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The information in this preliminary 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 preliminary 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
Preliminary Prospectus dated October 14, 2008

PROSPECTUS

250,000,000 Shares

CHIMERA

INVESTMEMNT CORPORATION

Common Stock

Chimera Investment Corporation is a Mamng corporation that invests in residential moreghgcked securities, residential mortgage
loans, real estate-related securities and varithexr asset classes. We are externally manageddased by Fixed Income Discount Advisory
Company, which we refer to as FIDAC or our Managerjinvestment adviser registered with the Seesréind Exchange Commission. FID
is a wholly-owned subsidiary of Annaly Capital Mgeanent, Inc., which we refer to as Annaly, a Newky8tock Exchange-listed real estate
investment trust.

Our common stock is listed on the NewRrStock Exchange under the symbol “CIM”. The clgsprice on the New York Stock
Exchange on October 13, 2008 was $4.18 per share.

Concurrent with this offering, we willls® Annaly 26,548,672 shares of our common stiock private offering at the same price per
share as the price per share of this public offeridpon completion of this offering and the coneutrprivate offering, Annaly will own
approximately 9.6% of our outstanding common st@dkich percentage excludes shares to be sold pursu#he exercise of the underwriters’
overallotment option and unvested shares of odrice=d common stock granted to our executive efficand employees of our Manager or its
affiliates).

We have elected and intend to qualifpedaxed as a real estate investment trust, or R Tederal income tax purposes commencing
with our taxable year ending on December 31, 200@7assist us in qualifying as a REIT, ownershipwf common stock by any person is
generally limited to 9.8% in value or in numbersbires, whichever is more restrictive, of any ctasseries of the outstanding shares of our
capital stock. In addition, our charter containgas other restrictions on the ownership and feansf our common stock, see “Description of
Capital Stock—Restrictions on Ownership and Transfe

Investing in our common stock involves sks. See “Risk Factors” beginning on page 19 of thprospectus.

Per Share Total
Public offering price $ $
Underwriting discoun $ $
Proceeds, before expenses, t( $ $

The underwriters may also purchase umtadditional 37,500,000 shares at the public ioffeprice, less the underwriting discount,
within 30 days from the date of this prospectusdeer overallotments, if any.

Neither the Securities and Exchange Casioi nor any state securities commission has &pgror disapproved of these securities or
determined if this prospectus is truthful or contplé\ny representation to the contrary is a crirhoféense.

The shares will be ready for deliveryasrabout , 2008.

Merrill Lynch & Co. Credit Suisse Deutsche Bank Securitie




Citi J.P. Morgan UBS Investment Ban}
JMP Securities Keefe, Bruyette & Wood:

The date of this prospectus is , 2(
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provide you with different information. This prospectus may only be used where it is legal to sell the securities, and this prospectus is

not an offer to sell or a solicitation of an offerto buy shares in any state or jurisdiction where aroffer or sale of shares would be

unlawful. The information in this prospectus and aty free writing prospectus prepared by us may be acrate only as of their respective

dates.

P ROSPECTUS SUMMARY

" w ” i, ”ou

“Chimera,” “company,” “we,

Our Company

We commenced operations in November 2007.

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 ounomon stock. You should read carefully the moreiléetinformation set forth under
“Risk Factors” and the other information included this prospectus. Except where the context suggéiserwise, the terms
us” and “our” refer to Chimera Investment Corporation; “our Manager” afiHIDAC” refer to
Fixed Income Discount Advisory Company, our extemnmenager; and “Annaly” refers to Annaly Capital Magement, Inc., the
parent company of FIDAC. Unless indicated otherwise information in this prospectus assumes &)dabmmon stock to be sold in
this offering is to be sold at $4.18 per share,chlis the last reported sales price per share enMlew York Stock Exchange, or NYSE,
on October 13, 2008, (ii) the concurrent privatéedhg to Annaly of 26,548,672 shares of our comstonk, and (iii) no exercise by
the underwriters of their overallotment option targhase or place up to an additional 37,500,000rekaf our common stock.

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



We are externally managed by Fixed Inc@iseount Advisory Company, which we refer to as Blanager or FIDAC. Our
Manager is an investment advisor registered wighScurities and Exchange Commission, or SEC. fadily, our Manager is a
wholly-owned subsidiary of Annaly, a New York Stagkchange-listed REIT, which has a long track rdafrmanaging investments
in U.S. government agency mortgage-backed seauri{fiencurrent with this offering, we will sell t;mAaly 26,548,672 shares of
common stock in a private offering at the sameepper share as the price per share of this pufféicing. Upon completion of this
offering and the concurrent private offering, Annalill own approximately 9.6% of our outstandinghmmon stock (which percentage
excludes shares to be sold pursuant to the exestibe underwriters’ overallotment option and usteel shares of our restricted
common stock granted to our executive officers emgloyees of our Manager or its affiliates).

Our objective is to provide attractivekrdadjusted returns to our investors over the lemgy, primarily through dividends and
secondarily through capital appreciation. We intemechieve this objective by investing in a bratass of financial assets to
construct an investment portfolio that is desigteedchieve attractive risk-adjusted returns antlithstructured to comply with the
various federal income tax requirements for REEELs and to maintain our exemption from registratinder the Investment
Company Act of 1940, or 1940 Act.

We recognize that investing in our taegedsset classes is highly competitive, and thalanager competes with many other
investment managers for profitable investment ofymities in these areas. Annaly and our Managee lcdose relationships with a
diverse group of financial intermediaries, rangfiram primary dealers, major investment banks armdkénage firms to leading
mortgage originators, specialty investment deadadsfinancial sponsors. In addition, we have béeeéfand expect to continue to
benefit from our Manager’s analytical and portfali@nagement expertise and technology. We belieatetl combined and
complementary strengths of Annaly and our Manager gs a competitive advantage over REITs withailar focus to ours.

Our Manager

We are externally managed and advisedIDYAC pursuant to a management agreement. All ofofficers are employees of
our Manager or its affiliates. Our Manager is aélxincome investment management company speciglizimanaging investments in
U.S. government agency residential mortgage-baskedrities, or Agency RMBS, which are mortgage {tlassugh certificates,
collateralized mortgage obligations, or CMOs, atifttomortgage-backed securities representing isteie or obligations backed by
pools of mortgage loans issued or guaranteed bizederal National Mortgage Association, or FannaeMhe Federal Home Loan
Mortgage Corporation, or Freddie Mac, and the Gowvient National Mortgage Association, or Ginnie Maer Manager also has
experience in managing investments in non-AgencyBBMnd collateralized debt obligations, or CDOa| estate-related securities;
and managing credit and interest rate-sensitivestment strategies. Our Manager commenced actiestiment management
operations in 1994. At June 30, 2008, our Manages thie adviser or




sub-adviser for funds with approximately $2.7 bitliin net assets and $11.8 billion in gross asaatswhich consisted predominantly
of Agency RMBS.

Our Manager is responsible for administgpur business activities and day-to-day openatidVe have no employees other
than our officers. Pursuant to the terms of theagament agreement, our Manager provides us 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.

Our Manager has well-respected and asted portfolio management resources for each ofargeted asset classes and a
sophisticated infrastructure supporting those resgsy including investment professionals focusingesidential mortgage loans,
Agency and non-Agency RMBS and other asset-backedrisies. Additionally, we have benefited and estjge continue to benefit
from our Manager’s finance and administration fiores, which address legal, compliance, investati@hs and operational matters,
including portfolio management, trade allocation @xecution, securities valuation, risk managemedtinformation technologies in
connection with the performance of its duties.

We do not pay any of our officers anylcasmpensation. Rather, we pay our Manager a basagement fee and incentive fees
based on performance pursuant to the terms of #ragement agreement.

Annaly Capital Management, Inc.

Annaly, which at June 30, 2008 owned mmashaged a portfolio of approximately $58.7 billipnimarily in Agency RMBS,
commenced its operations on February 18, 1997wemd public on October 20, 1997. Annaly tradestenNew York Stock
Exchange under the symbol “NLY”. Annaly managestsen behalf of institutional and individual int@s worldwide directly
through Annaly and through the funds managed byA&ID

Annaly is primarily engaged in the busisef investing, on a leveraged basis, in AgencyBRMAnnaly also invests in Federal
Home Loan Bank, Freddie Mac and Fannie Mae debesitédnnaly’s principal business objective is tograte net income for
distribution to investors from the spread betwdeninterest income on its securities and the dosbwowing to finance their
acquisition and from dividends it receives from RID.

Our Investment Strategy

Our objective is to provide attractivekradjusted 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, real estategdlaecurities and various other asset classegctubjmaintaining our REIT status
and exemption from registration under the 1940 Abe RMBS, asset backed securities, or ABS, comialerortgage backed
securities, or CMBS, and CDOs we purchase may diecinvestment-grade and non-investment grade dassguding the BB-rated,
B-rated and non-rated classes.

We rely on our Manager’s expertise imiifging assets within our target asset classes.Nlanager makes investment
decisions based on various factors, including etgaecash yield, relative value, risk-adjusted metycurrent and projected credit
fundamentals, current and projected macroeconoatisiderations, current and projected supply andasheincredit and market risk
concentration limits, liquidity, cost of financiramnd financing availability, as well as maintainimgr REIT qualification and our
exemption from registration under the 1940 Act.

Over time, we will modify our investmeaitocation strategy as market conditions changeetek to maximize the returns from
our investment portfolio. We believe this strategymbined with our Manager’'s experience, will eealns to pay dividends and
achieve capital appreciation throughout changitgrést rate and credit cycles and provide attradtimg-term returns to investors.

Our targeted asset classes and the pahicivestments we have made and expect to madadim are as follows:




Asset Class Principal Investments

Residential Mortgage-Backed Securities, or RMBS . Non-Agency RMBS, including investment-grade and non-
investment grade classes, including the BB-raterhtBd and
nor-rated classe:

. Agency RMBS.

Residential Mortgage Loal . Prime mortgage loans, which are mortgage loanscthreform
to the underwriting guidelines of Fannie Mae aneldgie Mac,
which we refer to as Agency Guidelines; and jumbme
mortgage loans, which are mortgage loans that confo the
Agency Guidelines except as to loan s

. Alt-A mortgage loans, which are mortgage loans thay have
been originated using documentation standardsatiedess
stringent than the documentation standards appliezkrtain
other first lien mortgage loan purchase programsh &s the
Agency Guidelines, but have one or more compergéictors
such as a borrower with a strong credit or mortgagery or
significant asset:

Other Asse-Backed Securities, or AB . Commercial mortga¢-backed securities, or CMB
. Debt and equity tranches of collateralized debigaliions, or
CDOs.
. Consumer and n-consumer ABS, including investm-grade

and non-investment grade classes, including thed&d, B-
rated and nc-rated classe:!

Since we commenced operations in NoverBber, we have focused our investment activitieaaquiring non-Agency RMBS
and on purchasing residential mortgage loans #na been originated by select high-quality originsitincluding the retail lending
operations of leading commercial banks. This isdntrast to Annaly’s strategy which concentrateg\gancy RMBS. Our investment
portfolio at June 30, 2008 was weighted toward Agency RMBS. After the consummation of this offgrinve expect that over the
near term our investment portfolio will continuelte weighted toward RMBS, subject to maintainingREIT qualification and our
1940 Act exemption. In addition, we have engageahic anticipate continuing to engage in transastigith residential mortgage
lending operations of leading commercial banks@hér high-quality originators in which we identidynd re-underwrite residential
mortgage loans owned by such entities, and raltar purchasing and securitizing such residentiatgage loans ourselves, we and
the originator would structure the securitization ave would purchase the resulting mezzanine abdrdinate non-Agency RMBS.
We may also engage in similar transactions withhAgancy RMBS in which we would acquire AAA-ratedmégency RMBS and
immediately re-securitize those securities. We wadll the resulting AAA-rated super senior RMBS agtain the AAA-rated
mezzanine RMBS. Our investment decisions, howevidlrdepend on prevailing market conditions and eflange over time. As a
result, we cannot predict the percentage of owgtaghat will be invested in each asset class @tlen we will invest in other classes
of investments. We may change our investment gtyadad policies without a vote of our stockholders.

We have elected and intend to qualifpedaxed as a REIT commencing with our taxable gading December 31, 2007 and to
operate our business so as to be exempt from ratipst under the 1940 Act, and therefore we wilkbguired to invest a substantial
majority of our assets in loans secured by mortgagereal




estate and real estate-related assets. Subjectitdaiming our REIT qualification and our 1940 Asstemption, we do not have any
limitations on the amounts we may invest in anpuf targeted asset classes.

Our Investment Portfolio

As of June 30, 2008, our investment plicifconsisted of the following (dollars in thousksi:

Estimated Fair Percent of Total Weighted Average
Amortized Cost Value Portfolio(1) Coupon(1)
RMBS $ 1,221,56 $ 1,116,58! 59.48% 6.27%
Residential Mortgage Loans( $ 150,62¢ $ 150,08 8.C% 5.71%
Securitized Loan $ 614,27¢ $ 613,58( 32.6% 5.9€%
Total $ 1,986,47. $ 1,880,24! 100.(%

(1) Based on estimated fair value.

(2) On April 24, 2008, we sponsored a $619.7 millsecuritization, which was structured as a lomgrtinancing transaction. See “—Recent Developmé®scuritizations
structured as financings will result in the outstiag principal balance of the securitized mortgkgas remaining on our books as an asset and teanding principal balance
of the notes issued by the trust will be recordedor books as a liability. On July 25, 2008, wersgpred a $151.2 million securitization, which wésictured as a sale.
Securitizations structured as sales will resuthimfair value of any notes and equity we retamaiging on our books as an asset.

Our Financing and Hedging Strategy

We use leverage to increase potentiatmstto our stockholders. We generate income pgréigi from the spread between yields
on our investments and our cost of borrowing ardfmg activities. Subject to our maintaining ouatlification as a REIT, we have
used and expect to continue to use a number ofsstio finance our investments, including repureteggeements, warehouse
facilities, securitizations, commercial paper agirt financing CDOs. We are not required to maingain specific debt-to-equity ratio
as we believe the appropriate leverage for thaqudat assets we are financing depends on thetayedlity and risk of those assets.
Our leverage ratio has fluctuated and we expéotdbntinue to fluctuate from time to time basedmpamong other things, our assets,
market conditions and conditions and availabilitfiwancings. As of September 30, 2008, we hadtaoting indebtedness of
approximately $1.119 billion, which consists ofsacse leverage of approximately $620.0 million and-recourse securitized
financing of approximately $499.0 million.

We have utilized and, subject to mairitegrour qualification as a REIT, may from time tm¢ utilize derivative financial
instruments, including, among others, interest sataps, interest rate caps, and interest ratesflimonedge all or a portion of the
interest rate risk associated with the financingwf portfolio. Specifically, we have and expecttmtinue to seek to hedge our
exposure to potential interest rate mismatchesdssivthe interest we earn on our investments ant@uowing costs caused by
fluctuations in short-term interest rates. In atily leverage and interest rate hedges, our obgsctire to improve risk-adjusted returns
and, where possible, to lock in, on a long-termdyasspread between the yield on our assets ancbt of our financing.

The table below summarizes our financiagef June 30, 2008 (dollars in thousands):

Estimated Fair

Outstanding Weighted Average Weighted Average Value of
Borrowings Borrowing Rate Remaining Maturity Collateral
Repurchase Agreemen
RMBS $ 909,08t 4.85% 23 day: $ 961,40((1)
Mortgage Loans(2 — — — —
Securitizations(3 $ 504,39° 5.96% 30 year —

(1) Based on an estimate of fair value.

(2) We entered into two master repurchase agreanpemsuant to which we financed mortgage loans. &@meement was a $500 million lending facility dfish $200 million
was on an uncommitted basis. This agreement waslat#d to terminate on January 16, 2009. The seagrekment was a $350 million committed lendingifgcThis
agreement was scheduled to







terminate on January 29, 2010. As of June 30, 20@8December 31, 2007, we did not have any amdnamtswed against these
facilities. On July 29, 2008, we terminated bothhase repurchase facilities.

(3) On April 24, 2008, we sponsored a $619.7 millé@curitization, which was structured as a lomgit@nancing transaction. See “—
Recent Developments.” Securitizations structurefin@smcings will result in the outstanding prindijp@alance of the securitized
mortgage loans remaining on our books as an asdeha outstanding principal balance of the nagesed by the trust will be
recorded on our books as a liability. On July ZB)& we sponsored a $151.2 million securitizatinich was structured as a sale.
Securitizations structured as sales will resuthimfair value of any notes and equity we retamaiming on our books as an asset.

The table below summarizes our interatst swaps outstanding at June 30, 2008 (dolldtsusands):

Weighted Average Pay Weighted Average Net Estimated Fair
Notional Amount Rate Receive Rate Value/Carrying Value
$1,008,91¢ 4.10% 2.48% ($10,065)

All of our repurchase agreements andésterate swap agreements are subject to bilatexadin calls in the event that the
collateral securing our obligations under thosdifees exceeds or does not meet our collaterdbratequirements. We analyze the
sufficiency of our collateralization daily, and @sJune 30, 2008, on a net basis, the fair valueetollateral, including restricted
cash, securing our obligations under repurchasseagents and interest rate swaps, exceeded the tofauth obligations by
approximately $71.8 million. During the six mon#rsded June 30, 2008, due to the deteriorationeimtarket value of our assets, we
received and met margin calls under our repurchgseements, which resulted in our obtaining additidunding from third parties,
including from Annaly (see “Certain RelationshipgieRelated Transactions”), and taking other stepsdrease our liquidity.
Additionally, the disruptions during the six mon#rsded June 30, 2008 resulted in us not beingrimptiance with the net income
covenant in one of our whole loan repurchase agee&rand the liquidity covenants in our other wHodn repurchase agreement at a
time during which we had no amounts outstandingeutitbse facilities. We amended these covenantsparduly 29, 2008, we
terminated both those facilities to avoid payingfusage fees. Should we receive additional margis,ave may not be able to
amend the restrictive covenants or obtain othedifn If we were unable to post additional collatewe would have to sell the assets
at a time when we might not otherwise choose tealand such sales may be at a loss. A reductioreifit available may reduce our
earnings and, in turn, cash available to us faribistion to stockholders.

In March 2008, we entered into a RMBSurepase agreement with Annaly. This agreement getaistomary representations,
warranties and covenants contained in such agrasmsof June 30, 2008, we had $50.0 million @urtding under this agreement
with a weighted average borrowing rate of 3.96%0ASeptember 30, 2008, we had approximately $620lidn outstanding under
this agreement, which constitutes approximately ®6%ur total financing. As of October 13, 2008 tleighted average borrowing
rate on amounts outstanding under this agreemenB8w&%. Our RMBS repurchase agreement with Anisaiglled daily at market
rates, bears interest at LIBOR plus 80 basis poamtd is secured by the RMBS pledged under theeaggat. We do not expect to
increase significantly the amount of securitiesigkd to Annaly or significantly increase or deceetie funds we borrow from Annaly
as a result of this offering.

In March 2008, we entered into a recdesisales agreement with Annaly. This agreementighed for the sale of
approximately $127 million of receivables by usMianaly of the proceeds that we were due to recefnder a mortgage loan purchase
and sale agreement with a third party. Annaly paic discounted amount of such receivables due therthird party equal to less
than one percent of such receivables due fromhting party in exchange for us receiving the purehasce under the receivables sales
agreement in immediately available funds from Agn@he agreement contained representations, wasaauwhd covenants by both
parties. As of March 31, 2008, each party had peréadl their outstanding obligations under the ageenthe third party purchaser
under the mortgage loan purchase and sale agredimempiaid the purchase price under the mortgagedoechase and sale
agreement, and we have remitted such amounts talAparsuant to the receivables sales agreemenhafle not entered into any
similar arrangement with Annaly subsequent to M&th2008.

Our Competitive Advantages

We believe that our competitive advansaigelude the following:




Investment Strategy Designed to Perform in a Vayief Interest Rate and Credit Environments

We seek to manage our investment strate@glance both interest rate risk and credit Nk believe this strategy is designed to
generate attractive, risk-adjusted returns in &taof market conditions because operating comdtin which either of these risks are
increased, or decreased, may occur at differemtgai the economic cycle. For example, there meapdriods when interest-rate
sensitive strategies outperform credit-sensitivatsgies whereby we would receive increased inoovee our cost of financing, in which
case our portfolio’s increased exposure to thiswisuld be beneficial. There may be other periotignvcredit-sensitive strategies
outperform interest-rate sensitive strategies. d\ltih we face interest rate risk and credit risk hekeve that with appropriate hedging
strategies, as well as our ability to evaluateghality of targeted asset investment opportunitiescan reduce these risks and provide
attractive risk-adjusted returns.

Credit-Oriented Investment Approach

We seek to minimize principal loss whitlaximizing risk-adjusted returns through our Manmageredit-based investment
approach, which is based on rigorous quantitatidequalitative analysis.

Experienced Investment Advisor

Our Manager has a long history of strpagormance across a broad range of fixed-incorseta.sOur Manager's most senior
investment professionals have a long history oégtwg in a variety of mortgage and real estatatedl securities and structuring and
marketing CDOs. Our Manager is also acting asdigting agent for a number of CDOs, and has coninetilvantages as a result of its
knowledge regarding the pipeline, values, supply market participants for liquidations of CDOs hesm of its involvement in these
liguidations. Investments are overseen by an Imvest Committee of our Manager’s professionals, isting of Michael A.J. Farrell,
Wellington J. Denahan-Norris, James P. Fortescustdpher Konrad, Rose-Marie Lyght, Ronald Kazeteiny Diamond, Eric Szabo
and Matthew Lambiase.

Access to Annaly’s and Our Manager’s Riteships

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

Access to Our Manager’s Systems and Isfracture

Our Manager has created a proprietartffgmr management system, which we believe provigesith a competitive advantage.
Our Manager’s personnel have created a compreteefisance and administrative infrastructure, anangnt component of a complex
investment vehicle such as a REIT. In addition, neésur Manager’s personnel are also Annaly’s pengl; therefore, they have had
extensive experience managing Annaly, which is &TRE

Alignment of Interests between Annaly, OManager and Our Investors

Concurrent with this offering, we willls® Annaly 26,548,672 shares of our common stock private offering at the same price
per share as the price per share of this publerioff. Upon completion of this offering and the coment private offering, Annaly will
own approximately 9.6% of our outstanding commaelsiwhich percentage excludes shares to be sofdipat to the exercise of the
underwriters’ overallotment option and unvestedesaf our restricted common stock granted to aacetive officers and employees of
our Manager or its affiliates).

Moreover, a portion of the fees that rhayearned by our Manager consist of incentive tiegtsare based on the amount that a
measure of our earnings exceeds a specified tHoedhurther, the incentive fees are payable in @asthares of our common stock at the
election of our board of directors. We believe thahaly’s investment and our Manager’s ability sore performance fees align our
Manager’s interests with our interests.

Summary Risk Factors

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




Difficult conditions in the financial markets anteteconomy generally, have caused us and may certtincause us marl
losses related to our holdings, and we do not éxpese conditions to improve in the near futi

A significant portion of our financing is from Anlyawhich is a significant shareholder of ours avidch owns oul
Manager.

The lack of liquidity in our investments may adwdysaffect our business, including our ability @lwe and sell our asse

There can be no assurance that the actions of.egdvernment, Federal Reserve and other govetaireerd regulator
bodies for the purpose of stabilizing the finanacierkets, or market response to those actionsaelilieve the intended
effect, our business may not benefit from thesmastand further government or market developmeoitd adversely
impact us

We are dependent on our Manager and its key peesémmour success and such personnel may leaventipdoyment of
our Manager or otherwise become no longer availebles.

There are various conflicts of interest in our tielaship with our Manager and Annaly, which cowdgult in decisions that
are not in your best interests, including thosatee by our financing arrangements with Annaly bypeéur Manager’s
compensation whereby it is entitled to receive selrmaanagement fee, which is not tied to the pedaoa of our portfolio,
and incentive fees based on our portfolio’s perfomoe, which may lead it to place emphasis on thet-¢érm
maximization of net income, and that several of executive officers and our directors are also eyg®s of Annaly whicl
may result in conflicts between their duties taund to Annaly

The management agreement with our Manager wasegatiiated on an ar s-length basis and may not be as favorabl
us as if it had been negotiated with an unaffiliatard party and may be difficult and costly tongnate.

Our board of directors has approved very broadstment guidelines for our Manager and will not aereach investme
decision made by our Manager. We may change oestment strategy, asset allocation or financingsplaithout
stockholder consent, which may result in riskiefistments

Failure to procure adequate capital and fundinfpwarable terms, or at all, would adversely affaat results and may,
turn, negatively affect the market price of sharesur common stock and our ability to distributeidends to our
stockholders

We have limited operating history and may not ofgesaiccessfully. We operate in a highly competitharket for
investment opportunities. Our financial conditioaesults of operation will depend on our abitdymanage future grow
effectively.

Loss of our 1940 Act exemption would adversely effes and negatively affect our stock price andatility to distribute
dividends to our stockholders and could resulhmtermination of the management agreement withvamager. In
addition, the assets we may acquire are limitethbyprovisions of the 1940 Act and the rules amgilsions promulgated
thereunder which may, in some cases, precludeous filursuing the most economically beneficial inmestt alternatives

We may use leverage to fund the acquisition ofamsets, which may adversely affect our return grirMestments an
may reduce cash available for distribution to dackholders

An increase in our borrowing costs relative toititerest we receive on our assets may adversedgtadiur profitability, an
thus our cash available for distribution to ourcktmlders.

Increases in interest rates could negatively atfeztvalue of our investments, which could resulteduced earnings or
losses and negatively affect the cash availablditribution to our stockholder

Our hedging transactions may not completely ingulist from interest rate risk. Hedging against egerate exposure may
adversely affect our earnings, which could redugrecash available for distribution to our stockteskl




. Prepayment rates could negatively affect the vafuair residential mortgage loans and our RMBS civltiould result it
reduced earnings or losses and negatively affeatdish available for distribution to our stockhodd

. Our investments in subordinated RMBS are genenaltiie“first loss” position and our investments in the mezzal
RMBS are generally in th“second lo<” position and therefore subject to loss

. The mortgage loans we invest in and the mortgagesioinderlying the mortgage and asset-backed seswie invest in
are subject to delinquency, foreclosure and lossgchvcould result in losses to us. We may be reguio repurchase
mortgage loans or indemnify investors if we breggiresentations and warranties, which could harmeatnings

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

. The REIT qualification rules impose limitations thre types of investments and hedging, financing,a@her activities
which we may undertake, and these limitations nragpme cases, preclude us from pursuing the noostoenically
beneficial investment, hedging, financing and otilezrnatives

. Continued adverse developments in the residentiaigage market could make it difficult for us torkmw money to
acquire investments on a leveraged basis, whictd @lversely affect our profitabilit

. Interest rate mismatches between our investmewt®anborrowings used to fund our purchases ofetlassets may redu
our income during periods of changing interests:

Our Structure

We were formed by Annaly as a Marylanthooation on June 1, 2007. The following chart sh@ar structure after giving effect
to this offering and the concurrent private offgrio Annaly (excluding shares to be sold pursuarthé¢ exercise of the underwriters’
overallotment option and unvested shares of odrice=d common stock granted to our executive efficand employees of our Manager
or its affiliates):

Annaly Capital
Management, Inc. Management Investors
B
9 6%
L1}
Manage ment -
[apac Agreement Chimers Invasiment

{Oure Manager) g Corparalion
* Less than 1%
1) Includes shares of restricted common stock apprasegtants under our equity incentive plan to aeceative officers and other employees of our Managéts affiliates,

which have vested as of October 13, 2008 and tonol@pendent directors, which fully vested on Jay2a2008.
Our Relationship with Our Manager

We are externally managed and adviseaupyManager. We benefit from the personnel, inftattire, relationships, and
experience of our Manager to enhance the growtupbusiness. Each of our officers is also an epgdf our Manager or its affiliates.
We have no employees other than our officers. Camader is not




obligated to dedicate certain of its employeesuesiekly to us, nor is it or its employees obligatedledicate any specific portion of its
time to our business. We expect, however, thatstihri J. Woschenko, our Head of Investments and/aumager’s Executive Vice
President, and William B. Dyer, our Head of Undetiwg and our Manager’s Executive Vice Presiderill, @ontinue to devote a
substantial portion of their time to our business.

We have entered into a management agraenith our Manager with an initial term ending Becember 31, 2010, with
automatic, one-year renewals at the end of ea@mdat year following the initial term, subject éorhination by us, in connection with
the annual reviews of our Manager’s performanceraadagement fees by the vote of two-thirds of tiiependent directors or a
majority of our stockholders. Under the managemagneement, our Manager implements our businegegyrand performs certain
services for us, subject to oversight by our badrdirectors. Our Manager is responsible for, amotigr things, performing all of our
day-to-day functions; determining investment ciéén conjunction with our board of directors; sciag, analyzing and executing
investments; asset sales and financings; and jparfgrasset management duties.

Our independent directors review our Maara performance annually, and following the aditerm, the management agreement
may be terminated annually by us without cause uperaffirmative vote of at least two-thirds of andependent directors, or by a vote
of the holders of at least a majority of the outdiag shares of our common stock (other than sheelekby Annaly or its affiliates),
based upon: (i) our Manager’s unsatisfactory peréorce that is materially detrimental to us, ordiiy determination that the
management fees payable to our Manager are npstdiject to our Manager’s right to prevent terrtiotabased on unfair fees by
accepting a reduction of management fees agreley &b least two-thirds of our independent directive will provide our Manager with
180-days’ prior notice of such termination. Uporration without cause, we will pay our Managesu@stantial termination fee. We
may also terminate the management agreement wittap§ prior notice from our board of directorsthvaut payment of a termination
fee, for cause or upon a change of control of Ayoalour Manager, each as defined in the manageaggaement. Our Manager may
terminate the management agreement if we beconugre€elqo register as an investment company unaet 840 Act, with such
termination deemed to occur immediately before sdnt, in which case we would not be requireday @ termination fee. Our
Manager may also decline to renew the managemeeéignt by providing us with 180-days’ written wetiin which case we would not
be required to pay a termination fee.

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

Type Description Payment

Base management fee: 1.50% per annum, calculated quarterly, of our dtotders’ equity.  Quarterly in cash.
For purposes of calculating the base managemenbfiee
stockholders’ equity means the sum of the net mdsdrom any
issuances of our equity securities since incegdincated on a pi
rata daily basis for such issuances during thalfigaarter of any
such issuance), plus our retained earnings attti@fsuch quarter
(without taking into account any non-cash equitgnpensation
expense incurred in current or prior periods), B amount that
we pay for repurchases of our common stock, argldag
unrealized gains, losses or other items that daffiett realized ne
income (regardless of whether such items are iledud other
comprehensive income or loss, or in net incomels AMount will
be adjusted to exclude one-time events pursuasttanges in
accounting principles generally accepted in thetéthStates, or
GAAP, and certain non-cash charges after discusdietween our
Manager and our independent directors and approyedmajority
of our independent directors. The base manageraemill be
reduced, but not below zel




Incentive fee

Expense reimbursement:

Termination fee

by our proportionate share of any CDO base managei@es
FIDAC receives in connection with the CDOs in whigé invest,
based on the percentage of equity we hold in sSIOL

Quarterly fee equal to 20% of the dollar amountuiych Core
Earnings, on a rolling four-quarter basis and keefoe incentive
fee, exceeds the product of (1) the weighted awecohghe issue
price per share of all of our public offerings niplied by the
weighted average number of shares of common stoigtamding i
such quarter and (2) 0.50% plus one-fourth of trexage of the
one month LIBOR rate for such quarter and the evithree
quarters. For the initial four quarters followingranitial public
offering, Core Earnings and the LIBOR rate willdsculated on
the basis of each of the previously completed gusiin an
annualized basis. Core Earnings is a non-GAAP meamd is
defined as GAAP net income (loss) excluding noriraaguity
compensation expense, excluding any unrealizedsghlisses or
other items that do not affect realized net incgregardless of
whether such items are included in other compreteriscome or
loss, or in net income). The amount will be adjdsteexclude one-
time events pursuant to changes in GAAP and cen@incash
charges after discussions between our Managerwand o
independent directors and approved by a majorityuof
independent directors. The incentive fee will bdueed, but not
below zero, by our proportionate share of any Cb¢zmtive fees
FIDAC receives in connection with the CDOs in whigé invest,
based on the percentage of equity we hold in slIOL

Reimbursement of expenses related to Chimera iedury our
Manager, including legal, accounting, due diligeand other
services, but excluding the salaries and other emsgttion of our
Manage’'s employees

Termination fee equal to three times the sum ofi@)averag
annual base management fee and (b) the averagelamcentive
fee earned by our Manager during the prior 24-mqettiod prior
to such termination, calculated as of the end eftiost recently
completed fiscal quarter.

Quatrterly in cash ¢
shares of common stock
at the election of our
board of directors, subje
to certain limitations.

Quatrterly in cash.

Upon termination of th
management agreement
by us without cause or by
our Manager if we
materially breach the
management agreeme

From November 21, 2007, the date we conuee operations, through December 31, 2007, ouraflemnearned base managemen
fees of approximately $1.2 million, no incentive$eand expense reimbursements of approximatel§ tislisand. At June 30, 2008,
quarterly base management fees in the amount afillion were accrued and payable to our Managerr incentive fees had
accrued. Currently, our Manager has waived itstriglequire us to pay our pro rata portion of réglephone, utilities, office furniture,
equipment, machinery and other office, internal amerhead expenses of our Manager and its affilis#quired for our operations. On
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October 13, 2008, we and FIDAC amended our manageageeement to reduce the base management feelfi@¥ per annum to
1.50% per annum of our stockholders’ equity and/igi®that the incentive fees may be paid in casthares of our common stock, at th
election of our board of directors.

Conflicts of Interest

We are dependent on our Manager for ayrtd-day management and do not have any indepenffexers or employees. Our
officers, and our non-independent directors, atsgesas employees of our Manager and its affiliades management agreement with
our Manager was negotiated between related panigsts terms, including fees payable, may notdfaeorable to us as if it had been
negotiated at arm’s length with an unaffiliateddhparty. In addition, the ability of our Managedts officers and employees to engage
in other business activities may reduce the tinreManager and its officers and employees spend giagas.

Our Manager has discretionary investnaemtority over a number of different funds and arts. Our Manager may manage
funds and accounts that may compete with us farstnaent opportunities. In addition, to the exteatsegek to invest in Agency RMBS,
we may compete for investment opportunities witmaly. Also, to the extent our Manager manages tnvest vehicles (other than
CDOs) that meet our investment objectives, our Manavill have an incentive to invest our funds urels investment vehicles because o
the possibility of generating an additional, incesrtal management fee. Our Manager may also inmég3bDiOs managed by it that could
result in conflicts with us, particularly if we iagt in a portion of the equity securities and thei@ deterioration of value of such CDO
before closing we could suffer an immediate loasaétp the decrease in the market value of the nlyidg investment. Our Manager has
an investment allocation policy in place so thatmay share equitably with other client accountswfManager and Annaly in all
investment opportunities, particularly those inwotyan asset with limited supply, that may be slé@dor our account and such other
accounts. Our Manager’s policy also includes otleartrols designed to monitor and prevent any paleticaccount or Annaly from
receiving favorable treatment over any other fundazount. This investment policy may be amendeduyyManager at any time without
our consent. To the extent FIDAC’s, Annaly’s, or business evolves in such a way as to give rigsendlicts not currently addressed by
our Manager's investment allocation policy, our Mgar may need to refine its policy to handle arghsituations. To avoid any actual
or perceived conflicts of interest with our Managar investment in any security structured or madday our Manager will be approved
by a majority of our independent directors.

It is difficult and costly to terminateet management agreement without cause. We mayemiynate the management agreemen
without cause after the initial term in connectigith the annual review of our Manager’s performaand the management fees and onl
with the approval of two-thirds of our independdinectors or a majority of our stockholders (ottien those shares held by Annaly or
its affiliates), and upon the payment of a sub&htegrmination fee. These conditions may adverséfigct our ability to terminate our
Manager without cause. For more information, plesese“Business—Conflicts of Interest” and “Our Mgeraand the Management
Agreement—Management Agreement.” In addition, weehentered into a repurchase agreement with AnpalyManager’s parent, to
finance our RMBS. This financing arrangement mayenas less likely to terminate our Manager. It doalso give rise to further
conflicts because Annaly is a creditor of ours.ode of our creditors, Annaly’s interests may diwefigpm the interests of our
stockholders.

We have agreed to pay our Manager amasmgement fee that is not tied to our performamckincentive fees that are based
entirely on our performance. This compensationreyeanent may cause our Manager to make high risdsimvents. Investments with
higher yield potential are generally riskier or maepeculative. The base management fee compongmahaufficiently incentivize our
Manager to generate attractive risk-adjusted retfonus. The incentive fee component may causé/iaurager to place undue emphasis
on the maximization of net income at the expensattodr criteria, such as preservation of capitaidhieve higher incentive fees. This
could result in increased risk to the value of iovestment portfolio.

Distribution Policy

To satisfy the requirements to qualif\gaREIT and generally not be subject to federadime and excise tax, we intend to make
regular quarterly distributions of all or substalisi all of our REIT taxable income to holders afr@ommon stock out of assets legally
available therefor. On December 20, 2007, our boérdirectors declared a quarterly distributior600 thousand, or $0.025 per share ¢
our common stock. This dividend

D
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was paid on January 25, 2008 to stockholders @frdeon December 31, 2007. On March 19, 2008, oardof directors declared a
quarterly distribution of $9.8 million, or $0.26pehare of our common stock. This dividend was paid\pril 30, 2008 to stockholders
of record on March 31, 2008. On June 2, 2008, oardb of directors declared a quarterly distributddi$6.0 million, or $0.16 per share
of our common stock. This dividend was paid on Bily2008 to stockholders of record on June 12820@ir GAAP net loss for the six
months ended June 30, 2008 was $21.0 million an€ote Earnings were $17.0 million.

Federal income tax law requires that dTREstribute with respect to each year at leas63f its REIT taxable income, determineq
without regard to the deduction for dividends paidl excluding any net capital gain. If our cashlalsée for distribution is less than 90%
of our REIT taxable income, we could be requiredal assets or borrow funds to make cash distdbstor we may make a portion of
the required distribution in the form of a taxablteck distribution or distribution of debt seclei To the extent we distribute less than
90% of our REIT taxable income in 2007, we willtiBcthis shortfall through throwback dividends. Vésticipate that our distributions
generally will be taxable as ordinary income to yalthough a portion of the distributions may bsigeated by us as qualified dividend
income or capital gain or may constitute a returoapital.

Operating and Regulatory Structure
REIT Qualification

We have elected and intend to qualifpedreated as a REIT under Sections 856 througloB8® Internal Revenue Code
commencing with our taxable year ending on Decer3ligP007. Our qualification as a REIT depends upamability to meet on a
continuing basis, through actual investment andaipe results, various complex requirements utigeinternal Revenue Code relating
to, among other things, the sources of our grassne, the composition and values of our assetglistribution levels and the diversity
of ownership of our shares. We believe that we liseen organized in conformity with the requiremdatgjualification and taxation as &
REIT under the Internal Revenue Code, and thatrammer of operation enables us to meet the reqeirtsrior qualification and
taxation as a REIT.

As a REIT, we generally will not be sultjeo federal income tax on our REIT taxable incomgedistribute to our stockholders. If
we fail to qualify as a REIT in any taxable yead ao not qualify for certain statutory relief prenins, we will be subject to federal
income tax at regular corporate rates and may édumted from qualifying as a REIT for the subsedqdieur taxable years following the
year during which we lost our REIT qualificatiorvdn if we qualify for taxation as a REIT, we maydubject to some federal, state and
local taxes on our income or property.

1940 Act Exemption

We operate our business so that we ampkfrom registration under the 1940 Act, as adstened by the Securities and
Exchange Commission and its Division of Investmdahagement. We intend to rely on the exemption fregistration provided by
Section 3(c)(5)(C) of the 1940 Act, a provisionigasd for companies that do not issue redeemableites and are primarily engaged
in the business of purchasing or otherwise acqyimortgages and other liens on and interests irestate.

To qualify for the exemption, we makeeéstments so that at least 55% of the assets wecomsist of qualifying mortgages and
other liens on and interests in real estate, warehcollectively referred to as “qualifying reatae assets,” and so that at least 80% of the
assets we own consist of real estate-related a@selisding our qualifying real estate assets). ddenot intend to issue redeemable
securities.

Based on no-action letters issued byStiadf of the Securities and Exchange Commissionghagsify our investment in residential
mortgage loans as qualifying real estate assetepgsas the loans are “fully secured” by an irdeie real estate. That is, if the loan-to-
value ratio of the loan is equal to or less tha@%0then we consider the mortgage loan a qualifyéad estate asset. We do not conside
loans with loan-to-value ratios in excess of 10@%e qualifying real estate assets for the 55% besstonly real estate-related assets for
the 80% test.

We also consider RMBS such as certife@&sued or guaranteed by Fannie Mae, Freddie M&nmie Mae that represent the
entire beneficial interest in the underlying pobhwrtgage loans, or Agency Whole Pool Certificatede qualifying real estate assets.
By contrast, an agency certificate that repredeststhan the entire beneficial interest in theenlythg mortgage loans is not considered
to be a qualifying real estate asset for purpofésed55% test, but constitutes a real estategélasset for purposes of the 80% test.

We treat our ownership interest in padlgrhole loan RMBS, in cases in which we acquir eéhtire beneficial interest in a
particular pool, as qualifying real estate assatet on no-action positions of the Staff of the
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Securities and Exchange Commission. We generallyol@xpect our investments in CMBS and other RNiB&stments to constitute
qualifying real estate assets for the 55% tesgamsuch treatment is consistent with guidanckeftaff of the Securities and Exchange
Commission. Instead, these investments generallype/iclassified as real estate-related assetsuiposes of the 80% test. We do not
expect that our investments in CDOs or other ABBaenstitute qualifying real estate assets. We nhayvever, treat our equity interests
in a CDO issuer that we determine is a “majorityned subsidiary” and that is exempt from 1940 Agiseation under Section 3(c)(5)
(C) of the 1940 Act as qualifying real estate asgeial estate-related assets, and miscellanesetsas the same proportion as the assets
in such CDO are qualifying real estate assets,e&tate-related assets and miscellaneous assetsayim the future, however, modify
our treatment of such CDO equity to conform to gliftes provided by the Staff of the Securities Bmdhange Commission. See
“Business—Operating and Regulatory Structure—194bExemption” for further information concerningraeliance on the Section 3
(c)(5)(C) exemption from 1940 Act registration.

Restrictions on Ownership of Our Common Stock

To assist us in complying with the limites on the concentration of ownership of REITresamposed by the Internal Revenue
Code, our charter generally prohibits any stockéofcom beneficially or constructively owning, bggying certain attribution rules
under the Internal Revenue Code, more than 9.8%lire or in number of shares, whichever is mor&iatise, of any class or series of
our capital stock. Our board of directors may ténsole discretion, waive the 9.8% ownership Iwith respect to a particular stockholde
if it is presented with evidence satisfactory tthat such ownership will not then or in the futigepardize our qualification as a REIT.
We have granted such a waiver to Legg Mason Oppitytiirust, ValueAct Capital Master Fund Ill, L.Rnd to Annaly. The ownership
limits for Legg Mason Opportunity Trust, ValueActagtal Master Fund I, L.P., and Annaly have bsehat 15%, 12%, and 12%,
respectively. Our charter also prohibits any peifsom, among other things:

. beneficially or constructively owning shares of @apital stock that would result in our being “@tsheld” under Section
856(h) of the Internal Revenue Code or otherwisseaus to fail to qualify as a REIT; a

. transferring shares of our capital stock if suamsfer would result in our capital stock being odvbg fewer than 10
persons

Our charter provides that any ownershipwported transfer of our capital stock in viaatof the foregoing restrictions will result
in the shares owned or transferred in such viatdbieing automatically transferred to a charitahlsttfor the benefit of a charitable
beneficiary, and the purported owner or transfaeeiiring no rights in such shares. If a trangfea tharitable trust would be ineffective
for any reason to prevent a violation of the retizn, the transfer that would have resulted irhsiolation will be voidab initio .

Recent Developments

On July 25, 2008, we sponsored a $151llbmsecuritization whereby we securitized ouerthcurrent inventory of mortgage
loans. In this transaction, we retained all of$beurities issued by the securitization trust iditlg approximately $8.8 million in
subordinated bonds and $142.4 million of AAA-ratie@d and floating rate senior bonds. This tranisacwill be accounted for as a sale.
On August 28, 2008, we sold approximately $74.9ionilof the AAA-rated fixed and floating rate bonedated to the July 25, 2008
securitization to third-party investors and realizeloss of $11.5 million. On July 29, 2008, wertgrated both of our mortgage loan
repurchase facilities.

On September 9, 2008, our board of dirsadieclared a quarterly distribution of $6.2 roitlj or $0.16 per share of our common
stock. This dividend will be paid on October 310800 stockholders of record on September 18, 2B0&hasers in this offering will not
participate in this quarterly distribution. We hawet yet completed our 2008 third quarter finanstatements. When completed, our Cofe
Earnings per share could be different from ourdéivids per share.

On October 13, 2008, we and FIDAC amera@ednanagement agreement to reduce the base nmagaigfee from 1.75% per
annum to 1.50% per annum of our stockholders’ gauid provide that the incentive fees may be paithsh or shares of our common
stock, at the election of our board of directors.

On October 14, 2008, we announced thdhguhe third quarter of 2008, we sold assets wittarrying value of $432.5 million in
AAA-rated non-Agency RMBS for a loss of approximat®113 million, which includes
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a realized loss of $11.5 million related to the Asig28, 2008 transaction described above, andnated $983.4 million in notional
interest rate swaps for a loss of approximately.Bhfillion, which together resulted in a net reatidoss of approximately $123.5
million.

Our book value per share as of Septerd®e2008 is currently estimated to be approxima$élyl5 per share. We currently
estimate that as of September 30, 2008, approxiynééo of our assets were jumbo prime mortgagedaard 55% of our assets were
AAA-rated RMBS. We have not yet completed our ficiahreports for the quarter ended September 308 20nce completed our book
value per share may be different from the estimhteak value of $6.15. As discussed in “Managemedissussion and Analysis of
Financial Condition and Results of Operations”#SB has recently issued a staff position clarifyihe application of FASB Statement
No. 157,Fair Value Measurementswhich is effective for the quarter ended Septen3e 2008. We are evaluating the position adopted
by the FASB relating to the fiscal quarter endegt&mber 30, 2008. The position adopted by the FA&Bd affect the value of our
RMBS as reflected in our financial statements anddresult in our book value per share being diffé from the estimate provided in
this prospectus.
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SELECTED FINANCIAL DATA

The following table presents selectedricial data as of and for the period indicated.daiéved the selected financial data for the
period from November 21, 2007 (commencement of atfers) through December 31, 2007 from our auditezhcial statements
included elsewhere in this prospectus. We deritaeddaita for the six months ended June 30, 2008 dnamunaudited financial statements
included elsewhere in this prospectus. The seldotadcial data should be read in conjunction wiité more detailed information
contained in the Financial Statements and Notegthand “Management’s Discussion and Analysisio&kcial Condition and Results
of Operations” included elsewhere in this prospgctu

As of June 30, As of December 31,
2008 2007

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

Mortgage-backed securitie $ 1,116,58! $ 1,124,29
Loans held for investme! $ 150,08 $ 162,37:
Securitized loan $ 613,58( —
Total asset $ 1,971,15 $ 1,565,63!
Repurchase agreemel $  909,08¢ $ 270,58
Securitized dek $ 504,39 —
Total liabilities $ 1,583,47 $ 1,026,74
Stockholder’ equity $ 387,67¢ $ 538,88
Book value per shai $ 9.94 $ 14.2¢
Number of shares outstandi 38,999,85! 37,705,56
For the six For the period
months ended November 21, 2007 to
June 30, 2008 December 31, 2007

. o (dollars in thousands, except per share datz
Statement of Operations Highlights

Net interest incom $ 24,09¢ $ 3,071
Net loss ($ 21,039 (% 2,906
Earnings per share, or EPS (ba ($ 0549 (% 0.0¢)
EPS (diluted ($ 0549 (% 0.0¢)
Weighted average shar- basic 38,995,09 37,401,73
Weighted average shar- diluted 38,995,09 37,401,73
Taxable income per share | $ 0.41C $ 0.03(
Dividend declared per share | $ 0.42( $ 0.02¢
Other Data

Average total asse $ 1,839,22 $ 1,044,35
Average investment securiti $ 1,736,93. $ 399,73
Average borrowing $ 1,387,36 $ 270,58
Average stockholde’ equity $ 403,49t $ 530,98.
Annualized yield on average interest earning a: 6.36% 7.02%
Annualized cost of funds on average interest bgdiatbilities 4.91% 5.08%
Annualized interest rate spre 1.47% 1.94%
Annualized net interest margin (net interest inctawnerage interest earning ass: 2.71% 6.85%
Annualized G&A and management fee expense as pageof average total ass 0.8<% 1.55%
Annualized G&A and management fee expense as pagenf average equi 4.05% 3.05%
Return on average interest earning as (2.42%) (6.47%)
Return on average equi (10.4%) (4.87%)
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(1) See reconciliation below of n-GAAP financial measurements to GAAP financial measents

(2) For the applicable perio
Reconciliation of non-GAAP financial measurementsd GAAP financial measurements

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

Reconciliation of REIT Taxable Income P&hare to GAAP EPS

For the six For the period
months ended November 21, 2007 to
June 30, 2008 December 31, 2007
GAAP EPS $(0.59) ($ 0.09)
Unrealized loss on interest rate sw $ 0.1F $ 0.11
Realized loss on sales of investme $ 0.8C —
REIT taxable income per she $ 0.41 $ 0.0¢
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Common stock offered by 1

Common stock to be outstandi
after this offering

Use of proceeds

Our distribution policy

THE OFFERING

250,000,000 shares (plus up to an additional 370®0@0shares of our commu
stock that we may issue and sell upon the exeddigee underwriters’
overallotment option)

315,537,355 shares, based upon 38,988,683 shatesofion stock outstandir

as of October 13, 2008. Does not include up todatitianal 37,500,000 shares of
our common stock that we may issue and sell upemrxiercise of the
underwriters’ overallotment option. Includes 1,280 shares of our restricted
common stock granted pursuant to our equity ingergiian that were unvested as
of June 30, 2008. Includes 26,548,672 shares swloeto Annaly concurrently
with this offering.

We intend to invest the net proceeds of this affgprimarily in non-Agency
RMBS, Agency RMBS, prime and Alt-A mortgage loa@8/BS, CDOs, and
other consumer or non-consumer ABS. Since we corneteaperations in
November 2007, we have focused our investmentidesvon acquiring nc-
Agency RMBS and on purchasing residential mortgages that have been
originated by select highuality originators, including the retail lendingerations
of leading commercial banks. Our investment paidfat June 30, 2008 was
weighted toward non-Agency RMBS. After the consurtiomeof this offering, we
expect that over the near term our investment plaotvill continue to be
weighted toward RMBS, subject to maintaining oud Rgualification and our
1940 Act exemption. Until appropriate investmergn be identified, our Manager
may invest these funds in interest-bearing steortt investments, including mon
market accounts, which are consistent with oumitive to qualify as a REIT.
These investments are expected to provide a loetereturn than we hope to
achieve from investments in our intended use ofgeds of this offering. See
“Use of Proceed”

Federal income tax law requires that a REIT distetannually at least 90% of its
REIT taxable income, determined without regarchideduction for dividends
paid and excluding net capital gain. For more imfation, please see “Certain
Federal Income Tax Consideratic”

In connection with the REIT requirements, we intémdnake regular quarter
distributions of all or substantially all of our REtaxable income to holders of ¢
common stock out of assets legally available ttoerefny future distributions we
make will be at the discretion of our board of dices and will depend upon,
among other things, our actual results of operatidihese results and our ability
pay distributions will be affected by various fastoincluding the net interest and
other income from our portfolio, our operating expes and any oth
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NYSE symbol

Ownership and transfer restrictions

Risk factors

expenditures. For more information, please*Distribution Policy”

We cannot assure you that we will make any distigims to our stockholders in
the future.

“CIM”

To assist us in complying with limitations on trencentration of ownership of a
REIT imposed by the Internal Revenue Code, ourtehgenerally prohibits,
among other prohibitions, any stockholder from tieredly or constructively
owning more than 9.8% in value or in number of seawhichever is more
restrictive, of any class or series of the outstagmghares of our capital stock. We
have granted such a waiver to Legg Mason Oppoytdmiist, ValueAct Capital
Master Fund Ill, L.P. and to Annaly. The ownerslmpits for Legg Mason
Opportunity Trust, ValueAct Capital Master Fund LIP., and Annaly have been
set at 15%, 12%, and 12%, respectively. See “Detsoni of Capital Stock—
Restrictions on Ownership and Trang”

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

Unless otherwise indicated, that numbieshares of common stock does not include the 87080 shares of our common stock
that may be issued if the underwriters’ overallatim@ption is exercised in full.

Our Corporate Information

Our principal executive offices are lezhat 1211 Avenue of Americas, Suite 2902, New Yhidw York 10036. Our telephone
number is 1-866-315-9930. Our website is http://weghimerareit.com The contents of our website are not a part af phospectus. We
have included our website address only as an ireat#tual reference and do not intend it to baaive link to our website.

18




RISK FACTORS

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

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

Risks Associated With 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 changéeitehding 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, theulidjty issues have now also affected prime andAAtten-Agency lending, with mortgage ra
remaining much higher than previously availablesicent periods and many product types being sevevetailed. 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 deteriordtamscaused us to expect increased Ic
related to our holdings and to sell assets atsa los

Although as of and for the quarter endigde 30, 2008, we had no impairments on RMBS oflevimortgage loans, during the third
quarter of 2008, we sold assets with a carryingeaf $432.5 million in AAA-rated non-Agency RMBB8rfa loss of approximately $113
million and terminated $983.4 million in notionatérest rate swaps for a loss of approximately%llion, which together resulted in a net
realized loss of approximately $123.5 million. Fent declines in the market values of our investserdy adversely affect periodic reported
results and credit availability, which may redueenéngs and, in turn, cash available for distribntio our stockholders.

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

All of our repurchase agreements andésterate swap agreements are subject to bilateaadin calls in the event that the collateral
securing our obligations under those facilitiesemds or does not meet our collateralization remergs. We analyze the sufficiency of our
collateralization daily, and as of June 30, 200Bamet basis, the fair value of the collaterad|uding restricted cash, securing our obligations
under repurchase agreements and interest rate sevageded the amount of such obligations by apmately $71.8 million. During the six
months ended June 30, 2008, due to the deteriaratithe market value of our assets, we receiveldnaget margin calls under our repurchase
agreements, which resulted in our obtaining additidunding from third parties, including from Arlpgsee “Certain Relationships and
Related Transactions”), and taking other stepadeeiase our liquidity. Additionally, the disrupt®during the six months ended June 30, 2008
resulted in us not being in compliance with theinebme covenant in one of our whole loan repuretageements and the liquidity covenants
in our other whole loan repurchase agreementiateduring which we had no amounts outstanding utidese facilities. We amended these
covenants, and on July 29, 2008, we terminatecetfanglities to avoid paying non-usage fees. Shawddeceive additional margin calls, we
may not be able to amend the restrictive covenamtbtain other funding. If we were unable to padditional collateral, we would have to sell
the assets at a time when we might not otherwisesi#to do so and such sales may be at a lossluitien in credit available may reduce our
earnings and, in turn, cash available to us fdritistion to stockholders.
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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 faihddition, we rely on the availability of financihg 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 residentiattgege market. Many lenders and institutional itmeshave 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 e@kmore difficult for us to obtain financing oaviorable terms or at all. Our profitability
be adversely affected if we are unable to obtagt-effective financing for our investments.

