrently
with our initial public offering and (b) October 22011 with respect to shares acquired immediditdigwing our October 2008 follow on
public offering or (ii) the termination of the mayement 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 market
price of our capital stock may be lower as a result

Our charter and bylaws contain provisithrad have an anti-takeover effect and inhibit ange 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 tieevof our outstanding stock may be owned, diyemticonstructively, by fivi
or fewer individuals during the second half of aayendar year. In addition, our shares must beflméaléy owned by 100 or
more persons during at least 335 days of a taxedaleof 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 omier of shares, whichever is more restrictive,mf elass or series of our
outstanding capital stock. These restrictions niagalirage a tender offer or other transactionsairaage in the composition of
our board of directors or control that might invel& premium price for our shares or otherwise h@ur best interests and any
shares issued or transferred in violation of sedftrictions being automatically transferred toustifor a charitable beneficiary,
thereby resulting in a forfeiture of the additioshbres
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. Our charter permits our board of directors to issteck with terms that may discourage a third pdmyn acquiring us. Our
charter permits our board of directors to amendctiaeter without stockholder approval to incredsetotal number of authoriz
shares of stock or the number of shares of ang daseries and to issue common or preferred staskng preferences,
conversion or other rights, voting powers, restits, limitations as to dividends or other disttibas, qualifications, or terms or
conditions of redemption as determined by our boa@hdis, our board could authorize the issuancéoaksvith terms and
conditions that could have the effect of discoungg takeover or other transaction in which holdéisome or a majority of our
shares might receive a premium for their shares theether-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 extepthe extent approved by a vote of two-thirdshef votes eligible to be cast
on the matter under the Maryland Control Share Agition Act. “Control sharestneans voting shares of stock that, if aggre¢
with all other shares of stock owned by the acguirén respect of which the acquirer is able tereise or direct the exercise of
voting power (except solely by a revocable proxyguld entitle the acquirer to exercise voting poweelecting directors within
one of the following ranges of voting power: onetteor more but less than one-third, one-third orerbut less than a majority,
or a majority or more of all voting power. A “coatrshare acquisition” means the acquisition of carghares, subject to certain
exceptions

If voting rights or control shares acquired in atrol share acquisition are not approved at a $tolclers meeting, or if th
acquiring person does not deliver an acquiringgestatement as required by the Maryland Contratr&RAcquisition Act, then,
subject to certain conditions and limitations, ifgier may redeem any or all of the control shimefair value. If voting rights

of such control shares are approved at a stockisfdeeting and the acquirer becomes entitled @ &ohajority of the shares of
stock entitled to vote, all other stockholders reagrcise appraisal rights. Our bylaws contain aipron exempting acquisitions
of our shares from the Maryland Control Share Asigioin Act. However, our board of directors may aheur bylaws in the
future to repeal or modify this exemption, in whizdise any control shares of our company acquiradcontrol share acquisition
will be subject to the Maryland Control Share Aaition Act.

Business Combinatior. Under Maryland law, “business combinations” bedwa Maryland corporation and an interested
stockholder or an affiliate of an interested staxller are prohibited for five years after the nrestent date on which the
interested stockholder becomes an interested swtadeth These business combinations include a metgasolidation, share
exchange or, in circumstances specified in theitaan asset transfer or issuance or reclassificaf equity securities. An
interested stockholder is defined

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

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 thengtpower of the then outstanding voting stock ef th
corporation

A person is not an interested stockholder undesthtite if the board of directors approved in adeathe transaction by which
such person otherwise would have become an ingetasbckholder. However, in approving a transactioa board of directors
may provide that its approval is subject to commdi at or after the time of approval, with anyrterand conditions determined
by the board. After the five-year prohibition, amysiness combination between the Maryland corpmratnd an interested
stockholder generally must be recommended by thedbaf directors of the corporation and approvedhegyaffirmative vote of
at least:

o 80% of the votes entitled to be cast by holdersut§tanding shares of voting stock of the corporatand
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o two-thirds of the votes entitled to be cast by hold#ngoting stock of the corporation, other than sisdneld by th
interested stockholder with whom or with whoseliafe the business combination is to be effecteldetd by an
affiliate or associate of the interested stockhol

These sup+-majority vote requirements do not apply if the argiior's common stockholders receive a minimum price
defined under Maryland law, for their shares infitven of cash or other consideration in the sanmefas previously paid by the
interested stockholder for its shares. The stggetmits various exemptions from its provisions)uing business combinations
that are exempted by the board of directors befwrdime that the interested stockholder becomestarested stockholder. Our
board of directors has adopted a resolution whickides that any business combination between dsay other person is
exempted from the provisions of the Maryland Cdnfeare Acquisition Act, provided that the businesmbination is first
approved by the board of directors. This resolytimwever, may be altered or repealed in whole @airt at any time. If this
resolution is repealed, or the board of direct@ssdnot otherwise approve a business combinatiastatute may discourage
others from trying to acquire control of us andré@ase the difficulty of consummating any off

. Staggered boar. Our board of directors is divided into three sksof directors. The current terms of the direcéoxpire in
2009, 2010 and 2011, respectively. Directors ohedass are chosen for three-year terms upon thieagion of their current
terms, and each year one class of directors iseeldry the stockholders. The staggered terms ofliveictors may reduce the
possibility of a tender offer or an attempt at arude in control, even though a tender offer or ghan control might be in your
best interest:

. Our charter and bylaws contain other possible -takeover provision. Our charter and bylaws contain other provisidrad
may have the effect of delaying, deferring or préivgy a change in control of us or the removaba$ting directors and, as a
result, could prevent you from being paid a premfomyour capital stock over the then- prevailingriket price. See
“Description of Capital Sto” and“Certain Provisions of Maryland General Corporatiawv and Our Charter and Byla\”

Our rights and your rights to take action against ar 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 offi¢eattwas material to the cat
of action adjudicate

for which Maryland law prohibits such exemptionrfrdiability.

In addition, our charter authorizes usiitigate our company to indemnify our present nmcher directors and officers for actions taken
by them in those capacities to the maximum exteningited by Maryland law. Our bylaws require usngemnify each present or former
director or officer, to the maximum extent permittey Maryland law, in the defense of any proceedinghich he or she is made, or
threatened to be made, a party because of hiss@ehéce to us. In addition, we may be obligateflind the defense costs incurred by our
directors and officers. See “Certain Provisionlafyland General Corporation Law and Our Charter Bplaws—Limitation on Liability of
Directors and Officers; Indemnification and Advamédxpenses.”

Tax Risks
Your investment has various federal income tax risk

This summary of certain tax risks is liedi to the federal tax risks addressed below. Aatdit risks or issues may exist that are not
addressed in this prospectus and that could affediederal tax treatment of us or you. Becausegtospectus was written in connection with
the marketing of our capital stock, it is not inded to be used and cannot be used by you to aeoidlfies that may be imposed on
stockholders under the Internal Revenue Code,eo€thde. We strongly urge you to review carefully discussion under “Certain Federal
Income Tax Considerations” and to seek advice barsggur particular circumstances from an indepahtix advisor
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concerning the effects of federal, state and lowaime tax law on an investment in our capital lstaed on your individual tax situation.
Complying with REIT requirements may cause us to frego otherwise attractive opportunities.

To qualify as a REIT for federal incona& purposes, we must continually satisfy variogssteegarding the sources of our income, the
nature and diversification of our assets, the arteowe distribute to stockholders and the ownershipur stock. To meet these tests, we me
required to forego investments we might otherwis&ken We may be required to make distributions 10 gbdisadvantageous times or wher
do not have funds readily available for distribatidhus, compliance with the REIT requirements tiaigler our investment performance.

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

To qualify as a REIT, we generally mussw@re that at the end of each calendar quarteaat ¥5% of the value of our total assets
consists of cash, cash items, government secuaitidgjualified REIT real estate assets, includergain mortgage loans and mortgage-backed
securities. The remainder of our investment in gdes (other than government securities and qyialif real estate assets) generally cannot
include more than 10% of the outstanding votingigées of any one issuer or more than 10% of thel tvalue of the outstanding securities of
any one issuer. In addition, in general, no moaa th% of the value of our assets (other than gorent securities and qualifying real estate
assets) can consist of the securities of any aueisand no more than 25% of the value of out s&teurities can be represented by securities
of one or more TRSs. See “Certain Federal IncomeQansiderations—Taxation of Our Company—Asset et we fail to comply with
these requirements at the end of any quarter, wat caurect the failure within 30 days after the efiduch calendar quarter or qualify for
certain statutory relief provisions to avoid losimgr REIT status and suffering adverse tax consezpse As a result, we may be required to
liquidate from our portfolio otherwise attractivevestments. These actions could have the effeetchfcing our income and amounts available
for distribution to you.

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

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

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

We intend to structure our securitizatao financing arrangements as to not create dlkaxaortgage pool. However, if we have
borrowings with two or more maturities and (1) tad®rrowings are secured by mortgages or mortgagkell securities and (2) the payments
made on the borrowings are related to the paymentsved on the underlying assets, then the bongsvand the pool of mortgages or
mortgage-backed securities to which such borrowiezge may be classified as a taxable mortgagewpwer the Internal Revenue Code. If
any part of our investments were to be treatedtazable mortgage pool, then our REIT status waowldbe impaired, but a portion of the
taxable income we recognize may, under regulatioh® issued by the Treasury Department, be claizet as “excess inclusion” income
and allocated among our stockholders to the extieahd generally in proportion to the distributiome make to each stockholder. Any excess
inclusion income would:

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

applicable income tax treaty) with respect to amieatiocable to foreign stockholders; ¢
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. be taxable (at the highest corporate tax rateytoather than to you, to the extent the excedasitn income relates to sto
held by disqualified organizations (generally, tsempt companies not subject to tax on unrelatsthbas income, including
governmental organization:

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

We intend to operate in a manner thattended to cause us to qualify as a REIT for febi@come tax purposes commencing with our
taxable year ending on December 31, 2007. Howdherfederal income tax laws governing REITs aresgmély complex, and interpretations
of the federal income tax laws governing qualifizatas a REIT are limited. Qualifying as a REITuigs us to meet various tests regardiny
nature of our assets and our income, the owneddtopr outstanding stock, and the amount of ouritistions on an ongoing basis. While we
intend to operate so that we will qualify as a REJiwen the highly complex nature of the rules goiregy REITS, the ongoing importance of



factual determinations, including the tax treatnefntertain investments we may make, and the pitisgibf future changes in our
circumstances, no assurance can be given that Iveongualify for any particular year. If we fad gualify as a REIT in any calendar year and
we do not qualify for certain statutory relief prgiens, we would be required to pay federal incaaxeon our taxable income. We might need
to borrow money or sell assets to pay that tax. @yment of income tax would decrease the amouotioincome available for distribution to
you. Furthermore, if we fail to maintain our quiliftion as a REIT and we do not qualify for certstiatutory relief provisions, we no long
would be required to distribute substantially dlbar REIT taxable income to our stockholders. Wsleur failure to qualify as a REIT were
excused under federal tax laws, we would be disipchfrom taxation as a REIT for the four taxalkars following the year during which
qualification was lost

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

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

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

We intend to distribute our REIT taxalsleome to our stockholders in a manner intendeshtisfy the 90% distribution requirement and
to avoid both corporate income tax and the 4% nduadlible excise tax. However, there is no requineintieat TRSs distribute their after-tax
net income to their parent REIT or their stockhadd®©ur taxable income may substantially exceechetiincome as determined based on
GAAP because, for example, realized capital logsk®e deducted in determining our GAAP net incqrnet may not be deductible in
computing our taxable income. In addition, we mayest in assets that generate taxable income iesexaf economic income or in advance of
the corresponding cash flow from the assets. Te@kent that we generate such non-cash taxablen@do a taxable year, we may incur
corporate income tax and the 4% nondeductible exeis on that income if we do not distribute suatoime to our stockholders in that year
a result of the foregoing, we may generate leds flaw than taxable income in a particular yeartHat event, we may be required to use cash
reserves, incur debt, or liquidate non-cash asdetses or at times that we regard as unfavotatdatisfy the distribution requirement and to
avoid corporate income tax and the 4% nondeduatibbése tax in that year. Moreover, our abilitydistribute cash is restricted by our
financing facilities

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%lurevof our outstanding capital stock may
owned, directly or indirectly, by five or fewer iiwiluals during the last half of any calendar yéardividuals” for this purpose include natural
persons, private foundations, some emplc
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benefit plans and trusts, and some charitablestr@ist preserve our REIT qualification, our chagenerally prohibits any person from direc
or indirectly owning more than 9.8% in value omimmber of shares, whichever is more restrictivegrof class or series of the outstanding
shares of our capital stock. This ownership lintatcould have the effect of discouraging a takeaveother transaction in which holders of
our capital stock might receive a premium for tiefiares over the then prevailing market price dcwholders might believe to be otherwise
in their best interest:

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 and may result in the application of a 100% excise ta

A REIT may own up to 100% of the stoclook or more TRSs. A TRS may earn income that woatde qualifying income if earned
directly by the parent REIT. Both the subsidiarg éime REIT must jointly elect to treat the subgigias a TRS. Overall, no more than 25% of
the value of a REIB assets may consist of stock or securities ofoomeore TRSs. A TRS will pay federal, state andlascome tax at regul
corporate rates on any income that it earns. litiaddthe TRS rules impose a 100% excise tax otametransactions between a TRS and its
parent REIT that are not conducted on an arm’stlebgsis. The TRS that we may form in the futurelgay federal, state and local income
tax on its taxable income, and its after-tax nebime would be available for distribution to us tmatuld not be required to be distributed to us.
We anticipate that the aggregate value of the TtB&sand securities owned by us will be less tha¥h 2f the value of our total assets
(including the TRS stock and securities). Furtheemwe will monitor the value of our investmentimr TRSs to ensure compliance with the
rule that no more than 25% of the value of ourtgssay consist of TRS stock and securities (whschpiplied at the end of each calendar
quarter). In addition, we will scrutinize all of ptransactions with taxable REIT subsidiaries teuga that they are entered into on arm’s-length
terms to avoid incurring the 100% excise tax désdtiabove. There can be no assurance, howevewehail be able to comply with the 25%
limitation discussed above or to avoid applicatidthe 100% excise tax discussed abt

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



We may invest in securities, such as alibated interests in certain CDO offerings, thattaeated or could be treated for federal (and
applicable state and local) corporate income tap@aes as equity interests in foreign corporati@ategories of income that qualify for the
95% gross income test include dividends, interedtaertain other enumerated classes of passivenecdnder certain circumstances, the
federal income tax rules concerning controlled ifgmecorporations and passive foreign investmentpames 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 &diualends nor any of the other
enumerated categories of passive income specifidttki 95% gross income test. Furthermore, theme idear precedent with respect to the
qualification of such income under the 95% grossine test. Due to this uncertainty, we intendrtatlour direct investment in securities that
are or could be treated as equity interests irrgiga corporation such that the sum of the amowetsire required to include in income with
respect to such securities and other amounts cefjnatifying income do not exceed 5% of our gros®ine. We cannot assure you that we
be successful in this regard. To avoid any risfadiing the 95% gross income test, we may be reglio 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 Ibgestito federal income tax in the hands of the T®sch may, in turn, reduce our yield
on the investmen

Liquidation of our assets may jeopardize our REIT galification.