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

Our ability to fund our investments olegeraged basis depends to a large extent upoability 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 repurchaseagents in order to avoid paying non-usage fedsruhose 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 appratéiy 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 marketemtbears interest at LIBOR plus 80 basis poimd,i;secured by the RMBS pledged under
the agreement. We do not expect to increase signifiy the amount of securities pledged to Annalgignificantly increase or decrease the
funds we borrow from Annaly as a result of thiseofffig. We cannot assure you that Annaly will comiio provide us with such financing. If
Annaly does not provide us with financing, we caressure you that we will be able to replace suwmting, and if we are not able to replace
this financing, we could be forced to sell our &ss¢ an inopportune time when prices are depressed

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 signiftgaand negatively impact the liquidity of our atsdt 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 investmts may make it difficult for us to sell such intregnts 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 governmahand 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 recemthacted. The EESA provides the U.S.
Secretary of the Treasury with the authority t@bksh a Troubled Asset Relief Program, or TARPyuechase from financial institutions up to
$700 billion of residential or commercial mortgagesl any securities, obligations, or other instmim¢hat are based on or related to such
mortgages, that in each case was originated oedissn or before March 14, 2008, as well as anyrdthancial instrument that the U.S.
Secretary of the Treasury, after consultation with Chairman of the Board of Governors of the Faldeeserve System, determines the
purchase of which is necessary to promote finama@ket stability,
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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 regpéavorably 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, FetiBeserve 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 categlreliant on our Manager. We have no employglesr than our officers. Our officers are
also employees of our Manager or its affiliatesiolvthas 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 theananagers 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. @agement agreement with our Manager only extentilsDecember 31, 2010. If the
management agreement is terminated and no surglllEecement is found to manage us, we may not leet@alexecute our business plan.
Moreover, our Manager is not obligated to dedicateain of its employees exclusively to us not hligated to dedicate any specific portion
of its time to our business, and none of our Mariageamployees are contractually dedicated to ugupndr management agreement with our
Manager. The only employees of our Manager whgérearily dedicated to our operations are ChrisflaWoschenko, our Head of
Investments, and William B. Dyer, our Head of Unvadting.

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 Ampaind our Manager. An Annaly executive officer
is our Manager's sole director, two of Annaly’s dayees 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 ttheiies to, and interests in, Annaly or our Managéere may also be conflicts in allocating
investments which are suitable both for us and Anas well as other FIDAC managed funds. Annaly roampete with us with respect to
certain investments which we may want to acquine, @s a result we may either not be presentedthatiopportunity or have to compete with
Annaly to acquire these investments. Our Managdroam officers may choose to allocate favorablegiments 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 marketstbeitimes when we will need focused support
and assistance from our Manager, other entitie/foch our Manager also acts as an investment neauveit] 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 intdly 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 investmemtlich 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 oMBS. 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 itoes, 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 reduggcitsitive to devote its time and effort to seekimgestments that provide attractive risk-
adjusted returns for our portfolio. This in turruteb hurt both our ability to make distributionsdar stockholders and the market price of our
common stock. As
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of June 30, 2008, Annaly owned approximately 9.68%uws outstanding shares of common stock (excludimgested shares of restricted stock
granted to our executive officers and employeesuoManager or its affiliates), which entitles themreceive quarterly distributions based on
financial performance. Annaly’s percentage owngrshay increase in the future if our Manager is pi@idchcentive fees in shares of our
common stock. In evaluating investments and othemagement strategies, this may lead our Managg#ate emphasis on the maximizatiol
revenues at the expense of other criteria, sugheservation of capital. Investments with highelgipotential are generally riskier or more
speculative. This could result in increased risthevalue of our invested portfolio. Annaly mayl lee shares in us purchased concurrently
with our initial public offering at any time afténe earlier of (i) November 15, 2010 or (ii) thenténation of the management agreement.
Annaly may sell the shares in us purchased conatlyreith this offering at any time after the earliof (i) the date which is three years
following the date of this prospectus or (i) tieerhination of the management agreement. To theneAtenaly sells some of its shares, its
interests may be less aligned with our interests.

Our incentive fee may induce our Manager to make c¢tain investments, including speculative investmerst

In addition to its management fee, ounitger is entitled to receive incentive fees baisegart, upon our achievement of targeted levels
of Core Earnings. In evaluating investments anémothanagement strategies, the opportunity to ementive fees based on net income may
lead our Manager to place undue emphasis on themization of net income at the expense of othdedsd, such as preservation of capital, to
achieve higher incentive fees. Investments witthéigyield potential are generally riskier or mopeaulative. This could result in increased
risk to the value of our invested portfolio.

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 ¢iddi 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 withvbamager without cause is difficult and
costly. Our independent directors review our Manageerformance and the management fees annualliyfadlowing the initial term, the
management agreement may be terminated annuallg fsthout cause upon the affirmative vote of astdwo-thirds of our independent
directors, or by a vote of the holders of at leastajority of the outstanding shares of our comistogk (other than those shares held by An
or its affiliates), based upon: (i) our Managen'satisfactory performance that is materially degrital to us, or (ii) a determination that the
management fees payable to our Manager are npstdiject to our Manager’s right to prevent terrtiovabased on unfair fees by accepting a
reduction of management fees agreed to by at teasthirds of our independent directors. We mustvjate our Manager with 180-days’ prior
notice of any such termination. Additionally, upsurch termination, the management agreement prothdésve will pay our Manager a
termination fee equal to three times the sum ofH@)average annual base management fee and @yehege annual incentive fees earned by
our Manager during the prior 24-month period befareh termination, calculated as of the end ofhtiost recently completed fiscal quarter.
These provisions may adversely affect our abibtyerminate our Manager without cause. Our Managenly contractually committed to se
us until December 31, 2010. Thereafter, the manageagreement is renewable on an annual basis Meoyweur Manager may terminate the
management agreement annually upon 180-days’ poiice. If the management agreement is terminatelcha suitable replacement is found
to manage us, we may not be able to execute oimdsnssplan.

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 direcpensodically reviews our investment
guidelines and our investment portfolio, but doe and is not required to, review all of our prepd 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 ®ws, 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 invessifent
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us, which could result in investment returns thratsubstantially below expectations or that reisulbsses, which would materially and
adversely affect our business operations and segultther, decisions made and investments entet@tdy our Manager may not be in your
best interests.

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 strategetaalocation, 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 nrayréase our exposure to interest rate and defaliland real estate market fluctuations.
Furthermore, a change in our asset allocation ceaddlt in our making investments in asset categatifferent from those described in this
prospectus. These changes could adversely affechénket price of our common stock and our abiibtynake distributions to you.

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

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

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

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

Our investment focus is different fronogle of other entities that are or have been managedr Manager. In particular, entities
managed by our Manager have not purchased wholyay® loans or structured whole loan securitizatiom addition, our Manager has
limited experience in managing CDOs and investinGDOs, non-Agency RMBS, CMBS and other ABS whighmay pursue as part of our
investment strategy. Accordingly, our Manager'ddrisal returns are not indicative of its performarior our investment strategy and we can
offer no assurance that our Manager will repli¢ghtehistorical performance of the Manager's invesitprofessionals in their previous
endeavors. Our investment returns could be subsigiower than the returns achieved by our Mamagi@vestment professionals’ previous
endeavors.

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

Our Manager provides investment and fifgradvice to a number of investment vehicles somde 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 Manageesources. Our Manager may sponsor and manbgeiavestment 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 sufficiemevenue to make or sustain
distributions to you.

We were organized in June 2007 and coregtenperations in November 2007 and have a lintfedating history. We cannot assure
you that we will be able to continue to operate lousiness successfully
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implement our operating policies and strategiesritesd in this prospectus. The results of our oj@na depend on many factors, including the
availability of opportunities for the acquisitiof @ssets, the valuation of our assets, the lewehalatility of interest rates, readily accessible
short and long-term financing and the terms offi@ncing, conditions in the financial markets awbnomic conditions.

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

The capital and credit markets have leegreriencing extreme volatility and disruption foore than 12 months. In recent weeks, the
volatility and disruption have reached unpreceddlggels. In some cases, the markets have exeotedwdard pressure on stock prices and
credit capacity for certain issuers. We depend uperavailability of adequate funding and capitaldur operations. We intend to finance our
assets over the long-term through a variety of meiacluding repurchase agreements, credit fagsljtsecuritizations, 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 stackl

. 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 nunilsauoces 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 unaffe€tedexample, in the repurchase agreement mdr@etpwers have been affected differently
depending on the type of security they are finamchion-Agency RMBS have been harder to financeeddijmg 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 banks differ 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 G@tures currently have liquidity, but at mucldev spreads than issues priced earlier this
year. The junior subordinate tranches of theseststras currently have few buyers and current masketlitions have forced issuers to ref
these lower rated bonds rather than sell them.

Certain issuers of asset-backed commigrajzer, or ABCP, have been unable to place (¢ tlegir 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 firtgal institutions could negatively affect us. Heor more major market participants fails or
otherwise experience a major liquidity crisis, asvhe case for Bear Stearns & Co. in
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March 2008, and Lehman Brothers Holdings Inc. ipt&aber 2008, it could adversely affect the matkiéta of all fixed income securities
and this could negatively impact the value of theusities we acquire, thus reducing our net bodkeza

Furthermore, if any of our potential lenslor any of our lenders are unwilling or unabl@rovide us with financing, we could be forced
to sell our securities or residential mortgage soanan inopportune time when prices are deprefsed:xample, for the quarter ended March
31, 2008, we sold assets with a carrying value384$2 million for an aggregate loss of $32.8 milli®vhile we did not sell any assets during
the quarter ended June 30, 2008, for the thirdtguaf 2008, we sold assets with a carrying valu®4@2.5 million in AAA-rated non-Agency
RMBS for a loss of approximately $113 million ardrbinated $983.4 million in notional interest rateaps for a loss of approximately $10.5
million, which together resulted in a net realizesis of approximately $123.5 million.

Our business, results of operations amahtial condition may be materially adversely efifel by recent disruptions in the financial
markets. We cannot assure you, under such extrenutions, that these markets will remain an eéfitisource of long-term financing for our
assets. If our strategy is not viable, we will h&wéind alternative forms of financing for our ats which may not be available. Further, as a
REIT, we are required to distribute annually aste20% 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 future tenms that are acceptable to us. If we cannot
obtain sufficient funding on acceptable terms, ¢hmeay be a negative impact on the market pricaloEommon 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 issuancedditeonal equity or borrowings, our growth will lsenstrained.

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

A number of entities compete with us takethe types of investments that we plan to maleecompete 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 inwestt objectives that overlap with ours, which mesate competition for investment
opportunities. Some competitors may have a lowst eébfunds and access to funding sources that@travailable to us. In addition, some of
our competitors may have higher risk tolerancedifferent risk assessments, which could allow thermonsider 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 condisiod results of operations. Also, as a resultisfecbmpetition, we may not be able to take
advantage of attractive investment opportunitiemftime to time, and we can offer no assurancevileawill 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 stras of our common stock and our
ability to distribute dividends and could result in the termination of the management agreement withwr 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 essaig approximately an additional 25% of our assetdher types of mortgages, RMBS,
securities of REITs and other real estate-relagsdta. As a result, we are limited in our abilityriake certain investments. If we fail to qualify
for this exemption in the future, we could be regdito restructure our activities in a manner thrat a time when we would not otherwise
choose to do so, which could negatively affectvlileie of shares of our common stock, the sustdihabf our business model, and our ability
to make distributions. For example, if the markaiue of our investments in securities were to iaseeby an amount that resulted in less than
55% of our assets being invested in mortgage loaRMBS that represent the entire ownership in@ pbmortgage loans or less than 80% of
our assets being invested in real estate-relattsasve might have to sell securities to quabifyefixemption under the 1940 Act. The sale
could occur during adverse market conditions, aaccould be forced to accept a price below that vhie believe is acceptable. In addition,
there can be no
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assurance that the laws and regulations governi#l@ SR including regulations issued by the Divismfinvestment Management of the SEC,
providing more specific or different guidance refjag the treatment of assets as qualifying reatestssets or real estate-related assets, will
not change in a manner that adversely affects perations. A loss of our 1940 Act exemption wouldva our Manager to terminate the
management agreement with us, which would matgréalersely affect our business and operations.

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 @tether factors, we may need to increase oliegtate investments and income or liquidate
our non-qualifying assets to maintain our REIT dfication or our exemption from the 1940 Act. ltldecline in real estate asset values or
income occurs quickly, this may be especially difft to accomplish. This difficulty may be exacadzhby the illiquid nature of any non-real
estate assets we may own. We may have to maketimsesdecisions that we otherwise would not maleeabthe REIT and 1940 Act
considerations.

We may leverage our investments, which may adverse&ffect 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 repurclegeements, warehouse facilities, credit
facilities, securitizations, commercial paper afads. We are not required to maintain any speciiotdo-equity ratio. The amount of levere
we may use will vary depending on our ability tdab credit facilities, the lenders’ and rating ages’ estimates of the stability of the
investments’ cash flow, and our assessment offipeogriate amount of leverage for the particul@ets we are funding. As of September 30,
2008, we had outstanding indebtedness of approzigndii.119 billion, which consists of recourse lage of approximately $620.0 million
and non-recourse securitized financing of approsetya$499.0 million. We are required to maintaimmum average cash balances in
connection with borrowings under our credit famkt Our return on our investments and cash avaifab distribution to you may be reduced
to the extent that changes in market conditionsgeus from leveraging our investments, requireoudecrease our rate of leverage, or
increase the amount of collateral we post or irsehe cost of our financing relative to the incdhed can be derived from the assets acqu
Our debt service payments will reduce cash flowlakke for distributions to you, which could advelssaffect the price of our common stock.
We may not be able to meet our debt service oliigat and, to the extent that we cannot, we riskdiss of some or all of our assets to
foreclosure or sale to satisfy the obligations. Mierage certain of our assets through repurchgreements. A decrease in the value of these
assets may lead to margin calls which we will hiaveatisfy. We may not have the funds availablgstiisfy any such margin calls and we may
be forced to sell assets at significantly depregsiees due to market conditions or otherwise. édtesfaction of such margin calls may reduce
cash flow available for distribution to you. Anydrection in distributions to you or sales of assetmopportune times or at a loss may causi
value of our common stock to decline, in some cgsesipitously.

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

Our ability to fund our investments magpdnd upon our ability to secure warehouse, repsestrredit, 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 cradilitftes and commercial paper. We can provide sgeueance 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 oesigto market conditions, which may
favor an alternative investment strategy for theraking it more difficult for us to secure continu@thncing. During certain periods of the
credit cycle such as has been in effect recerydérs may curtail their willingness to provideaficing. If we are not able to renew our then
existing warehouse, repurchase, and credit fasliéind issue commercial paper or arrange for nemding on terms acceptable to us, or if we
default on our covenants or are otherwise unabéetess funds under any of these facilities, wehaive to curtail our asset acquisition
activities.
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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 reqtdratrease significantly the cost of the wareteoiagilities 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 perekenisk, particularly with respect to
assignee liability. Financing of equity-based lewglifor example, may become more difficult in tbeufe. Moreover, the amount of financing
we will receive under our warehouse and repurcfeiities 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 outstafirrgwings at any time. If a lender determinegsrsble 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 transfeéo repay a portion of the outstanding borrowirgsy 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 common stock to declinenvilg be forced to sell assets at significantly deged prices to meet such margin calls and
to maintain adequate liquidity, which could causdaiincur losses. Moreover, to the extent we areefd to sell assets at such time, given
market conditions, we may be forced to sell assetise same time as others facing similar presgarssll similar assets, which could greatly
exacerbate a difficult market environment and wldaohld result in our incurring significantly greatesses on our sale of such assets. In an
extreme case of market duress, a market may notley@resent for certain of our assets at any price

The current dislocation and weaknesséniroader 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 maggyboans 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 wiihancing, 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 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&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 Refsctrof 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 Faaie and Freddie Mac; (2) collect all obligationslamoney due to Fannie Mae and Freddie
Mac; (3) perform all functions of Fannie Mae anediktie Mac which are consistent with the conseriaeppointment; (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. &apent 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 lendattjt dacility which will be available to Fannie MaFreddie Mac, and the Federal Home
Loan Banks, which is intended to serve as a lidgyidackstop, which will be available until DecemB@&09; and (iii) the U.S. Department of
Treasury has initiated a temporary program to pasefRMBS issued by Fannie Mae and Freddie Mac.nGhehighly fluid and evolving
nature of these events, it is unclear how our lassiwill be impacted. Based upon the further agtind the U.S. government or market
response to developments at Fannie Mae or Freddee dur business could be adversely impacted.
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Continued adverse developments in the residential antgage 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 financesdential mortgage loans, real estate-
related securities and real estate loans which Hagkned in value and caused them to suffer loasesresult of the recent downturn in the
residential mortgage market. If these conditionsigg these institutions may become insolvenigiitén 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 comtaxtensive restrictions, covenants, and reprasients and warranties that, among other things,
require us to satisfy specified financial, assetlitys loan eligibility and loan performance tedfswe fail to meet or satisfy any of these
covenants or representations and warranties, wédvib@uin default under these agreements and odelsrcould elect to declare all amounts
outstanding under the agreements to be immedidtedyand payable, enforce their respective inteegsdst collateral pledged under such
agreements and restrict our ability to make adad#idorrowings. Our financing agreements may contedss-default provisions, so that if a
default occurs under any one agreement, the lenghelsr our other agreements could also declaréaalltleThe covenants and restrictions we
expect in our financing facilities may restrict @lility to, among other things:

. incur or guarantee additional de

. make certain investments or acquisitic

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

. finance mortgage loans with certain attribu

. reduce liquidity below certain level

. grant liens:

. incur operating losses for more than a specifigtbde

. enter into transactions with affiliates; a

. hold mortgage loans for longer than establishee periods

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

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

We use repurchase agreements, warehaaitiéids, credit facilities and commercial papeffihance our investments. We currently have
uncommitted repurchase agreements with 12 countegpaincluding Annaly, for financing our RMBS. ©repurchase agreements are
uncommitted and a counterparty may refuse to advamuds under the agreements to us. If the magdaevwof the loans or securities pledged
or sold by us to a funding source decline in value may be required by the lending institution toyide additional collateral or pay down a
portion of the funds advanced, but we may not hedunds available to do so. Posting additiondateral will reduce our liquidity and limit
our ability to leverage our assets, which couldeag®ly affect our business. In the event we
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do not have sufficient liquidity to meet such raquients, lending institutions can accelerate regeyrof our indebtedness, increase our
borrowing rates, liquidate our collateral or terat@our ability to borrow. Such a situation woukely result in a rapid deterioration of our
financial condition and possibly necessitate adijlfor protection under the U.S. Bankruptcy Codethier, financial institutions may require us
to maintain a certain amount of cash that is ne¢sied or to set aside non-levered assets suffitienaintain a specified liquidity position
which would allow us to satisfy our collateral gations. As a result, we may not be able to leverag assets as fully as we would choose,
which could reduce our return on equity. If we an@ble to meet these collateral obligations, thsrjescribed above, our financial condition
could deteriorate rapidly.

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

When we engage in a repurchase transgaoti® 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 tteuaterparty 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 adweestdct our earnings, and thus our cash availfasldistribution 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 yawitih 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, wdg 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 repasghagreement, the lender may be permitted, upgéicable insolvency laws, to repudiate
the contract, and our claim against the lended&nages may be treated simply as an unsecuredocrédiaddition, if the lender is a broker
dealer subject to the Securities Investor Protacict of 1970, or an insured depository institut8ubject to the Federal Deposit Insurance Act,
our ability to exercise our rights to recover oecwities under a repurchase agreement or to bpemsated for any damages resulting from
lender’s insolvency may be further limited by thasatutes. These claims would be subject to sigiti 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 otloet-sdrm borrowings mature, we will be requirecheitto enter into new borrowings or to sell
certain of our investments. An increase in shamataterest rates at the time that we seek to éntemew 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 sges, which might reduce earnings and, in tuastcavailable for distribution to you.

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

If we decide to issue senior securitiethie future, it is likely that they will be goveth 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 favoraidea t
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those of our common stock and may result in ditutmowners of our common stock. We and, indiregtbu, will bear the cost of issuing and
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 generallyeet to continue to structure these transactiortbat 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% stter¢he equity of the issuing entity. The seézaiion 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&dsorb all of the losses sustained with redpeztsecuritized pool of assets before the
owners of the notes experience any losses. Morewarecannot 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 nmnsor will generally provide that the principal@mt of assets must exceed the principal
balance of the related bonds by a certain amoontymnly referred to as “over-collateralization.” \Weticipate that the CDO terms will
provide that, if certain delinquencies or losseseexl the specified levels based on the analysiseéisating agencies (or any financial guaranty
insurer) of the characteristics of the assets whédizing the bonds, the required level of oveltateralization may be increased or may be
prevented from decreasing as would otherwise bmifted if losses or delinquencies did not exceeddéhevels. Other tests (based on
delinquency levels or other criteria) may restoiat ability to receive net income from assets tetklizing the obligations. We cannot assure
you that the performance tests will be satisfiadadvance 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,-cellateralization terms, cash flow
release mechanisms or other significant factorandigg the calculation of net income to us. Givecent volatility in the CDO market, rating
agencies may depart from historic practices for dib@ncings, making them more costly for us. Falto obtain favorable terms with regard
to these matters may materially and adversely effecavailability of net income to us. If our assfail to perform as anticipated, our over-
collateralization or other credit enhancement ezpaassociated with our CDO financings will increase

Hedging against interest rate exposure may adversehffect our earnings, which could reduce our cashvailable for distribution to 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 hedgingtgatiay vary in scope based on the level and ilitjabf 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 interesiess
. available interest rate hedges may not correspordtly with the interest rate risk for which protin is sought
. the duration of the hedge may not match the duraifdhe related liability

. the amount of income that a REIT may earn from hregitransactions (other than through taxable REIT slidses, or TRSs) t
offset interest rate losses is limited by fedesalprovisions governing REIT

. the credit quality of the party owing money on Heglge may be downgraded to such an extent thapdirs our ability to sell
assign our side of the hedging transaction;
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. the party owing money in the hedging transactioy nefault on its obligation to pa

Our hedging transactions, which are idezhto limit losses, may actually limit gains andrease our exposure to losses. For exampl
suffered unrealized losses from hedges in the guanded June 30, 2008. As a result, our hedgitigtganay adversely affect our earnings,
which could reduce our cash available for distidiuto you. In addition, hedging instruments inwhisk 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 reéspeecord keeping, financial responsibility ogssgation of customer funds and positions.
Furthermore, the enforceability of agreements ugitey derivative transactions may depend on conmgiawith applicable statutory and
commaodity and other regulatory requirements angedding on the identity of the counterparty, aggiie international requirements. The
business failure of a hedging counterparty with mhee enter into a hedging transaction will mostljkresult in its default. Default by a party
with whom we enter into a hedging transaction nesult in the loss of unrealized profits and forsg¢aicover our commitments, if any, at the
then current market price. Although generally wé séek to reserve the right to terminate our hedgiositions, it may not always be possible
to dispose of or close out a hedging position wititbe 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 fi@dging instruments purchased or sold,
we may be required to maintain a position untilrelse 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 rearitents, we have employed and intend to contineentgloy techniques that limit, or “hedge,”
the adverse effects of rising interest rates orsbort-term repurchase agreements. In generaheging 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 radad principal repayments, the type of securities
held and other changing market conditions. Ouradtadging decisions will be determined in lightloé 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 agregmefte may conduct certain hedging transactioramutyit 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 omftoss. Alternatively, we may fail to properly
assess a risk to our investment portfolio or méytdarecognize a risk entirely, leaving us exposetbsses without the benefit of any offsetting
hedging activities. The derivative financial instrents we select may not have the effect of redusingnterest rate risk. The nature and tin
of hedging transactions may influence the effecigs of these strategies. Poorly designed strategienproperly executed transactions could
actually increase our risk and losses. In additi@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 correspbresttly 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 factmmiediately below, the party owing money in the hiegdgransaction may defat
on its obligation to pay

. 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 value of derivatives used for hedging may hasadd from time to time in accordance with accountules to reflect chang
in fair value. Downward adjustments,“mark-to-market losse” would reduce our stockhold’ equity.

Whether the derivatives we acquire achieedge accounting treatment under the Financiedéating Standards Board, or FASB,
Statement of Financial Accounting Standards No, A88ounting for Derivative Instruments and Hedgirgivities, or SFAS 133, or not,
hedging generally involves costs and risks. Ouigiveyl
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strategies may adversely affect us because hedgingties involve costs that we will incur regaegs of the effectiveness of the hedging
activity. Those costs may be higher in periods afkat volatility, both because the counterpartiesur derivative agreements may demand a
higher payment for taking risks, and because regeadjustments of our hedges during periods ofésteate changes also may increase costs.
Especially if our hedging strategies are not effectwe could incur significant hedging-relatedtsosithout any corresponding economic
benefits.

We have elected not to qualify for hedge accountingeatment.

We record derivative and hedge transastio accordance with SFAS 133. We have electedonguaalify 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 “availablesi@e” 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 markdtier of our assets may adversely affect us, péatigun instances where we have borrowed
money based on the market value of those assé¢t® tharket value of those assets declines, tlteetemay 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 common stock and our ability to pay dividendgo 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 tradiativities, including mortgage-backed securitiesling activities, which could have a material
adverse effect on our operating results and neggtaffect the market price of our common stock andability 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 markehaWe applied for these licenses and expect thisgss could take several months. The
no assurance that we will obtain all of the licendeat we desire or that we will not experiencaigicant delays in seeking these licenses.
Furthermore, we will be subject to various inforioatand 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 subiject to liability for potential violations 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 bengiegtain 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-predatoryding laws of some states, the origination of cartasidential mortgage loans, including
loans that are not classified as “high cost” loander applicable law, must satisfy a net tangileledfits test with respect to the related
borrower. This test may be highly subjective androfp interpretation. As a result, a court may eitee that a residential mortgage loan, for
example, does not meet the test even if the retaigthator reasonably believed that the test vetisfeed. Failure of residential mortgage loan
originators or servicers to comply with these lateshe extent any of their residential mortgagmbbecome part of our mortgaged-related
assets, could subject us, as an assignee or pardbabe related residential mortgage loans, toetary penalties and could result in the
borrowers rescinding the affected residential magégloans.
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Lawsuits have been brought in various states makleigs against assignees or purchasers of higHaarss for violations of state law. Nam
defendants in these cases have included numeroticigents within the secondary mortgage markethdfloans are found to have been
originated in violation of predatory or abusivedéry laws, we could incur losses, which could adesrimpact our results of operations,
financial condition and business.

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

Terrorist attacks may harm our resultemdrations and your investment. We cannot assawuehat there will not be further terrorist
attacks against the United States or U.S. busiseS$éese attacks or armed conflicts may directlyaiot 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 spetadderrease or result in increased volatilityhie 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 #zbanes-Oxley Act of 2002, or Sarbanes-Oxley 8ettion 404 of the Sarbanes-Oxley Act
requires an independent registered public accogfitim to deliver an attestation report on managarseassessment 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. Substantak on our part is required to implement appraggriprocesses, document the system of
internal control over key processes, assess thsigd, remediate any deficiencies identified astitteeir operation. This process is both costly
and challenging. We cannot give any assurancesrtatarial weaknesses will not be identified in filiare in connection with our compliance
with the provisions of Sections 302 and 404 of$lagbane®©xley Act. The existence of any material weaknesscdbed above would preclu
a conclusion by management and our independentoasidivat we maintained effective internal contreér financial reporting. Our
management may be required to devote significar# ind expense to remediate any material weaknttgdasay be discovered and may not
be able to remediate all material weaknessesimedyt manner. The existence of any material weade®s 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 informatiath of which could lead to a decline in the
trading price of our common stock.

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

The United States Congress and variaite sind local legislatures are considering leg@siatvhich, among other provisions, would
permit limited assignee liability for certain vitilans in the mortgage loan origination process.oAfenot predict whether or in what form
Congress or the various state and local legislatomay enact legislation affecting our business.af¢eevaluating the potential impact of these
initiatives, if enacted, on our practices and rissof operations. As a result of these and othigafives, we are unable to predict whether
federal, state or local authorities will requireaniges in our practices in the future. These charfgesgjuired, could adversely affect our
profitability, particularly if we make such changasesponse to new or amended laws, regulationsdinances 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.

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

In February 2008, the FASB issued fingidgnce regarding the accounting and financiaéstant presentation for transactions which
involve the acquisition of residential mortgageripareal estate-related securities and real dstts 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 grasss, our accounting treatment would not affeetéconomics of these transactions, but
would affect how these transactions are reportesliirfinancial statements. If we are not able tmply with the criteria under this final
guidance for same party transactions we would be
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precluded from presenting residential mortgagedpasal estate-related securities and real estates land the related financings, as well as the
related interest income and interest expense,gyoss basis in our financial statements. Inste@dwauld be required to account for the
purchase commitment and related repurchase agré¢emamet basis and record a forward commitmeptitohase residential mortgage lo¢
real estate-related securities and real estate laga derivative instrument. Such forward commitisievould be recorded at fair value with
subsequent changes in fair value recognized inreggnAdditionally, we would record the cash pantiof our investment in residential
mortgage loans, real estate-related securitiesealdstate loans as a mortgage-related receifraofiethe counterparty on our balance sheet.
Although we would not expect this change in presion to have a material impact on our net incatreguld have an adverse impact on our
operations. It could have an impact on our abtlitynclude certain residential mortgage loans, esthte-related securities and real estate loans
purchased and simultaneously financed from the samaeterparty as qualifying real estate interestgeal estate-related assets used to qualify
under the exemption from registration as an investrsompany under the 1940 Act. It could also limit investment opportunities as we may
need to limit our purchases of residential mortgages, real estate-related securities and realecktans that are simultaneously financed with
the same counterparty.

We also understand that FASB is currectiysidering comments regarding FSP FAS 157-d wivimld amend FASB Statement No.
157,Fair Value Measurementsand intends to issue its position in October 2@0Be immediately effective for the quarter enSegitember
30, 2008. Any position adopted by FASB or the Siiesrand Exchange Commission relating to the figoarter ended September 30, 2008
could affect the value of our RMBS as reflectedum financial statements and could have a negatipact on our financial results.

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 abilitaequire 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 idiedt our Manager may invest the net
proceeds of this offering and the concurrent sbhares to Annaly in interest-bearing short-tenrestments, including money market
accounts that are consistent with our intentiogualify as a REIT. These investments are expecudvide a lower net return than we hope
to achieve from investments in our intended usgro€eeds of this offering. Our Manager intendsaiedzict due diligence with respect to each
investment and suitable investment opportunitieg nma be immediately available. Even if opportwsstare available, there can be no
assurance, however, that our Manager’s due dilg@nacesses will uncover all relevant facts or #mt investment will be successful.

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

We will have significant flexibility imivesting the net proceeds of this offering. Yod té unable to evaluate the manner in which the
net proceeds of this offering will be investedloe economic merit of our expected investments asd, result, we may use the net proceeds
from this offering to invest in investments with et you may not agree. The failure of our managerneapply these proceeds effectively or
find investments that meet our investment criteriaufficient time or on acceptable terms couldifein unfavorable returns, could cause a
material adverse effect on you, and could causgdhes of our common stock to decline.

We may not realize income or gains from our investents.

We invest to generate both current incame capital appreciation. The investments we inviesiay, however, not appreciate in value
and, in fact, may decline in value, and the debtistes we invest in may default on interest angipal payments. Accordingly, we may not
able to realize income or gains from our investraefihy 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 thispectus, we are not required to observe
specific diversification criteria. To the extenattour portfolio is concentrated in any one geolgiapegion or type of security, downturns
relating generally to such region or type of segumay result in
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defaults on a number of our investments within@rtstime period, which may reduce our net income #e value of our shares and
accordingly may reduce our ability to pay dividetalyou.

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 loaludied 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 meest and there is any further loss, we will noabe 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 abiElto satisfy interest and principal payments diughe 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 issueettgyments. A projection of an economic downturm,eample, could cause a decline in
the price of lower credit quality securities bea@tlse ability of obligors of mortgages underlyinjIBS 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@&Sdential mortgage loans, CMBS and
CDOs backed by real estate-related assets. Umiemnzal 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 usgchvhiay negatively affect cash available for
distribution to you. A significant risk associate&ith these investments is the risk that both loeigatand 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 amounttefést 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 defaudtgdses in voluntary prepayments for those investerthat 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 ofiregdosses for us and may limit or eliminate ohility to make distributions to you.

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

We intend to fund some of our acquiskiof residential mortgage loans, real estate-relsg¢eurities and real estate loans with
borrowings that have interest rates based on isdioe 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 loaga), €state-related securities and real estate lwarscquire are and will be fixed-rate securities.
This means that their interest rates will not vawver time based upon changes in a short-term sttesge 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
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changing interest rates, these mismatches coulgesour net income, dividend yield and the markiegpof our stock.

Accordingly, in a period of rising intsteaates, we could experience a decrease in n@nieo©r a net loss because the interest rates «
borrowings adjust whereas the interest rates orfixed-rate assets remain unchanged.

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

Adjustable-rate RMBS are typically sulbjecperiodic and lifetime interest rate caps. &did interest rate caps limit the amount an
interest rate can increase during any given petidétime interest rate caps limit the amount aeiast rate can increase over the life of the
security. Our borrowings typically will not be sebj to similar restrictions. Accordingly, in a petiof rapidly increasing interest rates, the
interest rates paid on our borrowings could inaeaghout limitation while caps could limit the arest 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 peripayenent caps that result in a portion of the ggebeing deferred and added to the
principal outstanding. As a result, we may recédas cash income on hybrid adjustable-rate andstatjle-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 sultlatians are inherently uncertain, may fluctuaterashort periods of time and may be based
on estimates, our determinations of fair value wmhiffer materially from the values that would haveeh used if a ready market for these
securities existed. The value of our common staakdtbe adversely affected if our determinatiorgarding the fair value of these investme
were materially higher than the values that wendtely realize upon their disposal.

A prolonged economic slowdown, a recession or detlg real estate values could impair our investmesstand 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 assets/dgaifée economic conditions also could increasefanling costs, limit our access to the
capital markets, result in a decision by lendetsta@xtend credit to us, or force us to sell asaétn inopportune time and for a loss. These
events could prevent us from increasing investmandshave an adverse effect on our operating gesult

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. Consdiguemners of the loans have to reinvest the maeegived from the prepayments at the
lower prevailing interest rates. Conversely, homees tend not to prepay mortgage loans when irtteagess increase. Consequently, owners
of the loans are unable to reinvest money that wvbalve otherwise been received from prepaymentediigher prevailing interest rates. This
volatility in prepayment rates may affect our apitio maintain targeted amounts of leverage onpautfolio of residential mortgage loans,
RMBS, and CDOs backed by real estate-related aasdtmay result in reduced earnings or lossesd@nd negatively affect the cash
available for distribution to you.

To the extent our investments are purethag a premium, faster than expected prepaymesidt in a faster than expected amortization
of the premium paid, which would adversely affeat earnings. Conversely, if these investments warehased at a discount, faster than
expected prepayments accelerate our recognitiamcofme.
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A decrease in prepayment rates may adversely affeotr profitability.

When borrowers prepay their mortgage $aatrslower than expected rates, prepayments areléited residential mortgage loans, real
estate-related securities and real estate loandmalower than expected. These slower than exppeetgments may adversely affect our
profitability.

We may purchase residential mortgagedpagal estate-related securities and real estates lthat have a lower interest rate than the ther
prevailing market interest rate. In exchange fis tbwer interest rate, we may pay a discount tovaiue to acquire the investment. In
accordance with accounting rules, we will accrbie discount over the expected term of the investrhased on our prepayment assumptions.
If the investment is prepaid at a slower than etqukbcate, however, we must accrete the remainimngopoof 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 sectigis we invest in are subject to
delinquency, foreclosure and loss, which could refiun losses to us.

Residential mortgage loans are typicsdigured by single-family residential property arelsubject to risks of delinquency and
foreclosure and risks of loss. The ability of arbarer to repay a loan secured by a residentialgrtgps dependent upon the income or 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 bezked by residential real property but,
in contrast to Agency RMBS, their principal anceirgst is not guaranteed by federally charterediensuch 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. Departm@&mneadury and Fannie Mae and Freddie Mac pursuamhitch the U.S. Department of
Treasury will ensure that each of Fannie Mae ardidie Mac maintains a positive net worth. Adsatked securities are bonds or notes ba
by loans or other financial assets. The ability dorrower to repay these loans or other finaragakts is dependent upon the income or assets
of these borrowers. Commercial mortgage loanseagered 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 doeisty of single-family residential property.
The ability of a borrower to repay a loan securg@it income-producing property typically is depamtdaimarily upon the successful
operation of such property rather than upon thstemce 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, sie&oésenant businesses, property management desjgooperty location and condition,
competition from comparable types of propertiesnges in laws that increase operating expensendrrénts 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 segis, declines in regional or local real estatees| declines in regional or local rental or
occupancy rates, increases in interest ratesestae tax rates and other operating expenseggesiamgovernmental rules, regulations and
fiscal policies, including environmental legislatiacts 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 mortdaga, which could have a material adverse effeawncash flow from operations. In the
event of the bankruptcy of a mortgage loan borrower mortgage loan to such borrower will be deetodae secured only to the extent of the
value of the underlying collateral at the time ahkruptcy (as determined by the bankruptcy coarty the lien securing the mortgage loan will
be subject to the avoidance powers of the bankyuptistee or debtor-in-possession to the extenli¢hes unenforceable under state law.
Foreclosure of a mortgage loan can be an expeasiddengthy process which could have a substamigdtive effect on our anticipated return
on the foreclosed mortgage loan. RMBS evidenceests in or are secured by pools of residentiaktgage loans and CMBS evidence inter
in or are secured by a single commercial mortgage br a pool of commercial mortgage loans. Acewlyi, the RMBS and CMBS we invest
in are subject to all of the risks of the respextimderlying mortgage loans.

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

If we sell loans, we would be requiredritake customary representations and warrantiest abioh loans to the loan purchaser. Our
residential mortgage loan sale agreements reqgsite tepurchase or substitute loans in
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the event we breach a representation or warrargngbp the loan purchaser. In addition, we mayedogired to repurchase loans as a result of
borrower fraud or in the event of early paymentadé#éfon a mortgage loan. Likewise, we are requicectpurchase or substitute loans if we
breach a representation or warranty in connectidim eur securitizations. The remedies availabla purchaser of mortgage loans are gene
broader than those available to us against thénatigg broker or correspondent. Further, if a paser enforces its remedies against us, we
may not be able to enforce the remedies we havesighe sellers. The repurchased loans typicaltyanly be financed at a steep discount to
their repurchase price, if at all. They are alqudally sold at a significant discount to the urppfincipal balance. Significant repurchase
activity could harm our cash flow, results of opnas, 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 depeowl 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 investigatiothby parties. This process is particularly
important with respect to newly formed originatordssuers with unrated and other subordinatedtras 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 economicrearlet conditions

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

. costs of remediation and liabilities associatedheitvironmental 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.

We may be exposed to environmental liabilities witlmespect 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 circumstareenay 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 sutzss, or chemical releases at a property. The assbciated with investigation or
remediation activities could be substantial. If ewer become subject to significant environmenéddilities, our business, financial condition,
liquidity, and results of operations could be miar and adversely affected.
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We may in the future invest in RMBS collateralizedby subprime mortgage loans, which are subject to treased risks.

We may in the future invest in RMBS battks collateral pools of subprime residential mageg loans. “Subprimehortgage loans ref
to mortgage loans that have been originated usidgmwriting standards that are less restrictiva the& underwriting requirements used as
standards for other first and junior lien mortgémpgn purchase programs, such as the programs ofd-Btae and Freddie Mac. These lower
standards include mortgage loans made to borromafisig imperfect or impaired credit histories (imtihg outstanding judgments or prior
bankruptcies), mortgage loans where the amourteofdan 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 incometirequired 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, foseoy bankruptcy and loss, and they are likelyotatioue to experience delinquency,
foreclosure, bankruptcy and loss rates that areenjgand that may be substantially higher, thasdtrexperienced 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 correspogigiadversely affected, which
could adversely impact our results of operatiomgrfcial 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.Mae recent economic challenges in the residantiagage market have affected the
financial results and stock values of Fannie Ma& Fereddie 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 disoagh the mortgage and credit markets to
continue to adversely affect their financial resutt 2008 and 2009. Freddie Mac has also reportedt Bpss of $821 million in the second
quarter 2008, compared with a first quarter 2008ass of $151 million.

Since June 30, 2008, there have beerased market concerns about Freddie Mac and Fisfagis ability to withstand future credit
losses associated with securities held in theiestment portfolios, and on which they provide gotas, without the direct support of the
federal government. Recently, the government pasetHousing and Economic Recovery Act of 200&nkie Mae and Freddie Mac have
recently been placed into the conservatorship@fderal Housing Finance Agency, or FHFA, thalefal regulator, pursuant to its powers
under The Federal Housing Finance Regulatory Refsctrof 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 andieristdat with all the powers of the shareholders,dinectors, and the officers of Fannie Mae
and Freddie Mac and conduct all business of Faaie and Freddie Mac; (2) collect all obligationslamoney 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€&r=tilie Mac; and (5) contract for assistance ffillinty 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. &apent of Treasury and FHFA have
entered into preferred stock purchase agreemetwgér the U.S. Department of Treasury and Fannie &a Freddie Mac pursuant to which
the U.S. Department of Treasury will ensure thahezf Fannie Mae and Freddie Mac maintains a pesitet worth; (ii) the U.S. Department
of Treasury has established a new secured lendattjt dacility which will be available to Fannie MaFreddie Mac, and the Federal Home
Loan Banks, which is intended to serve as a ligquidackstop, which will be available until Decem2@&09; and (iii) the U.S. Department of
Treasury has initiated a temporary program to paselRMBS issued by Fannie Mae and Freddie Mac.nGheshighly fluid and evolving
nature of these events, it is unclear how our lassiwill be impacted. Based upon the further agtind the U.S. government or market
response to developments at Fannie Mae or Freddie &ur business could be adversely impacted.
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Exchange rate fluctuations may limit gains or resulin losses.

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

Risks Related To Our Common 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 June 30, 2008, Annaly owned apprately 9.6% of our outstanding common stock, wigielcentage excludes unvested shares of
our restricted common stock granted to our exeeudfficers and employees of our Manager or itdiaféis, and is expected to continue to own
a similar percentage following this offering ané toncurrent private offering made to it, excludiéimgres to be sold pursuant to the
underwriters’ exercise of their overallotment optend unvested shares of restricted stock grantedrtexecutive officers and employees of
our Manager or its affiliates. In addition, Annayjercentage ownership may increase in the futuneriManager is paid its incentive fees in
shares of our common stock. As a result, Annaly hree significant influence over the outcome ofteratsubmitted to a vote of our
stockholders, including the election of our direstor transactions involving a change in contrdle Thterests of Annaly may conflict with, or
differ from, the interests of other holders of gommon stock, particularly as Annaly is also adacgeditor of ours. So long as Annaly
continues to own a significant percentage of shaf@sir common stock, it will significantly influee all our corporate decisions submitted to
our stockholders for approval, regardless of whetieterminate the management agreement with ounalgler.

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 ddo¢ subject to wide fluctuations as has beendle 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 quartegeating results

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

. changes in market valuations of similar compar

. changes in valuations of our ass:

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

. additions or departures of our Manée'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 advse effects on our share price.

We cannot predict the effect, if anyfutfire sales of common stock, or the availabilitgloares for future sales, on the market price of
the common stock. Sales of substantial amountsmhwon stock, or the perception that such salesiamedur, may adversely affect prevailing
market prices for the common stock. At June 30820 had 38,999,850 shares of common stock issnéautstanding. In addition, Annaly
owned approximately 9.6% of our outstanding shafemmmon stock as of June 30, 2008, which pergenéxcludes unvested shares of our
restricted common stock granted to our executifieexs and employees of our Manager or its afeiéatAlso,
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Annaly’s percentage ownership may increase intheé if our Manager is paid its incentive feesliares of our common stock. Our equity
incentive plan provides for grants of restrictedhooon stock and other equity-based awards up t@ggregate of 8% of the issued and
outstanding shares of our common stock (on a fiillyted basis and including shares sold to Annalyctirrently with this offering and the
initial public offering and shares sold pursuantite underwriters’ exercise of their overallotmeption) at the time of the award, subject to a
ceiling of 40,000,000 shares available for issuamaer the plan. On January 2, 2008, our execofiigers and other employees of our
Manager and our independent directors were graaged,group, 1,301,000 shares of our restrictedrammstock. The restricted common stock
granted to our executive officers and other empsya our Manager or its affiliates vests in ednsfallments on the first business day of each
fiscal quarter over a period of 10 years beginminglanuary 2, 2008, of which 73,600 shares vested®b& 13 shares were forfeited during the
six months ended June 30, 2008. The restricted amstock granted to our executive officers and roémeployees of our Manager or its
affiliates that remain outstanding and are unvesifidully vest on the death of the individual. 11,227,400 shares of our restricted common
stock granted to our executive officers and otmepleyees of our Manager or its affiliates and to iodependent directors that remains
unvested as of June 30, 2008 represents approxyn@edés of the issued and outstanding shares o€ommon stock (on a fully diluted basis
after giving effect to the shares issued in thferfig and including shares to be sold to Annalgatorently with this offering but excluding a
shares to be sold pursuant to the exercise ofrilerwriters’ overallotment option). We will not malistributions on shares of restricted stock
that have not vested. Our management agreemeritipsothat our Manager may, at the election of @marth of directors, receive its incentive
fee, if any, in shares of our common stock subiiecertain ownership limitations. We, Annaly, and executive officers and our directors
have agreed with the underwriters to a 90-day lgglperiod (subject to extensions), meaning that| e end of the 90-day lock-up period,
we and they will not, subject to certain exceptjw®l or transfer any shares of common stock wittiee prior consent of Merrill Lynch & Co,
which we refer to as Merrill Lynch. Merrill Lynchay, in its sole discretion, at any time from tirogime and without notice, waive the terms
and conditions of the lock-up agreements to which a party. Additionally, Annaly has agreed withto a further lockyp period in connectic
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. Anmadyfurther agreed with us to a further lock-upqgakin connection with the shares
purchased by Annaly concurrently with this offerthgt will expire at the earlier of (i) the dateiathis three years following the date of this
prospectus or (ii) the termination of the managemagneement. When the loclp periods expire, these common shares will becgligible for
sale, in some cases subject to the requiremerRsilef144 under the Securities Act of 1933, as aménadr the Securities Act, which are
described under “Shares Eligible for Future Saléé market price of our common stock may decligaificantly when the restrictions on
resale by certain of our stockholders lapse. S#lesbstantial amounts of common stock or the getime that such sales could occur may
adversely affect the prevailing market price for oommon 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 tgidy basis out of assets legally available thar&fmur 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 earnigs 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 peedls of the initial public offering and this offegi

. our ability to make profitable investmen

. margin calls or other expenses that reduce our foash

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

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

41




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.

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 dividendgmrest. 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 higltoant 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 common stock.

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

Future sales of shares may have adverse consequenfa investors.

We may issue additional shares in sulssigoublic offerings or private placements to ma&e investments or for other purposes. We
are not required to offer any such shares to exjsttockholders on a pre-emptive basis. Therefoneay not be possible for existing
stockholders to participate in such future shaseds, which may dilute the existing stockholdentliests in us. Annaly will own
approximately 9.6% of our shares of common stoosfdlse closing of this offering and the concurrprivate placement made to it excluding
shares to be sold pursuant to the underwriterg’cese=of their overallotment option and unvestearsh of restricted stock granted to our
executive officers and employees of our Managétsaaffiliates. Annaly will be permitted, subjectthe requirements of Rule 144 under the
Securities Act, to sell such shares upon the eafi@) (a) November 15, 2010 with respect to sisaacquired concurrently with our initial
public offering and (b) the date which is threergester the date of this prospectus with respeshtres being acquired concurrently with this
offering or (ii) the termination of the managemeagteement. Our management agreement providesuh&tanager may, at the election of our
board of directors, receive its incentive feenfan shares of our common stock subject to aeginership limitations.

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 common stock may be lower as a result.

Our charter and bylaws contain provisithed 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 charteiTo qualify as a REIT for each
taxable year after 2007, not more than 50% of tiieevof our outstanding stock may be owned, diyemticonstructively, by fivi
or fewer individuals during the second half of aajendar year. In addition, our shares must befltwéaley 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 omiwer of shares, whichever is more restrictive,ryf @ass or series of our
outstanding capital stock. These restricti
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may discourage a tender offer or other transactwr@schange in the composition of our board ofatiors or control that mig|
involve a premium price for our shares or otherviigen your best interests and any shares issudrmferred in violation of
such restrictions being automatically transfered trust for a charitable beneficiary, therebyltésy in a forfeiture of the
additional shares

Our charter permits our board of directors to isssteck with terms that may discourage a third pémyn acquiring us Our
charter permits our board of directors to amencttiaeter without stockholder approval to incredmetbtal number of authoriz
shares of stock or the number of shares of anyg caseries 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 issuanceéoaksvith terms and
conditions that could have the effect of discoungg takeover or other transaction in which holdérsome or a majority of our
shares might receive a premium for their shares thethe-prevailing market price of our shar

Maryland Control Share Acquisition A. Maryland law provides thi“ control share” of a corporation acquired in“control
share acquisition” will have no voting rights extépthe extent approved by a vote of two-thirdshef votes eligible to be cast
on the matter under the Maryland Control Share Agitjon Act. “Control sharesineans voting shares of stock that, if aggrec
with all other shares of stock owned by the acquirén 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 povmeglecting directors within
one of the following ranges of voting power: onaetkeor more but less than one-third, one-third orerbut less than a majority,
or a majority or more of all voting power. A “coatrshare acquisition” means the acquisition of carghares, subject to certain
exceptions

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

of such control shares are approved at a stockiwitdeeting and the acquirer becomes entitled te &ohajority of the shares of
stock entitled to vote, all other stockholders reagrcise appraisal rights. Our bylaws contain aipion exempting acquisitions
of our shares from the Maryland Control Share Asigioin Act. However, our board of directors may awheur 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” beswa Maryland corporation and an interested
stockholder or an affiliate of an interested stadler are prohibited for five years after the mestent date on which the
interested stockholder becomes an interested swtadeth These business combinations include a metgasolidation, share
exchange or, in circumstances specified in theitgtaain asset transfer or issuance or reclassiiicat 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 wha@rgy time within the two-year period before théeda question,
was the beneficial owner of 10% or more of thengipower of the then outstanding voting stock ef th
corporation

A person is not an interested stockholder undesthtite if the board of directors approved in adeahe transaction by whi
such person otherwise would have become an ingetesdckholder. 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:
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o] 80% of the votes entitled to be cast by holdersut§tanding shares of voting stock of the corporatand
o] two-thirds of the votes entitled to be cast by holdadéngoting stock of the corporation, other than glsaneld by th

interested stockholder with whom or with whoseliafe the business combination is to be effecteldetd by an
affiliate or associate of the interested stockhol

These super-majority vote requirements do not ajiphe corporation’s common stockholders receivaiaimum price, as
defined under Maryland law, for their shares infitven of cash or other consideration in the sammfas previously paid by the
interested stockholder for its shares. The stggetmits various exemptions from its provisions)uking business combinations
that are exempted by the board of directors bafardime that the interested stockholder becomeéstarested stockholder. Our
board of directors has adopted a resolution whickiges that any business combination between dsay other person is



exempted from the provisions of the Maryland Cdnleare 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 directassohot otherwise approve a business combinatienstatute may discourage
others from trying to acquire control of us andréase the difficulty of consummating any off

. Staggered boardOur board of directors is divided into three sksof directors. The current terms of the direscéxpire 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 oflioeictors may reduce the
possibility of a tender offer or an attempt at arafpe in control, even though a tender offer or gban control might be in your
best interests

. Our charter and bylaws contain other possible aakieover provisionsOur charter and bylaws contain other provisidrad t
may have the effect of delaying, deferring or préirgy a change in control of us or the removalba$ting directors and, as a
result, could prevent you from being paid a premfamyour common stock over the then- prevailingketprice. 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 air directors and officers are limited, which couldlimit your recourse in the event of
actions not in your best interests.

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

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

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

for which Maryland law prohibits such exemptionrfrdiability.

In addition, our charter authorizes ustiigate our company to indemnify our present famther directors and officers for actions taken
by them in those capacities to the maximum extentfited by Maryland law. Our bylaws require usndemnify each present or former
director or officer, to the maximum extent perndttey Maryland law, in the defense of any proceedinghich he or she is made, or
threatened to be made, a party because of his@ehéce to us. In addition, we may be obligateund the defense costs incurred by our
directors and officers. See “Certain Provision®afyland General Corporation Law and Our Chartet Bplaws—Limitation on Liability of
Directors and Officers; Indemnification and AdvamdeExpenses.”

Tax Risks
Your investment has various federal income tax risk

This summary of certain tax risks is biea to the federal tax risks addressed below. Aalthit risks or issues may exist that are not
addressed in this prospectus and that could affediederal tax treatment of us or you. Becausegtospectus was written in connection with
the marketing of our common stock, it is not intecido be used and cannot be used by you to avoaltpes that may be imposed on
stockholders under the Internal Revenue
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Code, or the Code. We strongly urge you to reviavefully the discussion under “Certain Federal medlax Considerations” and to seek
advice based on your particular circumstances frarmdependent tax advisor concerning the effefdisderal, state and local income tax law
on an investment in our common stock and on yadividual tax situation.

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

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

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

To qualify as a REIT, we generally muss@re that at the end of each calendar quarteaat ¥5% of the value of our total assets
consists of cash, cash items, government secuaitigdgjualified REIT real estate assets, includengain mortgage loans and mortgage-backed
securities. The remainder of our investment in gdes (other than government securities and qyialif real estate assets) generally cannot
include more than 10% of the outstanding votingugéies of any one issuer or more than 10% of thel tvalue of the outstanding securities of
any one issuer. In addition, in general, no moaa th% of the value of our assets (other than gorent securities and qualifying real estate
assets) can consist of the securities of any aueisand no more than 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 atbject to the rules relating to taxable mortgagels, (2) we are a “pension-held REIT,” (3) a tax-
exempt stockholder has incurred debt to purchad®lodrour common stock, or (4) the residual ReghtesMortgage Investment Conduit
interests, or REMICs, we buy generate “excess @igiuincome,” then a portion of the distributionsand, in the case of a stockholder
described in clause (3), gains realized on theafatemmon stock by such tax-exempt stockholder bragubject 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 arangement we enter into as a taxable mortgage poad subject us or certain of you to
increased taxation.