To qualify as a REIT, we must comply wilguirements regarding our assets and our soafdéesome. If we are compelled to liquidate
our investments to repay obligations to our lendeesmay be unable to comply with these requiremaritimately jeopardizing our
qualification as a REIT, or we may be subject 8% tax on any resultant gain if we sell assetsinsactions that are considered to be
prohibited transaction:
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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 @@me tax purposes.

A REITs net income from prohibited transactions is sutijea 100% tax. In general, prohibited transactiare sales or oth
dispositions of property, other than foreclosureperty, but including mortgage loans, held prinyaidr sale to customers in the ordinary
course of business. We might be subject to thisftae sold or securitized our assets in a mann&trwas treated as a sale for federal income
tax purposes. Therefore, to avoid the prohibitaddactions tax, we may choose not to engage iaicevdles of assets at the REIT level and
may securitize assets only in transactions thatrasted as financing transactions and not as &aléax 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 eitkat we engage in such activities through
domestic TRSs, the income associated with suchitiesi will be subject to federal (and applicabiats and local) corporate income t

Characterization of the repurchase agreements we &ar into to finance our investments as sales for tapurposes rather than as secure
lending transactions would adversely affect our allity to qualify as a REIT.

We have entered into and will enter irgpurchase agreements with a variety of countéegsaid achieve our desired amount of leverage
for the assets in which we invest. When we enteranrepurchase agreement, we generally sell assets counterparty to the agreement and
receive cash from the counterparty. The counteypsutbligated to resell the assets back to useaehd of the term of the transaction, which is
typically 30 to 90 days. We believe that for fedémaome tax purposes we will be treated as theeswaithe assets that are the subject of
repurchase agreements and that the repurchaseregrisewill be treated as secured lending transastiotwithstanding that such agreement
may transfer record ownership of the assets tad@terparty during the term of the agreemens ftdssible, however, that the IRS could
successfully assert that we did not own these sigsing the term of the repurchase agreementghich case we could fail to qualify as a
REIT.

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

The REIT provisions of the Internal RewverCode substantially limit our ability to hedgertgage-backed securities and related
borrowings. Under these provisions, our annualgimsome from non-qualifying hedges, together sitly 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-qualifyingcsucannot exceed 5% of our annual gross incoma.r@sult, we might have to limit our use
of advantageous hedging techniques or implemesethedges through a TRS, which we may form inah&d. This could increase the cos
our hedging activities or expose us to greatesradsociated with changes in interest rates thanowd otherwise want to bee

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 lawwsegulations governing REITs or the administmlfivterpretations of those laws or regulati
may be amended. We cannot predict when or if amyfederal income tax law, regulation or administ@interpretation, or any amendmer
any existing federal income tax law, regulatioradministrative interpretation, will be adopted, iprdgated or become effective and any such
law, regulation or interpretation may take effesttoactively. We and you could be adversely afétig any such change in, or any new,
federal income tax law, regulation or administratinterpretation

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



Legislation enacted in 2003 generallyus the maximum tax rate for dividends payabiotoestic stockholders that are individuals,
trusts and estates from 38.6% to 15% (through 2@i@)dends payable by REITs, however, are generail eligible for the reduced rates.
Although this legislation does not adversely aftbet taxation of REITs or dividends paid by REI#¥& more favorable rates applicable to
regular corporate dividends could cause investdrs are individuals, trusts and estates to perdawestments in REITs to be relatively less
attractive than investments in stock of non-RElTpooations that pay dividends, which could adversdiect the value of the stock of REITS,
including our capital stocl
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USE OF PROCEEDS

Unless otherwise indicated in an accompanprospectus supplement, we intend to use thpnoeeeds from the sale of the securities
offered by this prospectus and the related accogipgmprospectus supplement to finance the acqorsitf non-Agency RMBS, Agency
RMBS, prime and Alt-A mortgage loans, CMBS, CDOsd ather consumer or nhon-consumer ABS, and for agikaeral corporate purposes
such as repayment of outstanding indebtedness,ngodapital, and for liquidity needs. Pending anglsuses, we may invest the net proceeds
from the sale of any securities in interest-beashgrt-term investments, including money markebaats that are consistent with our intention
to qualify as a REIT, or may use them to reducetdbom indebtedness.

RATIO OF EARNINGS TO COMBINED FIXED
CHARGES AND PREFERRED STOCK DIVIDENDS
(UNAUDITED)

The following table sets forth our ratfsearnings to combined fixed charges and preflesteck 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 anfepred stock dividend (5.99)x (1.59)x

(1) The Company had not commenced operations dtiimgine months ended September 30, 2

The ratios of earnings to combined fixbdrges and preferred stock dividends were compaytetividing earnings as adjusted by fixed
charges and preferred stock dividends (where agdpig. For this purpose, earnings consist of nedrime from continuing operations and fixed
charges. We currently have no shares of prefetrerdk ®utstanding and, therefore, there are no atsdanpreferred dividends included in the
above calculation. Fixed charges consist of interegense.

DESCRIPTION OF CAPITAL STOCK

The following summary description of capital stock does not purport to be complete anslbject to and qualified in its entirety by
reference to the Maryland General Corporation LawMGCL, and our charter and our bylaws, copiesvbich 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 congaovisions 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 take
bids and to encourage persons seeking to acquiteotof us to negotiate first with our board ofatitors. We believe that the benefits of these
provisions outweigh the potential disadvantagedisfouraging any such acquisition proposals be¢aumseng other things, the negotiation of
such proposals may improve their terms.

General

Our charter provides that we may issuéoupb0,000,000 shares of stock, consisting ofoup00,000,000 shares of common stock ha
a par value of $0.01 per share and up to 50,00G0860s of preferred stock having a par value di$per share. As of November 30, 2008,
177,170,098 shares of common stock and no shamef@fred stock were issued and outstanding. ©ardbof directors, with the approval of
a majority of the entire board and without any @ttbn the part of our stockholders, may amend barter from time to time to increase or
decrease the aggregate number of shares of stdbk aumber of shares of stock of any class oeséhiat we have authority to issue. Under
Maryland law, our stockholders generally are nospeally liable for our debts and obligations sple$ a result of their status as stockholders.
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Common Stock

All shares of our common stock have egigits as to earnings, assets, dividends andgyatinl, when they are issued, will be d
authorized, validly issued, fully paid and non-assble. Distributions may be paid to the holdersusfcommon stock if, as and when
authorized by our board of directors and declagedsout of funds legally available therefor. Slsas€our common stock have no preemptive,
appraisal, preferential exchange, conversion cgmgation rights and are freely transferable, exedpre their transfer is restricted by federal
and state securities laws, by contract or by th&iotions in our charter. In the event of our l@tation, dissolution or winding up, each share of
our common stock would be entitled to share ratabbll of our assets that are legally availabledistribution after payment of or adequate
provision for all of our known debts and other lidies and subject to any preferential rights ofders of our preferred stock, if any preferred
stock is outstanding at such time. Subject to diarter restrictions on the transfer and ownershipuo stock and except as may otherwise be
specified in the terms of any class or series afrmon stock, each share of our common stock enthiesolder to one vote on all matters



submitted to a vote of stockholders, including élextion of directors. Except as provided with extgo any other class or series of stock, the
holders of our common stock will possess exclusiting power. There is no cumulative voting in tlection of directors, which means that
holders of a majority of the outstanding sharesashmon stock can elect all of our directors, anddrs of less than a majority of such shares
will be unable to elect any directc

Preferred Stock

The following description sets forth gealeéerms and provisions of the preferred stocllihich any prospectus supplement may re
The statements below describing the preferred stoeln all respects subject to and qualified girtentirety 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 stobk. freferred stock, when issued, will be validsuisd, fully paid, and non-assessable. Because
our board of directors has the power to establishpreferences, powers and rights of each seripsetdrred stock, our board of directors may
afford the holders of any series of preferred sfoeerences, powers and rights, voting or othexrwsenior to the rights of common
stockholders

The rights, preferences, privileges agdrictions of each series of preferred stock élfixed by the articles supplementary relating to
the series. A prospectus supplement, relating ¢b earies, 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 appbte;
. the preemptive rights of the preferred stock, filagable;

. the restrictions on alienability of the preferrédck, if applicable
. the number of shares offered, the liquidation prxfee 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 data(g)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 repurché#sapplicable, of the preferred stoc

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

. the terms and provisions, if any, upon which thefgnred stock will be convertible into common stockluding the conversio

price (or manner of calculation) and conversioriquel
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. the terms under which the rights of the prefertedismay be modified, if applicabl

. any other specific terms, preferences, rights tétiins or restrictions of the preferred stc
. a discussion of certain material federal incomectansiderations 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 skeees of preferred stock as to
dividend rights and rights upon the liquidatiorssilution or windin-up of our affairs; an

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

Power to Reclassify Shares of Our Stoc

Our charter authorizes our board of doesto classify and reclassify any unissued shafretock into other classes or series of st
including preferred stock. Before issuance of shafeeach class or series, the board of direcsorsquired by Maryland law and by our charter
to set, subject to our charter restrictions ontthesfer and ownership of our stock, the termdepeaces, conversion or other rights, voting
powers, restrictions, limitations as to dividendsther distributions, qualifications and termsonditions of redemption for each class or
series. Thus, the board of directors could autledtiz issuance of shares of common stock or pesfestock with terms and conditions which



could have the effect of delaying, deferring orgrgting a transaction or a change in control thighirinvolve a premium price for holders of
our common stock or otherwise be in their bestr@ges. No shares of our preferred stock are prigsemtstanding and we have no present .
to issue any preferred stoc

Power to Issue Additional Shares of Common Stock @ahPreferred Stock

We believe that the power of our boardioéctors to amend the charter without stockhosg®aroval to increase the total number of
authorized shares of our stock or any class oesefiour stock, to issue additional authorizedumigsued shares of our common stock or
preferred stock and to classify or reclassify wmskshares of our common stock or preferred stodklzereafter to cause us to issue such
classified or reclassified shares of stock willpde us with increased flexibility in structuringgsible future financings and acquisitions an
meeting other needs which might arise. The additiolasses or series, as well as our common stdgttihe available for issuance without
further action by our stockholders, unless stoatt@ohction is required by applicable law or thesubf any stock exchange or automated
guotation system on which our securities may ledisr traded. Although our board of directors hasntention at the present time of doing
S0, it could authorize us to issue a class or s¢hi@t could, depending upon the terms of sucls daseries, delay, defer or prevent a
transaction or a change in control of us that migiblve a premium price for holders of our comnsbock 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 akee®ber 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 aftecé&®ber 31, 2007, no more than 50% of the valuaipbatstanding shares of capital stock
may be owned, directly or constructively, by fivefewer individuals (as defined in the Internal Beue Code to include certain entities) du
the second half of any calendar ye

Our charter, subject to certain excegj@montains restrictions on the number of sharesiotapital stock that a person may own. Our
charter provides that (subject to certain exceptibescribed below) no person may own, or be deémedn by the attribution provisions of
the Internal Revenue Code, more than 9.8% in vatue number of shares, whichever is more restggtof 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 ¢
being “closely held” under Section 856(h) of theelnal Revenue Code or otherwise cause us toofajlialify as a REIT and (i) transferring
shares of our capital stock if such transfer waekllt in our capital stock being owned by fewemntti 00 persons. Any person who acquires or
attempts or intends 1
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acquire beneficial or constructive ownership ofrekaf our capital stock that will or may violateyzof the foregoing restrictions on
transferability and ownership, or who is the inteddransferee of shares of our stock which aresteared to the trust (as described below),
be required to give notice immediately to us araljote us with such other information as we may esfjtio determine the effect of such
transfer on our status as a REIT. The foregoingiotisns on transferability and ownership will regiply if our board of directors determines
that it is no longer in our best interests to afieto qualify, or to continue to qualify, as a REIT

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

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

Within 20 days of receiving notice from that the securities have been transferred ttrilsg the trustee will sell the securities to a
person designated by the trustee, whose owner§liie gecurities will not violate the above owngpdimitations. Upon such sale, the interest
of the charitable beneficiary in the securitiesdssill terminate and the trustee will distributesthet proceeds of the sale to the proposed
transferee and to the charitable beneficiary devi@. The proposed transferee will receive thedes$ (i) the price paid by the proposed
transferee for the securities or, if the proposeddferee did not give value for the securitiesdnnection with the event causing the securities
to be held in the trust (e.g., a gift, devise dreotsimilar transaction), the market price (asrdfiin our charter) of the securities on the day of
the event causing the securities to be held irrtiet and (ii) the price received by the trusteefithe sale or other disposition of the securities.
The trustee may reduce the amount payable to tipoped transferee by the amount of dividends astdlalitions paid to the proposed
transferee and owed by the proposed transferdetustee. Any net sale proceeds in excess afrttmint payable to the proposed transferee
will be paid immediately to the charitable benefigi. If, before our discovery that the securitiagdnbeen transferred to the trust, the securities
are sold by the proposed transferee, then (i)eébargties shall be deemed to have been sold onflgftthe trust and (ii) to the extent that the
proposed transferee received an amount for theifesuhat exceeds the amount the proposed tragesfeas entitled to receive, the excess
shall be paid to the trustee upon demand.