We intend to structure our securitizatiord financing arrangements as to not create dl@xaortgage pool. However, if we have
borrowings with two or more maturities and (1) thd®rrowings are secured by mortgages or mortgagkel securities and (2) the payments
made on the borrowings are related to the paymentived on the underlying assets, then the bongsvand the pool of mortgages or
mortgage-backed securities to which such borromietzge may be classified as a taxable mortgagepater the Internal Revenue Code. If
any part of our investments were to be treatedtagable mortgage pool, then our REIT status waowldbe impaired, but a portion of the
taxable income we recognize may, under regulatiof® issued by the Treasury Department, be claraetl as “excess inclusion” income
and allocated among our stockholders to the exteand 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 incomstdckholder were a t-exempt stockholde
. be subject to the application of federal incomewétkholding at the maximum rate (without reductfon any otherwist

applicable income tax treaty) with respect to anteatiocable to foreign stockholders; ¢
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. be taxable (at the highest corporate tax rateytoather than to you, to the extent the excedasion income relates to stock
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 qualificatas a REIT are limited. Qualifying as a REITuigs us to meet various tests regardiny
nature of our assets and our income, the owneddtopr outstanding stock, and the amount of ouritistions on an ongoing basis. While we
intend to operate so that we will qualify as a REJiwen the highly complex nature of the rules goiregy REITS, the ongoing importance of
factual determinations, including the tax treatnmntertain investments we may make, and the pilisgibf future changes in our
circumstances, no assurance can be given that Ieongualify 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. g2ayment of income tax would decrease the amouatioincome 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. W@sleur failure to qualify as a REIT were
excused under federal tax laws, we would be disipchifrom 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 witlegard to the deduction for dividends paid axawgling 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 additiwe 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% nduaclible 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 be
owned, directly or indirectly, by five or fewer iiwiluals during the last half of any calendar yéardividuals” for this purpose include natural
persons, private foundations, some employee
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benefit plans and trusts, and some charitablestriist preserve our REIT qualification, our chagenerally prohibits any person from directly
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 lindtacould have the effect of discouraging a takeaveother transaction in which holders of
our common stock might receive a premium for telares over the then prevailing market price octvihiolders might believe to be otherw
in their best interests.

Our ownership of and relationship with any TRS whit 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 subsiglias a TRS. Overall, no more than 25% of
the value of a REIE assets may consist of stock or securities ofbomeore TRSs. A TRS will pay federal, state analdccome tax at regul
corporate rates on any income that it earns. litiadgdthe TRS rules impose a 100% excise tax otatetransactions between a TRS and its
parent REIT that are not conducted on an arm’stlebgsis. The TRS that we may form in the futureigay federal, state and local income
tax on its taxable income, and its after-tax nebine 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 f the value of our total assets
(including the TRS stock and securities). Furtheemae will monitor the value of our investmentour TRSs to ensure compliance with the
rule that no more than 25% of the value of ourtassmy consist of TRS stock and securities (whscpiplied at the end of each calendar
guarter). In addition, we will scrutinize all of otransactions with taxable REIT subsidiaries teuga that they are entered into on arm’s-length
terms to avoid incurring the 100% excise tax désctiabove. There can be no assurance, howevewehail be able to comply with the 25%
limitation discussed above or to avoid applicatibthe 100% excise tax discussed above.

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

We may invest in securities, such as 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 corporatiQagegories of income that qualify for the
95% gross income test include dividends, interedtcertain other enumerated classes of passivenecdnder certain circumstances, the
federal income tax rules concerning controlled ifgmecorporations and passive foreign investmentpanmes 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 adiulends nor any of the other
enumerated categories of passive income specifidttki 95% gross income test. Furthermore, theme idear precedent with respect to the
qualification of such income under the 95% grossine test. Due to this uncertainty, we intendratlour direct investment in securities that
are or could be treated as equity interests imeidn corporation such that the sum of the amowetsire required to include in income with
respect to such securities and other amounts efjnatifying income do not exceed 5% of our gros®ine. We cannot assure you that we
be successful in this regard. To avoid any ristadiing the 95% gross income test, we may be reguio 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 TiRISch may, in turn, reduce our yield
on the investment.

Liquidation of our assets may jeopardize our REIT aialification.

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 requiremsaritimately jeopardizing our
qualification as a REIT, or we may be subject 8% tax on any resultant gain if we sell assetsainsactions that are considered to be
prohibited transactions.
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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 REIT’s net income from prohibited tracsions is subject to a 100% tax. In general, fitdd transactions are sales or other
dispositions of property, other than foreclosureperty, but including mortgage loans, held prinyaidr sale to customers in the ordinary
course of business. We might be subject to 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 thatraeted as financing transactions and not as &al¢ax purposes even though such
transactions may not be the optimal execution preaax basis. We could avoid any prohibited 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 suchitesi will be subject to federal (and applicabigte and local) corporate income tax.

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

We have entered into and will enter irgpurchase agreements with a variety of countégsaid achieve our desired amount of leverage
for the assets in which we invest. When we enterarnrepurchase agreement, we generally sell assets counterparty to the agreement and
receive cash from the counterparty. The counteypsubligated to resell the assets back to useaethd 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 tadl@terparty during the term of the agreemens tassible, however, that the IRS could
successfully assert that we did not own these sigsging the term of the repurchase agreementshich case we could fail to qualify as a
REIT.

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

The REIT provisions of the Internal ReverCode substantially limit our ability to hedgertgage-backed securities and related
borrowings. Under these provisions, our annualgilesome from non-qualifying hedges, together \aitly other income not generated from
qualifying real estate assets, cannot exceed 258aradinnual gross income. In addition, our aggeegabss income from non-qualifying
hedges, fees, and certain other non-qualifyingcasucannot exceed 5% of our annual gross incoma.rdsult, we might have to limit our use
of advantageous hedging techniques or implemesethedges through a TRS, which we may form indheé. This could increase the cos
our hedging activities or expose us to greatesrégsociated with changes in interest rates thamouwéd otherwise want to bear.

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

At any time, the federal income tax lawwsegulations governing REITs or the administmiivterpretations of those laws or regulations
may be amended. We cannot predict when or if 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 afiétig 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 generallyues the maximum tax rate for dividends payablotoestic stockholders that are individuals,
trusts and estates from 38.6% to 15% (through 2@i0)dends payable by REITs, however, are generait eligible for the reduced rates.
Although this legislation does not adversely affidet taxation of REITs or dividends paid by REIF& more favorable rates applicable to
regular corporate dividends could cause investtis are individuals, trusts and estates to perdaivestments in REITS to be relatively less
attractive than investments in stock of non-RElTpooations that pay dividends, which could advarsdiect the value of the stock of REITSs,
including our common stock.
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F ORWARD-LOOKING STATEMENTS

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

. our business and investment strate

. our projected financial and operating rest

. our ability to maintain existing financing arrangemts, obtain future financing arrangements andetimas of such arrangemen
. general volatility of the securities markets in ethive invest

. our expected investmen

. 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 prepayatst;

. 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 reatage-related and other securitie

. availability of qualified personne

. estimates relating to our ability to make distribas to you in the future

. our understanding of our competitic

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

. use of the proceeds of this offerit

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 knownisoSome of these factors are described in
this prospectus under the headings “Prospectus SuyihiRisk Factors,” “Management’s Discussion akmilysis of Financial Condition and
Results of Operations” and “Business.” If a chaogeurs, our business, financial condition, liquidihd results of operations may vary
materially from those expressed in our forward-lagkstatements. Any forward-looking statement speaity as of the date on which it is
made. New risks and uncertainties arise from tiongnte, and it is impossible for us to predict th@ewvents or how they may affect us. Except
as required by law, we are not obligated to, andatantend to, update or revise any forward-logkétatements, whether as a result of new
information, future events or otherwise.
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USE OF PROCEEDS

We estimate that our net proceeds framphblic offering of our shares of common stodkeradeducting the underwriting discount and
our estimated offering expenses, will be approxetya$997.0 million (based on the price on the caxehis prospectus). We estimate that our
net proceeds will be approximately $1.15 billionh& underwriters exercise their overallotmentapin full. In addition, we may at our option
pay the underwriters an aggregate amount of up26%0 of the aggregate proceeds raised from salgisawés sold in this offering based on the
underwriters’ performance in relation to this oiffigy.

Concurrent with this offering, we willls® Annaly 26,548,672 shares of common stock prigate offering at the same price per share
as the price per share of this public offering. gompletion of this offering and the concurrernvate offering, Annaly will own
approximately 9.6% of our outstanding common stf@dkich percentage excludes shares to be sold pursu#he exercise of the underwriters’
overallotment option and unvested shares of odrice=d common stock granted to our executive efficand employees of our Manager or its
affiliates). We will not pay any underwriting feemmmissions or discounts with respect to the sharesell to Annaly. We plan to invest the
net proceeds of this offering and the concurrelet sishares to Annaly in accordance with our itwent objectives and the strategies
described in this prospectus. See “Business—Owgstinvent Strategy.”

We intend to use the net proceeds ofdtiering to finance the acquisition of non-AgeiRWIBS, Agency RMBS, prime and Alt-A
mortgage loans, CMBS, CDOs and other consumer mitnasumer ABS. Since we commenced operations ueiber 2007, we have
focused our investment activities on acquiring #@ency RMBS and on purchasing residential mortdages that have been originated by
select high-quality originators, including the ietanding operations of leading commercial bar@®ar investment portfolio at June 30, 2008
was weighted toward non-Agency RMBS. After the eonsation of this offering, we expect that over tlear term our investment portfolio
will continue to be weighted toward RMBS, subjechiaintaining our REIT qualification and our 1946tA&xemption.

We may also use the proceeds for otheergéd corporate purposes such as repayment obodisy indebtedness, working capital, and
for liquidity needs, although we presently do maend to use such net proceeds in the near tepaytalown our repurchase facility with
Annaly. Pending any such uses, we may invest thpnoeeeds from the sale of any securities in @gebearing short-term investments,
including money market accounts that are consistéhtour intention to qualify as a REIT, or mayeusem to reduce short term indebtedness.
These investments are expected to provide a loetereturn than we hope to achieve from investmientgir intended use of proceeds of this
offering. To the extent we raise more proceedaimdffering, we will make more investments. To xtent we raise less proceeds in this
offering, we will make fewer investments.
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DISTRIBUTION POLICY

We have elected and intend to qualifpedaxed as a REIT for federal income tax purposesmencing with our taxable year ending on
December 31, 2007. Federal income tax law reqtivasa REIT distribute with respect to each yedeast 90% of its REIT taxable income,
determined without regard to the deduction fordkvids paid and excluding any net capital gainutfaash available for distribution is less
than 90% of our REIT taxable income, we could lpiied to sell assets or borrow funds to make dégthibutions or we may make a portion
of the required distribution in the form of a tal@btock distribution or distribution of debt seities. To the extent we distribute less than 90%
of our REIT taxable income in 2007, then we wilttify this shortfall through throwback dividends.ewill not be required to make
distributions with respect to activities conducterbugh the TRS which we may form in the futurer Fmre information, please see “Certain
Federal Income Tax Considerations—Taxation of Cam@any.”

To satisfy the requirements to qualifygeREIT and generally not be subject to federabiime and excise tax, we intend to make regular
quarterly distributions of all or substantially eflour REIT taxable income to holders of our conmnstock out of assets legally available
therefor. On December 20, 2007, our board of dirsadeclared a quarterly distribution of $0.9 roitlj or $0.025 per share of our common
stock. This dividend was paid on January 25, 280&dckholders of record on December 31, 2007. @rcM19, 2008, our board of directors
declared a quarterly distribution of $9.8 milliar,$0.26 per share of our common stock. This divitdeas paid on April 30, 2008 to
stockholders of record on March 31, 2008. On Jyr#9@8, our board of directors declared a quarwidiribution of $6.0 million, or $0.16 per
share of our common stock. This dividend was paiddy 31, 2008 to stockholders of record on Ju)€2008. On September 9, 2008, we
declared the third quarter 2008 common stock cagtiethd of $0.16 per share of our common stocksTividend is payable October 31, 2(
to common shareholders of record on SeptemberQ®.Purchasers in this offering will not partidpan this quarterly distribution. Our
GAAP net loss for the six months ended June 308 2085 $21.0 million and our Core Earnings were @illion. Any future distributions w
make will be at the discretion of our board of dices and will depend upon our earnings and firegregndition, maintenance of our REIT
status, applicable provisions of the Maryland Gah€orporation Law, or MGCL, and such other fac@sur board of directors deems
relevant. Our earnings and financial condition Wwél affected by various factors, including theinttrest and other income from our portfolio,
our operating expenses and any other expendittioesnore information regarding risk factors thatildomaterially adversely affect our
earnings and financial condition, please see “R&&tors.”

We anticipate that our distributions gaiig will be taxable as ordinary income to youthalgh a portion of the distributions may be
designated by us as qualified dividend income pitahgain or may constitute a return of capitak Will furnish annually to each of you a
statement setting forth distributions paid durihg preceding year and their characterization asarglincome, return of capital, qualified
dividend income or capital gain. For more inforroatiplease see “Certain Federal Income Tax Coratides—Taxation of Owners.”
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PRICE RANGE OF OUR COMMON STOCK AND DISTRIBUTIONS

Our common stock began trading publiciyNobvember 16, 2007 and is traded on the New Y tokiSExchange under the trading
symbol “CIM”. As of October 10, 2008, there were®8,683 shares of common stock issued and outatpadd 82 stockholders of record.
The following table sets forth, for the periodsigaded, the high, low, and closing sales pricesspare of our common stock as reported on the
New York Stock Exchange composite tape and the dedtlends declared per share of our common st

Stock Prices
High Low
October 1, 2008 to October 13, 2( $63C $ 3.24
July 1, 2008 to September 30, 2( $915 $ 4.2¢
April 1, 2008 to June 30, 20( $14.32 $ 8.87
January 1, 2008 to March 31, 2C $19.7¢  $11.1C
November 16, 2007 to December 31, 2! $17.8¢  $14.1C

Common Dividends
Declared Per Share

April 1, 2008 to June 30, 20( $ 0.1€
January 1, 2008 to March 31, 2C $ 0.2¢
November 21, 2007 to December 31, 2! $0.02¢

On September 9, 2008, we declared the thiarter 2008 common stock cash dividend of $peliGshare of our common stock. This
dividend is payable October 31, 2008 to commondiwders of record on September 18, 2008. Purchasdhis offering will not participate
in this quarterly distribution.

The closing sales price of our commomlstin October 13, 2008 was $4.18 per share.
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CAPITALIZATION

The following table sets forth (1) outwad capitalization at June 30, 2008 and (2) opitafization as adjusted to reflect the effectgipf
the sale of our common stock in this offering abéering price of $4.18 per share after deductmgunderwriterstommissions and estimat
offering expenses payable by us and (ii) the caectiprivate offering to Annaly of 26,548,672 slsaog our common stock in a private
offering at the same price per share as the pecesipare of this public offering. You should rehis table together with “Use of Proceeds”
included elsewhere in this prospectus.

As of June 30, 2008

Actual(1) As Adjusted(1)(2)(3)(4)(5)

(dollars in thousands, except per share amount:
Stockholders equity:
Common stock, par value $.01 per share;
500,000,000 shares authorized, 38,999,850 shanesdsind outstanding actual and

315,537,355 shares issued and outstanding, astedj{& $ 37¢ $ 3,14:
Additional paic-in-capital 533,02¢ 1,638,23
Accumulated other comprehensive (loss) incc (104,980() (104,980()
Accumulated defici (40,745 (40,745

Total stockholder equity $ 387,67¢ $ 1,495,65:

(1) Does notinclude 1,227,400 unvested shares ofatestrcommon stock granted pursuant to our equitgritive plan as of June 30, 2C
Includes 11,167 shares of restricted common stoafitgd pursuant to our equity incentive plan aluoke 30, 2008 which were forfeit
subsequent to June 30, 20

(2) Does not include $123.5 million in net realizedsles on assets sold and interest rate swaps teetlisabsequent to June 30, 2C

(3) Includes (i) 250,000,000 shares which will be saolthis offering at an offering price of $4.18 strare for net proceeds of
approximately $997.0 million after deducting thelarwriters’ commission and estimated offering exgesnof approximately $975
thousand and (ii) the concurrent private offeriog\hnaly of 26,548,672 shares of our common stack private offering at the same
price per share as the price per share of thisgaffering. The shares sold to Annaly will be saldthe offering price without payment
of any underwriter commission. Se“Use of Proceecd”

(4) Does not include the underwrit’ option to purchase or place up to 37,500,000 autditishares

(5) Does not include the payment of a discretionaryamto the underwriters of up to 0.25% of the aggte proceeds raised from sales of
shares sold in this offering based on the undesv¢' performance in relation to this offerin

(6)  Our charter provides that we may issue up to 58000 shares of stock, consisting of up to 500@@Dshares of common sta
having a par value of $0.01 per share and up @0B0000 shares of preferred stock having a paevafl$0.01 per share. We have no
shares of preferred stock issued and outstandidgheame will be no shares of preferred stock isarmgtloutstanding after this public
offering and the concurrent private offerit
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MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

The following discussion of our financ@ndition and results of operations should be reatnjunction with the financial statements
and notes to those statements included in thippaiss. The discussion may contain certain forvi@o#ting statements that involve risks and
uncertainties. Forward-looking statements are thiostare not historical in nature. As a resultnainy factors, such as those set forth under
“Risk Factors” in this prospectus, our actual resmay differ materially from those anticipatedsirch forward-looking statements.

Executive Summary

We are a specialty finance company tasts in residential mortgage-backed securitesdential mortgage loans, real estate related
securities and various other asset classes. Wextemally managed by FIDAC. We have elected atehihto qualify to be taxed as a REIT
federal income tax purposes commencing with ouatibexyear ending on December 31, 2007. Our targeseet classes and the principal
investments we have made and expect to continoake in each are as follows:

. RMBS, consisting of

o] Non-Agency RMBS, including investment-grade and norestment grade classes, including the BB-raterthtBe
and nor-rated classe

o] Agency RMBS

. Whole mortgage loans, consisting
o} Prime mortgage loar
o] Jumbo prime mortgage loa
o] Alt-A mortgage loan

. ABS, consisting of
0 CMBS

o] Debt and equity tranches of CDr

o] Consumer and non-consumer ABS, including investrgesdie and non-investment grade classes, inclutimg
BB-rated, E-rated and nc-rated classe

We completed our initial public offeriog November 21, 2007. In that offering and in actorent private offering we raised proceeds
before offering expenses of approximately $533.&iani We have commenced investing these procerdsas of June 30, 2008, had a
portfolio of approximately $1.1 billion of RMBS, pmximately $150.1 million of whole mortgage loaaad approximately $613.6 million in
securitized loans.

Our objective is to provide attractivekrdadjusted returns to our investors over the lemgy, primarily through dividends and seconde
through capital appreciation. We intend to achig objective by investing in a broad class oéfinial assets to construct an investment
portfolio that is designed to achieve attractiwk+adjusted returns and that is structured to cpmjth the various federal income tax
requirements for REIT status.

Since we commenced operations in NoverBber, we have focused our investment activitieaaquiring non-Agency RMBS and on
purchasing residential mortgage loans that hava baginated by select high-quality originators;lirding the retail lending operations of
leading commercial banks. Our investment portfatidune 30, 2008 was weighted toward non-Agency BMHter the consummation of this
offering, we expect that over the near term ouegtment portfolio will continue to be weighted tod/&MBS, subject to maintaining our RE
gualification and our 1940 Act exemption. In additi we have engaged in and anticipate continuirengage in transactions with residential
mortgage lending operations of leading commeraalkis and other high-quality originators in which ientify and re-underwrite residential
mortgage loans owned by such entities, and raltar purchasing and securitizing such residentiatgage loans ourselves, we and the
originator would structure the securitization anelwiould purchase the resulting mezzanine and sufaiednon-Agency RMBS. We may also
engage in similar transactions with non-Agency RMB®hich we would acquire AAA-
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rated non-Agency RMBS and immediately re-securitiwese securities. We would sell the resulting Afgded super senior RMBS and retain
the AAA-rated mezzanine RMBS.

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

We use leverage to seek to increase aengial returns and to fund the acquisition of assets. Our income is generated primarily by
the difference, or net spread, between the incomearn on our assets and the cost of our borrowiffgshave and expect to continue to
finance our investments using a variety of finagaources including repurchase agreements, waretiacidities, securitizations, commercial
paper and term financing CDOs. We have and expemititinue to manage our debt by utilizing interag¢ hedges, such as interest rate sy
to reduce the effect of interest rate fluctuatiorlated to our debt. As of September 30, 2008, agedutstanding indebtedness of approxime
$1.119 billion, which consists of recourse leverafjapproximately $620.0 million and non-recoursewsitized financing of approximately
$499.0 million.

Recent Developments

We commenced operations in November 20@7e midst of challenging market conditions whidfected the cost and availability of
financing from the facilities with which we expedt® finance our investments. These instrumentsided repurchase agreements, warehouse
facilities, securitizations, asset-backed commeépaper, or ABCP, and term CDOs. The liquidity iriwhich commenced in August 2007
affected each of these sources—and their indivigualiders—to different degrees; some sources generally beceraeailable, some remair
available but at a high cost, and some were langedffected. For example, in the repurchase agneemarket, non-Agency RMBS became
harder to finance, depending on the type of assdigteralizing the RMBS. The amount, term and nrargquirements associated with these
types of financings were also impacted. At thattimvarehouse facilities to finance whole loan priesdential mortgages were generally
available from major banks, but at significantlglér cost and had greater margin requirementspireuiously offered. It was also extremely
difficult to term finance whole loans through setimation or bonds issued by a CDO structure. Fairagnusing ABCP froze as issuers became
unable to place (or roll) their securities, whielsulted, in some instances, in forced sales ofgage-backed securities, or MBS, and other
securities which further negatively impacted thekatvalue of these assets.

Although the credit markets had been mpoieag much turbulence, as we started ramping ugpottfolio, we noted a slight easing. We
entered into a number of repurchase agreementewe ase to finance RMBS. In January 2008, we edtérto two whole mortgage loan
repurchase agreements. As we began to see thalaigilof financing, we were also seeing bettedemvriting standards used to originate r
mortgages. We commenced buying and financing RMB5adso entered into agreements to purchase wholgyage loans. We purchased
high credit quality assets which we believed we lddae readily able to finance.

Beginning in mid-February 2008, creditrkeds experienced a dramatic and sudden adversgeh@he severity of the limitation on
liquidity was largely unanticipated by the marke&sedit once again froze, and in the mortgage niavieduations of non-Agency RMBS and
whole mortgage loans came under severe pressueeciBit crisis began in early February 2008, wadreavily leveraged investor announ
that it had to de-lever and liquidate a portfolfapproximately $30 billion of non-Agency RMBS. &g of these types of securities dropped
dramatically, and lenders started lowering thegwrion non-Agency RMBS that they held as collaterakcure the loans they had extended.
The subsequent failure in March 2008 of a majoegtment bank worsened the crisis. During the sirtiroended June 30, 2008, due to the
deterioration in the market value of our assetsreeeived and met margin calls under our repurchgseements, which resulted in our
obtaining additional funding from third partiescinding from Annaly (see “Certain Relationships &welated Transactions”), and taking other
steps to increase our liquidity. Additionally, ttisruptions during the six months ended June 30828sulted in us not being in compliance
with the net income covenant in one of our whobmnloepurchase agreements and the liquidity coveramiur other whole loan repurchase
agreement at a time during which we had no amaauttanding under those facilities. We amendedetbesenants, and on July 29, 2008, we
terminated those facilities to avoid paying nonggstees. Although we made no asset sales duringuheer ended June 30, 2008, for the third
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quarter of 2008, we sold assets with a carryingevalf $432.5 million in AAA-rated non-Agency RMBB8rfa loss of approximately $113
million, which includes a realized loss of $11.5lion related to the August 28, 2008 transactioscdided below, and terminated $983.4
million in notional interest rate swaps for a ladspproximately $10.5 million, which together riésd in a net realized loss of approximately
$123.5 million.

The challenges of the first quarter cdBave continued into the second and third quaréer financing difficulties have severely
pressured liquidity and asset values. In Septer2®@8, Lehman Brothers Holdings, Inc., a major itwvesnt bank, experienced a major
liquidity crisis and failed. Securities trading raims limited and mortgage securities financing retgkemain challenging as the industry
continues to report negative news. This dislocaiticihe non-Agency mortgage sector has made icdifffor us to obtain short-term financing
on favorable terms. As a result, we have complitad securitizations in order to obtain long-teinahcing and terminated our un-utilized
whole loan repurchase agreements in order to gejthg non-usage fees under those agreementsditioad we have continued to seek
funding from Annaly. Under these circumstancesgwgect to take actions intended to protect ouiidigy, which may include reducing
borrowings and disposing of assets as well amgisapital in this offering and the concurrent ptesoffering to Annaly.

During the six months ended June 30, 2608 to the deterioration in the market valuewfassets, we received and met margin calls
under our repurchase agreements, which resultedrihaving to amend our liquidity covenants in €glity, obtaining additional funding
from third parties, including from Annaly (see “@an Relationships and Related Transactions”),takihg other steps to increase our
liquidity. Additionally, the disruptions during thiperiod resulted in us not being in compliancé e net income covenant in another one of
our mortgage loan facilities. On July 29, 2008, tefeninated both mortgage loan repurchase facilitiem-Agency RMBS and whole mortga
loan valuations remain volatile and under seveesfqure. Securities trading remains limited and gagre securities financing markets remain
challenging as the industry continues to reportatigg news. As a result, we expect to operate avithw level of leverage and to continue to
take actions that would support available cash.

During this period of market dislocatidiscal and monetary policymakers have establistead liquidity facilities for primary dealers
and commercial banks, reduced short-term inteegssy and passed legislation that is intendeddoead the challenges of mortgage borrowers
and lenders. This legislation, the Housing and Botin Recovery Act of 2008, seeks to forestall hdareclosures for distressed borrowers
assist communities with foreclosure problems. Alidio these aggressive steps are intended to peostdupport the US housing and mortgage
market, we continue to operate under very difficuétrket conditions.

Since June 30, 2008, there have beerased market concerns about Freddie Mac and Fisfagis 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 patbeetHousing and Economic Recovery Act of 200&hkie Mae and Freddie Mac have
recently been placed into the conservatorship@fderal Housing Finance Agency, or FHFA, thalefal regulator, pursuant to its powers
under The Federal Housing Finance Regulatory Refactrof 2008, a part of the Housing and Economicd¥ery Act of 2008. As the
conservator of Fannie Mae and Freddie Mac, the FEi&i#trols and directs the operations of Fannie BtakFreddie Mac and may (1) take
over the assets of and operate Fannie Mae andieristdat 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 aneédtie Mac which are consistent with the conseri@appointment; (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 agreemetwgebe 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 ligquidackstop, which will be available until Decem@&09; and (iii) the U.S. Department of
Treasury has initiated a temporary program to pasefRMBS issued by Fannie Mae and Freddie Mac.nGheshighly fluid and evolving
nature of these events, it is unclear how our lassiwill be impacted. Based upon the further agtndi the U.S. government or market
response to developments at Fannie Mae or Freddi &ur business could be adversely impacted.
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The Emergency Economic Stabilization 8ick008, or EESA, was recently enacted. The EE4&ides the U.S. Secretary of the
Treasury with the authority to establish a Troubdsdet Relief Program, or TARP, to purchase framaficial institutions up to $700 billion of
residential or commercial mortgages and any séesyibbligations, or other instruments that areebdas or related to such mortgages, that in
each case was originated or issued on or beforetMit, 2008, as well as any other financial insgntthat the U.S. Secretary of the Treas
after consultation with the Chairman of the Boar@overnors of the Federal Reserve System, detesrilre purchase of which is necessal
promote financial market stability, upon transntitthsuch determination, in writing, to the appriape committees of the U.S. Congress. The
EESA also provides for a program that would all@mpanies to insure their troubled assets.

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 regpéavorably to the TARP or the TARP does not fiorcas intended, our business may not
receive the anticipated positive impact from thgadkation. In addition, the U.S. Government, FetiBeserve 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, suchamsticould have on our business, results of op&stad financial condition.

On July 25, 2008, we sponsored a $151llbmsecuritization whereby we securitized ouerthcurrent inventory of mortgage loans. In
this transaction, we retained all of the securiissied by the securitization trust including apprately $142.4 million of AAA-rated fixed
and floating rate senior bonds and $8.8 milliosubordinated bonds. This transaction will be actedifor as a sale. On August 28, 2008, we
sold approximately $74.9 million of the AAA-rateiddd and floating rate bonds related to the July2Z®8 securitization to third-party
investors and realized a loss of $11.5 million.

On September 9, 2008, we declared the thiarter 2008 common stock cash dividend of $pelGshare of our common stock. This
dividend is payable October 31, 2008 to commonedi@ders of record on September 18, 2008. Purchasénis offering will not participate
in this quarterly distribution.

On October 13, 2008, we and FIDAC amer@adnanagement agreement to reduce the base nma@aigiee from 1.75% per annum to
1.50% per annum of our stockholders’ equity and/igi®that the incentive fees may be paid in casthares of our common stock, at the
election of our board of directors.

Trends

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

Prepayment Spee@sepayment speeds, as reflected by the Constgmay@nent Rate, or CPR, vary according to interdssrdahe type
of investment, conditions in financial markets, @atition and other factors, none of which can kemted with any certainty. In general,
when interest rates rise, it is relatively lessaative for borrowers to refinance their mortgaganis, and as a result, prepayment speeds tend tc
decrease. When interest rates fall, prepaymentisgead to increase. For mortgage loan and RMBS&sinvents purchased at a premium, as
prepayment speeds increase, the amount of inconeakmedecreases because the purchase premiumdvi@ptiie bonds amortizes faster than
expected. Conversely, decreases in prepaymentspesdt in increased income and can extend thecever which we amortize the
purchase premium. For mortgage loan and RMBS invests purchased at a discount, as prepayment sipeeelase, the amount of income
earn increases because of the acceleration ottretin of the discount into interest income. Gansely, decreases in prepayment speeds
result in decreased income and can extend thechevier which we accrete the purchase discountimévest income.

Rising Interest Rate Environmehs.indicated above, as interest rates rise, prepayspeeds generally decrease, increasing ouestter
income. Rising interest rates, however, increasdioancing costs which may result in a net negatimpact on our net interest income. In
addition, if we acquire Agency and non-Agency RM&MHateralized by monthly reset adjustable-ratetgames, or ARMs, and three- and five-
year hybrid ARMs, such interest rate increasesdcegult in decreases in our net investment incaséhere could be a timing misma
between the interest rate reset dates on our RMB®po and the financing costs of these investtaen
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Monthly reset ARMs are ARMs on which coupon rateset monthly based on indices such as the one-nhomition Interbank Offering Rate,
or LIBOR. Hybrid ARMs are mortgages that have iagtrrates that are fixed for an initial period {tglly three, five, seven or ten years) and
thereafter reset at regular intervals subject ter@st rate caps.

With respect to our floating rate investits, such interest rate increases should resiciaases in our net investment income because
our floating rate assets are greater in amountttamnelated floating rate liabilities. Similarlstich an increase in interest rates should generally
result in an increase in our net investment incoméxed-rate investments made by us because xedfate assets would be greater in amu
than our fixed-rate liabilities. We expect, howeubat our fixed-rate assets would decline in vatua rising interest rate environment and that
our net interest spreads on fixed rate assets cmdiihe in a rising interest rate environmenthte éxtent such assets are financed with floating
rate debt.

Credit RiskOne of our strategic focuses is acquiring assetshalie believe to be of high credit quality. Weibet this strategy will
generally keep our credit losses and financingsclast. We retain the risk of potential credit lossa all of the residential mortgage loans we
hold in our portfolio. Additionally, some of ouniastments in RMBS may be qualifying interests forpmses of maintaining our exemption
from the 1940 Act because we retain a 100% owngiiskérest in the underlying loans. If we purchalelasses of these securitizations, we
have the credit exposure on the underlying loarier B the purchase of these securities, we conadaie diligence process that allows us to
remove loans that do not meet our credit standaaded on loan-to-value ratios, borrowers’ crediras, income and asset documentation and
other criteria that we believe to be important @atiions of credit risk.

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

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

Current Environmenthe current weakness in the broader mortgage nsacketd adversely affect one or more of our po&tenders
or any of our lenders and could cause one or miooerropotential lenders or any of our lenders taihwilling or unable to provide us with
financing or require us to post additional collatem general, this could potentially increase fimgncing costs and reduce our liquidity or
require us to sell assets at an inopportune timeeWpect to use a number of sources to financéwestments, including repurchase
agreements, warehouse facilities, securitizatiasset-backed commercial paper and term CDOs. QGunarket conditions have affected the
cost and availability of financing from each of $kesources and their individual providers to défgrdegrees; some sources generally are
unavailable, some are available but at a high emgt,some are largely unaffected. For exampléyérrépurchase agreement market, borrowers
have been affected differently depending on the tyfpsecurity they are financing. Non-Agency RMB&/é& been harder to finance, depending
on the type of assets collateralizing the RMBS. @mount, term and margin requirements associatddthese types of financings have been
negatively impacted.

Currently, warehouse facilities to finenghole loan prime residential mortgages are géigeraailable from major banks, but at
significantly higher cost and have greater margiuirements than previously offered. Many majorikdsathat offer warehouse facilities have
also reduced the amount of capital available to eetkants and consequently the size of those tiasilbffered now are smaller than those
previously available. We decided to terminate ewo whole loan repurchase agreements in order tmgaying non-usage fees under those
agreements.

It is currently a challenging market ¢orh finance whole loans through securitization@mnds issued by a CDO structure. The highly
rated senior bonds in these securitizations and G@@tures currently have liquidity, but at mucldev spreads than issues priced in recent
history. The junior subordinate tranches of thesectures currently have few buyers and currentketaconditions have forced issuers to retain
these lower rated bonds rather than sell them.
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Certain issuers of ABCP have been untabpgace (or roll) their securities, which has e in some instances, in forced sales of MBS
and other securities which has further negativelydcted the market value of these assets. Thedenhtanditions are fluid and likely to
change over time. As a result, the execution ofimugstment strategy may be dictated by the codteamilability of financing from these
different sources.

If one or more major market participdfiaits or otherwise experiences a major liquiditisis; as was the case for Bear Stearns & Co. in
March 2008, and Lehman Brothers Holdings Inc. ipt&aber 2008, it could negatively impact the maakaity of all fixed income securities
and this could negatively impact the value of theusities we acquire, thus reducing our net bodkeva=urthermore, if many of our potential
lenders or any of our lenders are unwilling or uadb provide us with financing, we could be fordedsell our securities or residential
mortgage loans at an inopportune time when priceslepressed. For example, for the quarter endedH\V&d, 2008, we sold assets with a
carrying value of $394.2 million for an aggregated of $32.8 million. While we did not sell any eissduring the quarter ended June 30, 2008,
for the third quarter of 2008, we sold assets witlarrying value of $432.5 million in AAA-rated ndwmency RMBS for a loss of
approximately $113 million and terminated $983.4lion in notional interest rate swaps for a losspproximately $10.5 million, which
together resulted in a net realized loss of appnakely $123.5 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 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 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 conseriaeppointment; (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 agreemetwgér the U.S. Department of Treasury and Fannie &a 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 lidgyidackstop, which will be available until DecemB@&09; and (iii) the U.S. Department of
Treasury has initiated a temporary program to pasefRMBS issued by Fannie Mae and Freddie Mac.nGheshighly fluid and evolving
nature of these events, it is unclear how our lassiwill be impacted. Based upon the further agtndi the U.S. government or market
response to developments at Fannie Mae or Freddee dur business could be adversely impacted.

The Emergency Economic Stabilization 8ick008, or EESA, was recently enacted. The EE4&ides the U.S. Secretary of the
Treasury with the authority to establish a Troubdsdet Relief Program, or TARP, to purchase framaficial institutions up to $700 billion of
residential or commercial mortgages and any séesyibbligations, or other instruments that areebdas or related to such mortgages, that in
each case was originated or issued on or beforetMit, 2008, as well as any other financial insgntthat the U.S. Secretary of the Treas
after consultation with the Chairman of the Boar@overnors of the Federal Reserve System, detesrilre purchase of which is necessal
promote financial market stability, upon transntitthsuch determination, in writing, to the appriape committees of the U.S. Congress. The
EESA also provides for a program that would all@mpanies to insure their troubled assets.

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 regpéavorably to the TARP or the TARP does not fiorcas intended, our business may not
receive the anticipated positive impact from thgidkation. In addition, the U.S. Government, FetiBeserve 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, suchamsticould have on our business, results of op&stad financial condition.
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In the current market, it may be diffical impossible to obtain third party pricing ortimvestments we purchase. In addition, validating
third party pricing for our investments may be msubjective as fewer participants may be willingptovide this service to us. Moreover, the
current market is more illiquid than in recent bigtfor some of the investments we purchase. liligovestments typically experience greater
price volatility as a ready market does not exdstvolatility increases or liquidity decreases waynmave greater difficulty financing our
investments which may negatively impact our earsiagd the execution of our investment strategy.

Critical Accounting Policies

Our financial statements are prepareatoordance with GAAP. These accounting principlay nequire us to make some complex and
subjective decisions and assessments. Our masatatcounting policies will involve decisions aassessments that could affect our reported
assets and liabilities, as well as our reportegmaes and expenses. We believe that all of theidesiand assessments upon which our
financial statements are based have been andewvibdsonable at the time made and based upon mionravailable to us at that time. At e
quarter end, we calculate estimated fair valueguaipricing model. We validate our pricing modeldbtaining independent pricing on all of
our assets and performing a verification of thas@&aes to our own internal estimate of fair val have identified what we believe will be
our most critical accounting policies to be thddaling:

Valuation of Investments

On January 1, 2008, we adopted FASB Biaté of Financial Accounting Standards No. 153y Value Measurementsor SFAS 157,
which defines fair value, establishes a frameworknfieasuring fair value in accordance with GAAP arpands disclosures about fair value
measurements. The FASB has recently issued apstsition clarifying the application of SFAS 157, ialinis effective for the quarter ended
September 30, 2008. We are evaluating the posiiimpted by the FASB relating to the fiscal quagteiied September 30, 2008. The position
adopted by the FASB could affect the value of oMES as reflected in our financial statements anddtoesult in our book value per share
being different from the estimate provided in thiespectus. The valuation hierarchy is based upenransparency of inputs to the valuatio
an asset or liability as of the measurement ddte.tfiree levels are defined as follow:

Level 1 — inputs to the valuation methiody are quoted prices (unadjusted) for identicaleds and liabilities in active markets.

Level 2 — inputs to the valuation methlody include quoted prices for similar assets aabilities in active markets, and inputs that are
observable for the asset or liability, either dikgor indirectly, for substantially the full terof the financial instrument.

Level 3 — inputs to the valuation methlody are unobservable and significant to fair value

Mortgage-backed securities and interatst swaps are valued using a pricing model. The iBSng model incorporates such factors as
coupons, prepayment speeds, spread to the Treasdrswap curves, convexity, duration, periodic léfieccaps, and credit enhancement.
Interest rate swaps are modeled by incorporatic factors as the Treasury curve, LIBOR rates,thadeceive rate on the interest rate swaps.
Management reviews the fair values determined byptiting model and compares its results to depletes received on each investment to
validate the reasonableness of the valuationsaneticby the pricing models. The dealer quotesingibrporate common market pricing
methods, including a spread measurement to thestineaurve or interest rate swap curve as wellnaerlying characteristics of the particular
security including coupon, periodic and life cafede reset period, issuer, additional credit supgod expected life of the security.

Any changes to the valuation methodolagyreviewed by management to ensure the changeppropriate. As markets and products
develop and the pricing for certain products becomere transparent, we continue to refine our Yeloanethodologies. The methods used by
us may produce a fair value calculation that matybeadndicative of net realizable value or refleetof future fair values. Furthermore, while
we believe our valuation methods are appropriatecamsistent with other market participants, the efsdifferent methodologies, or
assumptions, to determine the fair value of ceffia@ncial instruments could result in a differestimate of fair value at the reporting date. We
use inputs that are current as of the measurenag¢at @hich may include periods of market disloaatiduring which price transparency may
reduced. This condition could cause our financiatriiments to be reclassified from Level 2 to Le3/@i the future.

We have classified our RMBS as “Leveb®"described above.
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Loans Held for Investmen

We purchase residential mortgage loadscéassify them as loans held for investment orstaeement of financial condition. Loans held
for investment are intended to be held to matuitg, accordingly, are reported at the principal am@utstanding, net of provisions for loan
losses.

Loan loss provisions are examined quigreerd updated to reflect expectations of futurebable credit losses based on factors such as
originator historical losses, geographic conceimnaindividual loan characteristics, experiencaesskes, and expectations of future loan pool
behavior. As credit losses occur, the provisiondan losses will reflect that realization.

When we determine that it is probable tuantractually due specific amounts are deemeadlleutible, the loan is considered impaired.
To measure our impairment we determine the exdetbe oecorded investment amount over the netline of the collateral, as reduced by

selling costs. Any deficiency between the carryangount of an asset and the net sales price of sepsad collateral is charged to the allow
for loan losses.

An allowance for mortgage loans is maired at a level believed adequate by managemeiidorb probable losses. We may elect to
sell a loan held for investment due to adverse gbaiin credit fundamentals. Once the determindtambeen made by us that we will no
longer hold the loan for investment, we will accofar the loan at the lower of amortized cost dimeated fair value. The reclassification of
loan and recognition of impairments could adverséfgct our reported earnings.

Valuations of Available-for-Sale Securities

We expect our investments in RMBS willdgsgmarily classified as available-for-sale sedastthat are carried on the statement of
financial condition at their fair value. This clé@&sation will result in changes in fair values bgirecorded as statement of financial condition
adjustments to accumulated other comprehensiveniaar loss, which is a component of stockholdegsiity.

Our available-fosale securities have fair values as determinedneférence to fair values calculated using a pgichodel. Manageme
reviews the fair values generated to insure pricegeflective of the current market. We perforrablidation of the fair value calculated by the
pricing model by comparing its results to indeperigeices provided by dealers in the securitieda@mithird party pricing services. If dealers
independent pricing services are unable to prozigece for an asset, or if the price providedhmsn is deemed unreliable by our Manager,
then the asset will be valued at its fair valuel@®rmined in good faith by our Manager. The pgdssubject to various assumptions which
could result in different presentations of value.

When the fair value of an available-fatessecurity is less than its amortized cost foextended period, we consider whether there is an
other-than-temporary impairment in the value ofgbkeurity. If, based on our analysis, an other-ttiemmporary impairment exists, the cost b
of the security is written down to the theunrrent fair value, and the unrealized loss isdfamed from accumulated other comprehensive ls
an immediate reduction of current earnings (alsdflbss had been realized in the period of othen-emporary impairment). The

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

We consider the following factors whemedmining an other-than-temporary impairment feeaurity:

. The length of time and the extent to which the raaialue has been less than the amortized
. Whether the security has been downgraded by aratiency; an
. Our intent to hold the security for a period of ¢isufficient to allow for any anticipated recovamymarket value

The determination of other-than-temporary impant is made at least quarterly. If we detern@nempairment to be other than temporary
we will realize a loss which will negatively impamirrent income.

Investment Consolidation

For each investment we make, we will eatd the underlying entity that issued the se@sritve will acquire or to which we will make a
loan to determine the appropriate accounting. hfopeing our analysis, we refer to guidance in SA& 140,Accounting for Transfers and
Servicing of Financial Assets and Extinguishmehtsabilities, and FASB Interpretation No. (FIN) 46Bpnsolidation of Variable Interest
Entities. FIN 46R
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addresses the application of Accounting ReseardletBuNo. 51,Consolidated Financial Statement® certain entities in which voting rights
are not effective in identifying an investor witltantrolling financial interest. In variable intsteentities, or VIES, an entity is subject to
consolidation under FIN 46R if the investors eitlemot have sufficient equity at risk for the gntd finance its activities without additional
subordinated financial support, are unable to tlifee entity’s activities, or are not exposed te émtity’s losses or entitled to its residual
returns. VIEs within the scope of FIN 46R are regdito be consolidated by their primary beneficiditye primary beneficiary of a VIE is
determined to be the party that absorbs a majofitiie entitys expected losses, its expected returns, or boik.determination can sometirr
involve complex and subjective analyses.

Interest Income Recognition

Interest income on available-for-saleusities and loans held for investment is recogniaeer the life of the investment using the
effective interest method as described by SFAS3pAccounting for Nonrefundable Fees and Costs Asgetiaith Originating or Acquirin
Loans and Initial Direct Costs of Leas, for securities of high credit quality and Emeggissues Task Force No. 99-Fxkcognition of Intere:
Income and Impairment on Purchased and Retaine@fiRgal Interests in Securitized Financial Ass, for all other securities. Income
recognition is suspended for loans when, in thaiopiof management, a full recovery of income aridgipal becomes doubtful. Income
recognition is resumed when the loan becomes atnaby current and performance is demonstratdzbtoesumed.

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

Accounting For Derivative Financial Instrments

Our policies permit us to enter into dative contracts, including interest rate swapsiatetest rate caps, as a means of mitigating our
interest rate risk. We use interest rate derivatigguments to mitigate interest rate risk ratihen to enhance returns.

We account for derivative financial instrents in accordance with SFAS No. 188¢counting for Derivative Instruments and Hedging
Activities, as amended and interpreted. SFAS No. 133 reqairentity to recognize all derivatives as eithesess or liabilities in the statement
of financial condition and to measure those ins&nts at fair value. Additionally, the fair valugj@gtments will affect either other
comprehensive income in stockholders’ equity uhl hedged item is recognized in earnings or reetne depending on whether the
derivative instrument qualifies as a hedge for aating purposes and, if so, the nature of the heggctivity. We have elected not to qualify
for hedge accounting treatment. As a result, oerajng results may suffer because losses on tlisatiees that we enter into may not be
offset by a change in the fair value of the reldiedged transaction.

In the normal course of business, we os®ya variety of derivative financial instrumemsrtanage, or hedge, interest rate risk. These
derivative financial instruments must be effecliveeducing our interest rate risk exposure in otdegualify for hedge accounting. When the
terms of an underlying transaction are modifiedyben the underlying hedged item ceases to etisthanges in the fair value of the
instrument are included in net income for eachqeetintil the derivative instrument matures or igled. Any derivative instrument used for
risk management that does not meet the hedgirgrieris carried at fair value with the changesaftue included in net income.

Derivatives will be used for economic iedy purposes rather than speculation. We will melyquotations from third parties to deterr
fair values. If our hedging activities do not asl@eur desired results, our reported earnings neagdversely affected.
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Reserve for Possible Credit Loss

The expense for possible credit lossepimection with debt investments is the chargeatmings to increase the allowance for possible
credit losses to the level that management estéatbe adequate considering delinquencies, Igssriexnce and collateral quality. Other
factors considered relate to geographic trendpaodiuct diversification, the size of the portfofind current economic conditions. Based upon
these factors, we establish the provision for fmsgiredit losses by category of asset. Whengtadable that we will be unable to collect all
amounts contractually due, the account is consitlienpaired.

Where impairment is indicated, a valuatirite-down or write-off is measured based upandhkcess of the recorded investment amount
over the net fair value of the collateral, as redliby selling costs. Any deficiency between theyiag amount of an asset and the net sales
price of repossessed collateral is charged toltbeance for credit losses.

Income Taxes

We have elected and intend to qualifpeédaxed as a REIT commencing with our taxable gading on December 31, 2007.
Accordingly, we will generally not be subject torgorate federal or state income tax to the extesitwe make qualifying distributions to you,
and provided we satisfy on a continuing basis,uftoactual investment and operating results, thd R&quirements including certain asset,
income, distribution and stock ownership testsvdffail to qualify as a REIT, and do not qualify faertain statutory relief provisions, we will
be subject to federal, state and local income taresmay be precluded from qualifying as a REITtfier subsequent four taxable years
following the year in which we lost our REIT quadgtion. Accordingly, our failure to qualify as &R could have a material adverse impact
on our results of operations and amounts avaifaldistribution to you.

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

In the future, we may elect to treat @ierbf our subsidiaries as TRSs. In general, a ®R#irs may hold assets and engage in activities
that we cannot hold or engage in directly and galyemay engage in any real estate or non-reatestdated business. A TRS is subject to
federal, state and local corporate income taxes.

While any TRS we may form in the futurél wenerate net income, our TRS can declare divildeto us which will be included in our
taxable income and necessitate a distribution to gmnversely, if we retain earnings at the TR&llewo distribution is required and we can
increase book equity of the consolidated entity.

Financial Condition

At June 30, 2008, our portfolio consistéépproximately $1.1 billion of RMBS, approximbt&150.1 million of whole mortgage loans,
and approximately $613.6 million in securitizedriea

The following table summarizes certaiarettteristics of our portfolio at June 30, 2008 Bredember 31, 2007.

June 30, December 31,
2008 2007

Leverage at peri-end 3.6:1 0.5:1
Residential mortga-backed securities as a % of portfc 61.£% 87.5%
Residential mortgage loans as a % of portf 7.7% 12.5%
Loans collateralizing secured debt as a % of plot 30.5% —
Fixec-rate investments as % of portfo 20.(% 14.4%
Adjustablerate investments as % of portfo 80.(% 85.6%
Fixec-rate investment

Residential mortga¢-backed securities as a % of fi-rate asset 16.(% 39.5%

Residential mortgage loans as a % of f-rate asset 15.2% 60.5%

Loans collateralizing secured debt as a % of -rate asset 68.8% —
Adjustablerate investment

Residential mortgar-backed securities as a % of adjust-rate asset 73.2% 95.5%

Residential mortgage loans as a % of adjus-rate asset 5.8% 4.5%

Loans collateralizing secured debt as a % of aalple-rate asset 21.(% —
Annualized yield on average earning assets duhageérioc 6.1€% 7.02%
Annualized cost of funds on average repurchasenbalduring the perio 5.52% 5.08%
Annualized interest rate spread during the pe 0.65% 1.9/%
Weighted average yield on assets at p-end 6.18% 6.62%

Weighted average cost of funds at pe-end 5.35% 5.02%
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Residential Mortgac-Backed Securities

The table below summarizes our RMBS imesits at June 30, 2008 and December 31, 2007:

June 30, 200¢ December 31, 200

(dollars in thousands)

Amortized cos $ 1,221,566 $ 1,114,13
Unrealized gain — 10,67¢
Unrealized losse (104,98)) (522)
Fair value $ 1,116,58 % 1,124,229

As of June 30, 2008, the RMBS in our fadid were purchased at a net discount to theirvadue. Our RMBS had a weighted average
amortized cost of 99.4% and 98.8% at June 30, 20@8ecember 31, 2007, respectively.

The following tables summarize certaiaretcteristics of our RMBS portfolio at June 30, 2@dd December 31, 2007.

Weighted Averages

Estimated Value Constant
(dollars in Yield to Prepayment
thousands) (1) Coupon Maturity Rate(2)
June 30, 200 $ 1,116,58! 6.27% 6.5% 13%
December 31, 200 $ 1,124,291 6.32% 6.87% 10%

(1) All assets listed in this chart are carriethair fair value.

(2) Represents the estimated percentage of prirttipawill be prepaid over the next three monthsea on historical principal paydowns.

All of our RMBS investments at June 3002 and December 31, 2007 carried actual or im@\i&A credit ratings.

Actual maturities of RMBS are generaliyger than stated contractual maturities, as #éreyaffected by the contractual lives of the
underlying mortgages, periodic payments of prinigigad prepayments of principal. The stated cotieddinal maturity of the mortgage loans
underlying our portfolio of RMBS ranges up to 4@y& but the expected maturity is subject to chdraged on the prepayments of the
underlying loans. As of June 30, 2008, the avefegéd contractual maturity of the RMBS portfolio3d years, and as of December 31, 2007, it
was 29 years. The estimated weighted average mtmthaturity of the RMBS in the tables below aredzhupon our prepayment expectati
which are based on both proprietary and subscrigimsed financial models. Our prepayment projestzmmsider current and expected trends
in interest rates, interest rate volatility, steegmof the yield curve, the mortgage rate of thetanding loan, time to reset and the spread
margin of the reset.

The CPR attempts to predict the percentdgrincipal that will be prepaid over a periddime. We calculate average CPR on a
quarterly basis based on historical principal payag As interest rates rise, the rate of refinaggitypically declines, which we expect may
result in lower rates of prepayment and, as a treslbwer portfolio CPR. Conversely, as interasés fall, the rate of refinancings typically
increases, which we expect may result in highersraf prepayment and, as a result, a higher pmrt@PR.

After the reset date, interest rates wmhybrid adjustable rate RMBS securities adjustuatly based on spreads over various LIBOR
Treasury indices. These interest rates are sutgj@etps that limit the amount the
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applicable interest rate can increase during aay, y@own as periodic cap, and through the matwofityie applicable security, known as a
lifetime cap. The weighted average periodic capherportfolio is an increase of 1.93% and the Wiid average maximum lifetime increases

and decreases for the portfolio are 12.18%.

The following table summarizes our RMB$@ding to their estimated weighted average léssifications as of June 30, 2008 and

December 31, 2007:

Fair Value

December 31
June 30, 200¢ 2007
(dollars in thousands)

Less than one ye: $ — $ 45,86¢
Greater than one year and less than five y 1,071,85: 1,078,42.
Greater than or equal to five yei 44,73¢ —
Total $1,116,58  $1,124,29
Whole Mortgage Loan Portfolio Characteristics
The following tables present certain elegeristics of our whole mortgage loan portfolicoasune 30, 2008.
(dollars in thousands)
Original loan balanc $ 153,96¢
Unpaid principal balanc $ 152,31!
Weighted average coupon rate on lo 5.71%
Weighted average original term (yea 28.€
Weighted average remaining term (ye: 28.7
Geographic Distribution Remaining Balanct
Top 5 States (dollars in thousands % of Loan Portfolio Loan Count
CA $ 35,85¢ 23.5% 5C
IL 14,94° 9.8% 23
NJ 11,64 7.€% 18
SC 6,96¢ 4.€% 8
NY 6,741 4.4% 1C
Total $ 76,15: 49.9% 10¢
Remaining
Balance % of
(dollars in Loan % of Loan
Occupancy Status thousands) Portfolio Loan Count Loan Purpose Portfolio
Owner-occupied $ 137,54t 90.2% 19¢ Purchast¢ 50.5%
Second hom 14,33( 9.4% 19 Cash out refinanc 18.1%
Investor 43¢ 0.2% 1 Rate and term refinant 31.4%
Total $ 152,31! 100.(% 21€ 100.(%
% of
% of Loan ARM
Documentation Type Portfolio ARM Loan Type Loans
Full/alternative 77.1% Traditional ARM loans —
Stated income/no rat 22.9% Hybrid ARM loans 100.(%
Total 100.(% Total 100.(%
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Dollars in % of Loan

Unpaid Principal Balance Thousands FICO Score Portfolio
$417,000 or les $ 394 740 and abov 59.5%
$417,001 to $650,0C 66,39¢ 700 to 73¢ 25.4%
$650,001 to $1,000,0C 66,47 660 to 69¢ 13.2%
$1,000,001 to $2,000,0( 19,05! 620 to 65¢ 0.2%
$2,000,001 or mor — Below 620 or not availabl 1.5%

Total $ 152,31! Total 100.(%

Weighted Average FICO Sco 749.(
Original Loan-to-Value Dollars in % of Loan
Ratio Thousands Property Type Portfolio

80.01% and abov $ 24,88: Single-family 62.8%

70.01% to 80.009 79,33( Planned urban developme 28.(%

60.01% to 70.009 16,79¢ Condominium 4.2%

60.00% or les 31,31( Other residentie 5.C%

Total $ 152,31 Total 100.(%

Weighted Average Origin:

Loar-to-Value Ratia 72.3(%
% of ARM
Periodic Cap on Hybrid ARM Loans Loans
3.00% or les: 100.(%
3.01% to 4.00% —
4.01% to 5.00% —
Total 100.(%

We purchase our whole mortgage loans serécing retained basis. As a result, we do aotise any loans, or receive any servicing
income.
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Hedging Instrument

As of June 30, 2008 and December 31, 2@@7ad entered into hedges with a notional amot$it.0 billion and $1.2 billion,
respectively. Our hedges at June 30, 2008 and Deme®d, 2007 were fixed-for-floating interest rateap agreements whereby we swapped
the floating rate of interest on the liabilities twedged for a fixed rate of interest. At June 3M&, the unrealized loss on our interest rate swap
agreements was $10.1 million. At December 31, 2€@¥ unrealized loss on our interest rate swapeageats was $4.2 million. In a decreasing
interest rate environment, we expect that theviaue of our hedges will continue to decrease. itenid to continue to seek such hedges for
our floating rate debt in the future. In the thipdarter of 2008, we terminated $983.4 million iiowal interest rate swaps for a loss of
approximately $10.5 million.

Results of Operations for the Six Months Ended Jun&0, 2008
Net Income/Loss Summary

For the six months ended, June 30, 20608net loss was $21.0 million, or $0.54 per aversigare. We attribute the net loss for the six
months ended June 30, 2008 primarily to unrealiasses on our interest rate swaps due to fair \adijigstments and realized losses on sal
investments. The table below presents the net irdloss summary for the six months ended June 318:20

(dollars in thousands, except for per share data)

For the Six
Months
Ended June
30, 2008
Interest incom: $ 58,14!
Interest expens 34,04°
Net interest incom 24,09¢
Unrealized gains (losses) on interest rate s\ (5,909
Realized gains (losses) on sales of investrr (31,179
Realized gain on terminations of interest rate & 122
Net investment income (los (12,869
Expense:
Management fe 4,45¢
General and administrative expen 3,71¢
Total expense 8,17:
Gain (loss) before income tax (21,03¢)
Income taxe: 3
Net income (loss $ (21,039
Net income (loss) per she- basic and dilute: $ (0.59
Weighted average number of shares outstar— basic and dilute: 38,995,09
Comprehensive Income (Los!
Net income (loss (21,039
Other comprehensive los
Unrealized loss on availal-for-sale securities Other comprehensive incc (136,159
31,17¢

Reclassification adjustment for realized (gainssés included in net incor



Other comprehensive lo (104,98()

Comprehensive los $ (126,019
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We attribute the net loss primarily taealized losses on our interest rate swaps duatedlue adjustments and realized losses on sale:
of investments during the quarter ended June 318.20

Interest Income and Average Earning Asset Yield

We had average earning assets of $1i@rbfbr the six months ending June 30, 2008. @terest income for this six month period was
$58.1 million. The yield on our portfolio was 6.38% this six month period.

Interest Expense and the Cost of Funds

Our largest expense is the cost of boeiunds. We had average borrowed funds of $1liémind total interest expense of $34.0
million for the six months ending June 30, 2008r @erage cost of funds was 4.91% for the six moetiding June 30, 2008. We attribute the
increase in interest expense to the increase imbenest rate swap expense and an increase irhteeigverage rate we paid to finance our
assets.

The table below shows our average bordofueds and average cost of funds as comparedet@g® one-month and average six-month
LIBOR for the quarters ended March 31, 2008 and B 2008, and the period commencing Novembe2@17 (inception) and ending
December 31, 2007.

Average Cost of Funds
(Ratios have been annualized, dollars in thousands)

Average
Average Average Cost Cost of
One-Month of Funds Funds
Average LIBOR Relative to Relative to
Average Average One- Average Relative to Average Average
Borrowed Interest Cost of Month Six-Month Average Six- One-Month Six-Month
Funds Expense Funds LIBOR LIBOR Month LIBOR LIBOR LIBOR
For the quarter ended June
2008 $1,449,56 $20,02¢ 55% 2.5% 2.9:% (0.34%) 2.94% 2.6(%
For the quarter ended March
31, 200¢€ $1,325,15¢ $14,02: 422% 3.31% 3.1&% 0.12% 0.92% 1.05%
For the period commencir
November 21, 2007 and
ending December 31, 20! $ 270,58: $ 41F 5.0 4.9¢% 4.84% 0.14% 0.1(% 0.24%

Net Interest Income

Our net interest income, which equalsriest income less interest expense, totaled $2dliakrmfor the six months ended June 30, 2008.
Our net interest spread, which equals the yielduraverage assets for the period less the aversgef funds for the period, for this six
month period was 1.47%.

The table below shows our average assdds total interest earned on assets, yield onegeeinterest earning assets, average balance o
repurchase agreements, interest expense, aversigef donds, net interest income, and net intenagst spread for the quarters ended March 31,
2008 and June 30, 2008, and the period commenaiwgmber 21, 2007 and ending December 31, 2007.
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Net Interest Income
(Ratios have been annualized, dollars in thousands)

Yield on
Average Average Net
Average Interest Interest Balance of Average Net Interest
Earning Earned on Earning Repurchase Interest Cost of Interest Rate
Assets Held Assets Assets Agreements Expense Funds Income Spread
For the quarter ended June 3C
2008 $ 191796 $ 29,63( 6.1€% $1,449,56° $20,02¢ 552% $ 9,92¢ 0.65%
For the quarter ended March ¢
2008 $ 1,555,891 $ 25,79( 6.6% $1,325,151 $14,02: 42% $14,17: 2.4(%
For the period commencing
November 21, 2007 and
ending December 31, 20! $ 399,73 $ 3,492 7.02% $ 270,568 $ 41F 5.0 $ 3,077 1.94%

Gains and Losses on Sales of Assets and Interesé Bavaps

For the six months ended June 30, 20@8aid assets with a carrying value of $369.9 arilfior an aggregate loss of $31.2 million.

Management Fee and General and Administrative Exges

We paid our Manager a base managememif 8.5 million for the six months ended June 3W)8 and did not pay an incentive fee for
this six month period.

General and administrative (or G&A) expeniwere $3.7 million for the six months ended Bhe008.
Total expenses as a percentage of avéotajeassets were 0.89% for the six months ended 30, 2008.

Currently, our Manager has waived itfip require us to pay our pro rata portion ofatsd its affiliates’, rent, telephone, utilities,
office furniture, equipment, machinery and othdicef internal and overhead expenses requireddooperations.

The table below shows our total managérfeEnand G&A expenses as compared to averageassats and average equity for the
guarters ended March 31, 2008 and June 30, 200&harperiod commencing November 21, 2007 and gridacember 31, 2007.

Management Fee and G&A Expenses and Operating Brpratios
(Ratios have been annualized, dollars in thousands)

Total
Management Total Management Total Management
Fee and Fee and G&A Fee and G&A
G&A Expenses/Average Expenses/Average
Expenses Total Assets Equity
For the quarter ended June 30, 2 $ 3,38( 0.7(% 3.35%
For the quarter ended March 31, 2( $ 4,79z 1.1(% 4.0(%
For the period commencing November 21, 2007 anthgridecember 31, 20C $ 1,822 1.55% 3.05%

Net Income/Loss and Return on Average Equity

Our net income (loss) was ($21.0) millfonthe six months ended June 30, 2008. We atwithe losses incurred during the six months
ended June 30, 2008 to realized losses on salesastments and unrealized losses on interessrea@s. The table below shows our net

interest income, gain (loss) on sale of asset®alized gains (loss) on interest rate swaps, égaenses, income tax, each as a percentage of
average equity, and the return on
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average equity for the quarters ended June 30, 208&h 31, 2008, and the period commencing Noverabhe2007 and ending December 31,
2007.

Components of Return on Average Equity
(Ratios have been annualized)

Net Gain/(Loss) Unrealized
Interest on Sale of Gain/(Loss) on Total
Income/ Investments Interest Rate Expenses/ Income Return on
Average /Average Swaps/Average Average Tax/Average Average
Equity Equity Equity Equity Equity Equity
For the quarter ended June 30, 2 9.84% 1.7%% 25.36% (3.35%) — 33.6(%
For the quarter ended March 31, 2( 11.8% (27.4(%) (26.2%%) (4.00%) — (45.8¢€%)
For the period commencing November
2007 and ending December 31, 2( 5.16% — (6.97%) (3.05%) (0.01%) (4.87%)

Liquidity and Capital Resources

We held cash and cash equivalents ofcequpiately $49.9 million at June 30, 2008 compareddsh and cash equivalents of
approximately $6.0 million at December 31, 2007. &ttebute the increase to a reduction in levetagas and the termination of short term
investments in reverse repurchase agreements.

Our operating activities provided netlcagapproximately $15.6 million from operations fthe six months ended June 30, 2008.

Our investing activities used net casBbfl billion for the six months ended June 30,820e used this cash primarily for the purchase
of investments.

Our financing activities as of June 3008 consisted of proceeds from repurchase agrespantvell as the debt obligations of a $619.7
million securitization we completed during the ¢earWe expect to continue to borrow funds in thief of repurchase agreements as well as
other types of financing. We currently have esttdd uncommitted repurchase agreements for RMBSMitcounterparties, including
Annaly. As of June 30, 2008, we had $50.0 milliatstanding under our repurchase agreement with lxnAa of September 30, 2008, we t
approximately $620.0 million outstanding under gaggeement, which constitutes approximately 56%unftotal financing. The terms of the
repurchase transaction borrowings under our magperchase agreements generally conform to thestertie standard master repurchase
agreement as published by the Securities IndustlyFénancial Markets Association, or SIFMA, as¢payment, margin requirements and the
segregation of all securities we have initiallyssohder the repurchase transaction. In additioch é&ander typically requires that we include
supplemental terms and conditions to the standastenrepurchase agreement. Typical supplementas$ @nd conditions include changes to
the margin maintenance requirements, required tngirand purchase price maintenance requiremefgirements that all controversies
related to the repurchase agreement be litigateco@rticular jurisdiction and cross default prauis. These provisions will differ for each of
our lenders and will not be determined until weagein a specific repurchase transaction. We reamledtablished two repurchase agreements
for whole mortgage loans as of June 30, 2008, wiviele terminated subsequent to the end of the gquart

Our RMBS repurchase agreement with Anisalplled daily at market rates, bears interestiBOR plus 80 basis points, and is secured
by the RMBS pledged under the agreement. We dexpect to increase significantly the amount of siieg pledged to Annaly or
significantly increase or decrease the funds weowofrom Annaly as a result of this offering.

In March 2008, we entered into a recdisisales agreement with Annaly. This agreementighed for the sale of approximately $127
million of receivables by us to Annaly of the preds that we were due to receive under a mortgagedarchase and sale agreement with a
third party. Annaly paid us a discounted amourguwfh receivables due from the third party equédds than one percent of such receivables
due from the third party in exchange for us recejuthe purchase price under the receivables sgtesment in immediately available funds
from Annaly. The agreement contained representstiwarranties and covenants by both parties. Adasth 31, 2008, each party had
performed their outstanding obligations under tiieeament, the third party purchaser under the ragedoan purchase and sale agreemen
paid the purchase price under the mortgage loachpse and
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sale agreement, and we have remitted such amauAtsnialy pursuant to the receivables sales agreeMéndid not enter into any similar
arrangement with Annaly subsequent to March 318200

We had outstanding $909.0 million in negniase agreements collateralized by our RMBS witlglted average borrowing rates of
4.85% and weighted average remaining maturitiez3alays as of June 30, 2008. The RMBS pledgedIlkderal under these repurchase
agreements had an estimated fair value of $911llibmat June 30, 2008. The interest rates of theparchase agreements are generally
indexed to the one-month LIBOR rate and repricemetingly.

At June 30, 2008 and March 31, 2008rémrirchase agreements for RMBS had the followingairing maturities:

June 30, 2008 March 31, 2008
(dollars in thousands)

Within 30 days $ 539,60! $ 598,16¢
30 to 59 day: 344,97 384,96
60 to 89 day: — —
90 to 119 day 24,51¢ —
Greater than or equal to 120 d: — 24,51«
Total $ 909,08¢ $ 1,007,641

During the quarter ended March 31, 2@@8entered into two master repurchase agreemergagnt to which we finance whole
mortgage loans. As of March 31, 2008, we had $48i#lldon borrowed against these facilities, whicttluded $55.2 million of RMBS, at an
effective rate of 4.41%. The amount borrowed onldla@s held for investment at March 31, 2008 wdktaralized by mortgage loans with a
carrying value of $433.3 million, including accruieterest, and cash totaling $35.2 million. As ehd 30, 2008, we had no amounts borrowed
against these facilities. On July 29, 2008, we teated these agreements in order to avoid payimgusage fees under those agreements.

Increases in short-term interest rateddcoegatively affect the valuation of our mortgagtated assets, which could limit our borrowing
ability or cause our lenders to initiate marginsadmounts due upon maturity of our repurchaseagents will be funded primarily through
the rollover/reissuance of repurchase agreementsnamthly principal and interest payments receiwedur mortgage-backed securities.

For our short-term (one year or less) land-term liquidity, which includes investing andmpliance with collateralization requirements
under our repurchase agreements (if the pledgéated! decreases in value or in the event of mazglls created by prepayments of the
pledged collateral), we also rely on the cash flomn investments, primarily monthly principal amddrest payments to be received on our
RMBS and whole mortgage loans, cash flow from tile sf securities as well as any primary securitiésrings authorized by our board of
directors.

Based on our current portfolio, leveragio and available borrowing arrangements, weeleliour assets will be sufficient to enable us
to meet anticipated short-term (one year or légs)dity requirements such as to fund our investnaativities, pay fees under our management
agreement, fund our distributions to stockhold&d pay general corporate expenses. However, aedserin prepayment rates substantially
above our expectations could cause a temporariditgshortfall due to the timing of the necessargrgin calls on the financing arrangements
and the actual receipt of the cash related to pah@aydowns. If our cash resources are at ang tirsufficient to satisfy our liquidity
requirements, we may have to sell investmentssmeisiebt or additional equity securities in a comistock offering. If required, the sale of
RMBS or whole mortgage loans at prices lower thmeairtcarrying value would result in losses and oedlincome.

Our ability to meet our long-term (greatean one year) liquidity and capital resourceuregments will be subject to obtaining additional
debt financing and equity capital. Subject to oaintaining our qualification as a REIT, we exp&ctise a number of sources to finance our
investments, including repurchase agreements, wasehfacilities, securitizations, commercial paged term financing CDOs. Such financ
will depend on market conditions for capital raisesl for the investment of any proceeds. If wetenable to renew, replace or expand our
sources of financing on substantially similar terinenay have an adverse effect on our businessesudts of operations. Upon liquidation,
holders of our debt securities, if any, and shafgseferred stock, if any,
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and lenders with respect to other borrowings veidleive a distribution of our available assets paahe holders of our common stock.

We are not required by our investmentiglimes to maintain any specific debt-to-equityorais we believe the appropriate leverage for
the particular assets we are financing dependbl@uoredit quality and risk of those assets. Howewer repurchase agreements for whole loans
require us to maintain certain debt-to-equity atidt June 30, 2008, our total debt was approxity&te.4 billion which represented a debt-to-
equity ratio of approximately 3.6:1. As of SeptemB@, 2008, we had outstanding indebtedness ofbappately $1.119 billion, which consis
of recourse leverage of approximately $620.0 nrilkmd non-recourse securitized financing of appnaxely $499.0 million.

Stockholders’ Equity

During the quarter ended June 30, 20@8declared dividends to common shareholders tgt&&0 million, or $0.16 per share, all of
which was paid on July 31, 2008. During the quasteted March 31, 2008, we declared dividends toneomshareholders totaling $9.8
million, or $0.26 per share, all of which was paidApril 30, 2008. During the period ended Decen8ier2007, we declared dividends to
common shareholders totaling $943 thousand or $Qo@2 share, all of which was paid on January 2682

Contractual Obligations and Commitments

Management Agreement

We have entered into a management agreesith FIDAC, pursuant to which FIDAC is entitléd receive a base management fee,
incentive fee and, in certain circumstances, aitetion fee and reimbursement of certain expensekeacribed in the management agreement.
Such fees and expenses do not have fixed and detdrie payments. The base management fee is payadteerly in arrears in an amount
equal to 1.50% per annum, calculated quarterlpuofstockholders’ equity (as defined in the manag@nagreement). FIDAC uses the
proceeds from its management fee in part to paypemsation to its officers and employees who, ndisténding that certain of them also are
our officers, receive no cash compensation dirdotisn us. The base management fee will be redumgdyot below zero, by our proportionate
share of any CDO base management fees FIDAC recgivannection with the CDOs in which we investséd on the percentage of equity
we hold in such CDOs. FIDAC will receive quarteigentive fees payable in cash or shares of ounommstock at the election of our board
of directors in an amount equal to 20% of the dalmount by which Core Earnings, on a rolling fouiarter basis and before the incentive
exceeds the product of (1) the weighted averagleoissue price per share of all of our public kiffgs multiplied by the weighted average
number of shares of common stock outstanding ih suerter and (2) 0.50% plus one-fourth of the agerof the one month LIBOR rate for
such quarter and the previous three quarters.heainttial four quarters following this offering, 082 Earnings and the LIBOR rate will be
calculated on the basis of each of the previousiymeted quarters on an annualized basis. Cordriggris a non-GAAP measure and is
defined as GAAP net income (loss) excluding norhaguity compensation expense, excluding any uzezhfains, losses or other items that
do not affect realized net income (regardless ddtivr such items are included in other compreheriasome or loss, or in net income). The
amount will be adjusted to exclude one-time eventsuant to changes in GAAP and certain non-caalgels after discussions between
FIDAC and our independent directors and approva byajority of our independent directors. The iricenfee will be reduced, but not below
zero, by our proportionate share of any CDO ineenfites FIDAC receives in connection with the Cx®which we invest, based on the
percentage of equity we hold in such CDOs. We exjgeenter into certain contracts that contain et of indemnification obligations,
principally with FIDAC, brokers and counterparttesrepurchase agreements. The maximum potentiaefytayment amount we could be
required to pay under these indemnification obiayat is unlimited.

Financing Arrangements with Annaly

In March 2008, we entered into a RMBSurepase agreement with Annaly. This agreement getaistomary representations,
warranties and covenants contained in such agrasm®&sof June 30, 2008, we had $50.0 million @mding under this agreement with a
weighted average borrowing rate of 3.96%. As oft&aper 30, 2008, we had approximately $620.0 milbatstanding under this agreement,
which constitutes approximately 56% of our totakficing. As of October 13, 2008, the weighted ayef@orrowing rate on amounts
outstanding under this agreement was 3.97%. Our 8 kpurchase agreement with Annaly is rolled datilgnarket rates, bears interest at
LIBOR plus 80 basis points, and is secured by thiBR pledged under the agreement. We do not
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expect to increase significantly the amount of sées pledged to Annaly or significantly increasedecrease the funds we borrow from
Annaly as a result of this offering.

In March 2008, we entered into a recdiesisales agreement with Annaly. This agreementigied for the sale of approximately $127
million of receivables by us to Annaly of the preds that we were due to receive under a mortgagedarchase and sale agreement with a
third party. Annaly paid us a discounted amourguwfh receivables due from the third party equédds than one percent of such receivables
due from the third party in exchange for us reggjuhe purchase price under the receivables sgtesment in immediately available funds
from Annaly. The agreement contained representstiwarranties and covenants by both parties. Adasth 31, 2008, each party had
performed their outstanding obligations under tieeament, the third party purchaser under the ragedoan purchase and sale agreemen
paid the purchase price under the mortgage loachpse and sale agreement, and we have remittedasaimts to Annaly pursuant to the
receivables sales agreement. We did not enteamgasimilar arrangement with Annaly during the dqelmaended June 30, 2008.

Restricted Stock Grants

During the quarter ended June 30, 2028 shares of restricted stock we had awardedrtdlanager’'s employees vested and 6,713
shares were forfeited or cancelled. We did notigaag incentive awards during the quarter endee By 2008.

At June 30, 2008 there are approximateymillion unvested shares of restricted stocldsisto employees of FIDAC. For the three
months ended June 30, 2008, compensation expessgdaeral and administrative costs associatedtidthmortization of the fair value of 1
restricted stock totaled $337 thousand.

Contractual Obligations and Commitments

The following table summarizes our cocittwal obligations at June 30, 2008.

(dollars in thousands)

Greater

Than or
Within One One to Three to Equal to
Contractual Obligations Year Three Years Five Years Five Years Total
Repurchase agreements for RM $ 909,08 $ —  $ — 3 — $ 909,08¢
Securitized dek 93,63t 173,87: 105,02: 152,93¢ 525,47:
Interest expense on RMBS repurchase agreemel 19 — — — 19
Interest expense on securitized d 31,33 51,50: 30,76¢ 227,99: 341,59
Total $ 103407 $ 225370 $ 13578t $ 380,93 $ 1,776,17

(1) Interest is based on rates in effect as of AM&008.

The repurchase agreements for our repsecfacilities generally do not include substanpir@visions other than those contained in the
standard master repurchase agreement as publighthd Becurities Industry and Financial Marketsoksation.

Off-Balance Sheet Arrangements

We do not have any relationships withamsolidated entities or financial partnerships hsas entities often referred to as structured
finance or special purpose entities, which wouldehlaeen established for the purpose of facilitatifighalance sheet arrangements or other
contractually narrow or limited purposes. Furtlveg, have not guaranteed any obligations of uncodstd entities nor do we have any
commitment or intent to provide funding to any sectities. As such, we are not materially exposeaity market, credit, liquidity or financi
risk that could arise if we had engaged in suchtieships.

Dividends

To qualify as a REIT, we must pay anrdigidends to our stockholders of at least 90% oftaMable income, determined without regard
to the deduction for dividends paid and excluding aet capital gains. We intend to pay regular tprbyr dividends to our stockholders. Before
we pay any dividend, whether for U.S. federal
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income tax purposes or otherwise, which would dr@ypaid out of available cash to the extent peeahitnder our warehouse and repurchase
facilities and commercial paper, we must first maah our operating requirements and scheduledsigbice on our warehouse lines and ¢
debt payable.

Inflation

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

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

The primary components of our market sk related to credit risk, interest rate rislkegayment risk, market value risk and real estate
market risk. While we do not seek to avoid risk gtetely, we believe the risk can be quantified frisistorical experience and we seek to
actively manage that risk, to earn sufficient corgagion to justify taking those risks and to madimtzapital levels consistent with the risks we
undertake.

Credit Risk

We are subject to credit risk in connmetivith our investments and face more credit rislassets we own which are rated below “AAA”
The credit risk related to these investments pestto the ability and willingness of the borrowtrgay, which is assessed before credit is
granted or renewed and periodically reviewed thhawg the loan or security term. We believe thaidies loan credit quality is primarily
determined by the borrowers’ credit profiles anan@haracteristics. Our Manager uses a compreteeosdit review process. Our Manager's
analysis of loans includes borrower profiles, al a®valuation and appraisal data. Our Manages aempensating factors such as liquid
assets, low loan-to-value ratios and job stabititgvaluating loans. Our Manager’s resources irekgroprietary portfolio management
system, as well as third party software systems.Nbanager utilizes third party due diligence firtogperform an independent underwriting
review to insure compliance with existing guidein®ur Manager selects loans for review predicatedsk-based criteria such as loan-to-
value, borrower’s credit score(s) and loan size. anager also outsources underwriting services\t@w higher risk loans, either due to
borrower credit profiles or collateral valuatiosugs. In addition to statistical sampling techngjuair Manager creates adverse credit and
valuation samples, which we individually review.Qdianager rejects loans that fail to conform to standards. Our Manager accepts only
those loans which meet our underwriting criteriac®we own a loan, our Manager’s surveillance medecludes ongoing analysis through
our proprietary data warehouse and servicer fA@slitionally, the non-Agency RMBS and other ABS wiiniwe will acquire for our portfolio
are reviewed by FIDAC to ensure that they satisfiyrtsk based criteria. Our Manager’s review of #kaency RMBS and other ABS includes
utilizing its proprietary portfolio management srst Our Manager’s review of non-Agency RMBS ando#BS is based on quantitative and
gualitative analysis of the risk-adjusted returnsion-Agency RMBS and other ABS present.

Interest Rate Risk

Interest rate risk is highly sensitiveriany factors, including governmental monetary xdpolicies, domestic and international
economic and political considerations and othetofacheyond our control. We are subject to interatst risk in connection with our
investments and our related debt obligations, whighgenerally repurchase agreements, warehousgeacsecuritization, commercial paper
and term financing CDOs. Our repurchase agreenagntsvarehouse facilities may be of limited duratioat are periodically refinanced at
current market rates. We intend to mitigate thsk through utilization of derivative contracts,marily interest rate swap agreements.

Interest Rate Effect on Net Interest Income

Our operating results depend, in large, pa differences between the income from our $twents and our borrowing costs. Most of our
warehouse facilities and repurchase agreementsderfimancing based on a floating rate of intecedtulated on a fixed spread over LIBOR.
The fixed spread varies depending on the type détlying asset which collateralizes the financidigcordingly, the portion of our portfolio
which consists of floating interest rate assetslvéilmatch-funded utilizing our expected sourceshafrt-term financing, while our
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fixed interest rate assets will not be match-fund®ating periods of rising interest rates, the baing costs associated with our investments
tend to increase while the income earned on oedfirterest rate investments may remain substhntiathanged. This will result in a
narrowing of the net interest spread between tladee assets and borrowings and may even reslas$ses. Further, during this portion of the
interest rate and credit cycles, defaults couldease and result in credit losses to us, whichdcadVersely affect our liquidity and operating
results. Such delinquencies or defaults could b#se an adverse effect on the spread betweenstiegiening assets and interest-bearing
liabilities. Hedging techniques are partly basedissumed levels of prepayments of our fixed-ratetaorid adjustable-rate mortgage loans
and RMBS. If prepayments are slower or faster tiesumed, the life of the mortgage loans and RMBISeilonger or shorter, which would
reduce the effectiveness of any hedging strategéesiay use and may cause losses on such transadtiedging strategies involving the us
derivative securities are highly complex and maydpice volatile returns.

Interest Rate Effects on Fair Value

Another component of interest rate riskhie effect changes in interest rates will havéherfair value of the assets we acquire. We face
the risk that the fair value of our assets willrgese or decrease at different rates than thairdfabilities, including our hedging instruments.
We primarily assess our interest rate risk by estimg the duration of our assets and the durati@upliabilities. Duration essentially meast
the market price volatility of financial instrumerds interest rates change. We generally calcdiaggion using various financial models and
empirical data. Different models and methodologi@s produce different duration numbers for the ssevairities.

It is important to note that the impattbanging interest rates on fair value can chaigeificantly when interest rates change beyond
100 basis points from current levels. Therefore wblatility in the fair value of our assets coirldrease significantly when interest rates
change beyond 100 basis points. In addition, ddmors impact the fair value of our interest ragmsitive investments and hedging
instruments, such as the shape of the yield cunegket expectations as to future interest rate gésand other market conditions.
Accordingly, in the event of changes in actualiest rates, the change in the fair value of ouetassould likely differ from that shown above
and such difference might be material and adverseit stockholders.

Interest Rate Cap Risk

We also invest in adjustable-rate morégglagins and RMBS. These are mortgages or RMBS ichvthe underlying mortgages are
typically subject to periodic and lifetime intereate caps and floors, which limit the amount byoktthe security’s interest yield may change
during any given period. However, our borrowingtsgaursuant to our financing agreements will nosilgject to similar restrictions.
Therefore, in a period of increasing interest ratgerest rate costs on our borrowings could iaseewithout limitation by caps, while the
interest-rate yields on our adjustable-rate mordagns and RMBS would effectively be limited. Thisblem will be magnified to the extent
we acquire adjustable-rate RMBS that are not basedortgages which are fully indexed. In addititre mortgages or the underlying
mortgages in an RMBS may be subject to periodiergay caps that result in some portion of the istelbeing deferred and added to the
principal outstanding. This could result in oureigt of less cash income on our adjustable-rategages or RMBS than we need in order to
pay the interest cost on our related borrowinggs€hfactors could lower our net interest incomeanise a net loss during periods of rising
interest rates, which would harm our financial ddod, cash flows and results of operations.

Interest Rate Mismatch Risk

We fund a substantial portion of our asifjions of hybrid adjustable-rate mortgages and88Mvith borrowings that, after the effect of
hedging, have interest rates based on indicesepriting terms similar to, but of somewhat shon@turities than, the interest rate indices and
repricing terms of the mortgages and RMBS. Thusdst cases the interest rate indices and reprteimgs of our mortgage assets and our
funding sources will not be identical, thereby tirgaan interest rate mismatch between assetsiabitities. Therefore, our cost of funds wo
likely rise or fall more quickly than would our e@mgs rate on assets. During periods of changitegest rates, such interest rate mismatches
could negatively impact our financial conditionshdlows and results of operations. To mitigateri@st rate mismatches, we may utilize the
hedging strategies discussed above. Our analysisksfis based on our Manager’s experience, estgnanodels and assumptions. These
analyses rely on models which utilize estimatefamfvalue and interest rate sensitivity. Actuabeomic conditions or implementation of
investment decisions by our management may procaseats that differ significantly from the estimsitend assumptions used in our models
and the projected results shown in this prospectus.
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Our profitability and the value of ourrgolio (including interest rate swaps) may be adeéy affected during any period as a result of
changing interest rates. The following table quatithe potential changes in net interest inconteportfolio value should interest rates go up
or down 25, 50, and 75 basis points, assumingitid gurves of the rate shocks will be paralletémwh other and the current yield curve. All
changes in income and value are measured as pageettianges from the projected net interest in@mdeportfolio value at the base interest
rate scenario. The base interest rate scenariona@ssinterest rates at June 30, 2008 and variousatsts regarding prepayment and all activ
are made at each level of rate shock. Actual resoltld differ significantly from these estimates.

Projected Percentage Change i Projected Percentage Change i
Change in Interest Rate Net Interest Income Portfolio Value

-75 Basis Point (9.28%) 1.16%
-50 Basis Point (6.34%) 1.1(%
-25 Basis Point (3.2(%) 1.02%
Base Interest Ral — —

+25 Basis Point 3.4(% 0.77%
+50 Basis Point 6.82% 0.61%
+75 Basis Point 10.22% 0.42%

Prepayment Risk

As we receive prepayments of principatlmse investments, premiums paid on such invessweh be amortized against interest
income. In general, an increase in prepayment reiteaccelerate the amortization of purchase prens, thereby reducing the interest income
earned on the investments. Conversely, discounssiol investments are accreted into interest incémmgeneral, an increase in prepayment
rates will accelerate the accretion of purchaseadists, thereby increasing the interest incomeeghom the investments.

Extension Risk

Our Manager computes the projected weipatverage life of our investments based on assonsptegarding the rate at which the
borrowers will prepay the underlying mortgagesgémeral, when fixed-rate or hybrid adjustable-ratetgage loans or RMBS are acquired
with borrowings, we may, but are not required tigeinto an interest rate swap agreement or dtbdging instrument that effectively fixes
our borrowing costs for a period close to the @pdited average life of the fixed-rate portion of tlelated assets. This strategy is designed to
protect us from rising interest rates because thiving costs are fixed for the duration of theefi+ate portion of the related assets. Howe
if prepayment rates decrease in a rising inteegstenvironment, the life of the fixed-rate portufrthe related assets could extend beyond the
term of the swap agreement or other hedging ingninThis could have a negative impact on our te$tdm operations, as borrowing costs
would no longer be fixed after the end of the haddgnstrument while the income earned on the hyadidstable-rate assets would remain
fixed. This situation may also cause the marketeaif our hybrid adjustable-rate assets to dedcliith, little or no offsetting gain from the
related hedging transactions. In extreme situatimesmay be forced to sell assets to maintain aatediquidity, which could cause us to incur
losses.

Market Risk

Market Value Risk

Our available-for-sale securities ardeited at their estimated fair value with unrealigains and losses excluded from earnings and
reported in other comprehensive income pursua8F#S No. 115Accounting for Certain Investments in Debt and Bg8iecurities The
estimated fair value of these securities fluctugrésarily due to changes in interest rates anéroféctors. Generally, in a rising interest rate
environment, the estimated fair value of these isgesi would be expected to decrease; conversely,decreasing interest rate environment
estimated fair value of these securities wouldXjeeted to increase. As market volatility increasebquidity decreases, the fair value of our
investments may be adversely impacted. If we aablento readily obtain independent pricing to vatédour estimated fair value of securities
in the portfolio, the fair value gains or lossesar@led in other comprehensive income may be adyeaffected.
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Real Estate Market Ris

We own assets secured by real propedyngaly own real property directly in the future. Restial property values are subject to
volatility and may be affected adversely by a numdfdactors, including, but not limited to, natelnregional and local economic conditions
(which may be adversely affected by industry slowds and other factors); local real estate conditi@uch as an oversupply of housing);
changes or continued weakness in specific indsgigynents; construction quality, age and designpdeaphic factors; and retroactive char
to building or similar codes. In addition, decreaseproperty values reduce the value of the caiédtand the potential proceeds available to a
borrower to repay our loans, which could also caissto suffer losses.

Risk Management

To the extent consistent with maintaining REIT status, we seek to manage risk exposupeatect our portfolio of residential
mortgage loans, RMBS, and other assets and radatetthgainst the effects of major interest ratengha. We generally seek to manage our

by:

* monitoring and adjusting, if necessary, the rasg¢x and interest rate related to our RMBS andinancings;

» attempting to structure our financing agreementsatee a range of different maturities, terms, arpatibns and interest rate adjustment
periods;

» using derivatives, financial futures, swaps, omiaraps, floors and forward sales to adjust therést rate sensitivity of our MBS and
our borrowings

» using securitization financing to lower averaget@dgunds relative to shc-term financing vehicles further allowing us to rieeethe
benefit of attractive terms for an extended pedbtime in contrast to short term financing and un¢y dates of the investments
included in the securitization; au

» actively managing, on an aggregate basis, theastteate indices, interest rate adjustment perimud,gross reset margins of «
investments and the interest rate indices and td@rg periods of our financing

Our efforts to manage our assets andlitiab are concerned with the timing and magnitofi¢he repricing of assets and liabilities. We
attempt to control risks associated with intera movements. Methods for evaluating interestrigkeinclude an analysis of our interest rate
sensitivity “gap”, which is the difference betweaterest-earning assets and intefgsaring liabilities maturing or repricing withingiven time
period. A gap is considered positive when the arhofimterest-rate sensitive assets exceeds theiained interest-rate sensitive liabilities. A
gap is considered negative when the amount ofésteate sensitive liabilities exceeds interes-snsitive assets. During a period of rising
interest rates, a negative gap would tend to adeesfect net interest income, while a positive geould tend to result in an increase in net
interest income. During a period of falling intarestes, a negative gap would tend to result ilmarease in net interest income, while a
positive gap would tend to affect net interest mecadversely. Because different types of assetdiabitities with the same or similar
maturities may react differently to changes in allanarket rates or conditions, changes in inter@sts may affect net interest income
positively or negatively even if an institution weegperfectly matched in each maturity category.

The following table sets forth the estiathmaturity or repricing of our interest-earnirggets and interest-bearing liabilities at June 30,
2008. The amounts of assets and liabilities shoitimimva particular period were determined in acemck with the contractual terms of the
assets and liabilities, except adjustable-ratedpand securities are included in the period inclvltheir interest rates are first scheduled to
adjust and not in the period in which they maturé does include the effect of the interest ratepsw@he interest rate sensitivity of our assets
and liabilities in the table could vary substamyi@ based on actual prepayment experience.
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Within 3 1Yearto 3 Greater than
Months 3-12 Months Years 3 Years Total
(dollars in thousands)

Rate sensitive asse $ — $ 49,62 $ 360,14¢ $ 157825 $ 1,988,02
Cash equivalent 49,88¢ — — 49,88¢
Total rate sensitive asst $ 4988¢ $ 49,62 $ 360,14¢ $ 157825 $ 2,037,91
Rate sensitive liabilities, with the effect of sws: (19,689 214,171 598,65¢ 641,47: 1,434,561

Interest rate sensitivity ge $ 69,57: $ (164,49) $ (238509 $ 936,78 $ 603,35




Cumulative rate sensitivity ge $ 69,570 $ (94,92) $ (333429 $ 603,35

Cumulative interest rate sensitivity gap as a pesage
of total rat-sensitive asse 3% (5%) (16%) 30%

Our analysis of risks is based on FIDA&xperience, estimates, models and assumptionseTdralyses rely on models which utilize
estimates of fair value and interest rate sensgjtivictual economic conditions or implementatiornirofestment decisions by FIDAC may
produce results that differ significantly from thstimates and assumptions used in our models amqtdfected results shown in the above
tables and in this prospectus. These analysesinarggain forward-looking statements and are stthijethe safe harbor statement set forth
under the heading “Forward-Looking Statements.”
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BUSINESS

Our Company

We are a specialty finance company tmasts in residential mortgage-backed securitieRMBS, residential mortgage loans, real
estate-related securities and various other akssdas. We have elected and intend to qualify taked as a real estate investment trust, or
REIT, for federal income tax purposes commencinty wur taxable year ending on December 31, 200¥elfualify for taxation as a REIT,
we generally will not be subject to federal incotae on our taxable income that is distributed tostockholders. We are externally managed
by Fixed Income Discount Advisory Company, which neer to as our Manager or FIDAC. Our Managemisr@estment advisor registered
with the Securities and Exchange Commission, or.Sfditionally, our Manager is a wholly-owned subiary of Annaly Capital
Management, Inc., or Annaly, a New York Stock Exaelisted REIT, which has a long track record ahaging investments in U.S.
government agency mortgage-backed securities.

Our objective is to provide attractivekrdadjusted returns to our investors over the lemgy, primarily through dividends and seconde
through capital appreciation. We intend to achign® objective by investing in a broad class oéfinial assets to construct an investment
portfolio that is designed to achieve attractiwk+adjusted returns and that is structured to cpmth the various federal income tax
requirements for REIT status and to maintain owngxtion from registration under the Investment CanypAct of 1940, or 1940 Act.

We were organized in Maryland on Jun20D7, and commenced operations on November 21, 6Wing the completion of our
initial public offering. In our initial public offéng, including the exercise of the underwritesgerallotment option, we sold approximately 3
million shares of our common stock at $15.00 parshand raised proceeds of $479.3 million beféfieriog expenses. Concurrent with our
initial public offering, in a private offering weokl to Annaly approximately 3.6 million shares ofr@ommon stock at $15.00 per share for
aggregate proceeds of approximately $54.3 million.

Our Manager

We are externally managed and adviseBIDAC pursuant to a management agreement. All ofofficers are employees of our
Manager or its affiliates. Our Manager is a fixadéme investment management company specializingaimaging investments in U.S.
government agency residential mortgage-backed isiesyior Agency RMBS, which are mortgage passtiglocertificates, collateralized
mortgage obligations, or CMOs, and other mortghgeked securities representing interests in ogabitins backed by pools of mortgage lo
issued or guaranteed by the Federal National Mgeigessociation, or Fannie Mae, the Federal Homa IMartgage Corporation, or Freddie
Mac, and the Government National Mortgage Assamiatdbr Ginnie Mae. Our Manager also has experignoganaging investments in non-
Agency RMBS and collateralized debt obligationsC&rOs; real estate-related securities; and managedijt and interest rate-sensitive
investment strategies. Our Manager commenced actiestment management operations in 1994. At 30n2008, our Manager was the
adviser or sub-adviser for funds with approximatk?y7 billion in net assets and $11.8 billion ingg assets, and which consisted
predominantly of Agency RMBS.

Our Manager is responsible for administepur business activities and day-to-day openati®Ve have no employees other than our
officers. Pursuant to the terms of the managemgneieanent, our Manager provides us with our managetaam, including our officers, along
with appropriate support personnel. Our Managet &l times subject to the supervision and ovéitsig our board of directors and has only
such functions and authority as we delegate to it.

Our Manager has well-respected and dstadul portfolio management resources for each ofaygeted asset classes and a sophisticate
infrastructure supporting those resources, inclydiwvestment professionals focusing on residentiaitgage loans, Agency and non-Agency
RMBS and other asset-backed securities. Additignale have benefited and expect to continue tofitefrem our Manager’s finance and
administration functions, which address legal, ciamge, investor relations and operational matteduding portfolio management, trade
allocation and execution, securities valuatiork nenagement and information technologies in commeevith the performance of its duties.

We do not pay any of our officers anytcasmpensation. Rather, we pay our Manager a basagement fee and incentive fees based
on performance pursuant to the terms of the manageagreement.
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Our Competitive Advantages
We believe that our competitive advansaigelude the following:

Investment Strategy Designed to Perform in a Vayieff Interest Rate and Credit Environments

We seek to manage our investment strate@glance both interest rate risk and credit Nk believe this strategy is designed to
generate attractive, risk-adjusted returns in &taof market conditions because operating comdtin which either of these risks are
increased, or decreased, may occur at differemtpai the economic cycle. For example, there mapdriods when interest-rate sensitive
strategies outperform credit-sensitive strategiksraby we would receive increased income over osir @f financing, in which case our
portfolio’s increased exposure to this risk wouddldeneficial. There may be other periods when tsatisitive strategies outperform interest-
rate sensitive strategies. Although we face intawe risk and credit risk, we believe that wiipeopriate hedging strategies, as well as our
ability to evaluate the quality of targeted asagestment opportunities, we can reduce these aiséiprovide attractive risk-adjusted returns.

Credit-Oriented Investment Approach

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

Experienced Investment Advisor

Our Manager has a long history of strpagormance across a broad range of fixed-incorseta.sOur Manages’most senior investme
professionals have a long history of investing iradety of mortgage and real estagdated securities and structuring and marketingp€D0u
Manager is also acting as liquidating agent foumiber of CDOs, and has competitive advantagesesudt of its knowledge regarding the
pipeline, values, supply and market participantdifpidations of CDOs because of its involvementhiese liquidations. Investments will be
overseen by an Investment Committee of our Managedfessionals, consisting of Michael A.J. FarMellington J. Denahan-Norris, James
P. Fortescue, Kristopher Konrad, Rose-Marie LyRunald Kazel, Jeremy Diamond, Eric Szabo and Meattbhembiase.

Access to Annaly’s and Our Manager’s Relationships

Annaly and our Manager have developed-iemm relationships with a number of commerciaiksaand other financial intermediaries.
We believe these relationships provide us withngezof high-quality investment opportunities.

Access to Our Manager’s Systems and Infrastructure

Our Manager has created a proprietarff@m management system, which we believe provigesvith a competitive advantage. Our
Manager’s personnel have created a comprehensiaedé and administrative infrastructure, an impdart@mponent of a complex investment
vehicle such as a REIT. In addition, most of oumisiger’s personnel are also Annalyersonnel; therefore, they have had extensivereme
managing Annaly, which is a REIT.

Alignment of Interests between Annaly, Our Managand Our Investors

Concurrent with this offering, we willls® Annaly 26,548,672 shares of common stock prigate offering at the same price per share
as the price per share of this public offering. gompletion of this offering and the concurrernvate offering, Annaly will own
approximately 9.6% of our outstanding common sti@dkich percentage excludes shares to be sold pursu#he exercise of the underwriters’
overallotment option and unvested shares of odrice=d common stock granted to our executive eficand employees of our Manager or its
affiliates).

Moreover, a portion of the fees that rhayearned by our Manager consist of incentive tiegisare based on the amount that a meas:
our earnings exceeds a specified threshold. Furtherincentive fees are payable in cash or slafresr common stock at the election of our
board of directors. We believe that Annaly’s invesht and our Manager’s ability to earn performdiees will align our Manager’s interests
with our interests.

Our Investment Strategy

Our objective is to provide attractivekdadjusted returns to our investors over the l@mgy, primarily through dividends and secondz
through capital appreciation. We intend to achigng objective by investing i
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a diversified investment portfolio of residentiabrigage-backed securities, residential mortgageslogal estate-related securities and various
other asset classes, subject to maintaining oum REtus and exemption from registration underl®40 Act. The residential mortgage backed
securities, or RMBS, asset backed securities, d8 ABmmercial mortgage backed securities, or CMB#,CDOs we purchase may include
investment-grade and non-investment grade class#sding the BB-rated, B-rated and non-rated aass

We rely on our Manager’s expertise imiifging assets within our target asset classes.Nlanager makes investment decisions based
on various factors, including expected cash yiedtitive value, risk-adjusted returns, current prajected credit fundamentals, current and
projected macroeconomic considerations, currenpaojgcted supply and demand, credit and markletcoscentration limits, liquidity, cost
financing and financing availability, as well asintaining our REIT qualification and our exemptifsom registration under the 1940 Act.

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

Our targeted asset classes and the pahicivestments we have made and expect to madadim are as follows:

Asset Class Principal Investments

Residential Mortgage-Backed Securities, or RMBS * Non-Agency RMBS, including investment-grade and non-
investment grade classes, including the BB-ratethtBd and
nor-rated classe:

¢« Agency RMBS.

Residential Mortgage Loans « Prime mortgage loans, which are mortgage loansctivabrr
to the underwriting guidelines of Fannie Mae anedgiie
Mac, which we refer to as Agency Guidelines; armdho
prime mortgage loans, which are mortgage loanscibraformn
to the Agency Guidelines except as to loan ¢

* Alt-A mortgage loans, which are mortgage loans thay
have been originated using documentation standhatsire
less stringent than the documentation standardsedgdpy
certain other first lien mortgage loan purchasgmms, sucl
as the Agency Guidelines, but have one or more
compensating factors such as a borrower with agtooedit
or mortgage history or significant asse

Other Asse-Backed Securities, or AB « Commercial mortgac-backed securities, or CMB

« Debt and equity tranches of collateralized debigalilons, or
CDOs.

e Consumer and n-consumer ABS, including investmr-
grade and non-investment grade classes, inclutim@B-
rated, E-rated and nc-rated classe:

Since we commenced operations in Nover2b8v, we have focused our investment activitiea@quiring non-Agency RMBS and on
purchasing residential mortgage loans that hava baginated by select high-quality originators;lirding the retail lending operations of
leading commercial banks. This is in contrast to
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Annaly’s strategy which concentrates on Agency RMB8r investment portfolio at June 30, 2008 wasgiisd toward non-Agency RMBS.
After the consummation of this offering, we exptett over the near term our investment portfolith @ontinue to be weighted toward RMBS,
subject to maintaining our REIT qualification anar 940 Act exemption. In addition, we have engagezhd anticipate continuing to engage
in transactions with residential mortgage lendipgrations of leading commercial banks and othen-fjigality originators in which we identit
and re-underwrite residential mortgage loans owmnesuch entities, and rather than purchasing aogrgizing such residential mortgage loans
ourselves, we and the originator would structueesiacuritization and we would purchase the reguttiezzanine and subordinate non-Agency
RMBS. We may also engage in similar transactiorth won-Agency RMBS in which we would acquire AAAted non-Agency RMBS and
immediately re-securitize those securities. We @adll the resulting AAA-rated super senior RMBS aetain the AAA-rated mezzanine
RMBS. Our investment decisions, however, will depen prevailing market conditions and will changermtime. As a result, we cannot
predict the percentage of our assets that wilhlvested in each asset class or whether we wilkinveother classes of investments. We may
change our investment strategy and policies witlaoudte of our stockholders.

We have elected and intend to qualifpeédaxed as a REIT commencing with our taxable gading December 31, 2007 and to operate
our business so as to be exempt from registratioleiuthe 1940 Act, and therefore we will be reqlib@invest a substantial majority of our
assets in loans secured by mortgages on real estdtesal estateelated assets. Subject to maintaining our REITifieetion and our 1940 Ac
exemption, we do not have any limitations on th@ants we may invest in any of our targeted asseisels.

Our Investment Portfolio

As of June 30, 2008, our investment plicifconsisted of the following (dollars in thousksi:

Estimated Fair Percent of Total Weighted Average
Amortized Cost Value Portfolio(1) Coupon(1)
RMBS $ 122156 $ 1,116,58! 59.4% 6.27%
Residential Mortgage Loans( $ 150,62¢ $ 150,08 8.C% 5.71%
Securitized Loan $ 614,27¢ $ 613,58( 32.6% 5.9€%
Total $ 1,986,47. $ 1,880,24! 100.(%

(1) Based on estimated fair value.

(2) On April 24, 2008, we sponsored a $619.7 milliecuritization, which was structured as a lomgrtinancing transaction. See “— Recent Developmétecuritizations structured as
financings will result in the outstanding princigllance of the securitized mortgage loans remgiomour books as an asset and the outstandingalrbalance of the notes issued by the
trust will be recorded on our books as a liabil®n July 25, 2008, we sponsored a $151.2 millimusgzation, which was structured as a sale. S8zations structured as sales will result in
the fair value of any notes and equity we retaimaiming on our books as an asset.

The following briefly discusses the pijpal types of investments that we have made andebtp make:

Residential Mortgage-Backed Securities

We have invested in and intend to comtitiuinvest in RMBS which are typically pagseugh certificates created by the securitizat€
a pool of mortgage loans that are collateralizeddsydential real estate properties.

The securitization process is governedmxy or more of the rating agencies, includingtFRatings, Moody'’s Investors Service and
Standard & Poor’s, which determine the respectimediclass sizes, generally based on a sequenyiadgrd structure. Bonds that are rated
from AAA to BBB by the rating agencies are consétketinvestment grade.” Bond classes that are siatelto the BBB class are considered
“below-investment grade” or “non-investment gradehe respective bond class sizes are determinedilmsthe review of the underlying
collateral by the rating agencies. The paymentsived from the underlying loans are used to magetyments on the RMBS. Based on the
sequential payment priority, the risk of nonpaynfenthe investment grade RMBS is lower than tls& df nonpayment for the nanvestmen
grade bonds. Accordingly, the investment gradesda$ypically sold at a lower yield compared te tion-investment grade classes which are
sold at higher yields.

We invest in investment grade and noregtment grade RMBS. We evaluate the credit chaisiits of these types of securities,
including, but not limited to, loan balance distriion, geographic concentration, property type upemcy, periodic and lifetime cap, weighted-
average loan-to-value and weighted-average FIC@sQualifying securities are then analyzed usiagedine expectations of expected
prepayments and losses from given
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sectors, issuers and the current state of the-ixesine market. Losses and prepayments are stresaattaneously based on a credit risk-
based model. Securities in this portfolio are numeitl for variance from expected prepayments, fregjes, severities, losses and cash flow.
The due diligence process is particularly imporgmd costly with respect to newly formed originator issuers because there may be little or
no information publicly available about these éasitand investments.

We may invest in net interest margin sigieis, or NIMs, which are notes that are payabbenfand secured by excess cash flow that is
generated by RMBS or home equity line of creditkeacsecurities, or HELOCSs, after paying the debtise, expenses and fees on such
securities. The excess cash flow represents allpmrtion of a residual that is generally retaibgdhe originator of the RMBS or HELOCSs. 1
residual is illiquid, thus the originator will motiee the position by securitizing the residual &wliing a NIM, usually in the form of a note t
is backed by the excess cash flow generated inrtlerlying securitization.

We may invest in mortgage pass-througtifimates issued or guaranteed by Ginnie Mae, iahtae or Freddie Mac. We refer to these
U.S. government agencies as Agencies, and to thiage pass-through certificates they issue oraguiee as Agency Mortgage Pass-through
Certificates. More specifically, Agency MortgagesBdhrough Certificates are securities represemtitegests in “pools” of mortgage loans
secured by residential real property where paymefit®th interest and principal, plus pre-paid pifal, on the securities are made monthly to
holders of the security, in effect “passing througtonthly payments made by the individual borronensthe mortgage loans that underlie the
securities, net of fees paid to the issuer/guaraarid servicers of the securities. We may alsoshivecollateralized mortgage obligations, or
CMOs, issued by the Agencies. CMOs consist of mplglttlasses of securities, with each class bedlifferent stated maturity dates. Monthly
payments of principal, including prepayments, &t feturned to investors holding the shortesturigyt class; investors holding the longer
maturity classes receive principal only after tingt fclass has been retired. We refer to thesestgpsecurities as Agency CMOs, and we refer
to Agency Mortgage Pass-through Certificates andnsg CMOs as Agency RMBS.

Agency RMBS are collateralized by eitfieed-rate mortgage loans, or FRMs, adjustable-madetgage loans, or ARMs, or hybrid
ARMSs. Hybrid ARMs are mortgage loans that haverederates that are fixed for an initial periodo{tally three, five, seven or ten years) and
thereafter reset at regular intervals subject tier@st rate caps. Our allocation between secudtéateralized by FRMs, ARMs or hybrid
ARMSs will depend on various factors including, Imat limited to, relative value, expected futuregagment trends, supply and demand, costs
of financing, costs of hedging, expected futureriest rate volatility and the overall shape ofth8. Treasury and interest rate swap yield
curves. We take these factors into account whemaie these types of investments.

Recently, the government passed the “guand Economic Recovery Act of 2008”. Fannie Mad Freddie Mac have recently been
placed into the conservatorship of the Federal Hgusinance Agency, or FHFA, their federal regulapursuant to its powers under The
Federal Housing Finance Regulatory Reform Act df&@& part of the Housing and Economic RecoveryoA@008. As the conservator of
Fannie Mae and Freddie Mac, the FHFA controls aretts the operations of Fannie Mae and Freddie &ftacmay (1) take over the assets of
and operate Fannie Mae and Freddie Mac with alptiveers of the shareholders, the directors, andffieers of Fannie Mae and Freddie Mac
and conduct all business of Fannie Mae and Fraddie (2) collect all obligations and money due tmfie Mae and Freddie Mac; (3) perfc
all functions of Fannie Mae and Freddie Mac whigh @nsistent with the conservator’s appointmebtpfeserve and conserve the assets and
property of Fannie Mae and Freddie Mac; and (5}remhfor assistance in fulfilling any function tiadty, 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 agreemetwgbe the U.S. Department of Treasury and Fannie &fta Freddie Mac pursuant to which
the U.S. Department of Treasury will ensure thahezf 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 ligquidackstop, which will be available until Decem@&09; and (iii) the U.S. Department of
Treasury has initiated a temporary program to pasefRMBS issued by Fannie Mae and Freddie Mac.