In addition, the securities held in thest will be deemed to have been offered for salast or our designee, at a price per share equal t
the lesser of (i) the price per share in the tretis@ that resulted in the transfer to the trust fothe case of a devise or gift, the marketest
the time of the devise or gift) and (ii) the markete on the date we, or our designee, accepiffee We may reduce the amount payable to
the proposed transferee, however, by the amousmyflividends or distributions paid to the proposadsferee on the securities and owed by
the proposed transferee to the trustee. We wilehe right to accept the offer until the trustaes kold the securities. Upon a sale to us, the
interest of the charitable beneficiary in the sémg sold will terminate and the trustee will dilstite the net proceeds of the sale to the prof
transferee.
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All certificates representing the sedasitwill bear a legend referring to the restricatescribed above or will state that we will fumés
full statement about certain transfer restrictitma stockholder upon request and without charge.

Every owner of more than 5% (or such lop@rcentage as required by the Internal Revenuke Gothe regulations promulgated
thereunder) in value of all classes or series ofstack, including shares of common stock, withindaiys after the end of each taxable year,
will be required to give written notice to us statithe name and address of such owner, the numibbaces of each class and series of shares
of our stock which the owner beneficially owns andescription of the manner in which the sharehal@. Each owner shall provide to us
such additional information as we may request terdene the effect, if any, of the beneficial owstgp on our status as a REIT and to ensure
compliance with the ownership limitations. In adatit each such owner shall upon demand be reqtorptbvide to us such information as we
may request, in good faith, to determine our statua REIT and to comply with the requirementsmyftaxing 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 besrists.

Listing

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

The transfer agent and registrar forshares of common stock is Mellon Investor ServideS.
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CERTAIN FEDERAL INCOME TAX CONSIDERATIONS

This section summarizes the materialf@dacome tax considerations that you, as an O\aeedefined in the immediately succeeding
paragraph) of shares of capital stock, may conselevant. McKee Nelson LLP has acted as our taxsel, has reviewed this section and i
the opinion that the discussion contained heraityfaummarizes the federal income tax consequeticgsare likely to be material to an Ow
of our shares of capital stock. Because this sedti@ summary, it does not address all aspedtsxafion that may be relevant to particular
Owners of our capital stock in light of their pemabinvestment or tax circumstances, or to cetigies of Owners that are subject to special
treatment under the federal income tax laws, ssdhsurance companies, tax-exempt organizatioreef#xo the extent discussed in “—
Taxation of Owners,—Taxation of Tax-Exempt Owndysfow), regulated investment companies, partnesshiyg other pass-through entities
(including entities classified as partnershipsféateral income tax purposes), financial institusian broker-dealers, and non-U.S. individuals
and foreign corporations (except to the extentudised in “—Taxation of Owners,—Taxation of Fore@wners” below) and other persons
subject to special tax rules.

You should be aware that in this section, when seethe term

. “Code” we mean the Internal Revenue Code of 1986, as asde

. “Disqualified organizatio” we mean any organization described in section 8§Q&)Y of the Code, including
i. the United States
i. any state or political subdivision of the Unite@tss;

iii. any foreign governmen

iv. any international organizatio
V. any agency or instrumentality of any of the foregp
Vi. any charitable remainder trust or other tax-exeongénization, other than a farmer’s cooperativedesd in

section 521 of the Code, that is exempt both froootine taxation and from taxation under the unrdlatesiness
taxable income provisions of the Code; i

vii.  any rural electrical or telephone cooperat
. “Domestic Owne” we mean an Owner that is a U.S. Per:
. “Foreign Owne” we mean an Owner that is not a U.S. Per
. “IRS.” we mean the Internal Revenue Serv
. “Owner” we mean any person having a beneficial ownershgast in shares of our capital sto
. “TMP,” we mean a taxable mortgage pool as that term isetkin section 7701(i)(2) of the Coc
. “TRS” we mean a taxable REIT subsidiary described u“—Requirements for Qualificati—Taxable REIT Subsidiari”
below;
. “U.S. Person,” we mean (i) a citizen or residenthef United States; (ii) a corporation (or entigated as a corporation for

federal income tax purposes) created or organizéitel United States or under the laws of the Ur8tades or of any state
thereof, including, for this purpose, the Disto€tColumbia; (iii) a partnership (or entity treatasl a partnership for tax purposes)
organized in the United States or under the lawth@tnited States or of any state thereof, inclgdfor this purpose, the

District of Columbia (unless provided otherwisefbfure Treasury regulations); (iv) an estate whHaoseme is includible in gro:
income for federal income tax purposes regardlégs source; or (v) a trust, if a court within thimited States is able to exerc
primary supervision over the administration of thest and one or more U.S. Persons have authoritpititrol all substantial
decisions of the trust. Notwithstanding the precgdilause, to the extent provided in Treasury @gps, certain trusts that we

in existence on August 20, 1996, that were treated.S. Persons prior to such date, and that telecintinue to be treated as
U.S. Persons, also are U.S. Pers
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The statements in this section and theiop of McKee Nelson LLP are based on the curfederal income tax laws. We cannot assure
you that new laws, interpretations of law or caletisions, any of which may take effect retroadyiveill not cause any statement in tl
section to be inaccurate. No assurance can be tgiaethe IRS would not assert, or that a courtldimot sustain, a position contrary to any of
the tax consequences described below. We haveuaghsand will not seek an advance ruling fromI&R® regarding any matter in this
prospectus.

This summary provides general informatioty and is not tax advice. We urge you to congaolltr tax advisor regarding the specific tax
consequences to you of the purchase, ownershipaadaf our capital stock and of our election tdéeed as a REIT. Specifically, you should
consult your tax advisor regarding the federatestacal, foreign, and other tax consequencesidf purchase, ownership, sale and election,
and regarding potential changes in applicableass|

Taxation of Our Company

We have elected to be taxed as a REIEuSdctions 856 through 860 of the Code commenwitigour short taxable year ending on
December 31, 2007. We believe that we were orgdrane have operated and will continue to operasaiglh a manner as to qualify for
taxation as a REIT under the federal income tasJdwt no assurances can be given that we willadpén a manner so as to qualify or remain
qualified as a REIT. This section discusses theslgawverning the federal income tax treatment oEéTRand the owners of REIT stock. These
laws are highly technical and complex.

In connection with, and prior to the iasoe of any securities pursuant to this prospeetesxpect to receive the opinion of the law firm
McKee Nelson LLP to the effect that, commencingwatr initial taxable year ending on December 3072 we have been organized in
conformity with the requirements for qualificatiand taxation as a REITand our method of operataanemabled us to qualify for taxation as a
REIT and our proposed method of operation will éaals to continue to meet the requirements forification and taxation as a REIT for
subsequent taxable years. Investors should be ahatrécKee Nelson LLP’s opinion is based upon eongtry assumptions, is conditioned
upon certain representations made by us as todlattatters, including representations regardingtitere of our assets and the conduct of our
business, and is not binding upon the IRS or anytco

In addition, McKee Nelson LLP’s opiniahased on existing federal income tax law govergumalification as a REIT, which is subject
to change either prospectively or retroactively.rétiver, our qualification and taxation as a REIPpeatal upon our ability to meet on a
continuing basis, through actual annual operatasglts, certain qualification tests set forth ia faderal income tax laws. Those qualification
tests involve the percentage of income that we fam specified sources, the percentage of ourtafisat falls within specified categories, the
diversity of our stock ownership, and the perceatagour earnings that we distribute. McKee NelsbR will not review our compliance with
those tests on a continuing basis. Accordinglyasgurance can be given that our actual resultpexftions for any particular taxable year will
satisfy such requirements. For a discussion ofghe&onsequences of our failure to qualify as alREée “—Failure to Qualify.”

If we qualify as a REIT, we generally Wibt be subject to federal income tax on our téx@icome that we currently distribute to our
stockholders, but taxable income generated by onredtic TRSs, if any, will be subject to reguladdeal (and applicable state and local)
corporate income tax. However, we will be subjediederal tax in the following circumstances:

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

. We may be subject to tl“alternative minimum te” on any items of tax preference including any deidastof net operatin
losses

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

o net income from the sale or other disposition @ipgrty acquired through foreclosure, which we ré&deas
foreclosure property, that we hold primarily fofesto customers in the ordinary course of businasd

o other noi-qualifying income from foreclosure proper
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. We will pay a 100% tax on net income earned frotassar other dispositions of property, other thare€losure property, that
hold primarily for sale to customers in the ordinaourse of busines

. If we falil to satisfy the 75% gross income testh@ 95% gross income test, as described below “—Gross Income Tes”
but nonetheless continue to qualify as a REIT beeawe meet other requirements, we will be subjeat100% tax or

o the greater of the amount by which we fail the 7g%ss income test or the 95% gross income testjptied], in
either case, b

o a fraction intended to reflect our profitabili



If we fail to satisfy the asset tests by more thate minimis amount, as described below under “-eA$ssts,” as long as the
failure was due to reasonable cause and not téulvileglect, we dispose of the assets or otheraaseply with such asset tests
within six months after the last day of the quaitewhich we identify such failure and we file dhedule with the IRS describing
the assets that caused such failure, we will payx &qual to the greater of $50,000 or 35% of #teimcome from the non-
qualifying assets during the period in which weefdito satisfy such asset te:

If we fail to satisfy one or more requirements REIT qualification, other than the gross incomesesd the asset tests, and ¢
failure was due to reasonable cause and not dwélfiol neglect, we will be required to pay a petyabf $50,000 for each such
failure.

We may be required to pay monetary penalties tdRISein certain circumstances, including if we failmeet recordkeepir
requirements intended to monitor our compliancé wides relating to the composition of a REIT scétiwolders, as described
below in“—Requirements for Qualificatic”

If we fail to distribute during a calendar yeatesst the sum of: (i) 85% of our REIT ordinary inwe 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 reddistribution over the sum of the amount we atyuistributed and any
retained amounts on which income tax has beenagidlte corporate leve

We may elect to retain and pay federal income tarwr net long-term capital gain. In that case pamBstic Owner would be
taxed on its proportionate share of our undisteduong-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 transastbetween us and any of our TRSs that are matuzied on an arm’s-
length basis

If (&) we recognize excess inclusion income faaable year as a result of our ownership of a 18Q%tty interest in a TMP or
our ownership of a REMIC residual interest andai®@ or more Disqualified Organizations is the rdamwvner 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 theqDalified Organizations. We do not anticipate owyrREMIC residual
interests; we may, however, own 100% of the eqgunigrests in one or more CDO offerings or one orertrusts formed in
connection with our securitization transactiond,ibtend to structure each CDO offering and eadu$gzation transaction so
that the issuing entity would not be classifiedhddMP. Se¢‘—Taxable Mortgage Poo”

If we acquire any asset from a C corporation, cooration that generally is subject to full cagite-level tax, in a merger ¢
other transaction in which we acquire a basis énasset that is determined by reference eithéret&Ctcorporation’s basis in the
asset or to another asset, we will pay tax at itjledst corporate federal income tax rate if we gaie gain on the sale or
disposition of the asset during the 10-year peaifbelr we acquire the asset. The amount of gainkiohawve will pay tax is the
lesser of.

o the amount of gain that we recognize at the timihefsale or disposition, ai
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o the amount of gain that we would have recognizedeithad sold the asset at the time we acquiredsyming that
the C corporation will not elect in lieu of thigatment to an immediate tax when the asset is 1@l

In addition, notwithstanding our qualiton as a REIT, we may also have to pay certaite sthd local income taxes, because not all
states and localities treat REITS in the same nraihia¢ they are treated for federal income tax psegs. Moreover, as further described below,
any domestic TRS in which we own an interest walldubject to federal, state and local corporatenectax on its taxable income. We could
also be subject to tax in situations and on traiwa not presently contemplated.