The Emergency Economic Stabilization 8ice008, or EESA, was recently enacted. The EE4&ides the U.S. Secretary of the
Treasury with the authority to establish a Troubdsdet Relief Program, or TARP, to purchase framarficial institutions up to $700 billion of
residential or commercial mortgages and any séesyibbligations, or other instruments that areebbas or related to such mortgages, that in
each case was originated or
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issued on or before March 14, 2008, as well asoéingr financial instrument that the U.S. Secretdrthe Treasury, after consultation with the
Chairman of the Board of Governors of the FedeesdRve System, determines the purchase of whitécisssary to promote financial market
stability, upon transmittal of such determinationwriting, to the appropriate committees of th&&UCongress. The EESA also provides for a
program that would allow companies to insure threubled assets.

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 regpéavorably to the TARP or the TARP does not fiorcas intended, our business may not
receive the anticipated positive impact from thgadlation. In addition, the U.S. Government, FetiBeserve 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, suchamsticould have on our business, results of op&stad financial condition.

We anticipate engaging in transactiorth wésidential mortgage lending operations of legdiommercial banks and other high-quality
originators in which we identify and r@derwrite residential mortgage loans owned by smthies, and rather than purchasing and secing
such residential mortgage loans ourselves, welandriginator would structure the securitizatiod are would purchase the resulting
mezzanine and subordinate non-Agency RMBS. We risayeangage in similar transactions with non-AgeR8BS in which we would
acquire AAA-rated non-Agency RMBS and immediatedysecuritize those securities. We would sell tisalltang AAA-rated super senior
RMBS and retain the AAA-rated mezzanine RMBS.

Residential Mortgage Loans

We have invested and intend to contimu@vest in residential mortgage loans (mortgage$osecured by residential real property)
primarily through direct purchases from selecteghkguality originators. On December 14, 2007, weersd into a mortgage loan purchase
agreement with PHH Mortgage Corporation. We intendnter into additional mortgage loan purchaseagents with a number of primary
mortgage loan originators, including mortgage basikeommercial banks, savings and loan associatimmse builders, credit unions and
mortgage conduits. We may also purchase mortgageslon the secondary market. We expect these todressecured primarily by resident
properties in the United States.

We invest primarily in residential morggaloans underwritten to our specifications. Thgionators perform the credit review of the
borrowers, the appraisal of the properties secutiagoan, and maintain other quality control prhaes. We generally consider the purcha:
loans when the originators have verified the boeshincome and assets, verified their credit mjstnd obtained appraisals of the properties.
We or a third party perform an independent undeingireview of the processing, underwriting andnl@éosing methodologies that the
originators used in qualifying a borrower for ano®epending on the size of the loans, we mayeew all of the loans in a pool, but rather
select loans for underwriting review based uporcifiparisk-based criteria such as property locatioan size, effective loan-to-value ratio,
borrower’s credit score and other criteria we ha&ito be important indicators of credit risk. Adaiitally, before the purchase of loans, we
obtain representations and warranties from eadinatior stating that each loan is underwrittenuorequirements or, in the event underwri
exceptions have been made, we are informed sevihatay evaluate whether to accept or reject thesloAn originator who breaches these
representations and warranties in making a loarvitbgourchase may be obligated to repurchase #reffom us. As added security, we use
services of a thirgharty document custodian to insure the quality acxliracy of all individual mortgage loan closingdments and to hold tl
documents in safekeeping. As a result, all of thgimal loan collateral documents that are signgdhle borrower, other than the original credit
verification documents, are examined, verified hattl by the third-party document custodian.

We currently do not intend to originatentigage loans or provide other types of financmthe owners of real estate. We currently dc
intend to establish a loan servicing platform, éxpect to retain highly-rated servicers to sera@gemortgage loan portfolio. We purchase
certain residential mortgage loans on a servicetgined basis. In the future, however, we maydetd originate mortgage loans or other ty
of financing, and we may elect to service mortgiag®s and other types of assets.

We expect that all servicers servicingloans will be highly rated by the rating agencl& also conduct a due diligence review of ¢
servicer before executing a servicing agreememti@Geg procedures will typically follow Fannie Magiidelines but will be specified in each
servicing agreement. All servicing agreements milet standards for inclusion in highly rated mayttdacked or asset-backed securitizations.
We have entered
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into a master servicing agreement with Wells Fahyé\. to assist us with management, servicing dgbtsand other administrative duties
associated with managing our mortgage loans.

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

We acquire residential mortgage loanofarportfolio with the intention of either secizihg them and retaining them in our portfolio as
securitized mortgage loans, or holding them inresidential mortgage loan portfolio. To facilitdbe securitization or financing of our loans,
we expect to generally create subordinate certéd&gavhich provide a specified amount of creditamement. We expect to issue securities
through securities underwriters and either reta@sé securities or finance them in the repurchgeeement market. There is no limit on the
amount we may retain of these below-investmentggtbordinate certificates. Until we securitize msidential mortgage loans, we expect to
finance our residential mortgage loan portfolicotigh the use of warehouse facilities and repurchgesements.

Other Asset-Backed Securities

We may invest in securities issued irioas CDO offerings to gain exposure to bank loaosporate bonds, ABS, mortgages, RMBS
CMBS and other instruments. To avoid any actuglesceived conflicts of interest with our Manager jmvestment in any such security
structured or managed by our Manager will be apgaddwy a majority of our independent directors. i@ éxtent such securities are treated as
debt of the CDO issuer for federal income tax pegse we will hold the securities directly, subjecthe requirements of our continued
qualification as a REIT as described in “Certaidé&al Income Tax Considerations — Asset Tests.thEcextent the securities represent equity
interests in a CDO issuer for federal income tapppses, we may be required to hold such secutliresigh a taxable REIT subsidiary, or T
which would cause the income recognized with ressfgesuch securities to be subject to federal @pulicable state and local) corporate
income tax. See “Risk Factors — Tax Risks.” We ddall to qualify as a REIT or we could become sgbjo a penalty tax if the income we
recognize from certain investments that are treatemuld be treated as equity interests in a foreorporation exceed 5% of our gross income
in a taxable year.

We may invest in CMBS, which are securgdor evidence ownership interests in, a singhlaroercial mortgage loan or a pool of
mortgage loans secured by commercial propertiessd Becurities may be senior, subordinated, inwdtgrade or non-investment grade. We
intend to invest in CMBS that will yield currentiémest income and where we consider the returmingipal to be likely. We intend to acquire
CMBS from private originators of, or investors imortgage loans, including savings and loan assongtmortgage bankers, commercial
banks, finance companies, investment banks and ettities.

In general, CDO issuers are special mepehicles that hold a portfolio of income-prodigcassets financed through the issuance of
rated debt securities of different seniority andigg The debt tranches are typically rated basedash flow structure, portfolio quality,
diversification and credit enhancement. The egsétyurities issued by the CDO vehicle are the “foss” piece of the CDO vehicle’s capital
structure, but they are also generally entitledltoesidual amounts available for payment after@O vehicle’s senior obligations have been
satisfied. Some CDO vehicles are “synthetic,” irichithe credit risk to the collateral pool is tréarsed to the CDO vehicle by a credit
derivative such as a credit default swap.

We also intend to invest in consumer ABBese securities are generally securities for vttie underlying collateral consists of assets
such as home equity loans, credit card receivabidsauto loans. We also expect to invest in norsworer ABS. These securities are generally
secured by loans to businesses and consist obasset as equipment loans, truck loans and agriaikéquipment loans. Issuers of consumer
and non-consumer ABS generally are special purpotges owned or sponsored by banks and finanowaaies, captive
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finance subsidiaries of non-financial corporationspecialized originators such as credit carddendVe may purchase RMBS and ABS
which are denominated in foreign currencies orcattateralized by non-U.S. assets.

Investment Sourcing

Our Manager takes advantage of the bne&atork of relationships it and Annaly have esttidid over the past decade to identify
investment opportunities. Our Manager and Annalyeh&lationships with a large and diverse groufin@ncial intermediaries, ranging from
major commercial and investment banks to speciaitgstment dealers and brokerage firms. In additinbelieve that a portion of our
Manager’s transaction pipeline, such as the CD®gadhsors, will generate appropriate investmenbdppities for us. Our Manager also
sources investments directly from third-party aragbrs, such as in the case of CDOs and CLOs, spathdy other asset management firms.

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

Investment Process

Our investment process benefits fromrésaurces and professionals of our Manager. Thiegsimnals responsible for portfolio
management decisions are Matthew Lambiase, ouideérgsand Chief Executive Officer and our Managé&n&cutive Vice President,
Structured Products; William B. Dyer, our Head afdérwriting and our Manager’s Executive Vice Presig Christian J. Woschenko, our
Head of Investments and our Manager’'s Executive Vresident; Eric Szabo, our Manager’s Senior Yiesident and Investment Strategist;
and Konstantin Pavlov, our Manager’s Senior VicesiRfent and Senior Repo Trader. Investments ams@se by an Investment Committee of
our Manager’s professionals, consisting of Michadl Farrell, Wellington J. Denahan-Norris, JameEdttescue, Kristopher Konrad, Rose-
Marie Lyght, Ronald Kazel, Jeremy Diamond, Ericl8zand Matthew Lambiase. This Investment Commiie®sees our investment
guidelines and will meet periodically to discussefprences for sectors and sub-sectors.

Our investment process includes souraimdjscreening of investment opportunities, assgssuestment suitability, conducting credit
and prepayment analysis, evaluating cash flow afidteral performance, reviewing legal structurd aervicer and originator information and
investment structuring, as appropriate, to seektactive return commensurate with the risk weberaring. Upon identification of an
investment opportunity, the investment is screaar@imonitored by our Manager to determine its imhpaamaintaining our REIT qualificatic
and our exemption from registration under the 1840 We have made and will seek to make investmiengectors where our Manager has
strong core competencies and where we believetaiskliand expected performance can be reasonablytified.

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

Once a potential residential loan packagestment has been identified, our Manager aind ffarties it engages perform financial,
operational and legal due diligence to assessgke of the investment. Our Manager and third pariti engages analyze the loan pool and
conduct follow-up due diligence as part of the umdiing process. As part of this process, the feggors which the underwriters consider
include, but are not limited to, documentation, teéekincome ratio, loan-to-value ratios and propesluation. Consideration is also given to
other factors such as price of the pool, geograptincentrations and type of product. Our Managiémes its underwriting criteria based upon
actual loan portfolio experience and as market itimms and investor requirements evolve. Similaalgsis is also performed on securities,
where the evaluation process also includes relatiee analyses based on yield, credit rating,agestife, expected duration, option-adjusted
spreads, prepayment assumptions and credit exospther considerations in our investment protedade analysis of fundamental
economic trends, suitability for investment by alREonsumer borrowing trends, home price appresiaand relevant regulatory
developments.
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Investment Guidelines

We have adopted a set of investment djniiethat set out the asset classes, risk tolerwels, diversification requirements and other
criteria used to evaluate the merits of specifieBtments as well as the overall portfolio compositOur Manager’s Investment Committee
reviews our compliance with the investment guidediperiodically and our board of directors receae$nvestment report at each quarter-end
in conjunction with its review of our quarterly tdis. Our board also reviews our investment paidfahd related compliance with our
investment policies and procedures and investmgidetines at each regularly scheduled board otthrs meeting.

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

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

risk exposure in our portfolio; ar

. Investments in nc-rated or deeply subordinated ABS or other secasrttiat are nc-qualifying assets for purposes of the 7
REIT asset test will be limited to an amount noéxeeed 50% of our stockhold’ equity.

These investment guidelines may be chébgea majority of our board of directors withotackholder approval.

Our board of directors has also adopteéparate set of investment guidelines and proesdargovern our relationship with FIDAC. \
have also adopted detailed compliance policie®teimn our interaction with FIDAC, including whenAC is in receipt of material non-
public information.

Our Financing Strategy

We use leverage to increase potentiatmstto our stockholders. We are not required tmtam any specific debt-to-equity ratio as we
believe the appropriate leverage for the particatmets we are financing depends on the crediityjaal risk of those assets. Our leverage
ratio has fluctuated and we expect it to contimufiuctuate from time to time based upon, amongiothings, our assets, market conditions
conditions and availability of financings. As off@@ember 30, 2008, we had outstanding indebtedrfesgspooximately $1.119 billion, which
consists of recourse leverage of approximately $6&dllion and non-recourse securitized financihgoproximately $499.0 million.

Subject to our maintaining our qualificatas a REIT, we expect to use a number of souectisance our investments, including the
following:

* Repurchase Agreemer. We have financed and intend to continue to fieazertain of our assets through the use of repaecha
agreements. We anticipate that repurchase agresméhibe one of the sources we will use to achieuedesired amount of leverage
for our residential real estate assets. We intemdaintain formal relationships with multiple coergarties to obtain financing on
favorable terms. We currently have established onmsitted repurchase agreements for RMBS with 12 wparties, including Annal
As of June 30, 2008, we had $50.0 million outstagdinder our repurchase agreement with Annaly.fAReptember 30, 2008, we had
approximately $620.0 million outstanding under ggeement, which constitutes approximately 56%unftotal financing. We had al
established two repurchase agreements for wholegage loans as of June 30, 2008, which were tetedreubsequent to the end of
quarter. For a description of the terms of our repase agreements, see “Management’s DiscussioAraadysis of Financial Condition
and Results of Operatic—Liquidity and Capital Resourc¢”
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* Warehouse Facilitie. We intend to utilize credit facilities for cagiteeeded to fund our assets. We intend to mairiitaimal
relationships with multiple counterparties to maintwarehouse lines on favorable terms. As of Bih€008, we had no outstanding
warehouse facility balance

» Securitizatior. We acquire residential mortgage loans for outfptio with the intention of securitizing them anetaining the
securitized mortgage loans in our portfolio. Tailfeate the securitization or financing of our I&nve will generally create subordinate
certificates, providing a specified amount of ctesihancement, which we intend to retain in outfpbo. As described below, as of
June 30, 2008, we had one completed securitizatidna second securitization closed shortly afteretid of that quarte

On April 24, 2008, we sponsored a $619.7 millioowstization, a long-term financing transaction wéi®y we securitized our then-
current inventory of mortgage loans. In this tranise, we sold approximately $536.9 million of AAsxted fixed and floating rate
bonds to third party investors, and retained apprately $46.3 million of AAA-rated mezzanine boratsd $36.5 million in



subordinated bonds. This transaction will be actedifor as a financing pursuant to SFAS 1

On July 25, 2008, we sponsored a $151.2 milliomsgzation whereby we securitized our then-curiienentory of mortgage loans. In
this transaction, we retained all of securitiesiégsby the securitization trust including approxieha$142.4 million of AAA-rated fixed
and floating rate senior bonds and $8.8 milliosubordinated bonds. This transaction will be actedifor as a sale. On August 28,
2008, we sold approximately $74.9 million of the AAated fixed and floating rate bonds related ® dhly 25, 2008 securitization to
third-party investors and realized a loss of $11.5 nmill

Asse-Backed Commercial PapeiVe may finance certain of our assets using dsseked commercial paper, or ABCP, conduits, wi
are bankruptcy-remote special purpose vehiclesskae commercial paper and the proceeds of whiehised to fund assets, either

through repurchase or secured lending programsamdeutilize ABCP conduits of third parties or ceeair own conduit. As of June
30, 2008, we had no outstanding a-backed commercial paper balanc

Term Financing CDO. We may finance certain of our assets using témanting strategies, including CDOs and other n-funded
financing structures. CDOs are multiple class delurities, or bonds, secured by pools of asasth, & mortgage-backed securities
and corporate debt. Like typical securitizatiomstures, in a CDC

0 the assets are pledged to a trustee for the berfi¢fie holders of the bond
0 one or more classes of the bonds are rated byrome@ rating agencies; a

0 one or more classes of the bonds are marketeavideavariety of fixed-income investors, which eregbthe CDO sponsor to
achieve a relatively low cost of lo-term financing

Unlike typical securitization structures, the urgieig assets may be sold, subject to certain litioites, without a corresponding -
down of the CDO, provided the proceeds are reimeeist qualifying assets. As a result, CDOs endidesponsor to actively manage,
subject to certain limitations, the pool of asseéfe believe CDO financing structures may be an@mpate financing vehicle for our
target asset classes because they will enablealstdo relatively low, long-term cost of funds améhimize the risk that we may have
to refinance our liabilities before the maturit@our investments, while giving us the flexibility manage credit risk and, subject to
certain limitations, to take advantage of profipogunities. As of June 30, 2008, we had no outBtenterm financing CDO:

Our Interest Rate Hedging and Risk Management Stragy

We may, from time to time, utilize detiive financial instruments to hedge all or a portad the interest rate risk associated with our

borrowings. Under the federal income tax laws ayatilie to REITS, we generally will be able to entéo certain transactions to hedge
indebtedness that we may incur, or plan to in@uadguire or carry real estate assets, althougkotalrgross income from such hedges and
other non-qualifying sources must not exceed 25%uofgross income.

We may engage in a variety of interett management techniques that seek to mitigategelsan interest rates or other potential

influences on the values of our assets. The federaime tax rules applicable to REITs may
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require us to implement certain of these technidgesigh a TRS that is fully subject to corporateome taxation. Our interest rate
management techniques may include:

. puts and calls on securities or indices of se@s;

. Eurodollar futures contracts and options on suctiracts;

. interest rate caps, swaps and swapti

. U.S. treasury securities and options on U.S. tmyasecurities; an
. other similar transaction

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

We may, from time to time, enter intoeirgst rate swap agreements to offset the potexttiadrse effects of rising interest rates under
short-term repurchase agreements. Interest rate agr@ements have historically been structured thattthe party seeking the hedge
protection receives payments based on a variatdecst rate and makes payments based on a fixaeéttrate. The variable interest rate on
which payments are received is calculated baseddaus reset mechanisms for LIBOR. The repurclaseements generally have maturities
of 30 to 90 days and carry interest rates thaespiond favorably to the LIBOR rates for those spsr@ds. The swap agreements will
effectively fix our borrowing cost and will not eld for speculative or trading purposes.

As of June 30, 2008, we had enteredvat@mus amortizing interest rate swap agreemertts avhumber of counterparties whereby we
swap a floating rate of interest in the liabilitgware hedging for a fixed rate of interest. Theragate notional amount of these agreements was
$1.0 billion. The weighted average fixed rate wigl ma these interest rate swaps was 4.10% as ef 3un2008.

Interest rate management techniques telmoinate interest rate risk but, rather, seefttigate it. See “Risk Factors—Risks Related to
Our Business—Hedging against interest rate expasaseadversely affect our earnings, which couldioedour cash available for distribution
to you.” and “—Our hedging strategies may not becessful in mitigating the risks associated witieiast rates.”

Credit Analysis and Structuring

We benefit from our Managem®xperience in credit analysis and investmentsiring. The credit analysis process is driven xigmsive
research that focuses, where applicable, on therlymag collateral, servicer and structure of anl@a security, as well as the borrower or
issuer, its management team and overall conditioits industry. When conducting due diligence, blanager evaluates a number of
important business considerations, as well as aeletax, accounting, environmental and legal issuegtermining whether to proceed with an
investment.

Risk Management

Risk management is an integral componéntr strategy to deliver returns to our stockleodd Because we have invested and will
continue to invest primarily in fixed-income seti@s, investment losses from credit defaults, egerate volatility or other risks can
meaningfully reduce or eliminate our distributidnsstockholders. In addition, because we utilipaficial leverage in funding our portfolio,
mismatches in the maturities of our assets anditiab can create risk in the need to continuadlgew or otherwise refinance our liabilities.

Our net interest margins are dependent upon aiyesipread between the returns on our asset portfotl our overall cost of funding. To
minimize the risks to our portfolio, we actively ploy portfolio-wide and security-specific risk me@sment and management processes in our
daily operations. Our risk management tools inclsafitware and services licensed or purchased fhinah parties, in addition to proprietary
analytical methods developed by FIDAC. There candguarantee that these tools will protect us froanket risks.
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Conflicts of Interest

We are dependent on our Manager for ayrtd-day management and do not have any indepenéfeers or employees. Our officers
also serve as employees of our Manager or it§aaéf8. Our non-independent directors also serwrgdoyees of our Manager. Our
management agreement with our Manager was negbtieteveen related parties and its terms, inclutieg payable, may not be as favorable
to us as if it had been negotiated at arm’s lemgth an unaffiliated third party. In addition, thdility of our Manager and its officers and
employees to engage in other business activitigsreduce the time our Manager and its officers emgloyees spend managing us.

Our Manager has discretionary investnagiihority over a number of different funds and aeds. Although currently none of these
funds or accounts have investment objectives tlénally overlap with ours, it is possible in theure that our Manager may manage funds
and accounts that may compete with us for investmgportunities. Also, to the extent our Managenages investment vehicles (other than
CDOs) that meet our investment objectives, our Manavill have an incentive to invest our funds urcls investment vehicles because of the
possibility of generating an additional incrememteinagement fee. Our Manager may also invest in Cénaged by it that could result in
conflicts with us, particularly if we invest in @gtion of the equity securities and there is a iletation of value of such CDO before closing
could suffer an immediate loss equal to the deeregathe market value of the underlying investmémaddition, to the extent we seek to in
in Agency RMBS, we may compete for investment opputies with Annaly. Our Manager has an investnaiaication policy in place so that
we may share equitably with other client accoufisun Manager and Annaly in all investment oppoities, particularly those involving an
asset with limited supply, that may be suitabledor account and such other accounts. Our Managelisy also includes other controls
designed to monitor and prevent any particular aetor Annaly from receiving favorable treatmeneoany other fund or account. This
investment policy may be amended by our Managangtime without our consent. To the extent FIDA@analy’s, or our business evolves
in such a way to give rise to conflicts not curhgaiddressed by our Manageihvestment allocation policy, our Manager mayoheerefine its
policy to handle any such situations. To avoid aatal or perceived conflicts of interest with danager, an investment in any security
structured or managed by our Manager will be apgadwy a majority of our independent directors.

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

We have agreed to pay our Manager atmasegement fee that is not tied to our performameckincentive fees that are based entirely
on our performance. This compensation arrangemagtaause our Manager to make high risk investmémisstments with higher yield
potential are generally riskier or more speculatiMee base management fee component may not suffigincentivize our Manager to
generate attractive risk-adjusted returns for b& ificentive fee component may cause our Managaate undue emphasis on the
maximization of net income at the expense of othiéeria, such as preservation of capital, to ashigigher incentive fees. This could result in
increased risk to the value of our investment plictf

It is difficult and costly to terminatieet management agreement we have entered into withlanager without cause. Our independent
directors will review our Manager’'s performance ding management fees annually, and following titeirierm, the management agreement
provides that it may be terminated annually by itbaut cause upon the affirmative vote of at least-thirds of our independent directors or
by a vote of the holders of at least a majorityhaf outstanding shares of our common stock (otteer those shares held by Annaly or its
affiliates), based upon: (i) our Manager’s unsatithry performance that is materially detrimentah$ or (ii) our determination that the
management fees payable to our Manager are npstdiject to our Manager’s right to prevent terrtiotabased on unfair fees by accepting a
reduction of management fees agreed to by at teasthirds of our independent directors. Our Mamagd be provided 180-daygirior notice
of any such termination. Upon such terminationwilepay our Manager a termination fee equal teethtimes the sum of (a) the average
annual base management fee and (b) the averagelamcentive fees earned by our Manager duringptize 24-month period before such
termination, calculated as of the end of the mesémntly completed fiscal quarter. These
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provisions may increase the effective cost to ugwhinating the management agreement, therebyrsalyeaffecting our ability to terminate
our Manager without cause. In addition, we havereat into a repurchase agreement with Annaly, camdder’s parent, to finance our RMBS.
This financing arrangement may make us less likelgrminate our Manager. It could also give riséurther conflicts because Annaly may be
a creditor of ours. As one of our creditors, Anfmipterests may diverge from the interests ofstockholders.

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

The management agreement provides thdflanager will not assume any responsibility ottien to provide the services called for by
the management agreement. It further providesaimaManager will not be responsible for any actiéiour board of directors in following or
declining to follow its advice or recommendatio@sir Manager, its officers, managers and employéksot be liable to us, any subsidiary of
ours, our directors, our stockholders or any suasit stockholders or partners for acts or omissiperformed in accordance with and
pursuant to the management agreement, except leechasts constituting bad faith, willful miscondugross negligence, or reckless disregard
of their duties under the management agreemenhaVe agreed to indemnify our Manager, its officetackholders, managers, directors,
employees, any person controlling or controlledhi®/Manager and any person providing sub-advisenyices to the Manager, with respect to
all expenses, losses, damages, liabilities, demahdsges and claims arising from acts of our Menagt constituting bad faith, willful
misconduct, gross negligence, or reckless disregfaddties, performed in good faith in accordand#hend pursuant to the management
agreement.

Resolution of Potential Conflicts of Interest and Alocation of Investment Opportunities

FIDAC will abide by its allocation poli@gnd thus will offer us the right to participateaihinvestment opportunities that it determines
appropriate for us in view of our investment objees, policies and strategies and other relevartofs, subject to the exception that, in
accordance with FIDAC's allocation policy descriislow, we might not participate in each such opputy but will on an overall basis
equitably participate with FIDAC's other clientsail such opportunities. FIDAC allocates investnseteligible accounts, including us, based
on current demand according to the market valuheficcount (which is the amount of available edpitat, consistent with such account’s
investment parameters, may be invested in a prdgosestment). An account has current demandid positive market value. For certain
transactions that cannot be allocated on a prdoes, such as in the case of “whole pool” tradas Manager will endeavor to allocate such
purchases over time in a fair and equitable marftre investment cannot fulfill the pro rata aédgion or be allocated in marketable portions,
the investment is allocated on a rotational basactounts with current demand, with an emphasisaol on those accounts that were excluded
in prior allocations, but without any preferenceayi to accounts based on their market value. Ttatiooal system is determined by FIDAC'’s
chief investment officer and is overseen by its ptiamce officer to ensure fair and equitable inreatt allocation to all accounts in accordance
with the 1940 Act.

Operating and Regulatory Structure
REIT Qualification

We have elected and intend to qualifpedreated as a REIT under Sections 856 througtoB&® Internal Revenue Code commencing
with our taxable year ending on December 31, 2@Qif.qualification as a REIT depends upon our abiitmeet on a continuing basis, thro
actual investment and operating results, variomsptex requirements under the Internal Revenue Celdéng to, among other things, the
sources of our gross income, the composition ahgegaf our assets, our distribution levels anddiiersity of ownership of our shares. We
believe that we have been organized in conformitii the requirements for qualification and taxataana REIT under the Internal Revenue
Code, and that our manner of operation enables ot the requirements for qualification and taxeas a REIT.

As a REIT, we generally will not be sultjeo federal income tax on our REIT taxable incomgedistribute currently to you. If we fail to
qualify as a REIT in any taxable year and do natlifjufor certain statutory relief provisions, wellbe subject to federal income tax at regular
corporate rates and may be precluded from quatifgma REIT for the subsequent four taxable yedl®aing the year during which we lost
our REIT
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qualification. Even if we qualify for taxation as&EIT, we may be subject to some federal, statd@ral taxes on our income or property.
1940 Act Exemption

We operate our business so that we ampkfrom registration under the 1940 Act. We idtémrely on the exemption from registration
provided by Section 3(c)(5)(C) of the 1940 Act,ravision designed for companies that do not isedeemable securities and are primarily
engaged in the business of purchasing or othemggairing mortgages and other liens on and inteiesieal estate.

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

Based on no-action letters issued byStiadf of the Securities and Exchange Commissiorhagsify our investment in residential
mortgage loans as qualifying real estate assetspgsas the loans are “fully secured” by an indefe real estate. That is, if the loan-to-value
ratio of the loan is equal to or less than 100%ntie consider the mortgage loan a qualifying estdte asset. We do not consider loans with
loan-to-value ratios in excess of 100% to be quialif real estate assets for the 55% test, but @alestate-related assets for the 80% test.

We also consider RMBS such as Agency WRaol Certificates to be qualifying real estateets By contrast, an agency certificate that
represents less than the entire beneficial intémetsie underlying mortgage loans is not considéodoke a qualifying real estate asset for
purposes of the 55% test, but constitutes a reéaleeselated asset for purposes of the 80% teshpBance with the 1940 Act may require us to
purchase Agency Whole Pool Certificates.

We treat our ownership interest in padlgvhole loan RMBS, in cases in which we acqui d¢intire beneficial interest in a particular
pool, as qualifying real estate assets based oaatimn positions of the Staff of the Securities &xdhange Commission. We generally do not
expect our investments in CMBS and other RMBS itmests to constitute qualifying real estate aseetthe 55% test, unless such treatment
is consistent with guidance of the Staff of thelBies and Exchange Commission. Instead, thesestments generally will be classified as
real estate-related assets for purposes of thet89%/Ne do not expect that our investments in CDiGxther ABS will constitute qualifying
real estate assets. We may, however, treat outydqgterests in a CDO issuer that we determine“ima@jority owned subsidiary” and that is
exempt from 1940 Act registration under Section&(¢C) of the 1940 Act as qualifying real estaseets, real estate-related assets, and
miscellaneous assets in the same proportion aaseds in such CDO are qualifying real estate ;igsetl estate-related assets and
miscellaneous assets. We may in the future, howewedify our treatment of such CDO equity to confdo guidelines provided by the Staff
of the Securities and Exchange Commission.

We also invest in other types of RMBS &MBS, which we will not treat as qualifying reaitate assets for purposes of determining our
eligibility for the exemption from registration pridled by Section 3(c)(5)(C) unless such treatmegbnsistent with guidance of the Staff of
Securities and Exchange Commission. We have noestgd no—action or other interpretative guidancpplied for an exemptive order with
respect to the treatment of such assets. In trenabf guidance of the Staff of the Securities Bxchange Commission that otherwise
supports the treatment of such investments asfginglireal estate assets, we will treat them, fmppses of determining our eligibility for the
exemption from registration provided by Section)@E}(C), as real estate—related assets or misaalaassets as appropriate. Any additional
guidance from the Staff of the Securities and ErgeaCommission could provide additional flexibilttyus, or it could further inhibit our
ability to pursue the investment strategy we hawesen.

We monitor our assets to ensure thateat|55% of our assets consist of qualifying retdte assets, and that at least 80% of our assets
consist of qualifying real estate assets and i®ate-related assets. We expect, when requiretbdbe mix of our investments, to acquire
pools of whole loan RMBS for compliance purposasektments in such pools may not represent an aptiose of our investable capital
when compared to the available investments we t@gsuant to our investment strategy.

Licensing

We may be required to be licensed to lpase and sell previously originated residentialtgage loans in certain jurisdictions (including
the District of Columbia) in which we will conduatir business. We are currently in
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the process of obtaining those licenses, if requi@ur failure to obtain or maintain licenses watrict our investment options. We will
consummate this offering even if we have not yeainied such licenses. We intend to be licenselddee states where licenses are required to
purchase or sell previously originated mortgag@daas soon as reasonably practicable.

Policies with Respect to Certain Other Activities

If our board of directors determines thddlitional funding is required, we may raise sfuctds through additional offerings of equity or
debt securities or the retention of cash flow (sabjo provisions in the Code concerning distribitiequirements and the taxability of
undistributed REIT taxable income) or a combinatiéthese methods. If our board of directors deteesito raise additional equity capital, it
has the authority, without stockholder approvaissue additional common stock or preferred stackniy manner and on such terms and for
such consideration as it deems appropriate, atisrey

We may offer equity or debt securities@purchase or otherwise reacquire our shares, ligagtity obligations, or for working capital
purposes or other reasons. In addition, we mayolaomoney to finance the acquisition of investmeWs. intend to use traditional forms of
financing, such as repurchase agreements. Ourtineas guidelines and our portfolio and leveragepmeodically reviewed by our board of
directors as part of their oversight of our Manager

We engage in the purchase and sale ektments. We will not underwrite the securitiesthier issuers. We will not make loans to other
persons or invest in the securities of other issémrthe purpose of exercising control of thostties.

Our board of directors may change anthege policies without prior notice to you or aevby our stockholders.
Competition

Our net income depends, in large parpumability to acquire assets at favorable spres@s our borrowing costs. In acquiring real
estate-related assets, we will compete with ottatgage REITs, specialty finance companies, savamgsloan associations, banks, mortgage
bankers, insurance companies, mutual funds, itistital investors, investment banking firms, finadénstitutions, governmental bodies and
other entities. In addition, there are numeroustgagre REITs with similar asset acquisition objeetivincluding a number that have been
recently formed, and others that may be organizele future. These other REITs will increase catitipa for the available supply of
mortgage assets suitable for purchase. Many of@umpetitors are significantly larger than we am@jéhaccess to greater capital and other
resources and may have other advantages over addition, some of our competitors may have higtsirtolerances or different risk
assessments, which could allow them to considddarwariety of investments and establish more fabke relationships than we can. Current
market conditions may attract more competitors civimay increase the competition for sources offiingg. An increase in the competition
sources of funding could adversely affect the adity and cost of financing, and thereby adversdfect the market price of our common
stock.

Staffing

We are managed by our Manager pursuahetmanagement agreement between our Managersaddl of our officers are employees
of our Manager or its affiliates. We will have nmgloyees upon completion of this offering othemtloair officers. See “Our Manager and the
Management Agreement—Management Agreement.”

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

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

Officers of Our Manager

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

Name Age Position Held with our Manager
Michael A.J. Farrel 57 Chairman of the Board, President and Chief Exeeulificer
Wellington J. DenahéNorris 44 Vice Chairman of the Board, Chief Investment Offiaad Chief Operating Office
Kathryn F. Fagal 41 Chief Financial Officer and Treasut
Jeremy Diamoni 45 Managing Directo
Ronald Kaze 40 Managing Directo
R. Nicholas Sing| 49 Executive Vice President, General Counsel, Corpd8acretary and Chief Compliar
Officer
James P. Fortesc! 35 Managing Director and Head of Liabilitir
Kristopher Konrac 34 Managing Director and (-Head Portfolio Manageme
Ros¢Marie Lyght 35 Managing Director and (-Head Portfolio Manageme
Matthew Lambias 42 Executive Vice President, Structured Prodi
Christian J. Woschenk 48 Executive Vice Presidel
William B. Dyer 61 Executive Vice Presidel
A. Alexandra Denaha 38 Controller
Konstantin Pavlo 37 Senior Vice President and Senior Repo Tri
Eric Szabc 33 Executive Vice President and Investment Strate
Kevin Riordan 52 Director

Michael A.J. Farrellis the Chief Executive Officer, President and foemadf FIDAC and Chairman, Chief Executive OfficBresident
and one of the founders of Annaly. Mr. Farrell vaafounder of FIDAC in July 1994 and since Novemb@®4 he has been its President and
Chief Executive Officer. Mr. Farrell was electedDacember 5, 1996 to serve as Chairman of the BaraddChief Executive Officer of
Annaly. Mr. Farrell was appointed as Annaly’s Pdesit effective January 1, 2002. Mr. Farrell is anber of our Manager’s Investment
Committee. Prior to founding FIDAC, from Februai§92 to July 1994, Mr. Farrell served as Presidéitadel Funding Corporation. From
April 1990 to January 1992, Mr. Farrell was a Mangdirector for Schroder Wertheim & Co. Inc., is Fixed Income Department. In
addition to being the former Chairman of the Priyn2ealers Operations Committee of the Public SéesrAssociation (from 1981 through
1985) and its Mortgage Backed Securities Divistumjs a former member of the Executive CommitteiésdPrimary Dealers Division (from
1983 through 1988). Mr. Farrell has served on therd of directors for the US Dollar Floating Raten#, Ltd. since August 1994 and the bc
of governors of the National Association of Reatlafes Investment Trusts since January 2000 anddes the Chairman of the board of trus
of the Oratory Preparatory School since June 2004.

Wellington J. Denahan-Norrigs the Vice-Chairman of Annaly, and Chief Investm@fficer and Chief Operating Officer of Annaly
and FIDAC. Ms. Denahan-Norris is a member of ounitger's Investment Committee. Ms. Denahan-Norris glacted on December 5, 1996
to serve as Vice Chairman of the Board and a direxftAnnaly. Ms. Denahan-Norris was appointed AniseChief Operating Officer in
January 2006. Ms. Denahan-Norris has been the Ghiestment Officer of Annaly since 1996. She wésumder of Annaly and has been the
Chief Operating Officer of FIDAC since January 2086e has been FIDAC's Senior Vice President ditasch 1995, Treasurer since July
1994 and Chief Investment Officer since Februar§71%-rom July 1994 through March 1995 she was & Yiesident of FIDAC. She is also
responsible for the development of Annaly and FID®AB-house portfolio systems. Ms. Denahdorris has been the Portfolio Manager for
U.S. Dollar Floating Rate Fund since its incepiiougust 1994. Prior to joining FIDAC, from Mard®92 to July 1994, Ms. Denahan-Norris
had been Vice President responsible for assettgaieand financing at Citadel Funding CorporatiBrior to joining Citadel she had been a
trader on the mortgage-backed securities deskrab8er
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Wertheim and Co. Inc. from July 1991 to March 1998e has a Bachelors Degree in Finance from FI&idte University and attended the
New York Institute of Finance for intense mortg-backed securities studies.

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

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

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

R. Nicholas Singlis Executive Vice President and serves as Genenah&2l, Corporate Secretary and Chief Compliandie&ffor
Annaly and FIDAC. Before joining these companie§abruary 2005, Mr. Singh was a partner at thefiawMcKee Nelson LLP. Mr. Singh
has experience in a broad range of public and faritransactions. Before joining McKee Nelson, he waartner at the law firm of Sidley
Austin, LLP. Mr. Singh received a J.D. from the Wiagton College of Law, American University, an Mf&om Columbia University and a
Bachelors Degree from Carleton College.

James P. Fortescus a Managing Director and Head of Liabilities f/dDAC and Annaly. Mr. Fortescue is a member of Manager’'s
Investment Committee. He started with FIDAC in Ja885 where he was in charge of finding financingmortgage-backed and corporate
bonds for regional dealers. In September 1996 pareded his responsibilities for all financing aitids which included trading and structuring
all liabilities, coordinating trade settlementsiwiitroker dealers and maintaining the relationstiipis these dealers. Mr. Fortescue has been in
charge of liability management for Annaly sinceiiitseption, and continues to oversee all finaneiogyvities for FIDAC. Mr. Fortescue holds a
Bachelors Degree in Finance from Siena College.

Kristopher Konrad is a Managing Director and Co-Head of Portfolio Mgement for FIDAC and Annaly. Mr. Konrad is a membfe
our Manager’s Investment Committee. He has workedbéth companies since October 1997. Currently,Knrad is a portfolio manager for
Annaly and has served in this capacity since Deegr2800. Before this, he was head of financingHerUS Dollar Floating Rate Fund, Ltd.
and assisted with the management of FIDAC’s highameth separate accounts. Mr. Konrad has a Bach&egree in Business from Ithaca
College and has attended the New York InstitutEin&nce for intense mortgage-backed securitiesestud

Rose-Marie Lyghtis a Managing Director and Co-Head of Portfolio Mgement for FIDAC and Annaly. Ms. Lyght is a membkour
Manager’s Investment Committee. She joined bothpaories in April 1999. Since that time she has beenlved in the asset selection and
financing for FIDAC's funds and high net worth segta accounts. She has been a portfolio managbedS Dollar Floating Rate Fund, Ltd.
since December 2000. Ms. Lyght has a Bachelor @r8e in Finance and an M.B.A. from Villanova Urrisigy.
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Matthew Lambiaseis our President and Chief Executive Officer, and of our Directors. He is Executive Vice Presid&ttuctured
Products for Annaly and FIDAC and a member of oanllger’s Investment Committee. He joined these amieg in June 2004. Before
joining Annaly and FIDAC, Mr. Lambiase was a Dimacin Fixed Income Sales at Nomura Securities fratonal, Inc. Over his 11 ye
employment at Nomura, Mr. Lambiase was responéiblehe distribution of commercial and residenti@rtgage-backed securities to a wide
variety of institutional investors. Mr. Lambiass@lheld positions at Bear, Stearns & Company as Fresident in Institutional Fixed Income
Sales and as a mortgage analyst in the Financialyfics and Structured Transaction Group. Mr. Laasbihas a Bachelors Degree in
Economics from the University of Dayton.

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

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

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

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

Eric Szabds an Executive Vice President and Investment &ist for Annaly and FIDAC. Mr. Szabo is a membleowr Manager’'s
Investment Committee. Before joining these compmaimieApril 2004, he worked for Times Square Capifaihagement as a Mortgage Analyst
and Trader since 2001. Mr. Szabo has a Bachelatgd® from The College of New Jersey and a M.Aimance from Boston College. Mr.
Szabo is a PRMIA certified Professional Risk Manaayel a CFA charterholder.

Kevin Riordanis an officer of Annaly and FIDAC whose title wigtach of Annaly and FIDAC is “Director.” Mr. Riordgoined these
companies in May 2008. Before joining Annaly an®AC, Mr. Riordan was the Commercial Mortgage Se@®sgiGroup Managing Director
TIAA-CREF. During his tenure there, he was respllesior the oversight of their $22 billion commeicieal estate securities portfolio which
included CMBS and CDO securities, REIT debt, REbmmon and preferred stock, and the originatiomudilsbalance commercial mortgage
loans. He is a member of the Commercial Mortgagaifties Association and currently serves as obfaihe Government Relations
Committee. Mr. Riordan is a Certified Public Acctamt and received a B.A. in accounting from Rutgéesvark College of Arts and Sciences
and an M.B.A. in Finance from Seton Hall University

Investment Committee

The role of our Investment Committeedisdview and approve our investment policies, auestment portfolio holdings and related
compliance with our investment policies. The Inmestit Committee meets as frequently as necessanylér for us to achieve our investment
objectives. Our Manager has an Investment Comnuitteeir Manager’'s professionals, consisting of MiehA.J. Farrell, Wellington J.
Denahan-Norris, James P. Fortescue, KristopheradthmRose-Marie Lyght, Ronald Kazel, Jeremy Diamdird; Szabo and Matthew
Lambiase. For biographical information on the merslzé our Investment Committee, see “Our Managerthr Management Agreement—
Officers of Our Manager.”
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Management Agreement

We have entered into a management agraenith Fixed Income Discount Advisory Company, ddanager, pursuant to which it

provides for the day-to-day management of our djmers.

The management agreement requires ouaigarto manage our business affairs in conformity the policies and the investment

guidelines that are approved and monitored by oardof directors. Our Manager’s role as managender the supervision and direction of
our board of directors. Our Manager is respondiim€i) the selection, purchase and sale of outfplim investments, (ii) our financing
activities, and (iii) providing us with investmegdvisory services. Our Manager is responsible forday-to-day operations and performs (or
causes to be performed) such services and activiglating to our assets and operations as arepigte, which include, without limitation,
the following:

(i)

serving as our consultant with respect to the plgiceview of the investment criteria and parangefer our investments, borrowings
and operations, any modifications to which willdgproved by a majority of our independent direct

(i) investigating, analyzing and selecting possiblegtment opportunities and acquiring, financinggireng, selling, restructuring, or
disposing of investments consistent with the inwestt guidelines

(i) with respect to prospective purchases, sales,aramges of investments, conducting negotiationsurrbehalf with sellers ar
purchasers and their respective agents, repres@staind investment banke

(iv)  negotiating and entering into, on our behalf, drédance agreements, repurchase agreements, tseations, commercial paper, CDC
interest rate swaps, warehouse facilities andthéiroagreements and instruments required for gsriduct our busines

(v)  engaging and supervising, on our behalf and atrpense, independent contractors which providestnwvent banking, mortgage
brokerage, securities brokerage, other financialises, due diligence services, underwriting reveasvices, and all other services as
may be required relating to our investme

(vi)  coordinating and managing operations of any joariture or co-investment interests held by us amdiecting all matters with the joint
venture or c-investment partner:

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

(viii) administering the day-to-day operations and periiogrand supervising the performance of such otterimistrative functions
necessary to our management as may be agreed ypam Manager and our board of directors, includimghout limitation, the
collection of revenues and the payment of our dabtsobligations and maintenance of appropriatepeen services to perform such
administrative functions

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

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

(xi)  evaluating and recommending to our board of dimsdedging strategies and engaging in hedgingiaegwn our behalf, consistent
with such strategies, as so modified from timerteet with our status as a REIT, and with the invesit guidelines

(xii)  counseling us regarding the maintenance of ounstad a REIT and monitoring compliance with theowes REIT qualification tests a
other rules set out in the Internal Revenue CodeTaaasury Regulations thereunder and using coniallgroeasonable efforts to cause
us to qualify for taxation as a REI

(xiii) counseling us regarding the maintenance of our pkiemfrom the 1940 Act and monitoring complianciéwthe requirements fc
maintaining an exemption from the 1940 Act and ggiommercially reasonable efforts to cause us totaia such exemption from
registration from the status as an investment coypader the 1940 Ac
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(xiv)  assisting us in developing criteria for asset pasehcommitments that are specifically tailoredupiovestment objectives and maki
available to us its knowledge and experience véipect to mortgage loans, real estate, real estiated securities, other real estate-
related assets and r-real estat-related asset:

(xv) furnishing reports and statistical and economieaesh to us regarding our activities and serviezfopmed for us by our Manage

(xvi)  monitoring the operating performance of our invesits and providing periodic reports with respeetéto to the board of directors,

including comparative information with respect tls operating performance and budgeted or projespedating results

(xvii)  investing and r-investing any moneys and securities of ours (inalgidhvesting in sho-term investments pending investment in ot

investments, payment of fees, costs and expenspayments of dividends or distributions to ourcktwlders and partners) and
advising us as to our capital structure and camislng;



(xviii)  causing us to retain qualified accountants and legansel, as applicable, to assist in developpr@priate accounting procedures,
compliance procedures and testing systems witheotdp financial reporting obligations and comptiawith the provisions of the
Internal Revenue Code applicable to REITs and tmlaot quarterly compliance reviews with respecteteg

(xix)  assisting us in qualifying to do business in aplagable jurisdictions and to obtain and maintdireppropriate license:

(xx) assisting us in complying with all regulatory reguients applicable to us in respect of our busiaessities, including preparing or
causing to be prepared all financial statementsired under applicable regulations and contraatndertakings and all reports and
documents, if any, required under the ExchangethetSecurities Act, or by the NYS

(xxi)  assisting us in taking all necessary actions tdlenas to make required tax filings and reportsiuding soliciting stockholders fc
required information to the extent provided by pihevisions of the Internal Revenue Code applicabIREITS;

(xxii)  placing, or arranging for the placement of, allesdpursuant to the Manager’s investment determimafor us either directly with the
issuer or with a broker or dealer (including anfiliated broker or dealer’

(xxiii) handling and resolving all claims, disputes or ooversies (including all litigation, arbitratioretdement or other proceedings
negotiations) in which we may be involved or to g¥hive may be subject arising out of our day-to-ojpgrations (other than with the
Manager of its affiliates), subject to such limibats or parameters as may be imposed from timien® lby the board of director

(xxiv) using commercially reasonable efforts to cause msgeeincurred by us or on our behalf to be comrallydgieasonable or commercia
customary and within any budgeted parameters cgresgoguidelines set by the board of directors fiiore to time;

(xxv) representing and making recommendations to usrinexion with the purchase and finance of, and citmemt to purchase ar
finance, mortgage loans (including on a portfolésis), real estate, real estate-related securitiber real estate-related assets and non
real estat-related assets, and the sale and commitment tewsl asset:

(xxvi) advising us with respect to and structuring -term financing vehicles for our portfolio of assetad offering and selling securiti
publicly or privately in connection with any sudhugtured financing

(xxvii) performing such other services as may be requid fime to time for management and other actisitElating to our assets a
business as our board of directors shall reasomablyest or our Manager shall deem appropriatertthdeparticular circumstances;
and

(xxviii) using commercially reasonable efforts to caus® usinply with all applicable law:

Pursuant to the management agreemendanager does not assume any responsibiligrattan to render the services called for
thereunder and is not responsible for any actiosuofboard of directors in following or declining follow its advice or recommendations. Our
Manager, its officers, its stockholders, managdirectors, officers, employees, any person contlor controlled by the Manager and any
person providing sub-
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advisory services to the Manager, is not liablagpany subsidiary of ours, our directors, ourldtotders or any subsidiary’s stockholders or
partners for acts or omissions performed in acameéavith and pursuant to the management agreeeagpt because of acts constituting bad
faith, willful misconduct, gross negligence, orkksss disregard of their duties under the manageagreement, as determined by a final non-
appealable order of a court of competent jurisdictiWe have agreed to indemnify our Manager, itmbers and its officers with respect to all
expenses, losses, damages, liabilities, demandggehand claims arising from acts of our Managécanstituting bad faith, willful
misconduct, gross negligence, or reckless disregfaddties, performed in good faith in accordand#hend pursuant to the management
agreement. Our Manager has agreed to indemnifywrsjirectors and officers with respect to all exges, losses, damages, liabilities,
demands, charges and claims arising from actsofMamager constituting bad faith, willful miscondugross negligence or reckless disregard
of its duties under the management agreement oclaitgs by our Manager’'s employees relating totées and conditions of their
employment by our Manager. For the avoidance obdamur Manager is not liable for trade errors tinaty result from ordinary negligence,
such as errors in the investment-decision makingegss (e.g., a transaction was effected in violatioour investment guidelines) or in the
trade process (e.g., a buy order was entered thsfes sell order, or the wrong security was puseldbor sold, or a security was purchased or
sold in an amount or at a price other than theecb@mount or price). Notwithstanding the foregoimgr Manager carries errors and omissions
and other customary insurance at the time of tfiesiog.

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

The management agreement may be amemadaddified by agreement between us and our Mandder initial term of the management
agreement expires on December 31, 2010 and wdlb@matically renewed for a one year term eachvanséry date thereafter unless
previously terminated as described below. Our iedépnt directors review our Manageperformance and the management fees annuall
following the initial term, the management agreetmeay be terminated annually upon the affirmatigéevof a least two-thirds of our
independent directors or by a vote of the holdéesmajority of the outstanding shares of our comrstock (other than those shares held by
Annaly or its affiliates), based upon (1) unsatisfay performance that is materially detrimentaligoor (2) our determination that the
management fees payable to our Manager are npstdiject to our Manager’s right to prevent suchteation due to unfair fees by accepting
a reduction of management fees agreed to by attigaghirds of our independent directors. We nqrstivide 180-days’ prior notice of any
such termination. Our Manager will be paid a temtiion fee equal to three times the sum of (a) tleeae annual base management fee and
(b) the average annual incentive fees earned bamager during the 24-month period immediatel\cpding such termination, calculated as
of the end of the most recently completed fiscalrtgr before the date of termination.

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

. our Manage’'s continued material breach of any provision ofrttenagement agreement following a period of 30 dégs
written notice thereof (or 45 days after writtertioe of such breach if our Manager, under certaitumstances, has taken steps
to cure such breach within 30 days of the writtetioe);

. our Manage's fraud, misappropriation of funds, or embezzlenagyatinst us

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

. the occurrence of certain events with respectadtimkruptcy or insolvency of our Manager, inclgdam order for relief in an
involuntary bankruptcy case or our Manager autlingior filing a voluntary bankruptcy petitio

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

. the dissolution of our Manager; a

. change of control of our Manager or Anne
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We may not assign our rights or respdliss under the management agreement withoupthee written consent of our Manager,
except in the case of an assignment to another REbther organization which is our successor, liictv case such organization shall be bc
by the terms of such assignment in the same maswe are bound under the management agreementlamager may generally only ass
the management agreement with the written appmafvalmajority of our independent directors. Our ldger, however, may assign certain of
its duties under the management agreement to aity affiliates without the approval of our indepent directors if such assignment does not
require our approval under the Investment Advigetsof 1940.

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

Management Fees and Incentive Fees

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

Base Management Fee

We pay our Manager a base managemeujuiagerly in arrears in an amount equal to 1.50%@apaum, calculated quarterly, of our
stockholders’ equity. For purposes of calculatimg Ibase management fee, our stockholdersity means the sum of the net proceeds fron
issuances of our equity securities since inceg@tincated on a pro rata daily basis for such issaa during the fiscal quarter of any such
issuance), plus our retained earnings at the esdaf quarter (without taking into account any ash equity compensation expense incurred
in current or prior periods), less any amount thatpay for repurchases of our common stock, argldayg unrealized gains, losses or other
items that do not affect realized net income (rélgms of whether such items are included in otbergrehensive income or loss, or in net
income). This amount is adjusted to exclude onetwents pursuant to changes in GAAP, and certaircash charges after discussions
between our Manager and our independent directat@pproved by a majority of our independent doextThe base management fee is
reduced, but not below zero, by our proportionates of any CDO base management fees FIDAC receivamnection with the CDOs in
which we invest, based on the percentage of egquetjold in such CDOs. The base management feg/aébfmindependent of the performance
of our investment portfolio. Our Manager uses thacpeds from its management fee in part to pay eoisgtion to its officers and employees
who, notwithstanding that certain of them also@ueofficers, receive no cash compensation dirdotiyn us. If we invest in any collateralized
debt obligation or investment fund managed by oanlyer or any of its affiliates, then the annuakElimanagement fee payable by us to our
Manager is reduced by an amount equal to the basagement fee allocable to the equity supportimgraestment in such collateralized debt
obligation or investment fund, except in cases wloaerr Manager or any of its affiliates does noeree a fee in connection with the
management of such collateralized debt obligatioimwestment fund.

Our Manager’s base management fee isileadtl by our Manager within 30 days after the ehelach quarter and such calculations are
promptly delivered to us. We are obligated to gayltase management fee in cash within five busitegs after delivery to us of our
Manager’s written statement setting forth the cotafion of the base management fee for such quarter.

Incentive Fees

In addition to the base management faeManager is entitled to receive quarterly incemfiees in an amount equal to 20% of the d«
amount by which Core Earnings, on a rolling fouesdear basis and before the incentive fee, excdedlproduct of (1) the weighted average of
the issue price per share of all of our public iffgs multiplied by the weighted average numbestafres of common stock outstanding in such
quarter and (2) 0.50% plus one-fourth of the aver@ghe one month LIBOR rate for such quarter #uedprevious three quarters. For the
initial four quarters following the initial publicffering, Core Earnings and the LIBOR rate is ckdtad on the basis of each of the previously
completed quarters on an annualized basis. Cor@riggris a non-GAAP
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measure and is defined as GAAP net income (losduéixg non-cash equity compensation expense, dxalany unrealized gains, losses or
other items that do not affect realized net inc§regardless of whether such items are includedhiera&comprehensive income or loss, or in
income). The amount is adjusted to exclude one-&wants pursuant to changes in GAAP and certaircash charges after discussions
between our Manager and our independent directatspproved by a majority of our independent doextThe incentive fee is reduced, but
not below zero, by our proportionate share of aB¥Gncentive fees our Manager receives in conneatiith the CDOs in which we invest,
based on the percentage of equity we hold in slOL

Our ability to achieve returns in excebthe thresholds noted above in order for our M@nado earn the incentive fees described in the
preceding paragraph is dependent upon the levelalatility of interest rates, our ability to reaotchanges in interest rates and to utilize
successfully the operating strategies describegimeand other factors, many of which are not withir control.

Our Manager computes the quarterly ingerfees within 30 days after the end of each figoarter, and we pay the quarterly incentive
fee with respect to each fiscal quarter within fiizesiness days following the delivery to us of Manager’s written statement setting forth the
computation of the incentive fee for such quafiéle management agreement provides that, at theoelexf our board of directors, our
Manager may receive its incentive fee paid in aasshares of our common stock and if some or aduch fee cannot be paid in shares, the
balance is payable in cash. Our management agrég@moades that our Manager may not receive shafresir common stock as payment of
its incentive fee, except in accordance with afileable securities exchange rules and securies (including prohibitions on insider
trading). The number of shares to be received byManager will be based on the fair market valuéhebe shares, determined as of the
average of the closing prices of the shares oN¥8E over the 30-day period ending on the lastrimss day of the fiscal quarter for which it
is receiving the incentive fee. In addition, ourmdger may not sell the shares received prior toyeae after the date they are paid although it
may distribute the shares to Annaly who may ndtteelshares until one year after the date theyweiginally paid to our Manager.

Reimbursement of Expenses

Because our Manager’s employees perfantain legal, accounting, due diligence tasks ahdrcservices that outside professionals or
outside consultants otherwise would perform, oundtger is paid or reimbursed for the documentedafgsérforming such tasks, provided
that such costs and reimbursements are in amoumth \@re no greater than those which would be dayaboutside professionals or
consultants engaged to perform such services purspagreements negotiated on an arm’s-lengttsbasi

We also pay all operating expenses, extege specifically required to be borne by oumisiger under the management agreement. Out
Manager is responsible for all costs incident plerformance of its duties under the managemeaeagent, including compensation of our
Manager’s employees and other related expenseeXpenses required to be paid by us include, leuhar limited to:

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

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

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

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

v) expenses connected with communications to holdevarosecurities or of our subsidiaries and otreokikeeping and clerical wol
necessary in maintaining relations with holderswfh securities and in complying with the contirsiceporting and other requirements
of governmental bodies or agencies, including, edtHimitation, all costs of preparing and filingquired reports with the SEC, the
costs payable by us to any transfer agent andtragia connection with the listing and/or tradioigour stock on any exchange, the fees
payable by us to any such exchange in connectitinitsilisting, costs o
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preparing, printing and mailing our annual reporbtr stockholders and proxy materials with respeeiny meeting of our
stockholders

(vi)  costs associated with any computer software onteanel electronic equipment or purchased informatgmhnology services from third
party vendors that is used solely for

(vii) expenses incurred by managers, officers, emplogegsgents of our Manager for travel on our beduadf other ot-of-pocket expense
incurred by managers, officers, employees and agdrdur Manager in connection with the purchaisencing, refinancing, sale or
other disposition of an investment or establishnaert maintenance of any of our credit facilitied ather indebtedness or any of our
securities offerings

(viii) costs and expenses incurred with respect to markgtation systems and publications, researchipatibns and materials, and



(ix)
()

(xi)
(xii)

(xiii)

(xiv)

(xv)

(xvi)

(xvii)

(xviii)

settlement, clearing and custodial fees and exge

compensation and expenses of our custodian ansfeéraagent, if any

the costs of maintaining compliance with all fedestate and local rules and regulations or angmotbgulatory agenc
all taxes and license fee

all insurance costs incurred in connection withdperation of our business except for the costibattable to the insurance that our
Manager elects to carry for itself and its emplay:

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

all other costs and expenses relating to our basiaad investment operations, including, withauitition, the costs and expense:
acquiring, owning, protecting, maintaining, devétapand disposing of investments, including apaieporting, audit and legal fee

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

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

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

all other expenses actually incurred by our Managech are reasonably necessary for the performaparir Manager of its duties a
functions under the management agreen

In addition, we are required to pay oro gata portion of rent, telephone, utilities, offifurniture, equipment, machinery and other off

internal and overhead expenses of our Managertarmdfiliates required for our operations. Thespesses are allocated between FIDAC and
us based on the ratio of our proportion of grosetsscompared to all remaining gross assets marggelDAC as calculated at each quarter
end. We and FIDAC will modify this allocation mett@ogy, subject to our board of directors’ appra¥#he allocation becomes inequitable
(i.e., if we become very highly leveraged compaeBIDAC’s other funds and accounts). CurrenthDAC has waived its right to request
reimbursement from us of these expenses until Boehas it determines to rescind that waiver.

From November 21, 2007, the date we conuee operations, through December 31, 2007, ouraiflemnearned base management fe:

approximately $1.2 million, no incentive fees, angbense reimbursements of approximately $719 tmalidzor the three months ended March
31, 2008 and June 30, 2008, our Manager earnechisagement fees of approximately $2.2 million apgroximately $2.2 million,
respectively, and no incentive fees.
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MANAGEMENT

Our Directors and Executive Officers

Our board of directors consists of fivembers. Our board of directors has determinedttineé of our directors satisfy the listing
standards for independence of the NYSE.

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

Name Age Position Held with Us
Matthew Lambias: 42 Chief Executive Officer, President and Direc
Christian J. Woschenk 48 Head of Investment
William B. Dyer 61 Head of Underwriting
A. Alexandra Denaha 38 Chief Financial Officer and Secrete
Paul Donlin* 47 Nonexecutive Chairman of the Board of Direct
Jeremy Diamont 45 Director
Mark Abrams* 59 Director
Paul A. Keenan' 41 Director

*Independent director

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

Pursuant to our charter, the board adadors is divided into three classes of directons: Class | Directors (Messrs. Donlin and Abra
will serve until our annual meeting of stockholder2011, our Class Il Directors (Messrs. Lambiasd Keenan) will serve until our annual
meeting of stockholders in 2009; and our Clas®itector (Mr. Diamond) will serve until our annuaketing of stockholders in 2010. At each
annual meeting of the stockholders, the successdhe class of directors whose term expires &t sueeting are elected to hold office for a
term expiring at the annual meeting of stockholdhisl in the third year following the year of thelection and until their successors are duly
elected and qualify. Our bylaws provide that a migjof the entire board of directors may, at aegular or special meeting called for that
purpose, increase or decrease the number of diseélowever, unless our bylaws are amended, thévauof directors may never be less than
the minimum number required by the MGCL nor momnti5. Set forth below are the names and certéomiration on each of our directors.

Class | Directors

Paul Donlin is one of our Class | Directors and our Nonexeeu@hairman of the Board of Directors. Mr. Donliceatly left Citigroup
after a career that spanned 21 years. For thelPpastars at Citigroup, Mr. Donlin was in the setization business, with his most recent
position being the Head of Global Securitizatiothia Global Securitized Markets Business withineléixncome. Earlier in his career at
Citicorp, Mr. Donlin managed the Structured Finaaod Advisory Unit of Citicorp’s Private Bank. MDonlin has a B.S. from Georgetown
University and an M.B.A. from Harvard University.

Mark Abrams is one of our Class | Directors. Mr. Abrams hawséras Chief Investment Officer of the Presiderititd Insurance
Company since November 2003 and as Executive Miesident since 2005. He was Senior Vice PresidetiteoPresidential Life Insurance
Company from 2001 to 2005. Before that, Mr. Abresessed as Vice President of the Presidential lrifatance Company since October 1¢
Mr. Abrams currently serves as a director of trmutance Company. Mr. Abrams has a B.A. from HoGaitege.
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Class Il Directors

Matthew Lambiaseis one of our Class Il Directors. For biographicdbrmation on Mr. Lambiase, see “Our Manager dral t
Management Agreement—Officers of Our Manager.”

Paul A. Keenanis one of our Class Il Directors. Mr. Keenan hasrbwith Kelley, Drye and Warren LLP since 2002 &nd partner an
the head of Real Estate Finance at the law firm.Kenan has a J.D. from Seton Hall University aRIA. from Rutgers, the State University
of New Jersey.

Class Il Directors

Jeremy Diamondis our Class Il Director. For biographical infortitm on Mr. Diamond, see “Our Manager and the Managnt
Agreement—Officers of Our Manager.”

Corporate Governance—Board of Directors and Commitees

Our business is managed by our Manageyjest to the supervision and oversight of our bazrdirectors, which has established
investment guidelines for our Manager to followitsxday-to-day management of our business. A mgjofiour board of directors is
“independent,” as determined by the requirementh@New York Stock Exchange and the regulatiorth@fSEC. In connection with these
independence determinations, our board of directonsidered all of the relationships between easdtibr, our Manager, and us, including
those relationships deemed immaterial, and in @deti the following relationship:

Mr. Donlin, our Nonexecutive Chairmantioé Board of Directors, has a direct economic @gein a separate account managed on a
discretionary basis by FIDAC. The separate accmartaged on a discretionary basis by FIDAC hasdaheesnvestment objectives and sim
management fees as other FIDAC managed accounfsiatsland amounts to less than 1% of the sepacatants and funds managed by
FIDAC.

In light of the ordinary course of buseeature of these transactions, the size of thestment account as compared to the funds
managed by FIDAC, and the nature of Mr. Donlin’eras an investor in the investment account, tlegdof directors determined that these
relationships are not material and that Mr. Doigifindependent” within the meaning of the rulegtod NY SE.

As a result of this review, our boarddoEctors, based upon the fact that none of oureroployee directors have any material
relationships with us other than as directors avddrs of our common stock, affirmatively deternuirikat three of our directors are
independent directors under NYSE rules. Our inddpetdirectors are Mark Abrams, Paul Donlin andl RaliKeenan. Jeremy Diamond and
Matthew Lambiase are not considered independemiusecthey are employees of our Manager.

Our directors keep informed about ourifiesss at meetings of our board and its committadslaough supplemental reports and
communications. Our independent directors meetlagigun executive sessions without the presenceuofcorporate officers.

Audit Committet

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

. our accounting and financial reporting proces

. the integrity and audits of our financial statense

. our compliance with legal and regulatory requiretag

. the qualifications and independence of our indepahtegistered public accounting fir

. the performance of our independent registered pagicounting firm and any internal auditors; i
. acting as ¢ Qualified Legal Compliance Commit” as defined in the applicable rules of the S

The audit committee is also responsibteshgaging our independent registered public atiogi firm, reviewing with the independent
registered public accounting firm the plans andlteof the audit engagement, approving professisaices provided by the independent
registered public accounting firm, reviewing the
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independence of the independent registered pubtiouating firm, considering the range of audit aod-audit fees and reviewing the
adequacy of our internal accounting controls.

Our board of directors has determined a&liaof the directors serving on the audit comegtare independent members of the audit
committee under the current NYSE independence reapgints and SEC rules. The audit committee meetsetfuirements for independence
under, and the functioning of the audit committemplies with, current rules of the SEC and NYSE.

Compensation Committee

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

. evaluate the performance of our office

. evaluate the performance of our Manay

. review the compensation and fees payable to ouagl@mnunder our management agreen

. recommend to the board of directors the compensétioour independent directors; a

. a](cjf_rpinister the issuance of any securities undeequity incentive plan to our employees or the @ygés of our Manager or its
affiliates.

Our board of directors has determined &liaf the directors serving on the compensatiommittee are independent members of the
compensation committee under the current NYSE ieddpnce requirements and SEC rules. The compemgatiomittee meets the
requirements for independence under, and the fumioty of the committee complies with, current rubéshe NYSE.

Nominating and Corporate Governance Commi

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

Our board of directors has determined &liaf the directors serving on the nominatingl @erporate governance committee are
independent members of the nominating and corpg@ternance committee under the current NYSE inaldgece requirements and SEC
rules. The nominating and corporate governance dtigermeets the requirements for independence uaddrthe functioning of the
committee complies with, current rules of the NYSE.

Code of Business Conduct and Ethics

Our board of directors has establishedde of business conduct and ethics that appliesrtofficers, directors and employees and to
our Manager’s officers, directors and employeesmngwech individuals are acting for or on our beh&thong other matters, our code of
business conduct and ethics is designed to detargeping and to promote:

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

. full, fair, accurate, timely and understandableltisure in our SEC reports and other public comations;

. compliance with applicable governmental laws, raled regulations
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. prompt internal reporting of violations of the cadeappropriate persons identified in the code;

. accountability for adherence to the co

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

Meetings of the Board of Directors

Director Compensation

We compensate only those directors weadratependent under the NYSE listing standards. aynber of our board of directors who is
also an employee of our Manager is referred tcmasxaluded director. Each excluded director dogégeteive additional compensation for
serving on our board of directors. Each independeattor receives an annual fee for their servafe®45,000. The chair of our audit
committee receives an additional annual fee of I@for his service in such capacity. Each indepahdirector receives a fee of $500 for
attendance at every in-person meeting of the bofditectors or committee of the board of directansl a fee of $250 for attendance at every
telephonic meeting of the board of directors or nottee of the board of directors. Fees to our imthelent directors are paid in cash or shares
of our common stock at the election of each dinediée also reimburse our directors for their traagbenses incurred in connection with their
attendance at full board and committee meetings.

Our independent directors are eligiblegteive restricted common stock, option and osherk-based awards under our equity incentive
plan.

Director Summary Compensation Table

The table below summarizes the compemsataid by us to our non-employee directors forfibeal year ended December 31, 2007.

Change in
Fees Pension Value
Earned or Non-Equity and Deferred
Paid in Stock Option Incentive Plan Compensation All Other
Name Cash (1) Awards Awards Compensation Earnings Compensation Total
Mark Abrams $ 7,082 — — — — — $ 7,08:
Paul Donlin $ 5,79¢ — — — — — $ 5,79
Paul A. Keenal $ 5,79¢ — — — — — $ 5,79

(1) Reflects fees we paid each independent diréaior the date of their appointment as directoNavember 15, 2007 to December 31, 2007.
Executive Compensation

We have not paid, and we do not intengay, any annual cash compensation to our execotiiers for their services as executive
officers. Our executive officers are compensateddnyManager. Our Manager has informed us thaglmsethe services performed by these
executive officers or employees in their capacitiesuch are not performed exclusively for usaftrot segregate and identify that portion of
the compensation awarded to, earned by, or padritexecutive officers by our Manager that rela@egly to their services to us.

Equity Incentive Plan

We have adopted an equity incentive pdaprovide incentives to our independent directersployees of our Manager and its affiliates,
including Annaly, and other service providers imsiate their efforts toward our continued succéssyg-term growth and profitability and to
attract, reward and retain personnel. The equitgntive plan is administered by the compensationmittee of our board of directors. Unless
terminated earlier, our equity incentive plan weitminate in 2017, but will continue to govern upiegd awards.

Our equity incentive plan provides foagts of restricted common stock and other equisetiawards up to an aggregate of 8% of the
issued and outstanding shares of our common stotk fully diluted basis and including shares tsblel to Annaly concurrently with this
offering and shares to be sold pursuant to theceseepf
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the underwriters’ overallotment option) at the tioféhe award, subject to a ceiling of 40,000,008res available for issuance under the plan.
Upon completion of this offering, the number ofuied and outstanding shares of our common stockneilease and, therefore, the number of
shares available for issuance under our equityniinge plan will increase by 8% of the number ofralseof common stock issued in this
offering, including shares sold pursuant to thereise of the underwriters’ overallotment option,toga ceiling of 40,000,000 shares. As of
June 30, 2008, we have granted 1,301,000 sharestotted stock under our equity incentive plan.

Our equity incentive plan permits thergiiag of options to purchase shares of common staekided to qualify as incentive stock
options under the Internal Revenue Code, and siptikns that do not qualify as incentive stock opsi. The exercise price of each stock
option may not be less than 100% of the fair mavlaéie of our shares of common stock on the datganit. The compensation committee
determines the terms of each option, including wéeech option may be exercised and the period &, tihany, after retirement, death,
disability or termination of employment during whioptions may be exercised. Options become vestge@ercisable in installments and the
exercisability of options may be accelerated byatmpensation committee.

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

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

Our board of directors may at any timeeadh alter or discontinue the incentive plan, lautrot, without a participant’s consent, take any
action that would diminish any of the rights of Bymarticipant under any award granted under the. flaproval of the stockholders, however,
is required for any amendment that would, othen tiaough adjustment as provided in the incentlea:p

. increase the total number of shares of our comrtamk geserved for issuance under the incentive;}
. change the class of eligible participants undeiirihentive plan

. reprice any option or stock appreciation right

. otherwise require such approv

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

Under our equity incentive plan, a chaimgeontrol is defined as the occurrence of antheffollowing events: (i) the acquisition of mc
than 50% of our voting shares by any person;l{g)gale or disposition of all or substantiallyailbur assets; (iii) a merger, consolidation or
statutory share exchange where our stockholdersifiately prior to such event hold less than 50%hefvoting power of the surviving or
resulting entity; (iv) during any two year periodralirectors, including subsequent directors recemshed or approved by our directors, at the
beginning of such period cease to constitute a mtyjof our board of directors; (v) stockholder apyal of
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our liquidation or dissolution; or (vi) the adoptiby our board of directors of a resolution to ¢fiect that, in its judgment, as a consequence of
any transaction or event, a change in control Fastesely occurred, except, in the case of claugethrough (vi), if the change of control

results from a transaction between us and our Mamagan affiliate of our Manager or from a terntioa of the management agreement for
cause.

Equity Compensation Plan Information

We have adopted a long term stock ingerglan, or Incentive Plan, to provide incentivestir independent directors, employees of our
Manager and its affiliates to stimulate their ef§siowards our continued success, long-term granthprofitability and to attract, reward and
retain personnel and other service providers. Tibertive Plan authorizes the compensation commoftéige board of directors to grant
awards, including incentive stock options as defineder Section 422 of the Code, or ISOs, non-fiedlstock options, or NQSOs, restricted
shares and other types of incentive awards. Thentive Plan authorizes the granting of optionstbepnawards for an aggregate of 8% of the
outstanding shares of our common stock (excludirages from this offering), up to a ceiling of 400W00 shares. For a description of our
Incentive Plan, see Note 10 to the Financial Statem

The following table provides informatias of December 31, 2007 concerning shares of aummm stock authorized for issuance under
our existing Incentive Plan.

Number of Securities to Weighted Average Number of Securities
be Issued upon Exercise Exercise Price of Available for Future
of Outstanding Options, Outstanding Options, Issuance Under Equity
Plan Category Warrants and Rights Warrants and Rights Compensation Plans
Equity Compensation Plans Approved by Stockholdg! — — 3,016,44¢
Equity Compensation Plans Not Approved by
Stockholders(2 — — —
Total — — 3,016,44¢

(1) The amount does not give effect to the 1,300 giares of restricted common stock issued subsetu®ecember 31, 2007 to our Manager’'s emplogeesto our independent directors
under our equity incentive plan or increases bezafishis offering. Each of our independent direstwas granted 3,000 shares of our restricted canstazk which fully vested on January
2, 2008. The restricted common stock approved astgito our officers and other employees of our &g or its affiliates will vest in equal installnie on the first business day of each
fiscal quarter over a period of 10 years beginminglanuary 2, 2008, or all outstanding unvestetkeshaill fully vest on the death of the individual.

(2) We do not have any equity plans that have rettapproved by our stockholders.

Restricted Common Stock Awards

We made grants on January 2, 2008 ofl10B0 shares of restricted common stock to ourw@ikexofficers and other employees of our
Manager or its affiliates, and our independentadaes. Each independent director was granted 30@6es of our restricted common stock
which fully vested on January 2, 2008. The restdatommon stock granted to our executive officads@her employees of our Manager or its
affiliates vests in equal installments on the fimgsiness day of each fiscal quarter over a peridd years beginning on January 2, 2008, of
which 73,600 shares vested and 6,713 shares wde@dd during the six months ended June 30, 2088.restricted common stock granted to
our executive officers and other employees of oanlyjer or its affiliates that remain outstanding are unvested will fully vest on the death
of the individual. The 1,227,400 shares of ourriet®d common stock granted to our executive offi@nd other employees of our Manager or
its affiliates and to our independent directorg teanains unvested as of June 30, 2008 represgptexamately 0.4% of the issued and
outstanding shares of our common stock (on a flillyted basis after giving effect to the shareséskin this offering and including shares t
sold to Annaly concurrently with this offering bestcluding any shares to be sold pursuant to theceeeof the underwriters’ overallotment
option) based on the assumption that 250,000,08f&stof our common stock will be issued in thigoffg. We will not make distributions on
shares of restricted stock which have not vested.
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Indemnification and Limitation on Liability; Insura nce

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

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

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

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

Our charter also authorizes our comp#mihe maximum extent permitted by Maryland lawoltigate our company to indemnify any
present or former director or officer or any indiwal who, while a director or officer of our comgaand at the request of our company, serves
or has served another corporation, real estatesiment trust, partnership, joint venture, trustpkayee benefit plan or other enterprise as a
director, officer, partner or trustee, from andiagtany claim or liability to which that individuenay become subject or which that individual
may incur because of his or her service in any sagiacity and to pay or reimburse his or her realsienexpenses in advance of final
disposition of a proceeding.

Our bylaws obligate us, to the maximurteekpermitted by Maryland law, to indemnify anggent or former director or officer or any
individual who, while a director or officer of oubmpany and at the request of our company, senfeasoserved another corporation, real
estate investment trust, partnership, joint ventutst, employee benefit plan or other enterpaisa director, officer, partner or trustee and
is made, or threatened to be made, a party tortheepding because of his or her service in thaa@apfrom and against any claim or liability
to which that individual may become subject or vhhtieat individual may incur because of his or rewiEe in any such capacity and to pay or
reimburse his or her reasonable expenses in adwdffical disposition of a proceeding.

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

. the act or omission of the director or officer waaterial to the matter giving rise to the procegdind (i) was committed in bad
faith or (ii) was the result of active and delilterdishonesty

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

. in the case of any criminal proceeding, the dineotoofficer had reasonable cause to believe tiefatt or omission was
unlawful.

A court may order indemnification if ietérmines that the director or officer is fairlydareasonably entitled to indemnification, even
though the director or officer did not meet thesgrébed standard of conduct or was adjudged liablthe basis that personal benefit was
improperly received.

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

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

. a written undertaking by him or her or on his or behalf to repay the amount paid or reimbursethkycorporation if it is
ultimately determined that the standard of condvas not met
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We have obtained a policy of insuranceeurwhich our directors and officers are insuredject to the limits of the policy, against
certain losses arising from claims made againgi directors and officers because of any acts ossioms covered under such policy in their
respective capacities as directors or officerduitiog certain liabilities under the Securities Act
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PRINCIPAL STOCKHOLDERS

Immediately prior to the completion ofstioffering, there will be 38,988,683 shares of common stock outstanding and 82 stockho
of record. The following table sets forth certaiformation, as of October 10, 2008 and immediaadligr this offering, regarding the owners
of each class of capital stock by:

. each of our director:

. each of our executive officer

. each holder of 5% or more of each class of ourtabgiock; anc
. all of our directors and officers as a gro

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

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

. all shares the investor has the right to acquitbiwi60 days (such as shares of restricted comnuak shat are currently vested
or which are scheduled to vest within 60 da

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

Percentage of Common Stock Outstandin

As of Immediately After This
October 10, 2008 Offering(1)(2)
Name Shares Owned Percentage Shares Owned Percentage
Matthew Lambiase( 90,00( * 90,00( *
Christian J. Woschenko(: 88,97: * 88,97 *
William B. Dyer(5) 69,46¢ * 69,46¢ *
A. Alexandra Denahan(t 70,00( * 70,00( *
Paul Donlin(7) 3,32¢ * 3,32¢ *
Jeremy Diamond(€ 68,524 * 68,52« *
Mark Abrams(9; 3,00( * 3,00( *
Paul A. Keenan(1C 3,32¢ * 3,32¢ *
All Directors and Officers as a Grol 396,79:¢ 1.C% 396,79« *
FMR LLC(11) 4,804,13! 12.2% 4,804,13! 1.5%
LMM LLC; Legg Mason Opportunity Trust; Legg Masomital
Management, Inc.; and Legg Mason Special Investrarst, Inc.(12] 4,423,98 11.2% 4,423,98 1.4%
ValueAct Capital Master Fund IllI, L.P.(1 4,242,62! 10.9% 4,242,62! 1.3%
Annaly Capital Management, Inc.(1 3,621,58 9.3% 30,170,25 9.5%
Marc C. Cohodes(1* 3,618,05 9.2% 3,618,05 1.1%
Capital Research Global Investors(. 2,239,80! 5.7% 2,239,80! *
Reed Conner & Birdwell, LLC(17 1,945,73 5.C% 1,945,73! *
Avenir Corporation(18 1,927,59: 4.%% 1,927,59: *

*  Less than 1 percer
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1)

(2)

3)

(4)

(5)

(6)

(7)

(8)

(9)
(10)

(11)

(12)

(13)

(14)

(15)

Includes vested and unvested shares of restricieenon stock approved as grants to our independesttors and employees of ¢
Manager or its affiliates

Assumes the issuance of 250,000,000 shares offieredy and the sale of 26,548,672 shares of oummmstock in a concurre
private offering at the same price per share agtice per share of this public offering. Does imatude any shares of common stock
reserved for issuance upon exercise of the undenstioption. Assumes that no existing holder arsks of our common stock, other
than Annaly, purchases shares in this offer

Mr. Lambiase, our Chief Executive Officer, Presidand one of our directors, beneficially owns 90,88ares. Mr. Lambiase w
awarded 90,000 shares of restricted common stoadwukest in equal installments on the first busingay of each fiscal quarter ove
period of 10 years beginning on January 2, 2008fA3ctober 10, 2008, 9,000 shares have vesteghaies will vest within 60 days
of October 10, 2008 and 81,000 shares will vestentlwain 60 days after October 10, 2C

Mr. Woschenko, our Head of Investments, benefigialns 88,973 shares. Mr. Woschenko was award€iDO&hares of restricted
common stock which vest in equal installments enfitst business day of each fiscal quarter oyeeréod of 10 years beginning on
January 2, 2008. As of October 10, 2008, 7,97 3eshlaave vested, no shares will vest within 60 déy3ctober 10, 2008 and 81,000
shares will vest more than 60 days after Octobef@08.

Mr. Dyer, our Head of Underwriting, beneficially 08/69,469 shares. Mr. Dyer was awarded 70,000 slodrestricted common sto
which vest in equal installments on the first besmday of each fiscal quarter over a period ofeEds beginning on January 2, 2008.
As of October 10, 2008, 6,649 shares have vesteghares will vest within 60 days of October 1002@nd 63,000 shares will vest
more than 60 days after October 10, 2(

Ms. Denahan, our Chief Financial Officer and Seretbeneficially owns 70,000 shares. Ms. Denahas awarded 70,000 shares of
restricted common stock which vest in equal instalits on the first business day of each fiscaltquawver a period of 10 years
beginning on January 2, 2008. As of October 108200000 shares have vested, no shares will véistn80 days of October 10, 20
and 63,000 shares will vest more than 60 days @téober 10, 200¢

Mr. Donlin is one of our director:

Mr. Diamond, one of our directors, beneficially aw88,524 shares. Mr. Diamond was awarded 70,00@sloé restricted common
stock which vest in equal installments on the finssiness day of each fiscal quarter over a paidd years beginning on January 2,
2008. As of October 10, 2008, 5,524 shares havedeso shares will vest within 60 days of Octob@r2008 and 63,000 shares will
vest more than 60 days after October 10, 2

Mr. Abrams is one of our director

Mr. Keenan is one of our directol

The business address for this stockholder is 8b&hire Street, Boston, MA 02109. Based solelyndorimation contained in a
Schedule 13G dated June 10, 2008 filed by FMR Ll&& Schedule 13G reports that FMR LLC has soleoditipe power over
4,804,138 shares and sole voting power over 39GRafes, and that Edward C. Johnson Il has sefosditive power over 4,804,138
shares

The business address for these stockholders i&ifyp0 Street, Baltimore, MD 21202. Based solelyiiormation contained in
Schedule 13G filed jointly by LMM LLC, Legg Masormportunity Trust, Legg Mason Capital Management, bnd Legg Mason
Special Investment Trust, Inc. on December 10, 280@mended on February 14, 2008 and August 18, 28§pectively. LMM LLC
has shared voting and dispositive power over 1783shares of common stock. Legg Mason Capital igament, Inc. has shared
voting and dispositive power over 3,256,200 shafemmon stock. Legg Mason Opportunity Trust hesrbgranted a waiver to o\
up to 15% of our common stoc

The business address for this stockholder is cloefect Capital, 435 Pacific Avenue, Fourth FlooanS-rancisco, CA 94133. Bas
solely on information contained in a Schedule 1B&dfby ValueAct Capital Master Fund Ill, L.P., \Partners lll, LLC, ValueAct
Capital Management, L.P., ValueAct Capital Managetniel C, ValueAct Holdings, L.P., and ValueAct Halds GP, LLC on April
24, 2008 as amended on May 14, 2008, June 9, 2008June 24, 2008 respectively. ValueAct CapitastéiaFund Ill, L.P. has been
granted a waiver to own up to 12% of our commouwlist

Annaly owns our Manager. The business addres$ifstockholder is 1211 Avenue of the AmericasteSsg®02, New York, N
10036. Annaly has been granted a waiver to owrouR%o of our common stoc

The business address for this stockholder is cfip€oRiver Management, L.P., 12 Linden Place, Séédoor, Red Bank, NJ 07701.
Based solely on information contained in a SchedGI8 filed by Marc C
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(16)

7)

(18)

Cohodes on February 12, 2008. The shares showenafitially owned by Marc C. Cohodes reflect shafesommon stock held t
Copper River Partners, L.P., a New York limitedtparship, and the other investment funds and adsawer which Marc C. Cohod
holds investment control and voting control witBpect to their investments (collectively the “Fuidsir. Cohodes by virtue of his
position as (i) a managing partner of Copper Rigad (ii) the managing member of Copper River Mamagnt, L.L.C., the investme
advisor to the Funds, possesses the sole powetecand the sole power to direct the dispositioallo,618,057 of these shar

The business address for this stockholder is 338hSdope Street, Los Angeles, CA 90071. Basedolelinformation contained in
Schedule 13G filed by Capital Research Global ltoreson February 12, 2008. Capital Research Glohalstors has sole dispositive
power and voting power over 2,239,800 shares ofncomstock as a result of it acting as investmenisad to various investment
companies registered under Section 8 of the Invasti@ompany Act of 194(

The business address for this stockholder is 18Hhta Monica Boulevard, Suite 1700, Los Angeles 90825. Based solely on
information contained in a Schedule 13D filed bye&€onner & Birdwell, LLC on April 2, 200

The business address for this stockholder is 1@t$ylvania Avenue NW, 4th Floor, Washington, DO@® Based solely ¢
information contained in a Schedule 13G filed byeAir Corporation on June 10, 20(
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CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS
Management Agreement

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

Our chief executive officer and presidetiief financial officer, head of underwritinge&rsurer, controller, secretary, and head of
investments also serve as employees of our ManAgex.result, the management agreement betweemdusuat Manager was negotiated
between related parties, and the terms, includéeg payable, may not be as favorable to us akafitbeen negotiated with an unaffiliated tl
party. See “Business—Conflicts of Interest ” andsiRFactors—Risks Associated with Our ManagemedtRe@lationship with Our Manager—
There are conflicts of interest in our relationsigh our Manager which could result in decisiohattare not in your best interests.”

Restricted Common Stock Awards

Our equity incentive plan provides foagts of restricted common stock and other equisetiawards up to an aggregate of 8% of the
issued and outstanding shares of our common stoch (ully diluted basis and including shares teblel to Annaly concurrently with this
offering and shares to be sold pursuant to theceseeof the underwriters’ overallotment option}ta time of the award, subject to a ceiling of
40,000,000 shares available for issuance undesléme Each independent director was granted 3,68€es of our restricted common stock
which fully vested on January 2, 2008. In additionr, executive officers and other employees ofManager or its affiliates were granted
shares of our restricted common stock which, a®apgand together with the shares granted to @legandent directors, represented an
aggregate of 1,301,000 shares of our common sfdgekrestricted common stock granted to our exeeutfficers and other employees of our
Manager or its affiliates vests in equal installtsern the first business day of each fiscal quarter a period of 10 years beginning on Jan
2, 2008, of which 73,600 shares vested and 6,74festwere forfeited during the six months endee B 2008. The restricted common st
granted to our executive officers and other empsyaf our Manager or its affiliates that remainstariding and are unvested will fully vest on
the death of the individual. The 1,227,400 shafesiorestricted common stock granted to our exeeudfficers and other employees of our
Manager or its affiliates and to our independergators that remains unvested as of June 30, 209¥8sents approximately 0.4% of the issued
and outstanding shares of our common stock (ofiyadiluted basis after giving effect to the shaigsued in this offering and including shares
to be sold to Annaly concurrently with this offagibut excluding any shares to be sold pursuarteexercise of the underwriters’
overallotment option), based on the assumption26@t000,000 shares of our common stock will bedddn this offering. We do not make
distributions on shares of restricted stock whiakehnot vested.

Purchases of Common Stock by Affiliates

Concurrent with this offering, we willls® Annaly 26,548,672 shares of common stock prigate offering at the same price per share
as the price per share of this public offering. gompletion of this offering and the concurrernvate offering, Annaly will own
approximately 9.6% of our outstanding common st@dkich percentage excludes shares to be sold pursu#he exercise of the underwriters’
overallotment option and unvested shares of odrice=d common stock granted to our executive efficand employees of our Manager or its
affiliates). We plan to invest the net proceedthf offering and the concurrent sale of sharesnwaly in accordance with our investment
objectives and the strategies described in thisgectus.

Financings by Annaly

In March 2008, we entered into a RMBSurepase agreement with Annaly. This agreement oentaistomary representations,
warranties and covenants contained in such agrasmé&fe have, from time to time, received finandiragn Annaly under this facility. As of
June 30, 2008, we had $50.0 million outstandingeutite agreement with a weighted average borrovategof 3.96%. As of September 30,
2008, we had approximately $620.0 million outstagdinder this agreement, which constitutes appratéiy 56% of our total financing. As
October 13, 2008, the weighted average borrowitggaa amounts outstanding under this agreemenBwd%. Our RMBS repurchase
agreement with Annaly is rolled daily at marketemtbears interest at LIBOR plus 80 basis poimd,i@secured by the RMBS pledged under
the agreement. We do not expect to increase signifliy the
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amount of securities pledged to Annaly or signifitaincrease or decrease the funds we borrow #amaly as a result of this offering.

In March 2008, we entered into a recdisisales agreement with Annaly. This agreementighed for the sale of approximately $127
million of receivables by us to Annaly of the preds that we were due to receive under a mortgagedarchase and sale agreement with a
third party. Annaly paid us a discounted amourdwath receivables due from the third party equédde than one percent of such receivables
due from the third party in exchange for us recejthe purchase price under the receivables sgtegment in immediately available funds
from Annaly. The agreement contained representstiwarranties and covenants by both parties. Adasth 31, 2008, each party had
performed their outstanding obligations under thieeament, the third party purchaser under the ragedoan purchase and sale agreemen
paid the purchase price under the mortgage loathpae and sale agreement, and we have remittechmumimts to Annaly pursuant to the
receivables sales agreement.

Other Relationships

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

Paul Donlin, our Nonexecutive Chairmaritaf Board of Directors, has a direct economicrégtein a separate account managed on a
discretionary basis by FIDAC. See “Management—CrafmGovernance—Board of Directors and Committedsive for a description of the
transactions involving FIDAC and this separate aoto

Related Person Transaction Policies

Our code of business conduct and etleigsires all of our personnel to be scrupulous widiag a conflict of interest with regard to our
interests. The code prohibits us from entering tsiness relationship with an immediate famigmber or with a company that the
employee or immediate family member has a subsidiriancial interest in unless such relationsbigisclosed to and approved in advance by
our board of directors.

Each of our directors and executive efficis required to complete an annual disclosuestipnnaire and report all transactions with us
in which they and their immediate family memberd bawill have a direct or indirect material intstavith respect to us. We review these
guestionnaires and, if we determine it necessasguds any reported transactions with the entiegdof directors. We do not, however, ha\
formal written policy for approval or ratificatiosf such transactions, and all such transactions\ekiated on a case-by-case basis. If we
believe a transaction is significant to us andesigarticular conflict of interest issues, we wiicuss it with our legal counsel, and if necess
we will form an independent board committee whiels the right to engage its own legal and finarmiainsel to evaluate and approve the
transaction.

In addition, we will not invest in anyltzderalized debt obligation or security structutednanaged by our Manager or any of its
affiliates unless the investment is approved insade by a majority of our independent directors.

Lack of Separate Representation

K&L Gates LLP is counsel to us, our Maeagnd Annaly in connection with this offering amdy in the future act as counsel to us, our
Manager and Annaly. There is a possibility thath@ future the interests of various parties maylexadverse. If such a dispute were to arise
between us, our Manager or Annaly, separate codimsslich matters will be retained as and whenappate. In the event of a dispute or
conflict between us, FIDAC, or Annaly, K&L Gates Blwill not represent any of the parties in any sdisipute or conflict.
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DESCRIPTION OF CAPITAL STOCK

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

General

Our charter provides that we may 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 50,00Gs086ks of preferred stock having a par value ditsper share. Upon completion of this
offering and the concurrent private offering to A&hn 315,537,355 shares of common stock will beéglsand outstanding and no shares of
preferred stock will be issued and outstanding. inard of directors, with the approval of a majodf the entire board and without any action
on the part of our stockholders, may amend ourteh&nom time to time to increase or decrease tfigegate number of shares of stock or the
number of shares of stock of any class or serigswile have authority to issue. Under Maryland lawr, stockholders generally are not
personally liable for our debts and obligationsefohs a result of their status as stockholders.

Common Stock

All shares of our common stock have egigdits as to earnings, assets, dividends andgyatinl, when they are issued, will be duly
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 cemgation rights and are freely transferable, exedygre 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 ligies 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 eékection of directors. Except as provided with exdfo any other class or series of stock, the
holders of our common stock will possess exclusiting power. There is no cumulative voting in #lection of directors, which means that
holders of a majority of the outstanding sharesasimon stock can elect all of our directors, anldérs of less than a majority of such shares
will be unable to elect any director.

Power to Reclassify Shares of Our Stock

Our charter authorizes our board of doecto classify and reclassify any unissued shafretock into other classes or series of stock,
including preferred stock. Before issuance of shafeeach class or series, the board of direcsomsquired by Maryland law and by our charter
to set, subject to our charter restrictions ontthesfer and ownership of our stock, the termsepeaces, 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 autledtie 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 stock.

Power to Issue Additional Shares of Common Stock @ahPreferred Stock

We believe that the power of our boardioéctors to amend the charter without stockholgmroval to increase the total number of
authorized shares of our stock or any class oesefiour stock, to issue additional authorizedumissued shares of our common stock or
preferred stock and to classify or reclassify wmsksshares of our common stock or preferred stodilzereafter 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 stoalk&ohction is required by applicable law or thesubf any stock exchange or automated
guotation system on which our securities may lbedisr
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traded. Although our board of directors has noritibs at the present time of doing so, it coulchauize us to issue a class or series that could,
depending upon the terms of such class or serday,ddefer or prevent a transaction or a changeirtrol of us that might involve a premium
price for holders of our common stock or otherviisdn 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&eber 31, 2007, no more than 50% of the valuaipbatstanding shares of capital stock
may be owned, directly or constructively, by fivefewer individuals (as defined in the Internal Beue Code to include certain entities) du
the second half of any calendar year.

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

Our charter also prohibits any persomfi© beneficially or constructively owning sham@sour capital stock that would result in our
being “closely held” under Section 856(h) of theehmal Revenue Code or otherwise cause us toofgilialify as a REIT and (ii) transferring
shares of our capital stock if such transfer woekllt in our capital stock being owned by fewemntfi00 persons. Any person who acquires or
attempts or intends to acquire beneficial or cartsive ownership of shares of our capital stock wi#l or may violate any of the foregoing
restrictions on transferability and ownership, drons the intended transferee of shares of oukstdiich are transferred to the trust (as
described below), will be required to give notinemediately to us and provide us with such othesrmfition as we may request to determine
the effect of such transfer on our status as a RHA€ foregoing restrictions on transferability avanership will not apply if our board of
directors determines that it is no longer in owsthiterests to attempt to qualify, or to continoigualify, 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 at&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 securitidgch, 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 tautding 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 distributeethet proceeds of the sale to the proposed
transferee and to the charitable
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beneficiary as follows. The proposed transfereéredeive the lesser of (i) the price paid by thepesed transferee for the securities or, if the
proposed transferee did not give value for the séesiin connection with the event causing theusiéies to be held in the trust (e.g., a gift,
devise or other similar transaction), the markatep(as defined in our charter) of the securitiedte day of the event causing the securities to
be held in the trust and (ii) the price receivedtmy trustee from the sale or other dispositiothefsecurities. The trustee may reduce the
amount payable to the proposed transferee by tloeiainof dividends and distributions paid to thegmeed transferee and owed by the
proposed transferee to the trustee. Any net saleepds in excess of the amount payable to the pedpimansferee will be paid immediately to
the charitable beneficiary. If, before our discgvitrat the securities have been transferred tartis¢, the securities are sold by the proposed
transferee, then (i) the securities shall be deamédve been sold on behalf of the trust anddithe extent that the proposed transferee
received an amount for the securities that excelamount the proposed transferee was entitleective, the excess shall be paid to the
trustee upon demand.

In addition, the securities held in thest will be deemed to have been offered for salgst or our designee, at a price per share equal t
the lesser of (i) the price per share in the 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 markeite on the date we, or our designee, accepiffee We may reduce the amount payable to
the proposed transferee, however, by the amousmtyflividends or distributions paid to the proposadsferee on the securities and owed by
the proposed transferee to the trustee. We 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 séms sold will terminate and the trustee will distte the net proceeds of the sale to the prog
transferee.

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

Every owner of more than 5% (or such 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 sharehalé. Each owner shall provide to us
such additional information as we may request terdane the effect, if any, of the beneficial owstép 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 del@dgfer or prevent a transaction or a change in obtitat might involve a premium price for the
common stock or might otherwise be in 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 forshuares of common stock is Mellon Investor ServideS.
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CERTAIN PROVISIONS OF THE MARYLAND GENERAL CORPORAT ION LAW
AND OUR CHARTER AND BYLAWS

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

The MGCL and our charter and bylaws cionpaovisions that could make it more difficult farpotential 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 ofetitors. We believe that the benefits of these
provisions outweigh the potential disadvantagedisfouraging any such acquisition proposals becaumseng other things, the negotiation of
such proposals may improve their terms.

Classification of Board of Directors

Pursuant to our charter, our board cators is divided into three classes of directDigectors of each class will be chosen for three-
year terms upon the expiration of their currentnteand every year one class of our directors wikkkected by our stockholders. We beli
that classification of our board of directors hdipgassure the continuity and stability of our bess strategies and policies as determined t
board of directors. Holders of shares of our comstogk do not have the right to cumulative votinghe election of directors. Consequently,
at each annual meeting of stockholders, the holafemsmajority of the shares of our common stoditled to vote are able to elect all of the
successors of the class of directors whose terpisecat the meeting.

Currently the number of directors in ealdss and the expiration of each class term felbmsvs:

Class | Director: 2 Directors Expires 2011
Class Il Director 2 Directors Expires 200¢
Class Il Directors 1 Director Expires 201(

The classified board provision in ourtéacould have the effect of making the replacemoéimcumbent directors more time consun
and difficult. Two separate meetings of stockhadderstead of one, are generally required to eHiezftange in a majority of our board of
directors. Thus, the classified board provisionldancrease the likelihood that incumbent directoiit retain their positions. The staggered
terms of directors may delay, defer or prevenhaee offer or an attempt to change control of uepnghough a tender offer or change in
control might be in your best interests.

Number of Directors; Vacancies; Removal of Directos

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

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

Our charter provides that, at such timeva have at least three independent directorsiataiss of our common or preferred stock is
registered under the Securities Exchange Act ofi18B8the Exchange Act, we will elect to be subjedhe provision of Subtitle 8 of Title 3 of
the MGCL regarding the filling of vacancies on tieard of directors. Accordingly, at such time, gtcas may be provided by the board of
directors in setting the terms of any class oreseoif stock, any and all vacancies on the boadire€tors may be filled only by the affirmative
vote of a majority of the remaining directors ificé, even if the remaining directors do not cangti a quorum, and any director elected to fill
a vacancy will serve for the remainder of the fetin of the class in which the vacancy occurredwantd a successor is duly elected and
qualified.
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Our charter provides that a director rhayemoved only for cause, as defined in our cheatel then only by the affirmative vote of at
least two-thirds of the votes entitled to be caghe election of directors.

Action by Stockholders

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

Advance Notice Provisions for Stockholder Nominatins and Stockholder Proposals

Our bylaws provide that with respect moasmnual meeting of stockholders, nominations dividuals for election to the board of
directors and the proposal of business to be cereidby stockholders may be made only (i) purstaatir notice of the meeting, (ii) by the
board of directors or (iii) by a stockholder whosaastockholder of record both at the time of giviri notice by such stockholder as provided
for in our bylaws and at the time of the annual imegeand who is entitled to vote at the meeting ahd has complied with the advance notice
procedures of the bylaws. With respect to specegdtings of stockholders, only the business spekifieour notice of the meeting may be
brought before the meeting. Nominations of indil$ufor election to the board of directors at acigdeneeting may be made only (i) pursuant
to our notice of the meeting, (ii) by the boarddokctors or (iii) provided that the board of dites has determined that directors will be ele
at the meeting, by a stockholder who was a stodéralf record both at the time of giving of notmesuch stockholder, as provided for in our
bylaws, and at the time of the special meeting igtentitled to vote at the meeting and who has diemhpvith the advance notice provisions of
the bylaws.

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

Calling of Special Meetings of Stockholders

Our bylaws provide that special meetiofjstockholders may be called by our board of decand certain of our officers. Additionally,
our bylaws provide that, subject to the satisfactbcertain procedural and informational requiretsdy the stockholders requesting the
meeting, a special meeting of stockholders shatldled by our secretary upon the written requéstarkholders entitled to cast not less th.
majority of all the votes entitled to be cast attsmeeting.

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

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

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

As permitted by the MGCL, our charteryides that stockholders are not entitled to exerajgpraisal rights unless a majority of our
board of directors determines that such rightsyappl

Control Share Acquisitions

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

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

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

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

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

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

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

Business Combinations

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

. any person who beneficially owns 10% or more ofubng power of the corporati’s shares; ¢
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. an affiliate or associate of the corporation wharey time within the two-year period before théeda question, was the
beneficial owner of 10% or more of the voting powéthe then outstanding voting stock of the cogtion.

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

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

. 80% of the votes entitled to be cast by holdemsutétanding shares of voting stock of the corporatand

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

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

The statute permits various exemptioamfits provisions, including business combinatitired are exempted by the board of directors
before the time that the interested stockholdeolvess an interested stockholder. Our board of diredias adopted a resolution which prov
that any business combination between us and 4y person is exempted from the provisions of theifless Combination Act, provided that
the business combination is first approved by therd of directors. This resolution, however, mayaltered or repealed in whole or in part at
any time. If this resolution is repealed, or thatabof directors does not otherwise approve a lessicombination, the statute may discourage
others from trying to acquire control of us andréase the difficulty of consummating any offer.

Subtitle 8

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

. a classified boarc

. a twc-thirds stockholder vote requirement for removirgjractor;

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

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

class of directors in which the vacancy occurrexdt

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

Through provisions in our charter andalmg unrelated to Subtitle 8, we already (a) reqaiir@o-thirds stockholder vote for the removal
of any director from the board, as well as reqtheg such removal be for cause (as defined in barter), (b) unless called by our Chairman of
the Board, our President, our Chief Executive @ffior the board, require the request of holdeis fjority of outstanding shares to call a
special meeting and (c) vest in the board the skabupower to fix the number of directorships. ©@harter also provides that at such time as
Subtitle 8 becomes applicable to us, our boardhille the exclusive power to fill vacancies onlibard, by a vote of a majority of the
remaining directors, and such vacancies will Hediuntil the end of the term of the class of dives in which the vacancy occurred.
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Limitation on Liability of Directors and Officers; Indemnification and Advance of Expense:

Maryland law permits a Maryland corpavatio include in its charter a provision limitirftetliability of its directors and officers to the
corporation and its stockholders for money damagespt for liability resulting from (i) actual rdpeof an improper benefit or profit in
money, property or services or (ii) active and laslate dishonesty established by a final judgmedtvehich is material to the cause of action.
Our charter contains such a provision which elirteésalirectors’ and officers’ liability to the maxinm extent permitted by Maryland law.

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

Our bylaws obligate us, to the maximurteekpermitted by Maryland law, to indemnify anggent or former director or officer or any
individual who, while a director or officer of oubmpany and at the request of our company, semnessoserved another corporation, real
estate investment trust, partnership, joint ventust, employee benefit plan or other enterpgisa director, officer, partner or trustee and
is made, or threatened to be made, a party tortheepding because of his or her service in any saphcity from and against any claim or
liability to which that individual may become sutf@r which that individual may incur because & bi her service in any such capacity ar
pay or reimburse his or her reasonable expenszdvimnce of final disposition of a proceeding. Chairter and bylaws also permit our comp
to indemnify and advance expenses to any individim served a predecessor of our company in attyeofapacities described above and any
employee or agent of our company or a predecessuraompany.

Maryland law requires a corporation (gslés charter provides otherwise, which our chattes not) to indemnify a director or officer
who has been successful, on the merits or otherimiske defense of any proceeding to which heheris made a party because of his or her
service in that capacity. Maryland law permits gpooation to indemnify its present and former dioes and officers, among others, against
judgments, penalties, fines, settlements and reddem®xpenses actually incurred by them in conoedtiith any proceeding to which they
be made, or are threatened to be made, a partysdecatheir service in those or other capacitidsess it is established that (i) the act or
omission of the director or officer was materiattte matter giving rise to the proceeding and (&% wommitted in bad faith or (2) was the
result of active and deliberate dishonesty, (i@ director or officer actually received an impropersonal benefit in money, property or serv
or (i) in the case of any criminal proceedingg ttirector or officer had reasonable cause to &elieat the act or omission was unlawful.

A court may order indemnification if ikgtrmines that the director or officer is fairlydar@asonably entitled to indemnification, even
though the director or officer did not meet thesgrébed standard of conduct or was adjudged liablthe basis that personal benefit was
improperly received. However, under Maryland lawjaryland corporation may not indemnify for an adeejudgment in a suit by or in the
right of the corporation or for a judgment of liyi on the basis that a personal benefit was impprty received, unless in either case a court
orders indemnification, and then only for expenseaddition, Maryland law permits a corporatioratdvance reasonable expenses to a dir
or officer upon the corporation’s receipt of (ijvaitten affirmation by the director or officer ofshor her good faith belief that he or she has met
the standard of conduct necessary for indemniticaby the corporation and (i) a written undertakby him or her or on his or her behalf to
repay the amount paid or reimbursed by the corjuorétit is ultimately determined that the standlaf conduct was not met.
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SHARES ELIGIBLE FOR FUTURE SALE

We cannot predict the effect, if any tthales of shares or the availability of sharesé&de will have on the market price of our common
stock prevailing from time to time. Sales of subitd amounts of our common stock in the public ke&ror the perception that such sales
could occur, could adversely affect the prevailingrket price of our common stock.

Upon completion of this offering and tencurrent private offering to Annaly, we will hagatstanding an aggregate of approximately
315,537,355 shares of our common stock. In additian equity incentive plan provides for grantsesdtricted common stock and other equity-
based awards up to an aggregate of 8% of the issuddutstanding shares of our common stock (efhyadiluted basis and including shares
to be sold to Annaly concurrently with this offegiand shares to be sold pursuant to the exercigeafnderwriters’ overallotment option) at
the time of the award, subject to a ceiling of 40,000 shares available for issuance under the @lanmanagement agreement provides that
FIDAC may, at the election of our board of direstareceive all or a portion of its incentive fery, in shares of our common stock subje:
certain ownership limitations. On January 2, 2008 granted 1,301,000 shares of our restricted camstoxk to our independent directors and
our Manager’'s employees. Each independent direadsrgranted 3,000 shares of our restricted comtoak svhich fully vested on January 2,
2008. The restricted common stock granted to oacetive officers and other employees of our Managéts affiliates vests in equal
installments on the first business day of eaclafigoarter over a period of 10 years beginninganudry 2, 2008, of which 73,600 shares
vested and 6,713 shares were forfeited duringiheanths ended June 30, 2008. The restricted camstark granted to our executive offic
and other employees of our Manager or its affiiateat remain outstanding and are unvested wli} ftést on the death of the individual. The
1,227,400 shares of our restricted common stodhktgdato our executive officers and other employafesur Manager or its affiliates and to «
independent directors that remains unvested asnaf 30, 2008 represents approximately 0.4% ofdheeid and outstanding shares of our
common stock (on a fully diluted basis after giviftect to the shares issued in this offering arodliding shares to be sold to Annaly
concurrently with this offering but excluding anyases to be sold pursuant to the exercise of tdemwnriters’ overallotment option) based on
the assumption that 250,000,000 shares of our canstozk will be issued in this offering.

The shares of common stock sold in tHisrimg will be freely tradable without restrictiar further registration under the Securities Act
unless the shares are held by any of our “afftiditas that term is defined in Rule 144 under teeuBities Act. As defined in Rule 144, an
“affiliate” of an issuer is a person that directly,indirectly through one or more intermediariesntrols, is controlled by or is under common
control with the issuer. All shares of our comméwck held by our affiliates, including our execetiofficers and our directors, are restricted
securities as that term is defined in Rule 144 utite Securities Act. Restricted securities magddd in the public market only if registered
under the securities laws or if they qualify forememption from registration under Rule 144, a<desd below.

Rule 144

On November 15, 2007, the SecuritiesExchange Commission adopted amendments to Rulevhith became effective on February
15, 2008. Rule 144, as amended, is described below.

In general, under Rule 144 under the Biesi Act, a person (or persons whose sharesgaegated) who is not deemed to have been ar
affiliate of ours at any time during the three nfpreceding a sale, and who has beneficially owestilicted securities within the meaning of
Rule 144 for at least six months (including anyigetof consecutive ownership of preceding non-atfid holders), would be entitled to sell
those shares, subject only to the availabilitywfent public information about us. A non-affilidtperson who has beneficially owned
restricted securities within the meaning of Ruld 1@r at least one year would be entitled to $elke shares without regard to the provisions of
Rule 144.

A person (or persons whose shares amegged) who is deemed to be an affiliate of oasweho has beneficially owned restricted
securities within the meaning of Rule 144 for astesix months would be entitled to sell within ahgee-month period a number of shares that
does not exceed the greater of one percent oh#redutstanding shares of our common stock ortbeage weekly trading volume of our
common stock reported through the New York StockHaxge during the four calendar weeks precedinig sale. Such sales are also
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subject to certain manner of sale provisions, eatirjuirements and the availability of current puiriformation about us.

No assurance can be given as to (i)ikedihood that an active market for our common ktadl develop, (ii) the liquidity of any such
market, (iii) the ability of the stockholders tdldbe securities, or (iv) the prices that stockdek may obtain for any of the securities. No
prediction can be made as to the effect, if angt ilture sales of shares, or the availabilitytadres for future sale, will have on the market
price prevailing from time to time. Sales of subsital amounts of common stock, or the percepti@t shuch sales could occur, may affect
adversely prevailing market prices of the commarlst See “Risk Factors—Risks Related To Our ComBimack.”