Requirements for Qualification
A REIT is a corporation, trust, or assticn that meets each of the following requirements

It is managed by one or ntoustees or director
Its beneficial ownershigeisdenced by transferable shares or by transfecbtdicates of beneficial intere:
It would be taxable as a detit corporation, but for the REIT provisions loé federal income tax law

It is neither a financiasiitution nor an insurance company subject to spgcovisions of the federal income tax lay

o > 0N e

At least 100 persons areefieral owners of its shares or ownership certiféss

6. Not more than 50% in valfi@®outstanding shares or ownership certificédesvned, directly or indirectly, by five or few
individuals, which the federal income tax laws defto include certain entities, during the last békany taxable year. For purposes of this
requirement, indirect ownership will be determifdapplying attribution rules set out in sectiod ®f the Code, as modified by section 856
(h) of the Code

7. It elects to be taxed afATR or has made such election for a previous texgsar, and satisfies all relevant filing and othe
administrative requirements that must be met toteled maintain REIT qualificatio

8. It meets certain other dficdtion tests, described below, regarding the meatti its income and asse

We must meet requirements 1 throughrihdwur entire taxable year and must meet requérgr during at least 335 days of a taxable
year of twelve months, or during a proportionate p&a taxable year of less than twelve monthgjukements 5 and 6 will apply to
beginning with our 2008 taxable year. If we compiyh all the requirements for ascertaining the okghg of our outstanding stock in a
taxable year and have no reason to know that watei requirement 6, we will be deemed to havesati requirement 6 for that taxable year.
For purposes of determining share ownership uretgrirement 6, an “individual” generally includesupplemental unemployment
compensation benefits plan, a private foundatiom portion of a trust permanently set aside oduselusively for charitable purposes. An
“individual” generally does not include a trust tiga qualified employee pension or profit shatingt under the federal income tax laws,
however, and beneficiaries of such a trust wiltdeated as owning our stock in proportion to tlaetuarial interests in the trust for purposes of
requirement 6. We believe that our shares are (aeld we believe that taking into account the issaasf any securities pursuant to this
prospectus our shares will be held) with sufficiéiversity of ownership to satisfy requirementsnsl &. In addition, our charter restricts the
ownership and transfer of our stock so that we khoontinue to satisfy these requirements. The ipions of our charter restricting the
ownership and transfer of the capital stock arernilesd in“Description of Capital Sto—Restrictions on Ownership and Trang”

To monitor compliance with the share evahip requirements, we generally are requiredamtain records regarding the act
ownership of our shares. To do so, we must demaittbw statements each year from the record holofesgynificant percentages of our stock
pursuant to which the record holders must disclbseactual owners of the shares (i.e., the pensndred to include our dividends in their
gross income). We must maintain a list of thoseqes failing or refusing to comply with this demaasdpart of our records. We could be
subject to monetary penalties if we fail to compith these record keeping requirements. If youdaitefuse to comply with the demands, you
will be required by Treasury Regulations to subarstatement with your tax return disclosing youvakcownership of our shares and other
information. In addition, we must satisfy all re¢ex filing
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and other administrative requirements that mushbeto elect and maintain REIT qualification and ascalendar year for federal income tax
purposes. We intend to continue to comply with ¢hegjuirements.

Qualified REIT Subsidiaries

A corporation that is a “qualified REIlTlssidiary” is not treated as a corporation sepdrata its parent REIT. All assets, liabilities, and
items of income, deduction and credit of a qualifiREIT subsidiary are treated as assets, lials)i@d items of income, deduction and credit
of the REIT. A qualified REIT subsidiary is a corption, other than a TRS, all of the capital sto€khich is owned, directly or indirectly, by
the REIT. Thus, in applying the requirements désctiherein, any qualified REIT subsidiary that weaavill be ignored, and all assets,
liabilities, and items of income, deduction andditref such subsidiary will be treated as our asdegbilities, and items of income, deduction
and credit. If we own 100% of the equity interéata CDO issuer or other securitization vehicle thdreated as a corporation for tax purpa
that CDO issuer or other securitization vehicle lddae a qualified REIT subsidiary, unless we arel@pO issuer or other securitization
vehicle jointly elect to treat the CDO issuer dneatsecuritization vehicle as a TRS. It is antitgpathat CDO financings we enter into will be
treated as qualified REIT subsidiaries.

Other Disregarded Entities and Partnerships

An unincorporated domestic entity, suslagartnership, limited liability company, or trtisat has a single owner generally is not tre
as an entity separate from its parent for fedex@me tax purposes. An unincorporated domestityeniih two or more owners generally is
treated as a partnership for federal income tapgres. In the case of a REIT that is a partnempiarmership that has other partners, the REIT
is treated as owning its proportionate share oid®ets of the partnership and as earning itsaddlecshare of the gross income of the
partnership for purposes of the applicable REITli§joation tests. For purposes of the 10% valué¢ ese “—Asset Tests”), our proportionate
share is based on our proportionate interest irtjuity interests and certain debt securities bdyethe partnership. For all of the other asset
and income tests, our proportionate share is baseair proportionate interest in the capital inéésén the partnership. Our proportionate share
of the assets, liabilities, and items of incomeum§ partnership, joint venture or limited liabilitpmpany that is treated as a partnership for
federal income tax purposes in which we acquirstarest, directly or indirectly, will be treated aur assets and gross income for purposes of
applying the various REIT qualification requirenent

If a disregarded subsidiary of ours cedede wholly-owned-fer example, if any equity interest in the subsigis acquired by a pers
other than us or another disregarded subsidiaoudf—the subsidiary’s separate existence wouldngdr be disregarded for federal income
tax purposes. Instead, the subsidiary would havépteiowners and would be treated as either anpaship or a taxable corporation. Such an
event could, depending on the circumstances, aelyesffect our ability to satisfy the various asaetl gross income requirements applicab
REITs, including the requirement that REITs gergnalay not own, directly or indirectly, more thafi% of the securities of another
corporation. See “—Asset Tests” and “—Gross Incdrests.”

Taxable REIT Subsidiaries

A REIT is permitted to own up to 100%tloé stock of one or more TRSs. A TRS is a fullyatsle corporation that may earn income that
would not be qualifying income if earned directly the parent REIT. The subsidiary and the REIT nuistly elect to treat the subsidiary as a
TRS. A corporation with respect to which a TRS dliseor indirectly owns more than 35% of the votipogwer or value of the stock will
automatically be treated as a TRS. We generally masaywn more than 10%, as measured by voting powealue, of the securities of a
corporation that is not a qualified REIT subsidiantess we and such corporation elect to treat sagboration as a TRS. Overall, no more
than 25% of the value of a REIT’s assets may conéistock or securities of one or more TRSs.

The separate existence of a TRS or dtéhe@ble corporation, unlike a qualified REIT sultesig or other disregarded subsidiary as
discussed above, is not ignored for U.S. feder@nme tax purposes. Accordingly, a domestic TRS dgeherally be subject to federal (and
applicable state and local income tax) corporaterime tax on its earnings, which may reduce the ftaghgenerated by us and our subsidia
in the aggregate and our ability to make distritmasito our stockholders.

A REIT is not treated as holding the &sséa TRS or other taxable subsidiary corporatioas receiving any income that the subsidiary
earns. Rather, the stock issued by the subsidiaagp asset in the hands of the REIT,
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and the REIT generally recognizes as income thidelvs, if any, that it receives from the subsigidihis treatment can affect the gross
income and asset test calculations that applyadrtBIT, as described below. Because a parent R&#$ dot include the assets and income of
such subsidiary corporations in determining theepgs compliance with the REIT requirements, sutfities may be used by the parent REIT
to undertake indirectly activities that the REITesumight otherwise preclude it from doing direatlythrough pass-through subsidiaries or
render commercially unfeasible (for example, atiéigithat give rise to certain categories of inca@meh as non-qualifying hedging income or
inventory sales).

Certain restrictions imposed on TRSsistended to ensure that such entities will be stthijeappropriate levels of U.S. federal income
taxation. First, a TRS may not deduct interest payimade in any year to an affiliated REIT toaktent that such payments exceed,
generally, 50% of the TRS'’s adjusted taxable incéon¢hat year (although the TRS may carry forwtardand deduct in, a succeeding year the
disallowed interest amount if the 50% test is §iatilsin that year). In addition, if amounts arec¢otd a REIT or deducted by a TRS due to
transactions between the REIT and a TRS that extbeeamount that would be paid to or deducted pgréy in an arm’dength transaction, tt
REIT generally will be subject to an excise taxadn 100% of such excess. We intend to scrutialzef our transactions with any of our
subsidiaries that are treated as a TRS in an @ff@hsure that we do not become subject to thisestax; however, we cannot assure you that
we will be successful in avoiding this excise tax.

Gross Income Tests

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

. rents from real propert

. interest on debt secured by a mortgage on reakpippr on interests in real proper

. dividends or other distributions on, and gain fribra sale of, shares in other REI

. gain from the sale of real estate ass

. any amount includible in gross income with resgiec regular or residual interest in a REMIC, usliess than 95% of tt

REMIC's assets are real estate assets, in which casa pniportionate amount of such income will qualdpnd

. income derived from certain temporary investme

Second, in general, at least 95% of sasgincome for each taxable year must consisianfime that is qualifying income for purpose
the 75% gross income test, other types of interedtdividends, gain from the sale or dispositiostotk or securities (provided that such stock
or securities are not inventory property, i.e.,qemty held primarily for sale to customers in thidioary course of business) or any combination
of these.

Gross income from the sale of inventagperty is excluded from both the numerator anddr@ominator in both income tests. Income
and gain from hedging transactions that we entertmhedge indebtedness incurred or to be incuoredquire or carry real estate assets will
generally be excluded from both the numerator aeddenominator for purposes of the 95% gross indestebut not the 75% gross income
test). We intend to monitor the amount of our noialifying income and manage our investment poxftdi comply at all times with the gross
income tests but we cannot assure you that webeiuccessful in this effort.

| nterest

The term “interest,” as defined for pusps of both gross income tests, generally excladggamount that is based in whole or in part on
the income or profits of any person. However, ies¢generally includes the following: (i) an amotirat is based on a fixed percentage or
percentages of gross receipts or sales and (@naunt that is based on the income or profits lmdr@ower, where the borrower derives
substantially all of its income from the real prayesecuring the debt by leasing substantiallyo&lts interest in the property, but only to the
extent that the amounts received by the borrowerddvbe qualifying “rents from real property” if reiwed directly by a REIT.
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If a loan contains a provision that desita REIT to a percentage of the borrower’s gaionuthe sale of the real property securing the
loan or a percentage of the appreciation in thpgnyg’s value as of a specific date, income atteble to that loan provision will be treated as
gain from the sale of the property securing theeghich generally is qualifying income for purpes# both gross income tests.

Interest on debt secured by a mortgagealhproperty or on interests in real propertgaserally qualifying income for purposes of the
75% gross income test. However, if the highestqggpisl amount of a loan outstanding during a taxgblar exceeds the fair market value of the
real property securing the loan as of the datdBE agreed to originate or acquire the loan, diponf the interest income from such loan
will not be qualifying income for purposes of thg%4 gross income test, but will be qualifying incofaepurposes of the 95% gross income
test. The portion of the interest income that wilt be qualifying income for purposes of the 75%sgrincome test will be equal to the portion
of the principal amount of the loan that is notwsed by real property (i.e., the amount by whioh ltten exceeds the value of the real estats
is security for the loan).

Interest, including original issue disnbor market discount, that we accrue on our refdte-related investments generally will be
qualifying income for purposes of both gross incdests. However, many of our investments will ntskcured by mortgages on real property
or interests in real property. Our interest incdroen those investments will be qualifying income paurposes of the 95% gross income tes
not the 75% gross income test. In addition, asudised above, if the fair market value of the retdte securing any of our investments is less
than the principal amount of the underlying loappation of the income from that investment will pgalifying income for purposes of the 9
gross income test but not the 75% gross income test

Feelncome

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

Dividends

Our share of any dividends received faomg corporation (including any TRS that we formt éxcluding any REIT or any qualified
REIT subsidiary) in which we own an equity interedit qualify for purposes of the 95% gross incotast but not for purposes of the 75%
gross income test. Our share of any dividends vedgrom 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 acquirel praperty with the proceeds of offerings of theseurities.
Hedging Transactions

We may, from time to time, enter into §ied) transactions with respect to the interestrigteassociated with our borrowings. To the
extent that we enter into a contract to hedge @sterate risk on indebtedness incurred to acquioawoy real estate assets, any income and gain
from such hedging transaction will be excluded frgmoss income for purposes of the 95% gross indesteand the 75% gross income test. To
the extent that we hedge for certain other purpdbesesultant income or gain will be treatedre®ine that does not qualify under the 95%
gross income test or the 75% gross income testint¥ed to structure any hedging transaction in ameathat does not jeopardize our status as
a REIT but we cannot assure you that we will becsssful in this regard. We may conduct some avfadur hedging activities through a TRS,
the income from which may be subject to federabime tax, rather than participating in the arrangasdirectly or through a partnership,
qualified REIT subsidiary or other disregarded $dibsy. No assurance can be given, however, thahedging activities will not give rise to
income that does not qualify for purposes of eithréboth of the REIT gross income tests, and vatl adversely affect our ability to satisfy the
REIT qualification requirements.

Failureto Satisfy Gross Income Tests

We intend to monitor the amount of ounsgualifying income and manage our assets to convjilythe gross income tests for each
taxable year for which we seek to maintain ounustats a REIT. We cannot assure you, however, thatilwbe able to satisfy the gross inco
tests. If we fail to satisfy one or both of the ggancome tests for any taxable year, we may nleslets qualify as a REIT for such year if we
qualify for relief under certain
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provisions of the Code. These relief provisiond td generally available if (i) our failure to mesich tests was due to reasonable cause a
due to willful neglect, and (ii) we file with th&E a schedule describing the sources of our gnassrie in accordance with Treasury
Regulations. We cannot predict, however, whetheatlinircumstances, 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 woudd imposed upon the amount by which
we fail to satisfy the particular gross income .test

Asset Tests

To qualify as a REIT, we also must sgttbk following asset tests at the end of eachtquaf each taxable year. First, at least 75% of
the value of our total assets must consist of soonebination of “real estate assets,” cash, casisitgovernment securities, and, under some
circumstances, stock or debt instruments purchastbchew capital. For this purpose, the term “restiate assets” includes interests in real
property (including leaseholds and options to asgreal property and leaseholds), stock of othgramations that qualify as REITs and
interests in mortgage loans secured by real proiextiuding certain types of mortgage backed siées). Assets that do not qualify for
purposes of the 75% test are subject to the additi@asset 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 emuéyest we may hold in a partnership) may
not exceed 5% of the value of our total assetsd] e may not own more than 10% of the voting poerel0% of the value of any one
issuer’s outstanding securities (other than debtemuity securities issued by any of our TRSs,ifi@dIREIT subsidiaries, any other entity that
is disregarded as an entity separate from us, ap@@uity interest we may hold in a partnershigurh, no more than 25% of the value of our
total assets may consist of the securities of smaare TRSs. For purposes of the 10% value testieim “securities” does not include certain
“straight debt” securities.