Lock-Up Agreements

We, Annaly and each of our executivecsffs, and our directors agreed with the underveritet to offer, sell or otherwise dispose of
common stock or any securities convertible intexercisable or exchangeable for common stock orrighys to acquire common stock for a
period of 90 days after the date of this prospeatithout the prior written consent of Merrill Lyhcsubject to specific limited exceptions. See
“Underwriting—No Sales of Similar Securities.”

In connection with the 90-day restricpetiod with the underwriters, if either (1) duritige last 17 days of the lock-up period, we release
earning results or material news, or a materiahexedating to us occurs or (2) before the expiratf the 90-day restricted period, we
announce that we will release earnings resultsdutie 16-day period beginning on the last dayefd0-day period, then in either case the
expiration of the lock-up will be extended untietbxpiration of the 18-day period beginning ondhte of the release of the earnings results or
the occurrence of the material news or event, picaple, unless Merrill Lynch waives, in writingiich an extension.

Merrill Lynch has informed us that they ot have a present intent or arrangement toselany of the securities subject to the lock-up
provisions agreed to with the underwriters. Theasé of any lock-ups will be considered on a cgsealke basis. Merrill Lynch in its sole
discretion and at any time without notice releasaes or all of the shares subject to lock-up agredsneefore the expiration of the 90-day lock-
up period. When determining whether or not to redeshares from the lock-up agreements, Merrill bywdl consider, among other factors,
the stockholder’s reasons for requesting the relghs number of shares for which the releaseiiglrequested and market conditions at such
time.

Additionally, Annaly has agreed with osat further lock-up period in connection with thees purchased by Annaly concurrently with
our initial public offering that will expire at thearlier of (i) November 15, 2010 or (ii) the temation of the management agreement. Annaly
has further agreed with us to a further lock-upqeein connection with the shares purchased by Anc@ancurrently with this offering that will
expire at the earlier of (i) the date which is thyears following the date of this prospectus idtife termination of the management agreement.
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CERTAIN FEDERAL INCOME TAX CONSIDERATIONS

This section summarizes the materialf@dacome tax considerations that you, as an O\aeedefined in the immediately succeeding
paragraph) of shares of common stock, may consédevant. McKee Nelson LLP has acted as our taxisel) has reviewed this section and is
of the opinion that the discussion contained hefi@ity summarizes the federal income tax consegegthat are likely to be material to an
Owner of our shares of common stock. Because #uitios is a summary, it does not address all asgédaxation that may be relevant to
particular Owners of our common stock in light loéir personal investment or tax circumstancesy aettain types of Owners that are subject
to special treatment under the federal incomeaws) such as insurance companies, tax-exempt aegaomis (except to the extent discussed in
“—Taxation of Owners,—Taxation of Tax-Exempt Owridselow), regulated investment companies, partripssand other pass-through
entities (including entities classified as parthgrs for federal income tax purposes), financiatitntions or broker-dealers, and non-U.S.
individuals and foreign corporations (except to ééent discussed in “—Taxation of Owners,—Taxatibiroreign Owners” below) and other
persons subject to special tax rules.

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

. “Code” we mean the Internal Revenue Code of 1986, as eede
. “Disqualified organizatio” we mean any organization described in section 89Q&)Y of the Code, including
i the United State:
ii. any state or political subdivision of the Unitect8s;
iii. any foreign governmen
iv.  any international organizatio
V. any agency or instrumentality of any of the foregg

vi.  any charitable remainder trust or other tax-exeonganization, other than a farmer’s cooperativeedesd in
section 521 of the Code, that is exempt both frecotine taxation and from taxation under the unrdlbtesiness
taxable income provisions of the Code; i

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

federal income tax purposes) created or organizélel United States or under the laws of the Urfitsdes or of any state
thereof, including, for this purpose, the Distio€tColumbia; (iii) a partnership (or entity treatesl a partnership for tax purposes)
organized in the United States or under the lawtke@tnited States or of any state thereof, inciggdfor this purpose, the

District of Columbia (unless provided otherwisefbiure Treasury regulations); (iv) an estate whoseme is includible in gro:
income for federal income tax purposes regardlé#s source; or (v) a trust, if a court within thimited States is able to exerc
primary supervision over the administration of thest and one or more U.S. Persons have authoritpiitrol all substantial
decisions of the trust. Notwithstanding the prengdilause, to the extent provided in Treas
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regulations, certain trusts that were in existemmtédugust 20, 1996, that were treated as U.S. Rensoor to such date, and that
elect to continue to be treated as U.S. Persoss aae U.S. Persor

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 retroadyivevill not cause any statement in tl
section to be inaccurate. No assurance can be thatthe IRS would not assert, or that a courtldoot sustain, a position contrary to any of
the tax consequences described below. We haveuaghsand will not seek an advance ruling fromIfR® regarding any matter in this
prospectus.

This summary provides general informatioy and is not tax advice. We urge you to congoilltr tax advisor regarding the specific tax
consequences to you of the purchase, ownershipaladf our common stock and of our election tealded as a REIT. Specifically, you
should consult your tax advisor regarding the feljetate, local, foreign, and other tax conseqgegmé such purchase, ownership, sale and
election, and regarding potential changes in appletax laws.

Taxation of Our Company

We have elected to be taxed as a REIEuSdctions 856 through 860 of the Code commenwitigour short taxable year ending on
December 31, 2007. We believe that we were orgdrane have operated and will continue to operasaigl a manner as to qualify for
taxation as a REIT under the federal income tasJdwt no assurances can be given that we willad@én 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 this offering, McKeesNon LLP is rendering an opinion that we will dfyato be taxed as a REIT for our short
taxable year ending on December 31, 2007, and@yangation and current and proposed method ofadiper will enable us to continue to
meet the requirements for qualification and taxatie a REIT for our taxable year ending on DecertheP007 and subsequent taxable years.
Investors should be aware that McKee Nelson LLBIsion is based upon customary assumptions, isitondd upon certain representations
made by us as to factual matters, including reptasiens regarding the nature of our assets andahduct of our business, and is not binding
upon the IRS or any court.

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

If we qualify as a REIT, we generally wibt be subject to federal income tax on our téx@come that we currently distribute to our
stockholders, but taxable income generated by onregdtic 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 ineyrimcluding net capital gain, that we do not distie to stockholders durin
or within a specified time period after, the calengear in which the income is earn
. We may be subject to tI“alternative minimum te” on any items of tax preference including any deidustof net operatin
losses
. We will pay federal income tax at the highest cogpe rate on
o] net income from the sale or other disposition ofpgrty acquired through foreclosure, which we rédess

foreclosure property, that we hold primarily fofesto customers in the ordinary course of businasd
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o] other noi-qualifying income from foreclosure proper

. We will pay a 100% tax on net income earned frotassar other dispositions of property, other tharetlosure property, that
hold primarily for sale to customers in the ordinaourse of busines

. If we fail to satisfy the 75% gross income testher 95% gross income test, as described below Urdéross Income Tests,”
but nonetheless continue to qualify as a REIT beeawe meet other requirements, we will be subfeat100% tax or

o] the greater of the amount by which we fail the 7%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 ul*—Asset Test” as long as th
failure was due to reasonable cause and not tlulvileglect, we dispose of the assets or otheragseply with such asset tests
within six months after the last day of the quaitewhich we identify such failure and we file dhedule with the IRS describing
the assets that caused such failure, we will payx &qual to the greater of $50,000 or 35% of #teimcome from the non-
qualifying assets during the period in which weefdito satisfy such asset te:

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

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

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

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

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

If (&) we recognize excess inclusion income faaxable year as a result of our ownership of a 18ty interest in a TMP ¢
our ownership of a REMIC residual interest anddi or more Disqualified Organizations is the rdamwner of shares of our
common stock during that year, then we will be sabjo tax at the highest corporate federal inctareate on the portion of the
excess inclusion income that is allocable to thegDalified Organizations. We do not anticipate oWgriREMIC residual
interests; we may, however, own 100% of the equtgrests in one or more CDO offerings or one orariausts formed in
connection with our securitization transactiongd,ibtend to structure each CDO offering and eadui$gzation transaction so
that the issuing entity would not be classifiedda@MP. Se¢‘—Taxable Mortgage Poo”

If we acquire any asset from a C corporation, oofmporation that generally is subject to full caigte-level tax, in a merger or
other transaction in which we acquire a basis énabset that is determined by reference eithéret&Ctcorporation’s basis in the
asset or to another asset, we will pay tax at tledst corporate federal income tax rate if we gatoe gain on the sale or
disposition of the asset during the 10-year pesifver we acquire the asset. The amount of gaininhwe will pay tax is the
lesser of.

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

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

Requirements for Qualification
A REIT is a corporation, trust, or assticn that meets each of the following requirements
1. It is managed by one or more trusteatirectors.
2. Its beneficial ownership is evidenbgdransferable shares or by transferable certédcaf beneficial interest.
3. It would be taxable as a domestic amfion, but for the REIT provisions of the feddralome tax laws.
4. It is neither a financial institutiolor an insurance company subject to special prmvisof the federal income tax laws.
5. At least 100 persons are beneficiatens of its shares or ownership certificates.

6. Not more than 50% in value of its ¢antsling shares or ownership certificates is owd@dgtly or indirectly, by five or fewer
individuals, which the federal income tax laws defto include certain entities, during the last bébany taxable year. For purposes of this
requirement, indirect ownership will be determitgdapplying attribution rules set out in sectiodt ®f the Code, as modified by section 856
(h) of the Code.

7. It elects to be taxed as a REIT, arimade such election for a previous taxable year satisfies all relevant filing and other
administrative requirements that must be met toteled maintain REIT qualification.

8. It meets certain other qualificatiests, described below, regarding the nature afdtsme and assets.

We must meet requirements 1 through fhdwur entire taxable year and must meet requinefeluring at least 335 days of a taxable
year of twelve months, or during a proportionate péa taxable year of less than twelve monthgjukements 5 and 6 will apply to
beginning with our 2008 taxable year. If we compiyh all the requirements for ascertaining the okghg of our outstanding stock in a
taxable year and have no reason to know that watei requirement 6, we will be deemed to havesati requirement 6 for that taxable year.
For purposes of determining share ownership uregrirement 6, an “individual” generally includesupplemental unemployment
compensation benefits plan, a private foundatiom portion of a trust permanently set aside oduselusively for charitable purposes. An
“individual” generally does not include a trust tiga qualified employee pension or profit shatingt under the federal income tax laws,
however, and beneficiaries of such a trust wiltheated as owning our stock in proportion to tlaeiuarial interests in the trust for purposes of
requirement 6.

We believe that we will issue in thisesfhg common stock with sufficient diversity of oamhip to satisfy requirements 5 and 6. In
addition, our charter restricts the ownership aaddfer of our stock so that we should continusatisfy these requirements. The provisions of
our charter restricting the ownership and transféehe common stock are described in “Descriptib@apital Stock—Restrictions on
Ownership and Transfer.”

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

Qualified REIT Subsidiaries

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

Other Disregarded Entities and Partnerships

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

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

Taxable REIT Subsidiaries

A REIT is permitted to own up to 100%tloé stock of one or more TRSs. A TRS is a fullyatsle corporation that may earn income that
would not be qualifying income if earned directly the parent REIT. The subsidiary and the REIT nistly elect to treat the subsidiary as a
TRS. A corporation with respect to which a TRS dliyeor indirectly owns more than 35% of the votipgwer or value of the stock will
automatically be treated as a TRS. We generally maaypwn more than 10%, as measured by voting powealue, of the securities of a
corporation that is not a qualified REIT subsidianfess 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 copnéistock or securities of one or more TRSs.

The separate existence of a TRS or d¢ghe@ble corporation, unlike a qualified REIT sultesig or other disregarded subsidiary as
discussed above, is not ignored for U.S. fedei@rime 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 flaghgenerated 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 subsidiaap esset 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.

Interest

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

Fee Income

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

Dividends

Our share of any dividends received faomg corporation (including any TRS that we formdualing the completion of this offering, and
any other TRS, but excluding any REIT or any qiedifREIT subsidiary) in which we own an equity net&t will qualify for purposes of the
95% gross income test but not for purposes of 8% @ross income test. Our share of any dividendsived from any other REIT in which we
own an equity interest will be qualifying income faurposes of both gross income tests.

Rents from Real Property
We currently do not intend to acquirel gaperty with the proceeds of this offering.

Hedging Transactions

We may, from time to time, enter into giedj transactions with respect to the interest rigteassociated 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 purpdeesesultant income or gain will be treatedree®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 beesssful in this regard. We may conduct some asfadur hedging activities through a TRS,
the income from which may be subject to federabine tax, rather than participating in the arranggmdirectly 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 eithreboth of the REIT gross income tests, and vatl adversely affect our ability to satisfy the
REIT qualification requirements.

Failure to Satisfy Gross Income Tests

We intend to monitor the amount of ounftualifying 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 ggagncome
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tests for any taxable year, we may nevertheleslifgjaa a REIT for such year if we qualify for refiunder certain provisions of the Code.
These relief provisions will be generally availalfl§) our failure to meet such tests was dueg@asonable cause and not due to willful neglect,
and (ii) we file with the IRS a schedule describihg sources of our gross income in accordancewéhsury Regulations. We cannot predict,
however, whether in all circumstances, we wouldifuor the benefit of these relief provisions. &ddition, as discussed above under “—
Taxation of Our Company,” even if the relief prawiss apply, a tax would be imposed upon the ambynthich we fail to satisfy the

particular gross income test.

Asset Tests

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

Second, the value of our interest in ang issuer’s securities (other than debt and egeityrities issued by any of our TRSs, qualified
REIT subsidiaries, any other entity that is disrdgd as an entity separate from us, and any eouégest we may hold in a partnership) may
not exceed 5% of the value of our total assetgdThie may not own more than 10% of the voting poarel0% 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, map@@uity interest we may hold in a partnershiuih, 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 testiethm “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 witittolds a partnership interest, if a REIT holddehtedness issued by a partnership, the
indebtedness will be subject to, and may causelation of the asset tests, unless it is a qualifynortgage asset or otherwise satisfies the
rules for “straight debt.” Similarly, although stoof another REIT qualifies as a real estate dssgturposes 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 qualifpalsestate assets, then we will be treated airfgptlirectly 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 ge&xsjrbank loans and other instruments that ates@cured by mortgages on real property
will not be qualifying assets for purposes of tthéorasset test.

We will monitor the status of our asdetspurposes of the various asset tests and wak $& manage our portfolio to comply at all times
with such tests. There can be no assurance, howtea¢mwe will be successful in this effort. Indhiegard, to determine our compliance with
these requirements, we will need to estimate theevaf 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 concerninddae-to-value ratios for such mortgage loans. Meeepsome of the assets that we may
own may not be susceptible to precise valuatiothdAlgh we will seek to be prudent in making thesterates, 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 failalify as a REIT.

Failure to 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 theegireg calendar quarter; a

133



. the discrepancy between the value of our assetthanasset test requirements arose from changke imarket values of our
assets and was not wholly or partly caused by ¢lyeiaition of one or more n-qualifying assets

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

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

Annual Distribution Requirements

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

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

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

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

Such distributions must be paid in theatde year to which they relate, or in the followitaxable year if either (i) we declare the
distribution before we file a timely federal inconae return for the year and pay the distributidthwr before the first regular dividend
payment after such declaration or (ii) we declagedistribution in October, November or Decembetheftaxable year, payable to stockholc
of record on a specified day in any such month,aadctually pay the dividends before the end otiday of the following year. The
distributions under clause (i) are taxable to tlen@rs of our common stock in the year in which paittl the distributions in clause (ii) are
treated as paid on December 31 of the prior taxgdde. In both instances, these distributions ediatour prior taxable year for purposes of the
90% distribution requirement.

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

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

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

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

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

Failure to Qualify

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

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

Prohibited Transactions

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

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

Taxable Mortgage Pools

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

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

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

Although we intend to structure our s@@ation and financing transactions so that we nat recognize any excess inclusion income,
we cannot assure you that we will always be sufgkissthis regard. If, notwithstanding our intemte recognized excess inclusion income,
then under guidance issued by the IRS we woulegeired to allocate the excess inclusion incomegntmnately among the dividends we
pay to our stockholders and we must notify ourlgtotders of the portion of our dividends that regemgts excess inclusion income. The portion
of any dividend you receive that is treated as ex@eclusion income is subject to special rulesstFyour taxable income can never be less
the sum of your excess inclusion income for the;yeecess inclusion income cannot be offset withaperating losses or other allowable
deductions. Second, if you are a tax-exempt 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 incoarg] one or more Disqualified Organizations areneébolders of shares of common stock, we
will be taxable at the highest federal corporat®ine tax rate on the portion of any excess inclugioome equal to the percentage of our s
that is held by Disqualified Organizations. In seittumstances, we may reduce the amount of otnitlisons to a Disqualified Organization
whose stock ownership gave rise to the tax. Textent that our common stock owned by Disqualiftedanizations is held by a broker/de:
or other nominee, the broker/dealer or other nomimeuld be liable for a tax at the highest corpotak rate on the portion of our excess
inclusion income allocable to our common stock hmldhe broker/dealer or other nominee on behatfiefDisqualified 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 wek® 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 ownedeammmon stock. However, corporate
Owners may be required to treat up to 20% of aextapital gain dividends as ordinary income. Loagrt capital gains are generally taxable at
maximum federal rates of 15% (through 2010) indage of individuals, trusts and estates, and 35#teicase of corporations.

Rather than distribute our net capitahgawe may elect to retain and pay the 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 commoglstay the difference between your share of thetabgain 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 common stock you,dwhrather, will reduce your adjusted tax basigaur common stock. Assuming that -
common stock you own is a capital asset, to thergxhat such distributions exceed your adjustedé#asis in the common stock you own, you
must include them in income as long-term capitéh gar short-term capital gain if the common stbels been held for one year or less).

If we declare a dividend in October, NoNeer or December of any year that is payable tokimlders of record on a specified date in
any such month, but actually distribute the ama@diared in January of the following year, then youst 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 oemwdlisposition of our common stock will generally dapita
gain or loss for federal income tax purposes, aitico@ long-term capital gain or loss if you heltetcommon stock for more than one year. In
addition, any loss you recognize upon a sale onaxge of our common stock that you have ownedixamenths or less (after applying cert
holding period rules) will generally be treatedsdsng-term capital loss to the extent of distribug received from us that you are required to
treat as long-term capital gain.

If you recognize a loss upon a disposittbour common stock in an amount that exceedgscpbed threshold, it is possible that the
provisions of recently adopted Treasury Regulatiomslving “reportable transactions” could applyithwva resulting requirement to separately
disclose the loss-generating transaction to the WRislle these regulations are directed towards Staelters,” they are written quite broadly,
and apply to transactions that would not typichllyconsidered tax shelters. In addition, recenthceed legislation imposes significant
penalties for failure to comply with these requiests. You should consult your tax advisor concey@iny possible disclosure obligation with
respect to the receipt or disposition of our comrstmrtk, or transactions that might be undertakegctly or indirectly by us. Moreover, you
should be aware that we and other participantsaérnransactions involving us (including our advionay be subject to disclosure or other
requirements pursuant to these regulations.

Amounts that you are required to inclidéaxable income with respect to our common stgmk own, including taxable distributions
and the income you recognize with respect to uribiged net capital gain, and any gain recognizeshuyour disposition of our common
stock, will not be treated as passive activity meo You may not offset any passive activity loggas may have, such as losses from limited
partnerships in which you have invested, with inegrou recognize with respect to our shares of comstack. Generally, income you
recognize with respect to our common stock wiltieated as investment income for purposes of thestment interest limitations.

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

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

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

Any amount paid as backup withholdingl wé creditable against your 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 commonksésc‘debt financed property” within the meaningted Code and (ii) has not used our
common stock in an unrelated trade or businessyatadhat we distribute to tax-exempt Owners gelyesaould not constitute UBTI.
However, a tax-exempt Owner’s allocable share gfeatess inclusion income that we recognize wilsblject to tax as UBTI. See “—
Taxable Mortgage Pools.” We intend to structuresmauritization and financing transactions so Weatvill avoid recognizing any excess
inclusion income.
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Tax-exempt Owners that are social clubgjntary employee benefit associations, suppleatememployment benefit trusts and
qualified group legal services plans, exempt fraxation under special provisions of the federabme tax laws, are subject to different UBTI
rules, which generally will require them to chagaie distributions that they receive from us asTUB

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

Taxation of Foreign Owners

The following is a summary of certain Uf€deral income and estate tax consequences ofithership and disposition of our common
stock applicable to a Foreign Owner.

If a partnership, including for this poge any entity that is treated as a partnership) #8r federal income tax purposes, holds our
common stock, the tax treatment of a partner irpiénership will generally depend upon the stafube partner and the activities of the
partnership. An investor that is a partnership hguikoreign Owners as partners should consultitadaisors about the U.S. federal income
consequences of the acquisition, ownership anasligpn of our common stock.

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

Ordinary Dividend Distributiong.he portion of dividends received by a Foreign Ompegyable out of our current and accumulated
earnings and profits that are not attributableupaapital gains and that are not effectively cated with a U.S. trade or business of the
Foreign Owner will be subject to U.S. withholdiraxtat the rate of 30% (unless reduced by an afgdidacome tax treaty). In general, a
Foreign Owner will not be considered engaged in& ttade or business solely as a result of itsessitip of our common stock. In cases
where the dividend income from a Foreign Ownenrgestment in our common stock is (or is treateceffectively connected with the Foreign
Owner’s conduct of a U.S. trade or business, threigfp Owner generally will be subject to U.S. taxgeaduated rates, in the same manner as
Domestic Owners are taxed with respect to suclddivds (and may also be subject to the 30% brarmdhsptax in the case of a foreign owner
that is a foreign corporation). If a Foreign Owitethe record holder of shares of our common staekplan to withhold U.S. income tax at the
rate of 30% on the gross amount of any distribugaid to a Foreign Owner unless:

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

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

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

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

Dispositions of Our Stoddnless our common stock constitutes a USRPI, acfader common stock by a Foreign Owner generally w
not be subject to U.S. federal income tax undePHIR. We do not expect that our common stock wist@dute a USRPI. Our common stock
will not constitute a USRPI if less than 50% of assets throughout a prescribed testing periodstasfsinterests in real property located
within the United States, excluding, for this pusppinterest in real property solely in the capyaa#t a creditor. Even if the foregoing test is not
met, our common stock will not constitute a USRRVé are a domestically controlled REIT. A “domeatly controlled REIT” is a REIT in
which, at all times during a specified testing pdriless than 50% in value of its shares is helectly or indirectly by foreign owners. We do
not intend to maintain records to determine whetteeare a domestically controlled REIT for this mse.

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

If gain on the sale of our stock werejeabto taxation under FIRPTA, the Foreign Ownewuldagenerally 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 common stock could be requdredthhold 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 taeidgfroOwner in two cases. First, if the Foreign
Owner’s investment in our common stock is effedfivannected with a U.S. trade or business condugyesuch 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 ininited States for 183 days or more during thelibexgear and has a “tax home” in the
United States, the nonresident alien individual & subject to a 30% tax on the individual's calpiain.

Estate TaxOur common stock owned or treated as owned bydinidual who is not a citizen or resident of theitdd States (as
specially defined for U.S. federal estate tax pag®) at the time of death will be includible in thdividual's gross estate for U.S. federal es
tax purposes, unless an applicable estate tay fpeavides otherwise. Such individual's estate thaysubject 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 common stoely be modified by legislative, judicial or adminédive action at any time, and that any
such action may affect investments and commitmgregiously made. The rules dealing with federabme taxation are constantly under
review by persons involved in the legislative pixcand by the IRS and Treasury Department, reguhiinevisions of regulations and revised
interpretations of established concepts as wedtatsitory changes. Revisions in federal tax lavesiaterpretations thereof could adversely
affect the tax consequences of an investment irconmmon stock.

State and Local Taxé&§e and our stockholders may be subject to staliecal taxation in various state or local jurisdicts, including
those in which we or they transact business odeedihe state and local tax treatment
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may not conform to the federal income tax consegeguiscussed above. Consequently, prospectivetargeshould consult their own tax
advisors regarding the effect of state and localdws on an investment in our common stock.
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UNDERWRITING

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

Number
Underwriter of Shares

Merrill Lynch, Pierce, Fenner & Smit
Incorporatec

Credit Suisse Securities (USA) LL

Deutsche Bank Securities Ir

Citigroup Global Markets Inc

J.P. Morgan Securities In

UBS Securities LLC

JMP Securities LL(C

Keefe, Bruyette & Woods, Ini

Total

The underwriters have agreed to purchisd the shares sold under the purchase agreeifreami of these shares are purchased. If an
underwriter defaults, the purchase agreement pesuidat the purchase commitments of the nondefigultnderwriters may be increased or the
purchase agreement may be terminated.

We have agreed to indemnify the undeessifigainst certain liabilities, including liakigis under the Securities Act of 1933, as amer
or to contribute to payments the underwriters mayeguired to make in respect of those liabilities.

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

Commissions and Discounts

The representatives have advised ughkeainderwriters propose initially to offer the ssto the public at the public offering price on
the cover page of this prospectus and to deal@hafprice less a concession not in excess of $ per share. The underwriters may allow,
the dealers may reallow, a discount not in excé$s o per share to other dealers. Afterghblic offering, the public offering price,
concession and discount may be changed.

The following table shows the public ofifg price, underwriting discount and proceeds befxpenses to us. The information assumes
either no exercise or full exercise by the undeessi of their overallotment options.

Per Share Without Option With Option
Public offering price $ $ $
Underwriting discoun $ $ $
Proceeds, before expenses, t $ $ $

The expenses of the offering, not inahgdihe underwriting discount, are estimated at $8J®band are payable by us. In addition, we
may at our option pay the underwriters an aggregaeunt of up to 0.25% of the aggregate proceddsddrom sales of shares sold in this
offering based on the underwriters’ performanceelation to this offering.
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Overallotment Option

We have granted options to the underverite purchase up to 37,500,000 additional shartsegublic offering price less the
underwriting discount. The underwriters may exertigese options for 30 days from the date of thesgectus solely to cover any
overallotments. If the underwriters exercise thgs@ons, each will be obligated, subject to comdisi contained in the purchase agreement, to
purchase a number of additional shares proporgoteathat underwriter’s initial amount reflectedtlire above table.

No Sales of Similar Securities

Pursuant to certain “lock-up” agreemewnts,and our executive officers and directors hayeed, subject to certain exceptions, not to
offer, sell, contract to sell, announce any intemtio sell, pledge or otherwise dispose of, diyectlindirectly, or file with the SEC a registrati
statement under the Securities Act relating to, @mmon shares or securities convertible into ehargeable or exercisable for any common
shares without the prior written consent of Meirifinch for a period of 90 days after the date @ firospectus. Specifically, we and these ¢
individuals have agreed, with certain exceptioms,ta directly or indirectly:

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

. sell any option or contract to purchase any comstook;

. purchase any option or contract to sell any comstook;

. grant any option, right or warrant for the saleny common stocl

. lend or otherwise dispose of or transfer any comstook;

. request or demand that we file a registration state related to the common stock;

. enter into any swap or other agreement that tresysfewhole or in part, the economic consequeriaamership of any commc

stock whether any such swap or transaction is telited by delivery of shares or other securiiiesash or otherwist

This lock-up provision applies to commatack and to securities convertible into or excleside or exercisable for or repayable with
common stock. It also applies to common stock owr®sl or acquired later by the person executingatireement or for which the person
executing the agreement later acquires the poweispbsition. The 9@ay restricted period will be automatically extetidfe(1) during the las
17 days of the 90-day restricted period we issueaanings release or material news or a mater@itenelating to us occurs or (2) prior to the
expiration of the 90-day restricted period, we amue that we will release earnings results or besoaware that material news or a material
event will occur during the 16-day-period beginnorgthe last day of the 9flay restricted period, in which case the restnitidescribed abo
will continue to apply until the expiration of ti8-day period beginning on the issuance of the easnialgase or the occurrence of the mat
news or material event. The exceptions permit ey other things and subject to restrictions(apissue common stock or options pursuant
to our long term stock incentive plan or pursuarthe exercise of employee stock options or otherds, and (b) issue common stock purs
to our stock dividend reinvestment plan, once distadd.

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

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

If the underwriters create a short posiin the common stock in connection with the adffgri.e., if they sell more shares than are listed
on the cover of this prospectus, the representativey reduce that short position by purchasingeshiarthe open market. The representatives
may also elect to reduce any short position byasig all or part of the overallotment option déised above. Purchases of the common stock
to stabilize its price or to reduce a short positieay cause the price of the common stock to bleehithan it might be in the absence of such
purchases.

Neither we nor any of the underwriterskasaany representation or prediction as to thectiine or magnitude of any effect that the
transactions described above may have on the gfite common stock. In addition, neither we noy ahthe underwriters makes any
representation that the representatives will engragfgese transactions or that these transactam® commenced, will not be discontinued
without notice.

Selling Restrictions

This prospectus does not constitute &r off, or an invitation by or on behalf of us,layr or on behalf of the underwriters, to subscribe
for or purchase, any of the shares in any jurigalicto any person to whom it is unlawful to makelsan offer or solicitation in that
jurisdiction. The distribution of this prospectusdahe offering of the shares in certain jurisdio may be restricted by law. We and
underwriters require persons into whose possesisiprospectus comes to inform themselves abalit@nbserve any such restrictions.

In relation to each Member State of thueogean Economic Area which has implemented thepg@aius Directive (individually, a
Relevant Member State), each underwriter has repted and agreed that with effect from and inclgdire date on which the Prospectus
Directive is implemented in that Relevant Membeat&{or the Relevant Implementation Date) it hasmade and will not make an offer of
common stock to the public in that Relevant Menthtate prior to the publication of a prospectuseiation to the common stock which has
been approved by the competent authority in thé\Rat Member State or, where appropriate, appravatiother Relevant Member State
notified to the competent authority in that ReleMsiember State, all in accordance with the Progpebirective, except that it may, with eff
from and including the Relevant Implementation Datake an offer of common stock to the public iattRelevant Member State at any time:

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

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

. in any other circumstances which do not requireptiidication by the Issuer of a prospectus purstaAirticle 3 of the
Prospectus Directive

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

Each underwriter has represented ancedghet:
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. it has not made and will not make an offer of thenmon stock to the public in the United Kingdonoptto the publication of a
prospectus in relation to the common stock andffer that has been approved by the FSA or, whepeogpriate, approved in
another Member State and notified to the FSA na#ldcordance with the Prospectus Directive, exitegitit may make an offer
the common stock to persons who fall within theirdgén of “qualified investor” as that term is deéd in Section 86 (7) of
FSMA, or otherwise in circumstances which do nsufein an offer of transferable securities to plublic in the United Kingdol
within the meaning of FSMA

. it has only communicated or caused to be commuetcand will only communicate or cause to be comeated any invitation
or inducement to engage in investment activity lfimithe meaning of Section 21 of FSMA) receivedtby connection with the



issue or sale of any common stock in circumstaircediich Section 21(1) of FSMA does not apply taaitd

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

Internet Distribution

Merrill Lynch will be facilitating interet distribution for this offering to certain of itsternet subscription customers. Merrill Lynch
intends to allocate a limited number of shareséde to its online brokerage customers. An eleatrprospectus is available on the internet
site maintained by Merrill Lynch. Other than th@gpectus in electronic format, the information lo@ Merrill Lynch web site is not part of tt
prospectus.

Other Relationships

Certain of the underwriters and theipegive affiliates have, from time to time, perfa@uhn and may in the future perform, various
financial advisory and investment banking servioesis, for which they received or will receive tasary fees and reimbursement of
expenses. In addition, we have currently in eféedtave had in effect in recent periods repurclagseements with one or more of the
underwriters or their affiliates whereby, amongeotthings, we borrow funds to finance the purched@MBS. Although not currently in
effect, in recent periods we have had warehousktiieg and entered into interest rate swaps wite or more of the underwriters or their
affiliates. Furthermore, certain of the underwstand their respective affiliates are or have lmeemterparties to securities and other trading
activities with us. Deutsche Bank Securities Imd &redit Suisse Securities (USA) LLC, or theiileffes, were lead bookrunners for the
$619.7 million securitization we sponsored on A@dl 2008. Credit Suisse Securities (USA) LLC terafffiliates, was the sole lead bookrur
for the $151.2 million securitization we sponsooedJuly 25, 2008.
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LEGAL MATTERS

Certain legal matters relating to thitedhg 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. Certain legal regdtrelating to this offering will be passed uponthe underwriters by Fried, Frank,
Harris, Shriver & Jacobson LLP, New York, New York.

EXPERTS

The financial statements as of DecemhefB807, and for the period November 21, 2007 (dptgations commenced) through
December 31, 2007, included and incorporated Breete in this prospectus have been audited byit2e& Touche LLP, an independent
registered public accounting firm, as stated inrtreport, which is included and incorporated bference herein. Such financial statements
have been so included and incorporated in reliapos the report of such firm given upon their autigaas experts in accounting and auditing.

WHERE YOU CAN FIND MORE INFORMATION

We have filed with the Securities and lixege Commission a registration statement on Foefirh, $cluding exhibits and schedules fi
with the registration statement of which this pedps is a part, under the Securities Act of 18933%mended, with respect to the shares of
common stock to be sold in this offering. This pastus does not contain all of the informationfegh in the registration statement and
exhibits and schedules to the registration staténf@m further information with respect to us ahd shares of common stock to be sold in this
offering, reference is made to the registratiotestent, including the exhibits and schedules tadigéstration statement. Copies of the
registration statement, including the exhibits ankdedules to the registration statement, may beieeal without charge at the public refere
room of the Securities and Exchange Commission,FL8@eet, N.E., Room 1580, Washington, D.C. 2054f@®rmation about the operation of
the public reference room may be obtained by aaliire Securities and Exchange Commission at 1-&0-@300. Copies of all or a portion of
the registration statement may be obtained fronpti#ic reference room of the Securities and ExgeaDommission upon payment of
prescribed fees. Our Securities and Exchange Caosioniéilings, including our registration statemearte also available to you, free of charge,
on the Securities and Exchange Commission’s websitevw.sec.gov

We are subject to the information andrépg requirements of the Securities Exchangeohdt934, as amended, and file periodic
reports, proxy statements and make available tstmakholders annual reports containing auditeanfaial information for each year and
quarterly reports for the first three quartersadtefiscal year containing unaudited interim finahimformation.

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 refegryou to another document filed separately whth $EC. 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 Exchange Act, and these documenis@gorated herein by reference:

- 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 Nldy2008:
- Our Quarterly Report on Form -Q for the quarter ended June 30, 2008 filed on Aug§u2008
- Our Current Report on Forn-K filed on May 5, 2008; an

- Our Current Report on Forn-K filed on August 1, 200¢
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Any statement contained in this prospgctuin a document incorporated by reference sigatleemed to be modified or superseded for
all purposes to the extent that a statement caedamthis prospectus or in any other document Wwti@lso incorporated by reference modi
or supersedes that statement.

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 incorporatgddference herein); we will provide this infornwatiat no cost to the requester upon written
or oral request to Investor Relations, Chimera sttwent Corporation, 1211 Avenue of the AmericageS2002, New York, New York 10036,
telephone number (212) 696-0100.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINKERM

To the Board of Directors and Stockholders of
Chimera Investment Corporation
New York, New York

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

We conducted our audit in accordance with the stadedof the Public Company Accounting Oversighti@iq@nited States). Those standards
require that we plan and perform the audit to obtaasonable assurance about whether the finatataiments are free of material
misstatement. The Company is not required to hawewere we engaged to perform, an audit of isriral control over financial reporting.
Our audit included consideration of internal cohtreer financial reporting as a basis for desigrawnglit procedures that are appropriate in the
circumstances, but not for the purpose of exprgsaimopinion on the effectiveness of the Compamg&rnal control over financial reporting.
Accordingly, we express no such opinion. An autfibancludes examining, on a test basis, evideopparting the amounts and disclosures in
the financial statements, assessing the accouptingiples used and significant estimates made dgagement, as well as evaluating the
overall financial statement presentation. We belithat our audit provides a reasonable basis foopimion.

In our opinion, such financial statements presailyf in all material respects, the financial gimsi of Chimera Investment Corporation as of
December 31, 2007, and the results of its operatgoml its cash flows for the period from NovemberZD07 (date operations commenced) to
December 31, 2007, in conformity with accountinmg@iples generally accepted in the United State&mérica.

DELOITTE & TOUCHE LLP
New York, New York
March 3, 2008
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CHIMERA INVESTMENT CORPORATION
STATEMENTS OF FINANCIAL CONDITION
(dollars in thousands)

ASSETS

Cash and cash equivalel

Restricted cas

Reverse repurchase agreem

Mortgage«-Backed Securities, at fair val

Loans held for investment, net of allowance fomld@sses of $546 and $81, respecti
Securitized loans held for investment, net of aloge for loan losses of $698 thous:
Accrued interest receivab

Other asset

Total asset

LIABILITIES AND STOCKHOLDERS' EQUITY
Liabilities:

Repurchase agreemel

Securitized dek

Payable for investments purcha:

Accrued interest payab

Dividends payabl

Accounts payable and other liabiliti

Interest rate swaps, at fair val

Total liabilities

Commitments and Contingencies (Note

Stockholder’ Equity:
Common stock: par value $.01 per share; 500,00G60a¢€es authorized, 38,999,850 and 37,70¢
shares issued and outstanding, respect
Additional paic-in capital
Accumulated other comprehensive (loss) ince
Accumulated defici

Total stockholder’ equity

Total liabilities and stockholde’ equity

See notes to financial statements.
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June 30, 2008
Consolidated

December 31,

(unaudited) 2007

$ 49,88¢ $ 6,02¢
29,507 1,35(

— 265,00(

1,116,581 1,124,291
150,08: 162,37:
613,58( —

9,86: 6,03¢

1,64¢ 562

$ 1,971,150 $ 1,565,63I
$ 909,08¢ $ 270,58
504,39 —
146,82 748,92(

3,51¢ 41F

6,044 943

3,54( 1,72¢

10,06¢ 4,15¢
1,583,47 1,026,74

37¢ 371

533,02¢ 532,20¢
(104,98() 10,15
(40,745 (3,849
387,67¢ 538,88

$ 1,971,150 $ 1,565,63I




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

For the Six For the Period

Months Ended November 21, 2007
June 30, 2008 (date operations
Consolidated commenced) through
(unaudited) December 31, 2007
Interest incom: $ 58,14¢ $ 3,492
Interest expens 34,04, 41F
Net interest incom 24,09¢ 3,077
Unrealized gains (losses) on interest rate s\ (5,909 (4,156
Realized gains (losses) on sales of investrr (31,179 —
Realized gains on terminations of interest rateps 12¢ —
Net Investment Income (los (12,862) (1,079
Expense:
Management fe 4,45k 1,217
General and administrative expen 3,71¢ 60%
Total expense 8,17¢ 1,822
Income (loss) before income tax (21,03¢) (2,907
Income tax 3 S
Net income (loss ($ 21,039 (% 2,90€)
Net income (loss) per she- basic and dilute: ($ 059 (% 0.09¢)
Weighted average number of shares outstar— basic and dilute: 38,995,09 37,401,73
Comprehensive income (los:
Net income (loss ($ 21,039 (% 2,90€)
Other comprehensive los
Unrealized gain (loss) on availa-for-sale securitie (136,15 10,15:
Reclassification adjustment for realized lossefunted in net incom 31,174
Other comprehensive (loss) incol (104,980) 10,15
Comprehensive (loss) incor ($ 126,019 $ 7,247

See notes to financial statements.
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CHIMERA INVESTMENT CORPORATION
STATEMENTS OF STOCKHOLDERS' EQUITY
(dollars in thousands)
(Information with respect to 2008 is unaudited)

Accumulated

Common Additional Other
Stock Par Paid-in Comprehensive Accumulated
Value Capital Income Deficit Total
Balance, November 21, 200 $ — 3 — 3 —  $ —  $ —
(date operations commence
Proceeds from common stock offerir 371 532,19° — — 532,57-
Net income — — (2,906 (2,906
Other comprehensive incor — — 10,15:¢ — 10,15:¢
Proceeds from direct purchas — 11 — 11
Common dividends declared, $0.025 per sl — — — (9439) (943)
Balance, December 31, 20C 377 532,20¢ 10,15 (3,849 538,88¢
Net loss — — — (21,039 (21,03%)
Other comprehensive (loss) incol — — (115,13) — (115,13)
Costs associated with common stock offe — (21¢) — — (21€)
Restricted stock gran 1 1,03« — — 1,03t
Common dividends declared, $0.42 per sl — — — (15,85%) (15,85%)
Balance, June 30, 2008 (: $ 37¢  $ 533,02t % (104,98) $ (40,74YH) $ 387,67

(1) Represents consolidated balance at June 38, 200

See notes to financial statements.



CHIMERA INVESTMENT CORPORATION
STATEMENTS OF CASH FLOWS
(dollars in thousands)

Cash Flows From Operating Activitie
Net income (loss

Adjustments to reconcile net income (loss) to meshcprovided by operating activitie
Amortization of investment premiums and discot
Unrealized (gains) losses on interest rate s\
Realized (gains) losses on sale of investm
Allowance for loan losse
Restricted stock gran
Changes in operating ass
Decrease (increase) in accrued interest recei
Increase in other asse

Changes in operating liabilitie
Increase in accounts payal
Increase in accrued interest paye
(Decreases)/Increase in other liabilit

Net cash provided by (used in) operating activi

Cash Flows From Investing Activitie
Mortgage-backed securities portfolit
Purchase
Sales
Principal payment
Loans held for investment portfoli
Purchase
Sales
Principal payment
Securitized loans
Principal payment
Reverse repurchase agreem
Restricted cas

Net cash used in investing activiti

Cash Flows From Financing Activitie
Proceeds from repurchase agreem
Payments on repurchase agreem
Proceeds from securitized d¢
Payments on securitized d¢
Proceeds from common stock offerir

Costs associated with common stock offeri
Dividends Paic
Net proceeds from direct purchases of common ¢

Net cash (used in) provided by financing activi

For the
period
November
For the Six 21
Months (date
Ended operations
June 30, commenced)
2008 through
Consolidated December
(unaudited) 31, 2007
($ 21,039  ($ 2,906)
(933) (98)
5,90¢ 4,15¢
31,17« —
1,164 81
1,03t —
(5,52€) (4,337
(1,08 (562)
1,004 1,431
3,10 41¢
807 292
15,61 (1,529
(1,228,57) (368,59)
248,01 —
103,11: 1,78¢
(588,41) (162,46
90,73: —
21,94: —
12,65¢ —
265,00( (265,00()
(28,15 (1,350)
(1,103,68) (795,620
18,613,32 270,58¢
(17,974,82) =
515,90 —
(11,50 —
— 532,57+
(21€) —
(10,75¢) —
— 11
1,131,93. 803,16¢




Net (decrease) increase in cash and cash equis
Cash and cash equivalents at beginning of pe

Cash and cash equivalents at end of pe

Supplemental disclosure of cash flow informat
Interest paic

Taxes paic

Non cash investing activitie
Receivable for investments sc
Payable for investments purcha:s

Net change in unrealized gain (loss) on availabteséle

Non cash financing activitie
Dividends declared, not yet pe

See notes to financial statements.
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43,86 6,02¢

6,02¢ —
$ 49,88¢ 6,02¢
$ 30,94 —
$ 45 —
$ 146,82 748,92(
s 104,98 10,15:
$ 6,04« 94z




CHIMERA INVESTMENT CORPORATION
N OTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Information with respect to 2008 is unaudited)

1. Organization and Significant Accounting Policies

Chimera Investment Corporation, or the Company, evganized in Maryland on June 1, 2007. The Comgamymenced operations on
November 21, 2007 when it completed its initial jubffering. The Company has elected and intedsualify to be taxed as a real est
investment trust or REIT under the Internal ReveGode of 1986, as amended, commencing with the @agip taxable year ending on
December 31, 2007. As such, the Company is reqtiréistribute substantially all of the income gexted from its operations to its
shareholders. As long as the Company qualifiesREI&, the Company will generally not be subjectt&. federal or state corporate taxes on
its income to the extent that the Company distebut least 90% of its taxable net income to dskdtolders. Annaly Capital Management, |

or Annaly, purchased 3,621,581 shares of the Cogipaommon shares in a private offering concureitlh the Company’s initial public
offering. The Company is managed by Fixed Income@int Advisory Company, or FIDAC, an investmentisor registered with the
Securities and Exchange Commission and a whollyeohsubsidiary of Annaly.

A summary of the Company'’s significant accountimjgies follows:

Basis of Presentation of Unaudited Consolidated Fancial Statements

The accompanying unaudited consolidated finantééments as of June 30, 2008 and for the six rsdhtin ended have been prepared in
conformity with the Form 10Q and Article 10, Rul@-@1 of Regulation S-X for interim financial statents. Accordingly, they do not include
all of the information and footnotes required bg@mting principles generally accepted in the UWhiBates of America (“GAAP”). The
consolidated interim financial statements are uitadghowever, in the opinion of the Compasmiyhanagement, all adjustments, consisting

of normal recurring accruals, necessary for agegsentation of the financial position, result®pérations, and cash flows have been included.
Comparative information for the six months endekeJB80, 2007 is not provided because the Compangatidommence operations until
November 21, 2007. The nature of the Com|'s business is such that the results of any intgmod are not necessarily indicative of results
for a full year. The Company securitized a portidits loans and formed a subsidiary on April 2808. The financial statements presented
subsequent to April 24, 2008, are on a consolidagsis.

Cash and Cash Equivalents

Cash and cash equivalents include cash on hanthandy market funds.

Restricted Cash

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

The Company may invest its daily available caslameds via reverse repurchase agreements to pradditonal yield on its assets. These
investments will typically be recorded as shorirténvestments, will mature daily, and are refeteds receivables for reverse repurchase
agreements in the statement of financial conditReverse repurchase agreements are recorded aincbate collateralized by residential
mortgage-backed securities, or RMBS.

Residential Mortgage-Backed Securities

The Company invests in RMBS representing interiestbligations backed by pools of mortgage loars @arries the securities at fair value
estimated using a pricing model. Management willew the fair values generated to determine thigeprare reflective of the current market.
Management performs a validation of the fair vadakulated by the pricing model by comparing isults to independent prices provided by
dealers in the securities and/or third party pgciervices. If dealers or independent pricing seviare unable to provide a price for an ass:
if the price provided by them is deemed unrelidiyld-IDAC, then the asset will be valued at its faitue as determined in good faith by
FIDAC. In the current market, it may be difficult immpossible to obtain third party pricing on tieéstments the Company purchases. In
addition, validating third party pricing for the @pany’s investments may be more subjective as fpasicipants may be willing to provide
this service to the Company. Moreover, the curneatket is more illiquid than in recent history fmme of the investments the Company
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purchases. llliquid investments typically experiemgeater price volatility as a ready market damsenist. As volatility increases or liquidity
decreases, the Company may have greater diffifinkiycing its investments which may negatively irtipigs earnings and the execution of its
investment strategy. Please see Note 5 for a disnusf fair value measurement.

Statement of Financial Accounting Standards, or SAd0. 115Accounting for Certain Investments in Debt and BgS8iecurities requires th
Company to classify its investment securities #geeitrading investments, available-for-sale inwesits or held-to-maturity investments. The
Company intends to hold its RMBS as available-fidesand as such may sell any of its RMBS as pats aiverall management of its portfolio.
All assets classified as available-for-sale ar@rgg at estimated fair value, with unrealized gaind losses included in other comprehensive
income.

Management evaluates investment securities for-dkt@a-temporary impairment at least on a quartealsis, and more frequently when
economic or market concerns warrant such evalua@onsideration is given to (1) the length of tiemel the extent to which the fair value has
been lower than carrying value, (2) the financ@idition and near-term prospects of the issuerci@)it quality and cash flow performance of
the security, and (4) the intent and ability of @@mpany to retain its investment in the secuntyd period of time sufficient to allow for any
anticipated recovery in fair value. Unrealized &xssn investment securities that are considerezt titan temporary, as measured by the
amount of decline in fair value attributable toatithan-temporary factors, are recognized in incamgtthe cost basis of the investment
securities is adjusted.

RMBS transactions are recorded on the trade d&&liZzed gains and losses from sales of RMBS aermé@ted based on the specific
identification method and recorded as a gain (loes3ale of investments in the statement of opmratiAccretion of discounts or amortization
of premiums on available-for-sale securities andtgage loans is computed using the effective isteyield method and is included as a
component of interest income in the statement efagons.

Loans Held for Investment and Securitized Loans Hel for Investment

The Company’s securitized and un-securitized regidlemortgage loans are comprised of fixed-rate eariable-rate loans. The Company
purchases pools of residential mortgage loans gir@uselect group of originators. Mortgage loamsdasignated as held for investment,
recorded on trade date, and are carried at thigicipal balance outstanding, plus any premiumsiscaiints which are amortized or accreted
over the estimated life of the loan, less allowarfoe loan losses. Loans are evaluated for possikldit losses. The Company has created an
unallocated provision for loan losses estimated psrcentage of the remaining principal on thegoManagement’s estimate is based on
historical experience of similarly underwritten fopools. There were no losses specifically allatéddoans as of June 30, 2008. Residential
loan securitizations that are presented as sexegitbans and securitized debt are reflected idnsolidated statements of financial condition
and are accounted for as a financing pursuant &5SHO0.

Allowance for Loan Losses

The Company has established an allowance for lossek at a level that management believes is adeljased on an evaluation of known and
inherent risks related to the Company’s loan ptiafdhe estimate is based on a variety of facitockiding, but not limited to, current
economic conditions, industry loss experience, itiehlity trends, loan portfolio composition, dejuency trends, national and local econc
trends, national unemployment data, changes inihg@appreciation and whether specific geograpreasiwhere the Company has significant
loan concentrations are experiencing adverse ecienmnditions and events such as natural disatatsnay affect the local economy or
property values. Upon purchase of the pools ofdptitre Company obtained written representationsaardanties from the sellers that the
Company could be reimbursed for the value of tlaa lid the loan fails to meet the agreed upon oétiom standards. While the Company has
little history of its own to establish loan trendglinquency trends of the originators and theentrmarket conditions aid in determining the
allowance for loan losses. The Company also peddrdue diligence procedures on a sample of loaisvikt its criteria during the purchase
process.

When it is probable that contractually due spedfiwounts are deemed uncollectible, the loan isidered impaired. Where impairment is
indicated, a valuation write-off is measured basgon the excess of the recorded investment ovargh&ir value of the collateral, reduced by
selling costs. Any deficiency between the carryangount of an asset and the net sales price of sepsad collateral is charged to the allow
for loan losses.

F-9




Securitized Debt

The Company has issued securitized debt to finamution of its residential mortgage loan portiolThe securitized debt is collateralized by
residential adjustable or fixed rate mortgage Idaas have been placed in a trust and bear intaresprincipal payments to the debt holders.
The Companys securitized debt is accounted for as borrowimgsracorded as a liability on the consolidatedestesnt of financial condition .
June 30, 2008.

Fair Value Disclosure

SFAS No. 107Disclosure About Fair Value of Financial Instrumentequires disclosure of the fair value of finahaistruments for which it
is practicable to estimate that value. The estith&de value of investment securities and interaté swaps is equal to their carrying value
presented in the consolidated statements of fiahwondition. The estimated fair value of cash eash equivalents, accrued interest
receivable, reverse repurchase agreements, regarelgaeements with maturities shorter than one pagmbles for mortgageacked securitie
purchased, dividends payable, accounts payableacorded interest payable, generally approximaissas of the dates presented due to the
short term nature of these financial instrumentse fair value of repurchase agreements with lodgérd maturities is generally approximated
by cost as the loans reprice frequently to markests:.

Interest Income

Interest income on available-for-sale securitied laans held for investment is recognized oveliteeof the investment using the effective
interest method as described by SFAS NoA&Tpounting for Nonrefundable Fees and Costs Assetiaith Originating or Acquiring Loans
and Initial Direct Costs of Leasedor securities of high credit quality and Emeigissues Task Force No. 99-Recoghnition of Interest
Income and Impairment on Purchased and Retaine@fiRgal Interests in Securitized Financial Ass, for all other securities. Income
recognition is suspended for loans when, in thaiopiof management, a full recovery of income aridgipal becomes doubtful. Income
recognition is resumed when the loan becomes atintlly current and performance is demonstratdzbtoesumed.

Derivative Financial Instruments/Hedging Activity

The Company economically hedges interest ratethisiugh the use of derivative financial instrumeuotsgrently limited to interest rate swaps.
The Company accounts for these interest rate sagfree-standing derivatives. Accordingly, they @agied at fair value with realized and
unrealized gains and losses recognized in earnings.

Income Taxes

The Company intends to qualify to be taxed as alR&hd therefore it generally will not be subjectorporate federal or state income tax to
the extent that qualifying distributions are madlstockholders and the REIT requirements, includieigain asset, income, distribution and
stock ownership tests are met. If the Companydaibequalify as a REIT and did not qualify for @ént statutory relief provisions, the Comps
would be subject to federal, state and local inctemes and may be precluded from qualifying as BTR& the subsequent four taxable years
following the year in which the REIT qualificatiavas lost.

The Company accounts for income taxes in accordaitbeSFAS No. 109Accounting for Income Taxesvhich requires the recognition of
deferred income taxes for differences between #sisinf assets and liabilities for financial stagetrand income tax purposes. Deferred tax
assets and liabilities represent the future taxsequence for those differences, which will eithetdxable or deductible when the assets and
liabilities are recovered or settled. Deferred taaee also recognized for operating losses thaaiable to offset future taxable income.
Valuation allowances are established when necessaegduce deferred tax assets to the amount esghéztoe realized. In July 2006, the FA
issued FASB Interpretation No. 48¢counting for Uncertainty in Income Taxean interpretation of FASB Statement No. 109 (“EI8Y). FIN
48 clarifies the accounting for uncertainty in inedtaxes recognized in a companfihancial statements and prescribes a recogrtiisholc
and measurement attribute for the financial statgmerognition and measurement of a tax positi&artaor expected to be taken in an income
tax return. FIN 48 also provides guidance on degation, classification, interest and penalties;aunting in interim periods, disclosure and
transition. FIN 48 was effective for the Companpmnpnception and its effect was not material.

Net Income Per Share
The Company calculates basic net income per shagévlaling net income for the period by the weighteverage shares of its common stock

outstanding for that period. Diluted net income gleaire takes into account the effect of dilutiv&rmments, such as stock options, but uses the
average share price for the period in determiniregnumber
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of incremental shares that are to be added to #ighted average number of shares outstanding. dhegp@ny had no potentially dilutive
securities outstanding during the periods presented

Stock-Based Compensation

The Company accounts for stock-based compensatiaccordance with the provisions of SFAS No. 128&tounting for Stock-Based
Compensation which establishes accounting and disclosure reménts using fair value based methods of accayifdinstock-based
compensation plans. Compensation expense relaggamnts of stock and stock options is recognizest tive vesting period of such grants
based on the estimated fair value on the grant date

Stock compensation awards granted to the emplafdedDAC are accounted for in accordance with EB@-18,Accounting For Equity
Instruments That Are Issued to Other Than Emplof@e&cquiring, or in Conjunction with Selling, Goods and Sensgevhich requires the
Company to measure the fair value of the equitirumsent using the stock prices and other measureassnmptions as of the earlier of either
the date at which a performance commitment by theterparty is reached or the date at which thatesparty’s performance is complete.