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

Any regular or residual interest thataven in a REMIC will generally qualify as real egtassets. However, if less than 95% of the
assets of a REMIC consist of assets that qualifgakestate assets, then we will be treated abrtgptlirectly 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 balifying assets for purposes of the 75% asset test
However, our investment in other asset-backed gexyrbank loans and other instruments that ates@ecoured by mortgages on real property
will not be qualifying assets for purposes of thé6rasset test.

We will monitor the status of our asdetspurposes of the various asset tests and wak $&8 manage our portfolio to comply at all times
with such tests. There can be no assurance, howtbegemwe will be successful in this effort. Inghiegard, to determine our compliance with
these requirements, we will need to estimate thgevaf our assets to ensure compliance with thetassts. We will not obtain independent
appraisals to support our conclusions concerniag/étues of our assets, and we will generally oglyepresentations and warranties of sellers
from whom we acquire mortgage loans concerninddhe-to-value ratios for such mortgage loans. Meeeposome of the assets that we may
own may not be susceptible to precise valuatiothddgh we will seek to be prudent in making thest@reates, there can be no assurance that
the IRS will not disagree with these determinatiand assert that a different value is applicalbleyhiich case we might not satisfy the 75%
asset test and the other asset tests and would faiialify as a REIT.

Failureto Satisfy Asset Tests
If we fail to satisfy the asset testdtasend of a quarter, we will not lose our REIT Ification if:
. we satisfied the asset tests at the end of thee@ieg calendar quarter; a
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. the discrepancy between the value of our assetthanasset test requirements arose from changke imarket values of our
assets and was not wholly or partly caused by ¢lyeiaition of one or more n-qualifying assets

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

If we violate the 5% value test, 10% ugttest or 10% value test described above at ti@fany calendar quarter, we will not lose our
REIT qualification if (i) the failure is de minimi@p to the lesser of 1% of our total assets oriilllon) and (ii) we dispose of these assets or
otherwise comply with the asset tests within sixathe after the last day of the quarter. In the eeéa more than de minimis failure of any of
the asset tests, as long as the failure was digasonable cause and not to willful neglect, wénat lose our REIT qualification if we (i) file
with the IRS a schedule describing the assetscthaged the failure, (i) dispose of these assetsharwise comply with the asset tests within
six months after the last day of the quarter aiidp@y a tax equal to the greater of $50,000 pédurfe or an amount equal to the product of the
highest corporate income tax rate (currently 358@) the net income from the non-qualifying assetinguthe period in which we failed to
satisfy the asset tests.

Annual Distribution Requirements

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

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

(B) the sum of certain items of r-cash income

In addition, if we were to recognize “Inin-gain” (as defined below) on disposition ofyaa@ssets acquired from a “C” corporation in a
transaction in which our basis in the assets weeridned by reference to the “C” corporation’s Bg$br instance, if the assets were acquired
in a tax-free reorganization), we would be requieedistribute at least 90% of the built-in-gailcegnized net of the tax we would pay on such
gain. “Built-in-gain” is the excess of (a) the failarket value of an asset (measured at the tinaeafisition) over (b) the basis of the asset
(measured at the time of acquisition).

Such distributions must be paid in thextde year to which they relate, or in the follogitaxable year if either (i) we declare the
distribution before we file a timely federal incotae return for the year and pay the distributidthwr before the first regular dividend
payment after such declaration or (ii) we declagedistribution in October, November or Decembeteftaxable year, payable to stockholc
of record on a specified day in any such month,aadctually pay the dividends before the end otiday of the following year. The
distributions under clause (i) are taxable to thn€rs of our capital stock in the year in whichdpand the distributions in clause (ii) are
treated as paid on December 31 of the prior taxgdde. In both instances, these distributions edlaiour 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 distribdii¢ring each calendar year, or by the end of Jgrfellowing the calendar year in the case of
distributions with declaration and record datebrfglin the last three months of the calendar yatieast the sum of (i) 85% of our REIT
ordinary income for such year, (ii) 95% of our REpital gain income for such year and (iii) angligtributed taxable income from prior
periods, we will be subject to a 4% nondeductildeise tax on the excess of such required distidbubiver the amounts actually distributed.
We generally intend to make timely distributionfisient to satisfy the annual distribution requirents and to avoid corporate federal income
tax and the 4% nondeductible excise tax.

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

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

We may find it difficult or impossible toeet distribution requirements in certain circiamses. Due to the nature of the assets in which
we will invest, we may be required to recognizeatalg income from those assets in advance of oeipecf cash flow on or proceeds from
disposition of such assets. For instance, we magdpgired to accrue interest and discount incommorigage loans, mortgage backed
securities, and other types of debt securitiest@résts in debt securities before we receive agynents of interest or principal on such assets.
Moreover, in certain instances we may be requivegttrue taxable income that we may not actuatiggeize as economic income. For
example, if we own a residual equity position imartgage loan securitization, we may recognizelitexancome that we will never actually
receive due to losses sustained on the underlyortgage loans. Although those losses would be didadleidor tax purposes, they would likely
occur in a year subsequent to the year in whichewegnized the taxable income. Thus, for any taxgbhr, we may be required to fund
distributions in excess of cash flow received froan investments. If such circumstances arise, théand our distribution requirement and
maintain our status as a REIT we may have to ss#ta at unfavorable prices, borrow at unfavortdstes, make taxable stock dividends, or
pursue other strategies. We cannot be assuredveoyvany such strategy would be successful if ashdlow were to become insufficient to
make the required distributions.

Under certain circumstances, we may e @hrectify a failure to meet the distributiorgterement for a year by paying “deficiency
dividends” to stockholders in a later year, whicaynbe included in our deduction for dividends pfaidthe earlier year. Thus, we may be able
to avoid being taxed on amounts distributed ascagfcy dividends; however, we will be required &y pnterest and a penalty to the IRS based
on the amount of any deduction taken for deficietieydends.

Failure to Qualify

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

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

Prohibited Transactions

Net income derived by a REIT from a pbiteid transaction is subject to a 100% exciseTae.term “prohibited transaction” generally
includes a sale or other disposition of propertiéothan foreclosure property) that is held “pnityefor sale to customers in the ordinary
course of a trade or business.” Although we doempect that our assets will be held primarily falesto customers or that a sale of any of our
assets will be in the ordinary course of our bussnéhese terms are dependent upon the partiadts dnd circumstances, and we cannot a
you that we will never be subject to this excise Ehe 100% tax does not apply to gains from the sbproperty that is held through a TRS
other taxable corporation, although such incomébeilsubject to tax in the hands of the corporasibregular federal corporate income tax
rates.
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Foreclosure Property

A REIT is subject to tax at the maximuanporate rate (currently 35%) on any income fromeétosure property, including gain from 1
disposition of such foreclosure property, othentircome that otherwise would be qualifying incofmepurposes of the 75% gross income
test. Foreclosure property is real property andmergonal property incident to such real propdjtsh@t is acquired by a REIT as result of the
REIT having bid on such property at foreclosurehaving otherwise reduced the property to ownershipossession by agreement or process
of law, after there was a default (or default wasinent) on a lease of such property or a mortd@ae held by the REIT and secured by the
property, (ii) for which the related loan or leaga&s acquired by the REIT at a time when default m@smminent or anticipated and (iii) for
which such REIT makes a proper election to treafpitoperty as foreclosure property. Any gain friwe $ale of property for which a
foreclosure election has been made will not beesathip the 100% excise tax on gains from prohibitadsactions described above, even if the
property would otherwise constitute inventory oaleée property in the hands of the selling REIT. Bdenot expect to receive income from
foreclosure property that is not qualifying incofoe purposes of the 75% gross income test. Howeéf/@e do receive any such income, we
intend to make an election to treat the relateg@my as foreclosure property.

Taxable Mortgage Pools

An entity, or a portion of an entity, miag classified as a TMP under the Code if (i) sattslly all of its assets consist of debt
obligations or interests in debt obligations, fiipre than 50% of those debt obligations are raat@snortgage loans, interests in real estate
mortgage loans or interests in certain mortgageked securities as of specified testing dati@sth@ entity has issued debt obligations thatd
two or more maturities and (iv) the payments rezplito be made by the entity on its debt obligatitiesr a relationshipto the payments to t
received by the entity on the debt obligations thholds as assets. Under Treasury Regulatiomsssfthan 80% of the assets of an entity (or a
portion of an entity) consist of debt obligatiotieese debt obligations are considered not to caagsubstantially all” of its assets, and
therefore the entity would not be treated as a TMP.

We do not intend to structure or entéo Becuritization or financing transactions that eause us to be viewed as owning interests in
one or more TMPs. Generally, if an entity or a jporof an entity is classified as a TMP, then thétg or portion thereof is treated as a taxable
corporation and it cannot file a consolidated fatlercome tax return with any other corporationhbwever, a REIT owns 100% of the equity
interests in a TMP, then the TMP is a qualified REUbsidiary and, as such, ignored as an entitgraggpfrom the REIT.

If, notwithstanding our intent to avoidving the issuing entity in any of our securitigator financing transactions classified as a TMP,
one or more of such transactions was so classifiet, as long as we owned 100% of the equity isteti@ the issuing entity, all or a portion of
the income that we recognize with respect to ovestment in the issuing entity will be treated ssess inclusion income. Section 860E(c) of
the Code defines the term “excess inclusion” withpect to a residual interest in a REMIC. The IIR8yever, has yet to issue guidance on the
computation of excess inclusion income on equitgrests in a TMP held by a REIT. Generally, howgegcess inclusion income with respect
to our investment in any TMP and any taxable yaliraqual the excess of (i) the amount of incomeagerue on our investment in the TMP
over (ii) the amount of income we would have acdrifi@ur investment were a debt instrument havingsaue price equal to the fair market
value of our investment on the day we acquiredd a yield to maturity equal to 120% of the long¥teapplicable federal rate in effect on the
date we acquired our interest. The term “applicéddieral rate” refers to rates that are based aghted average yields for treasury securities
and are published monthly by the IRS for use iiousrtax calculations. If we undertake securitmatiransactions that are TMPs, the amount
of excess inclusion income we recognize in anylikxgear could represent a significant portion wf ital taxable for that year.

Although we intend to structure our s@@ation and financing transactions so that we nat recognize any excess inclusion income,
we cannot assure you that we will always be sufgkissthis regard. If, notwithstanding our intemte recognized excess inclusion income,
then under guidance issued by the IRS we woulegeired to allocate the excess inclusion incomegntmnately among the dividends we
pay to our stockholders and we must notify ourlgtotders of the portion of our dividends that regemgts excess inclusion income. The portion
of any dividend you receive that is treated as ex@eclusion income is subject to special rulesstFyour taxable income can never be less
the sum of your excess inclusion income for the;yeecess inclusion income cannot be offset withaperating losses or other allowable
deductions. Second, if you are a tax-exempt orgdioiz and your excess inclusion income is subthié¢ unrelated business income tax, then
the excess inclusion portion of any dividend yazeiee will be treated as unrelated business taxabtame. Third,
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dividends paid to Foreign Owners who hold stockifiwestment and not in connection with a tradeusitess conducted in the United Sates
will be subject to United States federal withholgiblax without regard to any reduction in rate otfiee allowed by any applicable income tax
treaty.

If we recognize excess inclusion incoargj one or more Disqualified Organizations arenebolders of shares of capital stock, we will
be taxable at the highest federal corporate inciaxeate on the portion of any excess inclusiommine equal to the percentage of our stock
is held by Disqualified Organizations. In such airstances, we may reduce the amount of our disivifmito a Disqualified Organization
whose stock ownership gave rise to the tax. Te#tent that our capital stock owned by Disqualif@djanizations is held by a broker/dealer
or other nominee, the broker/dealer or other nomimeuld be liable for a tax at the highest corpotak rate on the portion of our excess
inclusion income allocable to our capital stockdhigy the broker/dealer or other nominee on betali® Disqualified Organizations.

If we own less than 100% of the equitgiasts in a TMP, the foregoing rules would notiapRather, the entity would be treated as a
corporation for federal income tax purposes andlevpatentially be subject to federal corporate mectax. This could adversely affect our
compliance with the REIT gross income and assé&t tisscribed above. We currently do not have, anctotly do not intend to enter into any
securitization or financing transaction that isMFin which we own some, but less than all, ofelqeity interests, and we intend to monitor
structure of any TMPs in which we have an inteteginsure that they will not adversely affect datiss as a REIT. We cannot assure you that
we will be successful in this regard.

Taxation of Owners
Taxation of Taxable Domestic Owners

DistributionsAs long as we qualify as a REIT, distributions wake to our taxable Domestic Owners out of currertocumulated
earnings and profits (and not designated as cagaial dividends) will be taken into account by thasnordinary income. Dividends we pay to a
corporation will not be eligible for the dividendsceived deduction. In addition, distributions wekm to individuals and other Owners that are
not corporations generally will not be eligible the 15% reduced rate of tax currently (through®@0d effect for “qualified dividend income.”
However, provided certain holding period and otteguirements are met, an individual or other nomarmate Owner will be eligible for the
15% reduced rate with respect to (i) distributiattsibutable to dividends we receive from certa@i torporations, such as our TRSs, and (ii)
distributions attributable to income upon which meve paid corporate income tax.

Distributions that we designate as capién dividends will be taxed as long-term capifains (to the extent that they do not exceed our
actual net capital gain for the taxable year) withegard to the period for which you have ownedaapital stock. However, corporate Owr
may be required to treat up to 20% of certain ediain dividends as ordinary income. Long-termitshgains are generally taxable at
maximum federal rates of 15% (through 2010) indage of individuals, trusts and estates, and 35#teicase of corporations.

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

Distributions in excess of our currentl @tcumulated earnings and profits will not be bdeo you to the extent that they do not exceed
your adjusted tax basis in our capital stock yomout rather, will reduce your adjusted tax basigour capital stock. Assuming that t
capital stock you own is a capital asset, to ther@xthat such distributions exceed your adjust@dsis in the capital stock you own, you r
include them in income as long-term capital gainsfwort-term capital gain if the capital stock bagn held for one year or less).

If we declare a dividend in October, NaoNer or December of any year that is payable toksimlders of record on a specified date in
any such month, but actually distribute the ama@diared in January of the following year, then yust treat the January distribution as
though you received it on December 31 of the yeavhich we declared the dividend. In addition, wayrelect to treat other distributions after
the close of the taxable year as having been paidglthe taxable year, but you will be treatedhaging received these distributions in the
taxable year in which they are actually made.

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

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

Dispositions of Our Stockny gain or loss you recognize upon the sale oertlisposition of our capital stock will generdtlg capital
gain or loss for federal income tax purposes, aiticb@ long-term capital gain or loss if you helietcapital stock for more than one year. In
addition, any loss you recognize upon a sale onaxge of our capital stock that you have ownedifomonths or less (after applying certain
holding period rules) will generally be treatedsdsng-term capital loss to the extent of distribg 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 exceepleacribed threshold, it is possible that the
provisions of recently adopted Treasury Regulatiomslving “reportable transactions” could applyitwva resulting requirement to separately
disclose the loss-generating transaction to the WRiSlle these regulations are directed towards Staelters,” they are written quite broadly,
and apply to transactions that would not typichllyconsidered tax shelters. In addition, recenthceed legislation imposes significant
penalties for failure to comply with these requiests. You should consult your tax advisor concey@iny possible disclosure obligation with
respect to the receipt or disposition of our capitack, or transactions that might be undertakegctly or indirectly by us. Moreover, you
should be aware that we and other participantsarnransactions involving us (including our advionay be subject to disclosure or other
requirements pursuant to these regulations.

Amounts that you are required to inclidéaxable income with respect to our capital stpolt own, including taxable distributions and
the income you recognize with respect to undisteunet capital gain, and any gain recognized wypam disposition of our capital stock, will
not be treated as passive activity income. You matyoffset any passive activity losses you may hauveh as losses from limited partnerships
in which you have invested, with income you recagnvith respect to our shares of capital stock.gealy, income you recognize with resp
to our capital stock will be treated as investnmieobme for purposes of the investment interesttétions.

Information Reporting and Backup Withtio¢d We will report to our stockholders and to the IR8 amount of distributions we pay
during each calendar year and the amount of tawitdnold, if any. Under the backup withholding rsilggou may be subject to backup
withholding at a current rate of 28% with respectlistributions unless you:

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

Il. provide a taxpayer identification number, certista no loss of exemption from backup withholdiagd otherwise comply with
the applicable requirements of the backup withimgdiles.

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

Taxation of Tax-Exempt Owners

Tax-exempt entities, including qualifiechployee pension and profit sharing trusts andviddal retirement accounts, are generally
exempt from federal income taxation. However, tasy subject to taxation on their unrelated busiteesable income (“UBTI"). Provided that
a tax-exempt Owner (i) has not held our capitatlsis “debt financed property” within the meanirighee Code and (ii) has not used our
capital stock in an unrelated trade or businessuats that we distribute to taexempt Owners generally should not constitute UBiGwever,
a tax-exempt Owner’s allocable share of any exite$ssion income that we recognize will be subjectax as UBTI. See “—Taxable
Mortgage Pools.” We intend to structure our se@aiion and financing transactions so that we alhid recognizing any excess inclusion
income.
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Tax-exempt Owners that are social clubgjntary employee benefit associations, suppleatememployment benefit trusts and
qualified group legal services plans, exempt fraxation under special provisions of the federabme tax laws, are subject to different UBTI
rules, which generally will require them to chagaie distributions that they receive from us asTUB

In certain circumstances, a qualified Eyge pension trust or profit sharing trust thahewnore than 10% of our stock could be reqt
to treat a percentage of the dividends that itivesefrom us as UBTI if we are a “pension-held REMe will not be a pension-held REIT
unless either (a) one pension trust owns more 268 of the value of our stock or (b) a group ofgien trusts individually holding more than
10% of our stock collectively owns more than 50%haf value of our stock. However, the restrictionsownership and transfer of our stock
described under “Description of Capital Stock—Resbns on Ownership and Transfer” are designedraather things to prevent a tax-
exempt entity from owning more than 10% of the eatdi our stock, thus making it unlikely that we Mikcome a pension-held REIT.

Taxation of Foreign Owners

The following is a summary of certain Uf€deral income and estate tax consequences ofthership 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 #6r federal income tax purposes, holds our capita
stock, the tax treatment of a partner in the pastrip will generally depend upon the status ofghgner and the activities of the partnership.
An investor that is a partnership having Foreignn® as partners should consult its tax advisaratahe U.S. federal income tax
consequences of the acquisition, ownership anaslitpn of our capital stock.

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

Ordinary Dividend Distributiong.he portion of dividends received by a Foreign Ompeeyable out of our current and accumulated
earnings and profits that are not attributableupaapital gains and that are not effectively cated with a U.S. trade or business of the
Foreign Owner will be subject to U.S. withholdiraxtat the rate of 30% (unless reduced by an ajfijdidacome tax treaty). In general, a
Foreign Owner will not be considered engaged in& ttade or business solely as a result of itsessimip of our capital stock. In cases where
the dividend income from a Foreign Owner’s invesitrie our capital stock is (or is treated as) dffedy connected with the Foreign Owner’s
conduct of a U.S. trade or business, the Foreignédgenerally will be subject to U.S. tax at graddaates, in the same manner as Domestic
Owners are taxed with respect to such dividendd faay also be subject to the 30% branch profitdrtdlke case of a foreign owner that is a
foreign corporation). If a Foreign Owner is theaetholder of shares of our capital stock, we péawithhold U.S. income tax at the rate of
30% on the gross amount of any distribution paid Eoreign Owner unless:

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

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

Under some income tax treaties, lowehkatding tax rates do not apply to ordinary dividefirom REITs. Furthermore, reduced treaty
rates are not available to the extent that distidiog are treated as excess inclusion income. Sekakable Mortgage Pools.” We intend to
structure our securitization and financing transast so that we will avoid recognizing any excessdusion income.

Non-Dividend Distribution®istributions we make to a Foreign Owner that areaonsidered to be distributions out of our cutrrd
accumulated earnings and profits will not be sutjed).S. federal income or withholding tax unléss distribution exceeds the Foreign
Owner’s adjusted tax basis in our capital stodkettime of the distribution and, as described Wwethe Foreign Owner would otherwise be
taxable on any gain from a disposition of our capstock. If it cannot be determined at the tintistribution is made whether or not such
distribution will be in excess of our current arcd@mulated earnings and profits, the entire distiim will be subject to withholding at the rate
applicable to dividends. A Foreign Owner may, hogregeek a refund of such amounts from the IRSsfsubsequently determined that the
distribution was, in fact, in excess of our current accumulated earnings and profits, providegtoper forms are timely filed with the IRS
by the Foreign Owner.
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Capital Gain Dividend®istributions that we make to Foreign Owners thiatadtributable to our disposition of U.S. realpeay
interests (“USRPI,” which term does not includeehaists in mortgage loans and mortgage backed 8esydre subject to U.S. federal income
and withholding taxes pursuant to the Foreign Itmesit in Real Property Act of 1980, or FIRPTA, andy also be subject to branch profits
tax if the Foreign Owner is a corporation thatas entitled to treaty relief or exemption. Althougle do not anticipate recognizing any gain
attributable to the disposition of USRPI, as dediby FIRPTA, Treasury Regulations interpreting BiRPTA provisions of the Code impose a
withholding tax at a rate of 35% on all of our ¢apgain dividends (or amounts we could have degighas capital gain dividends) paid to
Foreign Owners, even if no portion of the capit@ihg we recognize during the year are attributeblzur disposition of USRPI. However, in
any event, the FIRPTA rules will not apply to distitions to a Foreign Owner so long as (i) our t@tock is regularly traded (as defined by
applicable Treasury Regulations) on an establisieedrities market, and (ii) the Foreign Owner oatiually or constructively) no more than
5% of our capital stock at any time during the gear period ending with the date of the distribatio

Dispositions of Our Stodinless our capital stock constitutes a USRPI, @ ghbur capital stock by a Foreign Owner genenaili/not
be subject to U.S. federal income tax under FIRPWA&.do not expect that our capital stock will citng a USRPI. Our capital stock will not
constitute a USRPI if less than 50% of our as$etaughout 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 “domesticallyntoolled REIT” is a REIT in which, at alll
times during a specified testing period, less @%b in value of its shares is held directly or iedtly 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 domesljcabntrolled REIT, a Foreign Owner’s sale of oapital stock generally will still not be subject
to tax under FIRPTA as a sale of a USRPI providhed i) our stock is “regularly traded” (as definegdapplicable Treasury Regulations) on an
established securities market and (ii) the seliogeign Owner has owned (actually or constructivBBb or less of our outstanding capital
stock at all times during a specified testing perio

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 minimum azxl a special alternative minimum tax
in the case of nonresident alien individuals) drelgurchaser 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 ta@dfoOwner in two cases. First, if the Foreign
Owner’s investment in our capital stock is effeetjvconnected with a U.S. trade or business coeduay such Foreign Owner, the Foreign
Owner will generally be subject to the same treatnas a Domestic Owner with respect to such ganofd, if the Foreign Owner is a
nonresident alien individual who was present inin¢ed States for 183 days or more during thelikxgear and has a “tax home” in the
United States, the nonresident alien individual & subject to a 30% tax on the individual's calpiain.

Estate TaxOur 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 purposes)atithe of death will be includible in the individisagross estate for U.S. federal estate tax
purposes, unless an applicable estate tax treatydas otherwise. Such individual's estate mayligest to U.S. federal estate tax on the
property includible in the estate for U.S. fedesstiate tax purposes.

Other Tax Consequences

Possible Legislative or Other Actionseafing Tax Consequencé¥ospective investors should recognize that thegmtefederal income
tax treatment of an investment in our capital stoay be modified by legislative, judicial or adnsimative action at any time, and that any ¢
action may affect investments and commitments preslty made. The rules dealing with federal incoe@tion are constantly under review
persons involved in the legislative process antheyRS and Treasury Department, resulting in femisof 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 jurisdiets, 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 consegegniscussed above. Consequently, prospectivstorgeshould consult their own tax
advisors regarding the effect of state and localaas on an investment in our capital stock.

PLAN OF DISTRIBUTION

We may sell the securities offered punsua this prospectus and any accompanying prospetipplements to or through one or more
underwriters or dealers or we may sell the seesriid investors directly or through agents. Eadspectus 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 enteramarrangements with respect to the sale of suclries, the public offering or purchase
price of such securities and the net proceeds Weeagkive from such sale. Any underwriter or agernblved in the offer and sale of the
securities will be named in the applicable prospesupplement. We may sell securities directlynt@stors on our own behalf in those
jurisdictions where we are authorized to do

Underwriters may offer and sell the sémg at a fixed price or prices, which may be awedh at market prices prevailing at the time of
sale, at prices related to the prevailing markiggror at negotiated prices. We also may, frone timtime, authorize dealers or agents to offer
and sell these securities upon such terms and ttmmslas may be set forth in the applicable prasmesupplement. In connection with the sale
of any of these securities, underwriters may rexeivmpensation from us in the form of underwrititigcounts or commissions and may also
receive commissions from purchasers of the seearitir whom they may act as agent. Underwriters seéythe securities to or through
dealers, and such dealers may receive compensatiba form of discounts, concessions or commissfoom the underwriters or commissic
from the purchasers for which they may act as agent

Shares may also be sold in one or motkefollowing transactions: (a) block transactigwhkich may involve crosses) in which a
broker-dealer may sell all or a portion of the glsaais agent but may position and resell all orrigroof the block as principal to facilitate the
transaction; (b) purchases by a broker-dealeriasipal and resale by the broker-dealer for its @enount pursuant to a prospectus
supplement; (c) a special offering, an exchangibligion or a secondary distribution in accordangi applicable New York Stock Exchan
or other stock exchange rules; (d) ordinary brogernaansactions and transactions in which a brdketer solicits purchasers; (e) sales “at the
market” to or through a market maker or into arsexg trading market, on an exchange or othenffiiseshares; and (f) sales in other ways not
involving market makers or established trading ratekincluding direct sales to purchasers. Broleaiats may also receive compensation
from purchasers of the shares which is not expdoteadceed that customary in the types of transastinvolved.

Any underwriting compensation paid bytasinderwriters or agents in connection with thierifig of these securities, and any discounts
or concessions or commissions allowed by underwgrite participating dealers, will be set forth e tapplicable prospectus supplement.
Dealers and agents participating in the distributibthe securities may be deemed to be undensriterd any discounts and commissions
received by them and any profit realized by themesale of the securities may be deemed to be wnitieg discounts and commissions.

Underwriters, dealers and agents maynkilezl, under agreements entered into with ugydemnification against and contribution
toward certain civil liabilities, including liabties under the Securities Act of 1933, as amendatéss otherwise set forth in the accompanying
prospectus supplement, the obligations of any undters to purchase any of these securities wikkblgject to certain conditions precedent.

In connection with the offering of thecadties hereby, certain underwriters, and selingup members and their respective affiliates,
may engage in transactions that stabilize, mairdeistherwise affect the market price of the aggiiie securities. These transactions may
include stabilization transactions effected in adance with Rule 104 of Regulation M promulgatedhry SEC pursuant to which these
persons may bid for or purchase securities foptirpose of stabilizing their market price.

The underwriters in an offering of setied may also create a “short position” for the@ic@unt by selling more securities in connection
with the offering than they are committed to pussh&om us. In that case, the underwriters couleicall or a portion of the short position by
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 optioamfed to them by us. In addition, the
managing underwriter may impose “penalty bids” urcintractual arrangements with other underwritetéch means that they can reclaim
from an underwriter (or any selling group membetipgating in the offering) for the account of thther underwriters, the selling concession
for the securities that are distributed in the wiffg but subsequently purchased for the accoutiteofinderwriters in the open market. Any of
the transactions described in this paragraph ompapafle transactions that are described in anynaganying prospectus supplement may
result in the maintenance of the price of the déearat a level above that which might otherwisevgil 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 NewRrStock Exchange under the symbol “CIMIl other series of our preferred stock will be r
issues of securities with no established tradingkataand may or may not be listed on a nationalisges exchange. Any underwriters or
agents to or through which securities are soldgnay make a market in the securities, but thederwriters or agents will not be obligatec
do so and any of them may discontinue any marké&tngaat any time without notice. No assurance cagilen as to the liquidity of or tradil
market for any securities sold by us.

Other Relationships

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

LEGAL MATTERS

Certain legal matters relating to thifeghg will be passed upon for us by K&L Gates LMPashington, D.C. In addition, the descript
of federal income tax consequences contained isgbton of the prospectus entitled “Certain Fede@me Tax Considerations” is based on
the opinion of McKee Nelson LLP. If the validity ahy securities is also passed upon by counséhéounderwriters of an offering of those
securities, that counsel will be names in the peops supplement relating to that offering.

EXPERTS

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

WHERE YOU CAN FIND MORE INFORMATION

We file annual, quarterly, and curremtags, proxy statements and other information whthSEC. You may read and copy any reports
or other information that we file with the SEC la¢ tSEC’s Public Reference Room located at 100ée6tN.E., Washington D.C. 20549. You
may also receive copies of these documents upamgratyof a duplicating fee, by writing to the SE@blic Reference Room. Please call the
SEC at 1-800-SEC-0330 for further information oa Bublic Reference Room in Washington D.C. andrdtoations. 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.

INCORPORATION OF CERTAIN DOCUMENTS BY REFERENCE

The SEC allows us to “incorporate by refece” information into this prospectus which haetbpreviously filed, which means that we
can disclose important information to you by rafegryou to another document filed separately whia SEC. The information incorporated by
reference is deemed to be part of this prospeeiegpt for any information superseded by infornratiothis prospectus. We have filed the
documents listed below with the SEC (File No. 1-&37under the Securities Exchange Act of 1934 nassraled, 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 Ndy2008:

Our Quarterly Report on Form -Q for the quarter ended June 30, 2008 filed on Aug§u2008



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

— Our Current Reports on Forn-K filed on January 24, 2008; February 4, 2008; Mat8, 2008; March 26, 2008; June 16, 2008; Au
1, 2008; and October 20, 20(

All documents that we file (but not thakat we furnish) with the SEC pursuant to Sectib®@&), 13(c), 14 or 15(d) of the Securities
Exchange Act of 1934, as amended, or the Exchamtjeafter the date of the initial registration staent of which this prospectus is a part and
prior to effectiveness of the registration statetweti be deemed to be incorporated by referente tinis prospectus and will automatically
update and supersede the information in this paiapeand any previously filed document. In additiall documents that we file (but not th
that we furnish) with the SEC pursuant to SectibB&), 13(c), 14 or 15(d) of the Exchange Act atfter date of this prospectus and prior to the
termination of the offering of shares hereby wél deemed to be incorporated by reference intgotinispectus and will automatically update
and supersede the information in this prospectusaacompanying prospectus supplement and anyquglyifiled document.

We will provide to each person, includengy beneficial owner, to whom a copy of this pesdps is delivered, a copy of any or all of the
information that has been incorporated by referémdkis prospectus but not delivered with thisgpectus (other than the exhibits to such
documents which are not specifically incorporatgddierence herein); we will provide this infornmatiat no cost to the requester upon written
or oral request to Investor Relations, Chimera $tment Corporation, 1211 Avenue of the AmericasteS2002, New York, New York 10036,
telephone number (212) 696-0100.
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PART Il
INFORMATION NOT REQUIRED IN PROSPECTUS
Item 14. Other Expenses of Issuance and Distributio

The following table shows the fees and expenségrdhan underwriting discounts and commissionbgtpaid by us in connection with the
sale and distribution of the securities being regéxl hereby. All amounts except the SEC regisindgée are estimated.

Securities and Exchange Commission registratiol $ 29,475.0
Legal fees and expenses (including Blue Sky f $ 500,000.0
Accounting fees and expens $ 100,000.0
Printing and engraving expens $ 50,000.0!
Transfer agent fees and expen $ 10,000.01
Miscellaneou: $ 10,525.01

Total $ 700,000.0

Item 15. Indemnification of Directors and Officers.

Section 2-418 of the Corporations ando&&gions Article of the Annotated Code of Marylajod Maryland General Corporation Law or
MGCL) provides that a Maryland corporation may imgtéfy any director or officer of a corporation wheoomade a party to any proceeding
because of service in that capacity unless ittebtished that the act or omission of the direotoofficer was material to the matter giving rise
to the proceeding and was committed in bad faitiwas the result of active and deliberate dishonestthe person actually received an
improper personal benefit in money, property ovises; or, in the case of any criminal proceedthg,person had reasonable cause to believe
that the act or omission was unlawful. Indemnifimatmay be against judgments, penalties, fineiegatnts, and reasonable expenses actually
incurred by the director or officer in connectioitwthe proceeding, but if the proceeding was onerhn the right of the corporation,
indemnification may not be made in respect of ameceeding in which the director or officer shal/bdeen adjudged to be liable to the
corporation. Such indemnification may not be madless authorized for a specific proceeding aftéetarmination has been made, in the
manner prescribed by the law, that indemnificattopermissible in the circumstances because tleetdir or officer has met the applicable
standard of conduct. On the other hand, unlessdiriy the corporation’s charter, the director ficer must be indemnified for expenses if he
has been successful in the defense of the proagedias otherwise ordered by a court. The law pitescribes the circumstances under which
the corporation may advance expenses to, or obtsimance or similar protection for, directors afiicers.

Our charter provides that our directard afficers will, and our employees and agenthiendiscretion of our board of directors may, be
indemnified to the fullest extent required or peted from time to time by the laws of Maryland.

The Maryland General Corporation Law pigsrithe charter of a Maryland corporation to in@wdprovision limiting the liability of its
directors and officers to the corporation and tiegkholders for money damages except to the extent(i) it is proved that the person actually
received an improper benefit or profit in moneygperty or services for the amount of the benefpprofit in money, property or services
actually received, or (ii) a judgment or other fiadjudication is entered in a proceeding based finding that the person’s action, or failure to
act, was the result of active and deliberate dishtynor committed in bad faith and was materightocause of action adjudicated in the
proceeding. Our charter contains a provision priogdor elimination of the liability of our directe and officers to us or our stockholders for
money damages to the maximum extent permitted bylisiad law.

We maintain policies of insurance undériol our directors and officers are insured, witthie limits and subject to the limitations of the
policies, against expenses in connection with #fertse of actions, suits or proceedings resultioig fsuch director or officer being or having
been a director or officer, and certain liabilitighich might be imposed as a result of these astisunits or proceedings.
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Iltem 16. Exhibits.

The following is a complete list of exhibits filed part of the registration statement, which acernporated hereir

EXHIBIT INDEX

Exhibit

Number Description

3.1 Articles of Amendment and Restatement of Chimevas$tment Corporation (filed as Exhibit 3.1 to thentpany's Registratior
Statement on Amendment No. 1 to Form S-11 (File388-145525) filed on September 27, 2007 and irarated herein by
reference

3.2 Amended and Restated Bylaws of Chimera Investmerp@ation (filed as Exhibit 3.2 to the Company'sgistration Statement
on Amendment No. 2 to Forn-11 (File No. 33-145525) filed on November 5, 2007 and incorporéieetin by reference

4.1 Specimen Common Stock Certificate of Chimera Inwestt Corporation (filed as Exhibit 4.1 to the Comy’s Registratior
Statement on Amendment No. 1 to Form S-11 (File388-145525) filed on September 27, 2007 and irmated herein by
reference

5.1 Opinion of K&L Gates LLP (including consent of suiitm)

8.1 Tax Opinion of McKee Nelson LLP (including consefisuch firm)

10.1 Form of Management Agreement between Chimera Imest Corporation and Fixed Income Discount Adviséompany (file(
as Exhibit 10.1 to the Company’s Registration Steet on Amendment No. 2 to Form S-11 (File No. 338525) filed on
November 19, 2007 and incorporated herein by refs

10.2 Form of Amendment No. 1 to the Management Agreerbetween Chimera Investment Corporation and Firedrhe Discoun
Advisory Company (filed as Exhibit 10.2 to the Canp’s Registration Statement on Amendment No.Baion S-11 (File No.
33:-151403) filed on October 14, 2008 and incorporditeetin by reference

10.3 Form of Amendment No. 2 to the Management Agreerhetween Chimera Investment Corporation and Firedrhe Discoun
Advisory Company (filed as Exhibit 10.1 to the Canpg’s Current Report on Form 8-K filed on Octob8r 2008 and
incorporated herein by referenc

10.4% Form of Equity Incentive Plan (filed as Exhibit 2Qo the Compar’s Registration Statement on Amendment No. 1 to Fe-11
(File No. 33:-145525) filed on September 27, 2007 and incorpdriagzein by referenct

10.5t Form of Restricted Common Stock Award (filed as iBitl10.3 to the Company’s Registration StatemenAmendment No. 1
to Form &11 (File No. 33-145525) filed on September 27, 2007 and incorpdragzein by referenct

10.6% Form of Stock Option Grant (filed as Exhibit 1004the Company’s Registration Statement on Amendentl to Form S-11
(File No. 33:-145525) filed on September 27, 2007 and incorpdragein by referenct

10.7 Form of Master Securities Repurchase Agreemeetd(fils Exhibit 10.5 to the Compi’'s Registration Statement on Amendm
No. 3 to Form -11 (File No. 33-145525) filed on November 13, 2007 and incorporate@in by reference

10.8 Master Repurchase Agreement, dated as of JanuaB0@8, between Credit Suisse First Boston Mortdaggital LLC anc
Chimera Investment Corporation (filed as Exhibitllt® the Company’s Current Report on Form 8-Kdfiten January 24, 2008
and incorporated herein by referen

10.9 Master Repurchase Agreement, dated as of JanuaB08&, among DB Structured Products, Inc., De@®dnk Securities Inc
and Chimera Investment Corp. (filed as Exhibit 110.the Company’s Current Report on ForrK 8fed on February 4, 2008 a
incorporated herein by referenc

10.10 Amendment No. 1, dated as of March 14, 2008, tdvtheter Repurchase Agreement, dated as of Jan@aB088, among DI
Structured Products, Inc., Deutsche Bank Secullities and Chimera Investment Corp. (filed as EitHib.1 to the Company’s
Current Report on Formr-K filed on March 19, 2008 and incorporated hersjrrdference
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10.11 Amendment No. 2, dated as of March 26, 2008, tdvtheter Repurchase Agreement, dated as of Jan@aB088, among DI
Structured Products, Inc., Deutsche Bank Secullities and Chimera Investment Corp. (filed as EitHib.1 to the Company’s
Current Report on Forrr-K filed on March 26, 2008 and incorporated hersjrrdference

12.1 Ratio of Earnings to Fixed Charges and Preferreddends

23.1 Consent of Deloitte & Touche LL



23.2
23.3
24.1

Consent of K&L Gates LLP (included in Exhibit 5.
Consent of McKee Nelson LLP (included in Exhibit)t

Power of Attorney (included on signature page ie togistration statemer

t Represents a management contract or compengaaorpr arrangement.

Item 17. Undertakings.

(1) The undersigned registrant hereby undertakes:

To file, during any period in which offeor sales are being made, a -effective amendment to this registration staten
() To include any prospectus required by Sectid()l(3) of the Securities Ac

(i) To reflect in the prospectus any facts or égarising after the effective date of the regigirastatement (or the most rec:
post-effective amendment thereof) which, individak in the aggregate, represent a fundamentaigdna the information set
forth in the registration statement. Notwithstarmyihe foregoing, any increase or decrease in volinsecurities offered (if the
total dollar value of securities offered would eateed that which was registered) and any devittn the low or high end of
the estimated maximum offering range may be rediat the form of prospectus filed with the Comnasspursuant to Rule 424
(b) if, in the aggregate, the changes in volume i represent no more than a 20 percent chanipe imaximum aggregate
offering price set forth in th*Calculation of Registration F” table in the effective registration statement;

(i) To include any material information with resgt to the plan of distribution not previously dised in the registration
statement or any material change to such informatidhe registration statemei

provided, howeve, that paragraphs (1)(i), (1)(ii) and (1)(iii) dotrepply if the information required to be includach pos-effective
amendment by those paragraphs is contained indierieports filed with or furnished to the Comméssby the registrant pursuant to
section 13 or section 15(d) of the Exchange Adt &in@ incorporated by reference in the registragiatement, or is contained in a form
of prospectus filed pursuant to Rule 424(b) thaiag of the registration stateme

(2) That, for the purpose of determining any lipiinder the Securities Act, each such post-effecimendment shall be deemed to be a new
registration statement relating to the securitfésred therein, and the offering of such securitiethat time shall be deemed to be the initial
bona fide offering thereo

(3) To remove from registration by means of a pggetive amendment any of the securities beingsteged which remain unsold at the
termination of the offerinc

(4) That, for the purpose of determining liabilitgder the Securities Act to any purcha

(i) each prospectus filed by the registrant purstmRule 424(b)(3) shall be deemed to be parhefregistration statement as of the date
the filed prospectus was deemed part of and indu¢he registration statement; &

(i) each prospectus required to be filed purstiafule 424(b)(2), (b)(5) or (b)(7) as part of tegistration statement in reliance on
Rule 430B relating to an offering made pursuaiRte 415(a)(1)(i), (vii) or (x) for the purpose mfoviding the information required |
Section 10(a) of the Securities Act of 1933 shaltleemed to be part of and included in the registratatement as of the earlier of the
date such form of prospectus is first used afticéf/eness or the date of the first contract ¢¢ &é securities in the offering described
in the prospectus. As provided in Rule 430B, fability purposes of the issuer and any personishatt that date an underwriter, such
date shall be deemed to be a new effective dateeafegistration statement relating to the se@giih the registration statement
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which that prospectus relates, and the offeringuch securities at that time shall be deemed tadaitial bona fideoffering thereof

Provided, howeve, that no statement made in a registration stateorgmtospectus that is part of the registrationesteint or made in
document incorporated or deemed incorporated lgreate into the registration statement or prosgebtat is part of the registration
statement will, as to a purchaser with a time oftxt of sale prior to such effective date, supagesor modify any statement that was
made in the registration statement or prospecttsiths part of the registration statement or maday such document immediately
prior to such effective dat

(5) That, for the purpose of determining liabildf/a registrant under the Securities Act to anycpaser in the initial distribution of the
securities

The undersigned registrant undertaketsihe primary offering of securities of an undgred registrant pursuant to this
registration statement, regardless of the undengrinethod used to sell the securities to the mseh if the securities are offered or
sold to such purchaser by means of any of thevatig communications, the undersigned registranthela seller to the purchaser and
will be considered to offer or sell such securit@such purchase



(i) Any preliminary prospectus or prospectus of timelersigned registrant relating to the offeringuieed to be filed pursuant to
Rule 424;

(ii) Any free writing prospectus relating to thef@ring prepared by or on behalf of the undersigrgistrant or used or referr.
to by the undersigned registra

(iii) The portion of any other free writing prospes relating to the offering containing materigbimation about the undersigr
registrant or its securities provided by or on Wiebiathe undersigned registrant; a

(iv) Any other communication that is an offer iretbffering made by the undersigned registrantégtlrchasel

(6) The undersigned registrant hereby undertalasain the purposes of determining any liabilitydenthe Securities Act, each filing of t
registrant’s annual report, pursuant to Sectiom)L8( Section 15(d) of the Exchange Act (and, wiagagicable, each filing of an employee
benefit plan’s annual report pursuant to sectiof)L&6f the Exchange Act) that is incorporated gmence in the registration statement shall be
deemed to be a new registration statement relatitige securities offered therein, and the offedhguch securities at that time shall be
deemed to be the initial bona fide offering ther

(7) Insofar as indemnification for liabilities arig under the Securities Act may be permitted teators, officers and controlling persons of the
registrants pursuant to the foregoing provisionstberwise, the registrants have been advisedrittae opinion of the SEC such
indemnification is against public policy as expezsi the Securities Act and is, therefore, unexdable. In the event that a claim for
indemnification against such liabilities (othernithe payment by the registrants of expenses iadwr paid by a director, officer or controll
person of the registrants in the successful defehaay action, suit or proceeding) is assertedumh director, officer or controlling person in
connection with the securities being registered régistrants will, unless in the opinion of itsinsel the matter has been settled by controlling
precedent, submit to a court of appropriate jucisdin the question whether such indemnificatiorithy against public policy as expressed in
the Securities Act and will be governed by thelfexdjudication of such issu
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SIGNATURES

Pursuant to the requirements of the SéesiAct of 1933, the registrant certifies thahéts reasonable grounds to believe that it mekts al
of the requirements for filing on Form3and has duly caused this registration statenodog signed on its behalf by the undersigned, thrc
duly authorized, in the City of New York, StateNéw York, on December 23, 2008.

CHIMERA INVESTMENT CORPORATION
By: /sl Matthew Lambias

Matthew Lambias:
President and Chief Executive Offic

Each person whose signature appears edogby authorizes Matthew Lambiase and A. AlexamFnahan, and each of them, as
attorney-in-fact and agents, each with full powkswubstitution and resubstitution, to sign on hisier behalf, individually and in each capacity
stated below, any amendment, including post-effe@mendments to this registration statement apcad all related registration statements
pursuant to Rule 462(b) of the Securities Act d33,9and to file the same, with all exhibits theretod all documents in connection therewith,
with the SEC hereby ratifying and confirming alattsaid attorneys-in-fact and agents, or any ahtbetheir substitute or substitutes, may
lawfully do or cause to be done by virtue hereof.

Pursuant to the requirements of the SeesiAct of 1933, this registration statement hasn signed below by the following persons in
the capacities and on the date indicated.

Signatures Title Date

/sl Matthew Lambias Chief Executive Officer, Preside December 23, 200
and Director (principal executive office

Matthew Lambias:

/s/ Alexandra Denah: Chief Financial Officer (principe December 23, 200
financial and accounting office

A. Alexandra Denaha

s/ Paul Donlir Nonexecutive Chairman of tt December 23, 200
Board of Director:
Paul Donlin
/s/ Mark Abram: Director December 23, 200
Mark Abrams
/sl Jeremy Diamor Director December 23, 200

Jeremy Diamoni

/s/ Paul A. Keena Director December 23, 200

Paul A. Keenat
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Exhibit 5.1
Opinion of K&L Gates LLP
December 23, 2008

Chimera Investment Corporation
1211 Avenue of the Americas, Suite 2902
New York, New York 1003t

Re:Reqistration of Shares on Forr-3

Ladies and Gentlemen:

We have acted as counsel for Chimerasimvent Corporation, a Maryland corporation (therf@any”), in connection with a
Registration Statement on Form S-3 filed on DecerBg2008 and all amendments thereto (collectivéegistration Statement”) to be filed
with the Securities and Exchange Commission (tharfiission”) under the Securities Act of 1933, agaded (the “1933 Act”), for the
registration of shares of preferred stock, $0.01lvpdue per share, of the Company (the “Preferitear&s”), and shares of common stock, $0.01
par value per share, of the Company, includingsirares of common stock issuable upon the conveodiany Preferred Shares (“Common
Shares” and collectively, the “Shares”). Capitadizerms used but not defined herein shall haverntbanings given to them in the Registration
Statement.

You have requested our opinion as tanthéer set forth below in connection with the Ragitson Statement. For purposes of rendering
that opinion, we have examined the Registratiote8tant, the Company’s Articles of Incorporationaasended and supplemented (the
“Charter”), and Bylaws, as amended, and the cotpaetions of the Company that provide for the gidopand subsequent amendments of the
Registration Statement and we have made such iotfestigation as we have deemed appropriate. We ézamined and relied upon
certificates of public officials and, as to certaiatters of fact that are material to our opiniwe,have also relied on a certificate of an offiof
the Company in rendering our opinion. We have frrtissumed the legal capacity of natural persomsh&Ve also assumed the issuance of,
and certain terms of, the Shares will be approwethé board of directors of the Company, or a @ulthorized committee thereof, in
accordance with the Maryland General Corporatiow,lthe Charter, the Bylaws and such resolutions {@orporate Proceedingsgyior to the
issuance thereof. We have not verified any of ttrasseimptions.

Our opinion set forth below is limitedttee Maryland General Corporation Law, including #pplicable provisions of the Maryland
Constitution and reported judicial decisions intetjng those laws.

Based upon and subject to the foregaind, subject to the qualifications, assumptionslinitations stated herein, it is our opinion that:




Chimera Investment Corporation
December 23, 2008
Page 2

1. The Company is a corporation duly npovated and existing and in good standing undetatvs of the State of Maryland.

2. The Common Shares have been duly gmétbfor issuance by the Company and, when aisdifed and delivered against payment
therefor in accordance with the Corporate Procegsdiwill be validly issued, fully paid and nonassdse.

3. The Preferred Shares have been duhoemed for issuance by the Company and, whenfdsgsued and delivered against payment
therefor in accordance with the Corporate Procegsliwill be validly issued, fully paid and nonasssse.

The opinion expressed herein is limitedhie matters specifically set forth herein andtier opinion shall be inferred beyond the
matters expressly stated. We assume no obligagisofplement this opinion if any applicable lawrmds after the date hereof or if we bec
aware of any fact that might change the opiniorresged herein after the date hereof.

This opinion is being furnished to you $mbmission to the Commission as an exhibit toRbgistration Statement. We hereby conse
the filing of this opinion as an exhibit to the Retgation Statement and to the use of the nameiofion therein. In giving this consent, we do
not admit that we are within the category of pessahose consent is required by Section 7 of th& 293 or the rules and regulations
thereunder.

Yours truly,

/s/ K&L Gates LLP



Exhibit 8.1
December 23, 2008

Chimera Investment Corporation
1211 Avenue of the Americas
Suite 2902

New York, New York 1003t

Re: Status as a Real Estate Investment Trust; Infoonaii the
Registration Statement under the heading “CertaiteFal
Income Tax Consideratio”

Dear Sir or Madam:

In connection with the public offering sliares of common stock or preferred stock (edeinresl to herein as “capital stocki) Chimere
Investment Corporation, a Maryland corporation (fBempany”), pursuant to the Registration StatenoenEorm S-3, filed with the Securities
Exchange Commission on December 23, 2008, as amétite“Registration Statement”), you have requista opinion concerning (i) the
qualification and taxation of the Company as a esshte investment trust (a “REITuhder the Internal Revenue Code of 1986, as ame(tiok
“Code”) and (ii) the information in the Company’&gtstration Statement including under the headi@gstain Federal Income Tax
Considerations” and “Tax Risks.”

In formulating our opinions, we have reviewed aelitd upon the charter of the Company and the Ragjsn Statement. In addition, \
have relied upon the Company'’s certificate (thefit@f’s Certificate”), executed by a duly appointticer of the Company, setting forth
certain factual representations relating to theoization and proposed operation of the Companyer@/buch factual representations in the
Officer’s Certificate involve terms defined in t®de, the regulations promulgated by the Departroktite Treasury (the “Regulations”),
published rulings of the Internal Revenue Servibe (Service”), or other relevant authority, we Baxplained such terms to the Company’s
representatives and we are satisfied that the Coy'geepresentatives understand such terms ancbaable of making such factual
representations. We have also relied upon repratsems that the information presented in the Regfisin Statement accurately and completely
describes all material facts. After reasonable iiygumo facts have come to our attention that waiddse us to question the accuracy or
completeness of such facts or documents in a rahtealy.

In rendering these opinions, we havemasslithat the Company will be operated in the madeecribed in its organizational documents
and in the Registration Statement.

Based upon and subject to the foregatrig,our opinion that:

1. The Company has been organized inocorify with the requirements for qualification aREIT under the Code, the Company’s
method of operation, as described in the Registigdtatement and as represented in the OfficerfiCate, has enabled it to satisfy the




requirements for qualification as a REIT beginnivith its taxable year ending December 31, 2007, thkadCompany’s proposed method of
operation, as described in the Registration Statémed as represented in the Officer’s Certificatil,enable it to satisfy the requirements for
qualification as a REIT for subsequent taxable year

2. All disclosure in the Company’s Regatibn Statement regarding statutes, regulationkggal or governmental proceedings pertaining
to federal income tax matters is accurate in atiemia respects and presents in all material rasgbe information required to be shown. In
particular, the information in the Company’s Regison Statement under the headings “Certain Féttesame Tax Considerations” and “Tax
Risks,” to the extent that it constitutes mattdriaw, summaries of legal matters, or legal conolus, has been reviewed by us and is correct in
all material respects and accurately describegetiheral income tax considerations that are likelpeé material to a holder of the Company’s
capital stock.

Our opinion is based on the Code, theuRetipns, and the interpretations of the Code arth segulations by the courts and the Service,
all as they are in effect and exist at the dathigfletter. It should be noted that statutes, la@ns, judicial decisions, and administrative
interpretations are subject to change at any tintk ia some circumstances, with retroactive effAanaterial change that is made after the
hereof in any of the foregoing bases for our opisioould affect our conclusions. Other than asesgly stated above, we express no opinion
on any issue relating to the Company or any investrtherein.

This opinion is being provided to the Guany in connection with the filing of the Registoat Statement. Only the Company and those
who purchase capital stock offered pursuant tdbgistration Statement may rely on this opinionth®iit our prior written consent, it may t
be relied upon by any other person or entity oddse any other purpose. Notwithstanding any expmrsmplied agreement, arrangement, or
understanding to the contrary, the Company (andeamyloyee, representative, or other agent of thegamy) may disclose this opinion to any
and all persons.

We consent to the reference to our findar the caption “Certain Federal Income Tax Carsitibns” in the Registration Statement and
to the reproduction and filing of this opinion asexhibit to the Registration Statement. In givihig consent, we do not thereby admit that we
are in the category of persons whose consent isregtjunder Section 7 of the Securities Act of 1383amended, nor do we admit we are
experts with respect to any part of the RegistraBtatement within the meaning of the term “expagt’used in the Securities Act of 1933, as
amended.

Very truly yours,
/s/ McKee Nelson LLF
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EXHIBIT 12.1

RATIO OF EARNINGS TO COMBINED FIXED CHARGES AND PRE FERRED STOCK DIVIDENDS
(UNAUDITED)

For the Nine For the Period
Months Ended November 21, 2007
September 30, (inception) to
2008 December 31, 2007
(dollars are in thousands)
Loss before taxe (128,58() (2,907
Add: fixed charges (interest expen 49,59( 41F
preferred stock dividen — —
Loss as adjuste (78,990 (2,48¢)
Fixed charges (interest expense) + preferred stnétend 49,59( 41F

Ratio of losses to combined fixed charges and medestock dividend (1.59 (5.99)




Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference is Registration Statement on Form S-3 of our regated March 3, 2008 relating to the
financial statements of Chimera Investment Corpanatppearing in the Annual Report on Form 10-KChfmera Investment Corporation for
the year ended December 31, 2007, and to the nefette us under the heading “Experts” in such Rroggs, which is part of this Registration
Statement.

/s/ Deloitte & Touche LLP
New York, New York
December 23, 2008