Use of Estimates

The preparation of the financial statements in eonfty with GAAP, requires management to make estés and assumptions that affect the
reported amounts of assets and liabilities andalisce of contingent assets and liabilities atdhte of the financial statements and the repc
amounts of revenues and expenses during the neggréiriod. Actual results could differ from thostimates.

Recent Accounting Pronouncements

In September 2006, the Financial Accounting Stadsl&8oard, or FASB, issued SFAS No. 1b@ir Value Measurementor SFAS 157. SFA
157 defines fair value, establishes a frameworlafeasuring fair value and requires enhanced disidssabout fair value measurements. S
157 requires companies to disclose the fair vafubeir financial instruments according to a faéwe hierarchy (i.e., levels 1, 2, and 3, as
defined). Additionally, companies are required toyide enhanced disclosure regarding instrumentisarievel 3 category (which require
significant management judgment), including a redation of the beginning and ending balances smpdy for each major category of assets
and liabilities. SFAS 157 was adopted by the CompmanJanuary 1, 2008. SFAS 157 did not signifigaimipact the manner in which
management estimates fair value, but it requiretitiacial disclosures, which are included in Note 5.

In February 2007, the FASB issued SFAS No. T53% Fair Value Option for Financial Assets and Fingl Liabilities, or SFAS 159. SFAS
159 permits entities to choose to measure manydiahinstruments and certain other items at falug. Unrealized gains and losses on items
for which the fair value option has been electelll véi recognized in earnings at each subsequenttieg date. SFAS 159 became effective
the Company January 1, 2008. The Company did ect #ie fair value option for any existing eligifiileancial instruments.

In February 2008, the FASB issued FASB Staff Positio. FAS 140-Rccounting for Transfers of Financial Assets angiRehase
Financing Transaction, or FSP FAS 140-3. FSP FAS 140-3 addresses whigdmsactions where assets purchased from a garticu
counterparty and financed through a repurchasesagget with the same counterparty can be considgerddiccounted for as separate
transactions, or are required to be considere#étif transactions and may be considered derivatineler SFAS No. 133, Accounting for
Derivative Instruments and Hedging Activities, ¢tA5 133. FSP FAS 140-3 requires purchases and gudsefinancing through repurchase
agreements be considered linked transactions ualleskthe following conditions apply: (1) the fi@l purchase and the use of repurchase
agreements to finance the purchase are not camétctontingent upon each other; (2) the repuretiBncing entered into between the
parties provides full recourse to the transferekthn repurchase price is fixed; (3) the finanaigets is readily obtainable in the market; and
(4) the financial instrument and the repurchaseemgent are not coterminous. This FSP is effectivéhie Company on January 1, 2009. The
Company is currently evaluating FSP FAS 140-3 lmetschot expect its application to have a signifi¢apact on its financial reporting.

In March 2008, the FASB issued SFAS No. 1Bikclosures about Derivative Instruments and Hedghativities, or SFAS 161, an
amendment of FASB Statement No. 133. SFAS 161 atieto improve the transparency of financial rejpgrby providing additional
information about how derivative and hedging atitg affect an entity’s
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financial position, financial performance and clletvs. This statement changes the disclosure rements for derivative instruments and
hedging activities by requiring enhanced disclogieut (1) how and why an entity uses derivatigrinments, (2) how derivative instruments
and related hedged items are accounted for undes Statement 133 and its related interpretationd,(8) how derivative instruments and
related hedged items affect an entity’s financ@ipon, financial performance, and cash flows.ni@et these objectives, SFAS 161 requires
gualitative disclosures about objectives and ggiagefor using derivatives, quantitative disclosuabout fair value amounts and of gains and
losses on derivative instruments, and disclosuvestecredit-risk-related contingent features iniive agreements. This disclosure
framework is intended to better convey the purpmsgerivative use in terms of the risks that antens intending to manage. SFAS 161 is
effective for the Company on January 1, 2009. The@any expects that adoption of SFAS 161 will inase=footnote disclosure to comply
with the disclosure requirements for financial staénts issued after January 1, 2009.

2. Mortgage-Backed Securities

The following table represents the Company’s abéeéléor sale RMBS portfolio as of June 30, 2008 Bedember 31, 2007, at fair value.

December 31
June 30, 200¢ 2007

(dollars in thousands)

Mortgage-Backed securities, at amortized ¢ $ 122156 $ 1,114,13
Gross unrealized ga — 10,67
Gross unrealized los (104,98)) (522)
Fair value $ 1,116,58 $ 1,124,229

The following table presents the gross unrealipsdés, and estimated fair value of the Company’sddge-Backed Securities by length of
time that such securities have been in a continuausalized loss position at June 30, 2008 and mbee 31, 2007.

Unrealized Loss Position For:

Less than 12 Months 12 Months or More Total
Estimated Unrealized Estimated Fair Unrealized Estimated Fair Unrealized
Fair Value Losses Value Losses Value Losses

(dollars in thousands)
June 30, 200 $ 1,116,58 ($ 104,98) $ — 3 — $ 111658 ($ 104,98)
December 31, 200 $ 1,124,290 ($ 522) $ — 3 — 3 1,124,290 ($ 522)

The decline in value of these securities is sadiely to market conditions and not the quality ofdkeets. All of the mortgage-backed securities
are “AAA” rated or carry an implied “AAA” rating. fie investments are not considered other-than-teampoimpaired because the Company
currently has the ability and intent to hold thedstments to maturity or for a period of time stiffnt for a forecasted market price recovery up
to or beyond the cost of the investments.

Actual maturities of mortgage-backed securitiesganeerally shorter than stated contractual maggrithctual maturities of the Company’s
RMBS are affected by the contractual lives of thderlying mortgages, periodic payments of princgrad prepayments of principal.

The following table summarizes the Company’s RMBS3ume 30, 2008 and December 31, 2007 accorditigeipestimated weighted-average
life classifications:
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June 30, 200¢
(dollars in thousands)
Weighted Average
Weighted Average Life Fair Value Amortized Cost Coupon

Less than one ye; = — —
Greater than one year and less than five y $ 107185 $ 1,171,74 6.3(%

Greater than five yea 44,73¢ 49,82t 5.72%
Total $ 1,116,581 $ 1,221,56' 6.27%

December 31, 200
(dollars in thousands)
Weighted Average

Weighted Average Life Fair Value Amortized Cost Coupon
Less than one yei $ 45,86¢ $ 46,10: 6.31%
Greater than one year and less than five y 1,078,42. 1,068,03! 6.32%

Greater than five yea — — —

Total $ 1,124,290 $ 1,11413 6.32%

The weighted-average lives of the mortgage-backedrgies in the tables above are based on datadeithrough dealer quotes, assuming
constant prepayment rates to the balloon or restetfdr each security. The prepayment model corsidarent yield, forward yield, steepness
of the curve, current mortgage rates, mortgage m@ftéhe outstanding loan, loan age, margin andtiity.

During the six months ended June 30, 2008 anddhiegpbended December 31, 2007 the Company didatichisy RMBS.

3. Loans Held for Investment

The following table represents the Company'’s regidemortgage loans classified as held for investtrat June 30, 2008 and December 31,
2007. At June 30, 2008 approximately 4.6% of thenBany’s investments are adjustable rate mortgaayesland 3.0% are fixed rate mortgage
loans. All of the adjustable rate loans held fareistment are hybrid ARMs. Hybrid ARMs are mortgatheg have interest rates that are fixed
for an initial period (typically three, five, seventen years) and thereafter reset at regulaniale subject to interest rate caps. The loans held
for investment are carried at their principal bakoutstanding less an allowance for loan losses:

June 30, December 31
2008 2007
(dollars in thousands)
Mortgage loans, at principal balar $ 150,62¢ $ 162,45
Less: allowance for loan loss (54€) (81)
Mortgage loans held for investme $ 150,08 $ 162,37:

The following table summarizes the changes in tlievance for loan losses for the mortgage loanfptiot during the six months ended June
30, 2008:

June 30, 2008

(dollars in thousands)

Balance, beginning of peric $ 81
Provision for loan losse 46F
Chargeoffs —
Balance, end of peric $ 54€

On a quarterly basis, the Company evaluates thguadg of its allowance for loan losses. As of JBBg2008, the Company recorded an
allowance for loan losses of $546 thousand reptegp86 basis points of the Company’s
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mortgage loan portfolio. As of December 31, 200€, Company recorded an allowance for loan loss&8bthousand representing 5 basis
points of the Company’s mortgage loan portfolio.J&he 30, 2008, there were no loans 60 days or pastedue and all loans were accruing
interest.

The geographic distribution of the Company’s lohakl for investment at June 30, 2008 was as follows

(dollars in thousands)

Unpaid Principal

State Number of Loans Balance
CA 50 $ 35,85¢
IL 23 14,947
NJ 18 11,64:
SC 8 6,96¢
NY 10 6,741
MA 7 5,50z
AZ 8 5,32(
MN 8 5,25(
WA 7 4,90:
FL 7 4,77
NH 7 4,65¢
NV 4 4,327
CO 5 3,951
GA 6 3,91«
VA 5 3,84:
NC 5 3,44(
MD 5 3,38¢
MO 5 3,38(
TX 5 2,93¢
PA 4 2,69t
CT 4 2,55(
uT 3 2,37¢

Other states, individually less than 1%

aggregate current balan 12 8,981
Unamortized premium/discou (1,700
Allowance for loan losse (54¢€)
Total $ 150,08:

The Company did not sell any mortgage loans dutiegsix months ended June 30, 2008 or the peridddeBecember 31, 2007.
4. Securitized Loans Held for Investment

The following table represents the Company’s s¢ized residential mortgage loans classified as falthvestment at June 30, 2008. The
Company did not hold any securitized loans at Ddmar31, 2007. At June 30, 2008, approximately 1608%he Company’s securitized loans
are adjustable rate mortgage loans and 13.7%>aé fate mortgage loans. All of the adjustable i@des held for investment are hybrid
ARMs. Hybrid ARMs are mortgages that have interasts that are fixed for an initial period (typigahree, five, seven or ten years) and
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thereafter reset at regular intervals subject ter@st rate caps. The loans held for investmentaméed at their principal balance outstanding
less an allowance for loan losses:

June 30, 2008

(dollars in thousands)

Securitized mortgage loans, at principal bale $ 614,27¢
Less: allowance for loan loss (69€)
Securitized mortgage loans held for investn $ 613,58(

The following table summarizes the changes in tlisvance for loan losses for the mortgage loanfptiotduring the six months ended June
30, 2008:

June 30, 2008

(dollars in thousands)

Balance, beginning of peric $ —
Provision for loan losse 69¢
Chargt-offs —
Balance, end of peric $ 69¢

On a quarterly basis, the Company evaluates thguady of its allowance for loan losses. The Compacgrded an allowance for loan losses
of $698 thousand for the six months ended Jun@@1B, representing 12 basis points of the prindja#nce of the Company's securitized
mortgage loan portfolio. At June 30, 2008, thereen® loans 60 days or more past due and all lv@ns accruing interest.

During the six months ended June 30, 2008, the @ompransferred $619.7 million of its residentiadmgage loans held for investment to the
PHHMC 2008-CIM1 Trust in a securitization transaatiln this transaction, the Company sold $5368aniof AAA-rated fixed and floating
rate bonds to third party investors and retainegl 3#illion of AAA-rated mezzanine bonds and $3@ullion in subordinated bonds which
provide credit support to the certificates isswethird parties. The certificates issued by thsttaeue collateralized by loans held for investment
that have been transferred to the PHHMC 2008-CIMisT The Company incurred approximately $1.3 mnillin issuance costs that were
deducted from the proceeds of the transaction emteing amortized over the life of the bonds. Thassaction was accounted for as a
financing pursuant to SFAS 14@¢counting for Transfers and Servicing of Finandakets and Extinguishments of Liabilities

5. Fair Value Measurement

SFAS 157 defines fair value, establishes a framkicsrmeasuring fair value, establishes a threellgaluation hierarchy for disclosure of fair
value measurement and enhances disclosure requitefoe fair value measurements. The valuationanay is based upon the transparency
of inputs to the valuation of an asset or liabiiyof the measurement date. The three levelssdireed as follows:

Level 1- inputs to the valuation methodology are quotedgwrizinadjusted) for identical assets and liabdlitireactive markets

Level 2—- inputs to the valuation methodology include qugigdes for similar assets and liabilities in actmarkets, and inpui
that are observable for the asset or liabilityhesitdirectly or indirectly, for substantially thellfterm of the financial instrumer

Level 3— inputs to the valuation methodology are unobseesabd significant to fair valu

Mortgage-Backed Securities and interest rate swepsalued using a pricing model. The MBS pricingdel incorporates such factors as
coupons, prepayment speeds, spread to the Treasury
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and swap curves, convexity, duration, periodic lifeccaps, and credit enhancement. Interest ratgpsware modeled by incorporating such
factors as the Treasury curve, LIBOR rates, andebeive rate on the interest rate swaps. Manageraeiews the fair values determined by
the pricing model and compares its results to depletes received on each investment to validatsomableness of the valuations indicated by
the pricing model. The dealer quotes will incorgereommon market pricing methods, including a sphreaasurement to the Treasury curv
interest rate swap curve as well as underlyingatdtaristics of the particular security includingipon, periodic and life caps, rate reset period,
issuer, additional credit support and expecteddifthe security. The Company’s financial assetlabilities carried at fair value on a
recurring basis are valued at June 30, 2008 asnfsl|

Level 1 Level 2 Level 3
(dollars in thousands)

Assets:
Mortgage-Backed Securitie $ — $ 1,116,581 $ —
Liabilities:
Interest Rate Swaj $ — 3 10,068 $ —

6. Repurchase Agreements

(A) Mortgage-Backed Securities

The Company had outstanding $909.1 million and $#dllion of repurchase agreements with weighteerage borrowing rates of 4.85%
and 5.02% and weighted average remaining matudfi@8 and 22 days as of June 30, 2008 and DeceBih@007 respectively. At June 30,
2008, RMBS pledged as collateral under these régrcagreements had an estimated fair value of49illion, carrying value of $911.7
million, including accrued interest, and cash 1o@$29.5 million. At December 31, 2007, RMBS pledgs collateral had an estimated fair
value of $271.7 million. The interest rates of thespurchase agreements are generally indexee tnégrmonth LIBOR rate and reprice
accordingly.

At June 30, 2008 and December 31, 2007, the repsecagreements collateralized by RMBS had theviollp remaining maturities:

June 30, 2008 December 31, 2007

(dollars in thousands)

Within 30 days $ 539,60 $ 270,58
30 to 59 day: 344,97 —
60 to 89 day: — —
90 to 119 day 24,51 —

Greater than or equal to 120 d: = —

Total $ 909,08¢ $ 270,58

At June 30, 2008 and December 31, 2007, the Comgianyot have an amount at risk greater than 10&gafty with any counterparty.

(B) Loans Held for Investment

The Company has entered into two master repurdg®ements pursuant to which it finances mortgaged. One agreement is a $500 mil
lending facility of which $200 million is on an usimmitted basis. This agreement terminates Janu&r20d09. The second agreement is a §

million committed lending facility. This agreemaatminates January 29, 2010. As of June 30, 208@&tember 31, 2007, the Company did
not have any amounts borrowed against these fasili©n July 29, 2008, the Company terminated lasttling facilities.
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Currently the sub-prime mortgage sector is expeimgnunprecedented losses and there is weaknéiss broader mortgage market that has
increased volatility in market valuation of investnts and the availability of credit which may adbedy affect one or more of the Company’s
lenders and could cause one or more of the Compaaryders to be unwilling or unable to provide ithwadditional financing. This could
potentially increase the Company’s financing cestd reduce liquidity. If one or more major markettjzipants fail, it could negatively impact
the marketability of all fixed income securitiegdahis could negatively impact the value of theusities in the Company’s portfolio, thus
reducing its net book value. Furthermore, if mafthe Company’s lenders are unwilling or unabl@tovide it with additional financing, the
Company could be forced to sell its investmentnaihopportune time when prices are depressed.

7. Securitized Debt

All of the Company’s securitized debt is collateredl by residential mortgage loans. For finanaglarting purposes, the Company’s
securitized debt is accounted for as a financingymant to SFAS 140, Accounting for Transfers aniSieg of Financial Assets and
Extinguishments of Liabilities. Thus, the residahthortgage loans held as collateral are recondele assets of the Company as securitized
loans and the securitized debt is recorded additjain the statement of financial condition.

At June 30, 2008, the securitized debt of the Campeas collateralized by residential mortgage lcamd has a principal balance of $504.4
million. The debt matures between the years 20232838. At June 30, 2008, the debt carried a wetjhverage cost of financing equal to
5.96%. At December 31, 2007, the Company had narisieed debt.

8. Interest Rate Swaps

In connection with the Company’s interest rate rigknagement strategy, the Company economicallygsedgportion of its interest rate risk by
entering into derivative financial instrument camtts. As of June 30, 2008, such instruments areused of interest rate swaps, which in
effect modify the cash flows on repurchase agre¢sn@e Company’s swaps are used to lock-in a fiatel relative to a portion of its current
and anticipated future 30-day term repurchase aggats. The Company accounts for interest rate sasfieestanding derivatives with
changes in fair value recorded in earnings.

The table below represents the Company’s swapsamaisg:

Net Estimated Fair
Weighted Average Weighted Average Value/Carrying
Notional Amount Pay Rate Receive Rate Value

(dollars in thousands)

June 30, 200 $ 1,008,91. 4.1(% 2.48% ($ 10,069
December 31, 200 $ 1,235,00 4.0%% 4.92% ($ 4,150

9. Common Stock
During the six months ended June 30, 2008, the @ospeclared dividends to common shareholdersrigt&tl5.9 million or $0.42 per share.
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10. Long Term Incentive Plan

The Company has adopted a long term stock inceptareto provide incentives to its independentates, employees of FIDAC and its
affiliates, to stimulate their efforts towards tBempany’s continued success, lalegm growth and profitability and to attract, redvand retai
personnel and other service providers. The IncerRian authorizes the Compensation Committee didhed of directors to grant awards,
including incentive stock options, non-qualifiedak options, restricted shares and other typesaafitive awards. The Incentive Plan
authorizes the granting of options or other aw&mdsin aggregate of 8.0% of the outstanding shafrés common stock, up to a ceiling of
40,000,000 shares.

As of June 30, 2008, the Company has granted cestrstock awards in the amount of 1,301,000 stiarE¥DAC’s employees and the
Company’s independent directors. Of these shaB60@ shares vested and 6,713 shares were forfaitemhcelled during the six months
ended June 30, 2008. The awards to the indepeditentors vested on the date of grant, and thedsvar FIDAC’s employees vest quarterly
over a period of 10 years.

At June 30, 2008 there are approximately 1.2 nmilliovested shares of restricted stock issued tdogregs of FIDAC. For the six months
ended June 30, 2008, compensation expense lessiane administrative costs associated with thertimation of the fair value of the
restricted stock totaled $1.0 million.

11. Income Taxes

As a REIT, the Company is not subject to Federmdiime tax on earnings distributed to its sharehselddpst states recognize REIT status as
well. The Company has decided to distribute theonitgj of its income. During the six months endede@0, 2008, the Company recorded no
income tax expense related to state and federdibfailities on undistributed income for an effeetitax rate of 0%.

12. Credit Risk and Interest Rate Risk

The Companys primary components of market risk are credit @sll interest rate risk. The Company is subjectedit risk in connection wi
its investments in residential mortgage loans aeditsensitive mortgageacked securities. When the Company assumes cisdditt attempt:
to minimize interest rate risk through asset selachedging and matching the income earned ongage assets with the cost of related
liabilities. The Company is subject to intereserask, primarily in connection with its investmesrin fixed-rate and adjustable-rate mortgage
backed securities, residential mortgage loansrepdrchase agreements. When the Company assumesstrrate risk, it minimizes credit risk
through asset selection. The Company’s stratetyy psirchase loans underwritten to agreed-upon Bpetdns of selected originators in an
effort to mitigate credit risk. The Company hasablished a whole loan target market including prboerowers with FICO scores generally
greater than 650, Alt-A documentation, geographiemsification, owner-occupied property, moderatan size and moderate loan to value
ratio. These factors are considered to be impontaitators of credit risk.

13. Management Agreement and Related Party Transaicns

The Company has entered into a management agreeriteitIDAC, which provides for an initial term mgh December 31, 2010 with
automatic one-year extension options and subjemtti@ain termination rights. The Company pays FID&Guarterly management fee equal to
1.50% per annum of the gross Stockholders’ Eqaisydefined in the management agreement) of the @aynFIDAC is also entitled to a
guarterly incentive fee equal to 20% of the dadlarount by which Core Earnings (as defined in theaagament agreement) on a rolling four-
quarter basis and before the incentive fee, excéedsroduct of (1) the weighted average of thedagsrice per share of all of our public
offerings multiplied by the weighted average numieshares of common stock outstanding in suchtquand (2) 0.50% plus one-fourth of
the average of the one month LIBOR rate for sudrtgn and the previous three quarters. For thlrfidur quarters following the Company’s
initial public offering, Core Earnings and the LIBQate will be calculated on the basis of eachefireviously completed quarters on an
annualized basis. Core Earnings and LIBOR rat¢hi@iinitial quarter will each be calculated frone #ettlement date of the offering on an
annualized basis. The management agreement prahaeBIDAC may at the election of the Company’aiaoof directors receive all or a
portion of its incentive fee, if any, in sharescommon stock
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subject to certain ownership limitations. Managetieas paid to FIDAC for the six months ended J8®e2008 were $4.5 million.
Management fees paid to FIDAC at December 31, 208¢ $1.2 million.

The Company is obligated to reimburse FIDAC forcivsts incurred under the management agreemeaddition, the management agreement
permits FIDAC to require the Company to pay forite rata portion of rent, telephone, utilitiesfic# furniture, equipment, machinery and
other office, internal and overhead expenses of&ncurred in the operation of the Company. Theggenses are allocated between FIDAC
and the Company based on the ratio of the Compamgjsortion of gross assets compared to all remgigross assets managed by FIDAC as
calculated at each quarter end. FIDAC and the Cosnpéll modify this allocation methodology, subjeoctthe Company’s board of directors’
approval if the allocation becomes inequitable (ifehe Company becomes very highly leveragedganad to FIDAC's other funds and
accounts). For the six months ended June 30, FO&C has waived its right to request reimbursenfesth the Company for these expenses.
The Company was required to reimburse FIDAC focafits FIDAC paid on behalf of the Company incuiiredonnection with the formation,
organization and initial public offering of the Cpamy, which amounted to $697,947.

During the six months ended June 30, 2008, 73,6a6es of restricted stock issued by the CompafDAC’s employees vested, as discu:
in Note 10.

In March 2008, the Company entered into a RMBS metpase agreement and a receivables sales agreeitieAnnaly. These agreements
contain customary representations, warranties amdrants. As of June 30, 2008, the Company waading $50.0 million under this
repurchase agreement. As of September 30, 2008 dimpany had approximately $620.0 million outstagdinder this agreement, which
constitutes approximately 56% of its total finarmggin

14. Commitments and Contingencies

From time to time, the Company may become invoivedharious claims and legal actions arising in ¢dh@inary course of business.
Management is not aware of any reported or unredardntingencies at June 30, 2008

15. Subsequent Events

On July 25, 2008 the Company sponsored a $151I@mgecuritization as a sale. In this transacttbe, Company retained all of securities

issued by the securitization trust including apjprately $142.4 million of AAA-rated fixed and fldag rate senior bonds and $8.8 million in
subordinated bonds. This transaction will be actedifor as a sale. On August 28, 2008, the Compaltyapproximately $74.9 million of the
AAA-rated fixed and floating rate bonds relatedte July 25, 2008 securitization to third-partyéstors, and realized a loss of $11.5 million.

On July 29, 2008 the Company terminated both oftbmpany’s mortgage loan repurchase facilities.

On September 9, 2008, the Company’s board of directeclared a quarterly distribution of $6.2 roiilj or $0.16 per share of the Company’s
common stock. This dividend will be paid on OctoB#&r 2008 to stockholders of record on Septembgp083.

On October 14, 2008, the Company announced thaigltire third quarter of 2008 it sold assets wittaeying value of $432.5 million in
AAA-rated non-Agency RMBS for a loss of approximgt®113 million, which includes a realized lossifL.5 million related to the August
28, 2008 transaction described above, and terndr883.4 million in notional interest rate swapsddoss of approximately $10.5 million,
which together resulted in a net realized lossppiraximately $123.5 million.

On October 13, 2008, the Company amended its mamageagreement with FIDAC to reduce the base maneagefee from 1.75% per
annum to 1.50% per annum of the Company’s stocldnsleéquity and provide that the incentive fees inayaid in cash or shares of the
Company’s common stock, at the election of the Camys board of directors.

F-19




250,000,000 Shares

g CHIMERA

e INVESTMENT CORPORATION

Common Stock

PROSPECTUS

Merrill Lynch & Co.
Credit Suisse
Deutsche Bank Securities
Citi
J.P. Morgan
UBS Investment Bank
JMP Securities

Keefe, Bruyette & Woods

, 2008




PART Il
INFORMATION NOT REQUIRED IN PROSPECTUS
Item 31. 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 regisineie are estimated.

39,997.5i
75,500.0!

Securities and Exchange Commission registratiol $

Financial Industry Regulatory Authority filing fe $

New York Stock Exchange listing fi $ 500,000.0

Legal fees and expenses (including Blue Sky f $ 175,000.0

Accounting fees and expens $ 100,000.0

Printing and engraving expens $ 50,000.0

Transfer agent fees and expen $ 10,000.0

Miscellaneou: $ 24,502.4
$

Total 975,000.0!

Item 32. Sales to Special Parties.
None.
Item 33. Recent Sales of Unregistered Securities.

Annaly, an affiliate of our Manager, fmschased 1,000 shares of our common stock forehpse price of $1,000 in a private offering.
Such issuance was exempt from the registrationinements of the Securities Act pursuant to Sedti@) thereof.

In a private offering concurrent with anitial public offering, we sold Annaly 3,621,58hares of our common stock at a price of $15
per share, for aggregate proceeds of approxim&&dy3 million. We did not pay any underwriting feesmmissions or discounts with respect
to the shares we sold Annaly. We relied on the gtiem from registration provided by Section 4(2)tleé Securities Act for the sale of the
shares to Annaly.

Item 34. Indemnification of Directors and Officers.

Section 2-418 of the Corporations ando&&gtions Article of the Annotated Code of Marylajod Maryland General Corporation Law or
MGCL) provides that a Maryland corporation may imhéfy any director or officer of a corporation whomade a party to any proceeding
because of service in that capacity unless ittebdished that the act or omission of the direotoofficer was material to the matter giving rise
to the proceeding and was committed in bad faitwas 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. Indemnificatmay be against judgments, penalties, fineiess¢nts, and reasonable expenses actually
incurred by the director or officer in connectioitwthe proceeding, but if the proceeding was onertin the right of the corporation,
indemnification may not be made in respect of amecpeding 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 aftéet@rmination 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 progpedias otherwise ordered by a court. The law piescribes the circumstances under which
the corporation may advance expenses to, or olstsimance or similar protection for, directors afiicers.

-1




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 pigsrthe 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 benefprafit 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 undéiol 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 resultiog fsuch director or officer being or having
been a director or officer, and certain liabilitigkich might be imposed as a result of these astisuits or proceedings.

Item 35. Treatment of Proceeds from Stock Beingifteged.
None of the proceeds will be creditedoaccount other than the appropriate capital shazeunt.
Item 36. Financial Statements and Exhibits.

(@) Financial Statements. See pa¢1 for an index to the financial statements inclutiethe registration statemel

(b)  Exhibits. The following is a complete list of exhbfiled as part of the registration statementichtare incorporated herei

EXHIBIT INDEX

Exhibit

Number Description

11 Form of Underwriting Agreement among Chimera Inrresit Corporation and the underwriters named the

1.2 Form of Stock Purchase Agreement between Chimeestment Corporation and Annaly Capital Managemeant, datec

November 21, 2007 (filed as Exhibit 1.2 to the Camy's Registration Statement on Amendment No. 2 tonF8eL1 (File
No. 33:-145525) filed on November 2, 2007 and incorpordueckin by reference

1.3 Form of Stock Purchase Agreement between Chimeestment Corporation and Annaly Capital Managenient,

3.1 Articles of Amendment and Restatement of Chimeva$tment Corporation (filed as Exhibit 3.1 to thengpany's
Registration Statement on Amendment No. 1 to Forbd §ile No. 333-145525) filed on September 27Q72@nd
incorporated herein by referenc

3.2 Amended and Restated Bylaws of Chimera Investmerp@ation (filed as Exhibit 3.2 to the Comp’s Registratior
Statement on Amendment No. 2 to Form S-11 (File388-145525) filed on November 5, 2007 and incaapeat herein
by reference

4.1 Specimen Common Stock Certificate of Chimera Inwesit Corporation (filed as Exhibit 4.1 to the Comy's
Registration Statement on Amendment No. 1 to Forbl File No. 333-145525) filed on September 2Q728nd
incorporated herein by referenc

5.1 Opinion of K&L Gates LLP (including consent of sufitm)
8.1 Tax Opinion of McKee Nelson LLP (including consefisuch firm)
10.1 Form of Management Agreement between Chimera Imeyst Corporation and Fixed Income Discount Advis

Company (filed as Exhibit 10.1 to the Comp’s Registratiot
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10.2

10.3t

10.4t

10.5t

10.6

10.7

10.8

10.9

10.10

23.1

23.2
23.3

24.1

Statement on Amendment No. 2 to For-11 (File No. 33-145525) filed on November 19, 2007 and incorporateein
by reference

Form of Amendment No. 1 to the Management Agreerhetween Chimera Investment Corporation and Firedrhe
Discount Advisory Compan

Form of Equity Incentive Plan (filed as Exhibit 2o the Company’s Registration Statement on AmemdrNo. 1 to
Form $-11 (File No. 33-145525) filed on September 27, 2007 and incorpdra&zein by referenct

Form of Restricted Common Stock Award (filed as iBitH.0.3 to the Compar’'s Registration Statement on Amendm
No. 1 to Form -11 (File No. 33-145525) filed on September 27, 2007 and incorpdragzein by referenct

Form of Stock Option Grant (filed as Exhibit 1004the Compar’s Registration Statement on Amendment No. 1 to F
S-11 (File No. 33-145525) filed on September 27, 2007 and incorpdragein by referenct

Form of Master Securities Repurchase Agreemeetd(fils Exhibit 10.5 to the Company’s Registratiateshent on
Amendment No. 3 to Form-11 (File No. 33-145525) filed on November 13, 2007 and incorporateein by reference

Master Repurchase Agreement, dated as of Janua®0@8, between Credit Suisse First Boston Mortgageital LLC
and Chimera Investment Corporation (filed as ExHibil to the Company’s Current Report on Form fd€l on January
24, 2008 and incorporated herein by referel

Master Repurchase Agreement, dated as of Janua®08&, among DB Structured Products, Inc., Deg$dnk
Securities Inc., and Chimera Investment Corp.dfds Exhibit 10.1 to the Company’s Current ReporForm 8K filed on
February 4, 2008 and incorporated herein by retes¥

Amendment No. 1, dated as of March 14, 2008, tdvthster Repurchase Agreement, dated as of JantaB088, among
DB Structured Products, Inc., Deutsche Bank Seearihc., and Chimera Investment Corp. (filed akiBix 10.1 to the
Compan’s Current Report on Forn-K filed on March 19, 2008 and incorporated hergjrrdference

Amendment No. 2, dated as of March 26, 2008, tdvtheter Repurchase Agreement, dated as of Jan@aB088, among
DB Structured Products, Inc., Deutsche Bank Seearitc., and Chimera Investment Corp. (filed akiBix 10.1 to the
Compan’s Current Report on Forn-K filed on March 26, 2008 and incorporated hersjrrdéference

Consent of Deloitte & Touche LL

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

Power of Attorney (included on signature page ts tlgistration statemer

T Represents a management contract or compengaaorgr arrangement.

Item 37. Undertakings.

(a) The undersigned registrant hereby undertakpsotdde to the underwriters at the closing spediiin the underwriting agreement,
certificates in such denominations and registemezsich names as required by the underwriters mipprompt delivery to each
purchaser

(b) Insofar as indemnification for liabilities ang under the Securities Act of 1933, as amendetheoSecurities Act, may be permitted
to directors, officers or controlling persons of tiegistrant pursuant to the foregoing provisiamstherwise, the registrant has been
advised that in the opinion of the Securities ardnange Commission such indemnification is agginstlic policy as expressed in the
Securities Act and is, therefore, unenforceabla.dfaim for indemnification against such liabdgi(other than the payment by the
registrant of expenses incurred or paid by a diredfficer or controlling person of the registramthe successful defense of any action,
suit or proceeding) is asserted by such direcfices or controlling person in connection with thecurities being registered, the
registrant will, unless in the opinion of its coehthe matter has been settled by controlling pteng submit to a court of appropriate
jurisdiction the questio
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whether such indemnification by it is against palplolicy as expressed in the Securities Act antlheilgoverned by the fini
adjudication of such issu

(c) The undersigned registrant hereby further uiattes that

(1) For purposes of determining any liability untlee Securities Act of 1933, as amended, the inddion omitted from the form ¢
prospectus filed as part of this registration stetet in reliance under Rule 430A and containedfora of prospectus filed by the
registrant pursuant to Rule 424(b)(1) or (4), of @9 under the Securities Act shall be deemed tbgdahis registration statement as of
the time it was declared effecti

(2) For the purpose of determining any liabilityden the Securities Act, each post-effective amemdtinat contains a form of
prospectus shall be deemed to be a new registrst@ment relating to the securities offered theend the offering of such securities
at that time shall be deemed to be the initial bitseoffering thereof
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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 Form S-11 and Haly caused this registration statement to beesigm its behalf by the undersigned,
thereunto duly authorized, in the City of New Yo8tate of New York, on October 13, 2008.

CHIMERA INVESTMENT CORPORATION
By:  /s/ 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 powesubstitution 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 d83,9and 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

/s/ Matthew Lambias Chief Executive Officer, President a October 13, 200
Director (principal executive office

Matthew Lambias:

s/ Alexandra Denahe Chief Financial Officer (principal financii October 13, 200
and accounting officel

A. Alexandra Denaha

/s/ Paul Donlir Nonexecutive Chairman of the Board October 13, 200
Directors
Paul Donlin
/s/ Mark Abrams Director October 13, 200
Mark Abrams
/sl Jeremy Diamon Director October 13, 200

Jeremy Diamoni

/s/ Paul A. Keena Director October 13, 200

Paul A. Keenai



CHIMERA INVESTMENT CORPORATION

250,000,000 Shares
Common Stock
($0.01 Par Value)

UNDERWRITING AGREEMENT

October [ ], 2008
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UNDERWRITING AGREEMENT
October ___, 20(

MERRILL LYNCH & CO.
Merrill Lynch, Pierce, Fenner & Smith Incorporated
CREDIT SUISSE SECURITIES (USA) LLC
DEUTSCHE BANK SECURITIES INC.

As Representatives of the several Undeaver,

c/o Merrill Lynch & Co.

Merrill Lynch, Pierce, Fenner & Smith Incorporated
4 World Financial Center

New York, New York 1008

Ladies and Gentlemen:

Chimera Investment Corporatiaharyland corporation (the “ Compat)y proposes to issue and sell to the underwritarsed
in Schedule Aannexed hereto (the “ Underwritéjsfor whom Merrill Lynch & Co., Merrill Lynch, Rérce, Fenner & Smith Incorporated (“
Merrill Lynch "), Credit Suisse Securities (USA) LLC and DeutsBlamk Securities Inc. are acting as representataresggregate of
250,000,000shares (the “ Firm Shahesf common stock, $0.01 par value (the * Commaocg”), of the Company. In addition, solely for the
purpose of covering over-allotments, the Compampgpses to grant to the Underwriters the optionueipase from the Company up to an
additional 37,500,000 shares of Common Stock (tAdditional Shareg). The Firm Shares and the Additional Shares areinafter
collectively sometimes referred to as the “ Shdr@he Shares are described in the Prospectus vidieferred to below.

The Company has filed, in ademrce with the provisions of the Securities Ac1883, as amended, and the rules and regulations
thereunder (collectively, the “ Securities Aitwith the Securities and Exchange Commissioe (t€ommissiori) a registration statement on
Form S-11 (File No. 333-151403), as amended. Pryrafter execution and delivery of this Agreemehg Company will prepare and file a
prospectus in accordance with the provisions oERIBOA (“_ Rule 430A) of the rules and regulations of the Commissioder the Securities
Act (the “ Securities Act Regulatiorisand paragraph (b) of Rule 424 _(* Rule 424(ppf the Securities Act Regulations. The infornoati
included in such prospectus that was omitted franhsegistration statement at the time it becarfec¥e but that is deemed to be part of ¢
registration statement at the time it became affeqiursuant to paragraph (b) of Rule 430A is meféto as “ Rule 430A Informatioi Each
prospectus used before such registration statelneeaime effective, and any prospectus that omittedRule 430A Information, that was used
after such effectiveness and prior to the execuimhdelivery of this Underwriting Agreement




(the “ Agreement), is herein called a “ Preliminary ProspectiThe Company has furnished to Merrill Lynch, for bgethe Underwriters ar
by dealers, copies of one or more preliminary peotyses. Except where the context otherwise regjsteeh registration statement, as
amended when it became effective, including alluhoents filed as part thereof, and including theeRIBOA Information, collectively, are
herein called the “ Registration Stateme&rny registration statement filed pursuant to &d4b62(b) of the Securities Act Regulations is hrerei
referred to as the “ Rule 462(b) Registration Steget,” and after such filing the term “Registration 8taent” shall include the Rule 462(b)
Registration Statement. The final prospectus irféh@ filed by the Company with the Commission anst to Rule 424(b) and Rule 430A
under the Securities Act on or before the secorglri@ss Day (as defined below) following the datéhcf Agreement (or on such other day as
the parties may mutually agree), is herein caled‘tProspectus For purposes of this Agreement, all referencethé Registration Statement,
the Prospectus, any Preliminary Prospectus ory@aarendment or supplement to any of the foregoiradl ¥e deemed to include any copy
filed with the Commission pursuant to its ElectmBiata Gathering Analysis and Retrieval System@GAR "), and such copy shall be
identical in content to any Prospectus or PrelimjirRrospectus delivered to the Underwriters foringsnnection with the offering of the
Shares.

The Company and the Underwsitggree as follows:

1. Sale and Purchasélpon the basis of the warranties and representtnd subject to the terms and conditions heediforth,
the Company agrees to issue and sell the Firm Shathe several Underwriters, and each of the bimiters, severally and not jointly, agrees
to purchase from the Company the respective nuwigirm Shares (subject to such adjustment as Megmch may determine to avoid
fractional shares) set forth opposite the nameuoifi $Jnderwriter in Schedule &nnexed hereto at a purchase price of $[ ] pereSiidre
Company is advised by Merrill Lynch that the Undeters intend (i) to make a public offering of tBlares as soon as the Underwriters deem
advisable after this Agreement has been executdialivered and (ii) initially to offer the Firm 8res upon the terms set forth in the
Prospectus. The Underwriters may from time to tinoeease or decrease the public offering pricer #fte initial public offering to such extent
as they may determine.

In addition, the Company hergbgnts to the several Underwriters the optionuxcipase, and upon the basis of the warranties anc
representations and subject to the terms and déonsgliherein set forth, the Underwriters shall hineeright to purchase, severally and not
jointly, from the Company ratably in accordancehattie number of Firm Shares to be purchased by @atiem (subject to such adjustmen
Merrill Lynch shall determine to avoid fractiondlases), all or a portion of the Additional Sharssreay be necessary to cover over-allotments
made in connection with the offering of the Firme#s, at the same purchase price per share tddbypthe Underwriters to the Company for
the Firm Shares. This option may be exercised bgriMeynch on behalf of the several Underwritetsaay time and from time to time on or
before the thirtieth day following the date herdmf,written notice to the Company. Each such ndadfeal set forth the aggregate number of
Additional Shares as to which the option is beirgreised and the date and time when Additional &hare to be delivered (any such date and
time being herein referred to as an “ additionaktiof purchas®); provided, however, that an additional time of purchase shall nofipe
earlier than the time of purchase (as defined betwii) later than the tenth Business Day after date on which the option shall have been
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exercised. The number of Additional Shares to lhe tsoeach Underwriter shall be the number whicharb¢he same proportion to the aggre
number of Additional Shares being purchased asitingber of Firm Shares set forth opposite the nafiseach Underwriter on Schedule A
hereto bears to the aggregate number of Firm Siisubgect, in each case, to such adjustment asilMsmch may determine to eliminate
fractional shares). As used herein “ Business Dghall mean a day on which the New York Stock Eaagde (the “ NYSE) is open for tradin
and commercial banks in the City of New York aremfor business.

2. Payment and DeliveryPayment of the purchase price for the Firm Sharal ke made to the Company by federal funds wire
transfer against delivery of the certificates fog Firm Shares to Merrill Lynch through the fa@@lit of the Depository Trust Company (“ DTC
") for the respective accounts of the Underwrit&sch payment and delivery shall be made at 10:00,ANew York City time, on October [ ],
2008 (unless another time shall be agreed to byilMieynch the Company or unless postponed in agance with the provisions of Section 10
hereof). The time at which any such payment andel® are actually made is herein sometimes cdlied time of purchase Certificates for
the Firm Shares shall be delivered to Merrill Lynttirough the facilities of DTC, in definitive forin such names and in such denominatiol
Merrill Lynch shall specify no later than the seddusiness Day preceding the time of purchasetiteopurpose of expediting the checking of
the certificates for the Firm Shares by Merrill Igjry the Company agrees to make such certificat@itable to Merrill Lynch for such purpose
at least one full Business Day preceding the tifrguochase.

Payment of the purchase priceAdditional Shares shall be made at each additibme of purchase in the same manner and
same office as the payment for the Firm Sharedificates for Additional Shares shall be delivetederrill Lynch, through the facilities of
DTC, in definitive form in such names and in suemaminations as Merrill Lynch shall specify no tatean the second Business Day
preceding each additional time of purchase. Fopthipose of expediting the checking of the cedifés for Additional Shares by Merrill
Lynch, the Company agrees to make such certificatagable to Merrill Lynch for such purpose atdeane full Business Day preceding each
additional time of purchase.

3. Representations and Warrams of the Company The Company represents and warrants to each afriderwriters as of the
date hereof, the Applicable Time referred to intleec3(c), as of the time of purchase and, if applicableaath additional time of purchase
that:

(a) Each of the Registratioat&tment, any Rule 462(b) Registration Statementaggost-effective amendment thereto has
become effective under the Securities Act. The Camghas not received, and has no notice of, amgrafdthe Commission preventing or
suspending the use of the Registration StatementRale 462(b) Registration Statement or any pffscgve amendment thereto, or
threatening or instituting proceedings for thatgmse. Any statutes, regulations, contracts or atbeuments that are required to be describ
the Registration Statement or the Prospectus be fided as exhibits to the Registration Stateniavie been so described or filed. The
Prospectus has been or will be so prepared andeviiled pursuant to Rule 424(b) of the Securifieson or before the second Business Day
following the date of this Agreement or on sucheottiay as the parties may mutually agree. TherRirgdiry Prospectus, at the time of filing
thereof, conformed in all




material respects to the requirements of the Siesict. Copies of the Registration Statement Rtediminary Prospectus and the Prospectus
and any such amendments or supplements that viedenfith the Commission on or prior to the datéhi§ Agreement (including one fully
executed copy of each of the Registration Statenoéainy Rule 462(b) Registration Statement anelaeh amendment thereto for the
Underwriters) have been delivered to the Underwgitad their counsel. The Company has not disgtany offering material in connection
with the offering or sale of the Shares other tthenRegistration Statement, the Preliminary Prasgethe Prospectus, Issuer General Use Fre:
Writing Prospectuses (as defined below) or anyrathegerials, if any, permitted by the Securitieg.Ac

(b) Each part of the RegistmatStatement, any Rule 462(b) Registration Statéeahany post-effective amendment thereto,
when such part became or becomes effective or wiasfited with the Commission, and the Prospeetod any amendment or supplement
thereto, on the date of filing thereof with the Guoission and at the time of purchase and, if apbl&at each additional time of purchase,
conformed or will conform in all material respeutith the requirements of the Securities Act. Eaatt pf the Registration Statement, any Rule
462(b) Registration Statement and any ptetive amendment thereto, when such part becarbecomes effective or was or is filed with
Commission, did not or will not contain an untra@sment of a material fact or omit to state a miatéact required to be stated therein or
necessary to make the statements therein not mistgal he Prospectus, any Preliminary Prospectdssag amendment or supplement thel
at their respective times of issuance and at the tif purchase and, if applicable, at each addititme of purchase, did not or will not include
an untrue statement of a material fact or omitatesa material fact necessary to make the statsritegrein, in the light of the circumstances
under which they were made, not misleading, exttegitthe foregoing shall not apply to statementeiromissions from, any such documer
reliance upon, and in conformity with, written infieation concerning the Underwriters that was furadin writing to the Company by Merrill
Lynch, on behalf of the several Underwriters, sfieaily for use in the preparation thereof.

(c) As of the Applicable Timeither (x) the Issuer General Use Free Writing pectus(es) (as defined below) issued at or pri
the Applicable Time, the information included orh8dule Chereto and the Statutory Prospectus (as definetvpels of the Applicable Time,
all considered together (collectively, the * Geh®wclosure Packag§, nor (y) any individual Issuer Limited Use Fréériting Prospectus,
when considered together with the General Disclfackage, included any untrue statement of a ralfi@et or omitted to state any material
fact necessary in order to make the statementsithen the light of the circumstances under witlody were made, not misleading.

As used in this subsection alseéwhere in this Agreement:
“ Applicable Tim&émeans [] (Eastern time) on October [ ], 200&och other time as agreed by the Company and Meyrich.

“ Issuer Free Writing Prospactmeans any “issuer free writing prospectus,” ainéel in Rule 433 of the Securities Act (“ Rule
433"), relating to the Shares that (i) is requiredofiled with the Commission by the Company, @ijgi“road show that is a written
communication” within the meaning of Rule 433(d}{B)vhether or not required to be filed with
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the Commission or (iii) is exempt from filing puesut to Rule 433(d)(5)(i) because it contains a detson of the Shares or of the offering that
does not reflect the final terms, in each cas@énform filed or required to be filed with the Comssion or, if not required to be filed, in the
form retained in the Company'’s records pursuafute 433(qg).

“Issuer General Use Free WgtProspectusmeans any Issuer Free Writing Prospectus thiaténded for general distribution to
prospective investors, as evidenced by it beingifipd in Schedule Biereto.

“Issuer Limited Use Free Wh@iProspectusmeans any Issuer Free Writing Prospectus thadisin Issuer General Use Free
Writing Prospectus.

“ Statutory Prospectuas of any time means the prospectus relatingedShares that is included in the RegistratioreBtant
immediately prior to that time, including any docemh incorporated by reference therein.

Each Issuer Free Writing Praspe, as of its issue date and at all subsequeestthrough the completion of the public offer and
sale of the Shares or until any earlier date taiGompany notified or notifies Merrill Lynch assgeibed in the next sentence, did not, doe:
and will not include any information that conflidteconflicts or will conflict with the informationontained in the Registration Statement or the
Prospectus, and any preliminary or other prospeattesned to be a part thereof that has not beemsagesl or modified.

The representations and waigarnh this subsection shall not apply to states@nbr omissions from the Registration Statement,
the Prospectus or any Issuer Free Writing Prospentde in reliance upon and in conformity with teritinformation furnished to the
Company by any Underwriter through Merrill Lynchpeassly for use therein.

(d) The financial statementstef Company, together with the related scheduldsates thereto, set forth or included in the
Registration Statement, the General Disclosure &gekand the Prospectus are accurate in all matesigects and fairly present the financial
condition of the Company as of the dates indicatedithe results of operations, changes in finapaaition, stockholders’ equity and cash
flows for the periods therein specified are in awnfity with generally accepted accounting principtensistently applied throughout the
periods involved (except as otherwise stated theré&he selected financial and statistical datéuihed in the Registration Statement and the
Prospectus present fairly the information showmetimeand, to the extent based upon or derived ttwnfinancial statements, have been
compiled on a basis consistent with the finanditiesnents presented therein. No other financi&stants are required to be set forth in the
Registration Statement or the Prospectus undeBearities Act.

(e) The Preliminary Prospecatias, and the Prospectus and the General Discl®agalkage delivered to the Underwriters for us
connection with this offering will be, identical tbe versions of the Preliminary Prospectus, Pretsigeand the General Disclosure Package,
respectively, created to be transmitted to the Cision for filing via EDGAR, except to the extergrmitted by Regulation S-T.
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(f) The Company has been dalynfed and incorporated and is existing as a cotiporén good standing under the laws of the
State of Maryland, is duly qualified to do businassl is in good standing as a foreign corporatioaach jurisdiction in which its ownership or
lease of property or assets or the conduct ofuiséness requires such qualification, except wheeddilure to so qualify would not have a
material adverse effect on the business, assefseriies, prospects, financial condition or resoftsperation of the Company taken as a whole
(a “ Material Adverse EffecY), and has full corporate power and authority msegy to own, hold, lease and/or operate its aasetproperties,
to conduct the business in which it is engagedaandescribed in the Prospectus and to enter imt@ariorm its obligations under this
Agreement and to consummate the transactions cofésd hereby, and the Company is in complianadlimaterial respects with the laws,
orders, rules, regulations and directives issueatlaministered by such jurisdictions.

(g) The Company has no “sigmfit subsidiaries” (as such term is defined in Rul® of Regulation S-X promulgated under the
Securities Act) and, except for the equity of Chian8ecurities Holdings, LLC, does not own, directtyndirectly, any shares of stock or any
other equity or londerm debt securities of any corporation or haveenuity interest in any firm, partnership, joinintere, association or ott
entity. Complete and correct copies of the artioescorporation and of the bylaws of the Company all amendments thereto have been
delivered to Merrill Lynch and, except as set fdrttthe exhibits to the Registration Statementchanges therein will be made subsequent to
the date hereof and prior to the time of purchaséd applicable, each additional time of purchase.

(h) The Company is not in biea€ or in default under (nor has any event o@diswhich with notice, lapse of time, or both wa
result in any breach of, or constitute a defauttany, (i) its articles of incorporation or bylaws(@) any obligation, agreement, covenant or
condition contained in any contract, license, repase agreement, indenture, mortgage, deed of sk loan or credit agreement, note, lease
or other evidence of indebtedness, or any leaserax or other agreement or instrument to whieh@ompany is a party or by which it or any
of its assets or properties may be bound or affe¢cke effect of which breach or default under thise (i) could have a Material Adverse
Effect. The execution, delivery and performancéhaf Agreement, the issuance and sale of the Shakthe consummation of the transact
contemplated hereby will not conflict with, or réisin any breach of, constitute a default undea &tepayment Event (as defined below) under
(nor constitute any event which with notice, lap§éme, or both would result in any breach of, stitute a default under or a Repayment E
under), (i) any provision of the articles of incoration or bylaws of the Company, (ii) any provisiof any contract, license, repurchase
agreement, indenture, mortgage, deed of trust, kamkor credit agreement, note, lease or othetegwie of indebtedness, or any lease, cor
or other agreement or instrument to which the Compaa party or by which the Company or any ofigsets or properties may be bound or
affected, the effect of which could have a MatefidVerse Effect, or (iii) under any federal, stdteal or foreign law, regulation or rule or any
decree, judgment or order applicable to the Compasysed herein, a_“ Repayment Eventeans any event or condition which gives the
holder of any note, debenture or other evidendad#btedness (or any person acting on such haltketialf) the right to require the repurch
redemption or repayment of all or a portion of siratebtedness by the Company or any subsidiary.
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(i) As of June 30, 2008, ashef date of this Agreement and as of the time oflpase, the Company had, has or will have an
authorized, issued and outstanding capitalizatsosea forth under the headings “Actual” and “As ¥glgd,” respectively, in the section of the
Prospectus entitled “Capitalization.” All of thesised and outstanding shares of capital stock, dimeiuthe Common Stock of the Company,
have been duly and validly authorized and issuedaaa fully paid and noassessable, have been issued in compliance witdaltal and sta
securities laws and were not issued in violatioamf preemptive right, resale right, right of firsfusal or similar right.

() This Agreement has beeryadulthorized, executed and delivered by the Company

(k) The management agreeméiet (tManagement Agreemeit entered into between the Company and Fixedrre®iscount
Advisory Company (the “ Manag& on November 21, 2007 has been duly authorizethbyCompany, and constitutes a valid and binding
agreement of the Company enforceable in accordaitbéts terms, except to the extent that enforasintieereof may be limited by bankrupt
insolvency, reorganization or other laws affectamjorcement of creditors’ rights or by general &ahle principles.

(I) The stock purchase agreer(tie “ Stock Purchase Agreeméhtto be entered into prior to the time of purob&®tween the
Company and Annaly Capital Management, Inc. (“ Anrfarelating to the sale of the Company’s Commoncgtim Annaly (the “Annaly Sale
") has been duly authorized by the Company, andwvexecuted and delivered, will constitute a vahd &inding agreement of the Company
enforceable in accordance with its terms, exceflig¢extent that enforcement thereof may be limitgdankruptcy, insolvency, reorganization
or other laws affecting enforcement of creditoights or by general equitable principles.

(m) The capital stock of thengany, including the Shares, conforms and will comfin all material respects to the description
thereof contained in the Registration Statemenhe@d Disclosure Package and the Prospectus ahddescription conforms to the rights set
forth in the instruments defining the same. Theifteates for the Shares are in due and proper fanchthe holders of the Shares will not be
subject to personal liability by reason of beingtsholders.

(n) The Shares have been dudialidly authorized by the Company for issuaneé sale pursuant to this Agreement and, when
issued and delivered against payment therefor@sded herein, will be duly and validly issued datly paid and non-assessable, free and
clear of any pledge, lien, encumbrance, securigr@st or other claim, and will be registered parduo Section 12 of the Securities Exchange
Act of 1934, as amended, and the rules and reguathereunder (collectively, the “ Exchange Act

@) No approval, authorization, consent or ordeordiling with any national, state or local goverantal or regulatory commissic
board, body, authority or agency is required inremtion with the issuance and sale of the Shardsecronsummation by the Company of the
transaction contemplated hereby other than (istegfion of the Shares under the Securities Aigtafly necessary qualification under the
securities or blue sky laws of the




various jurisdictions in which the Shares are beiffgred by the Underwriters, or (iii) such apprisvas have been obtained in connection with
the approval of the listing of the Shares on theSEY

(p) No person, as such teraeffined in Rule 1-02 of Regulation S-X promulgatedier the Securities Act (each, a “ Per§oras
the right, contractual or otherwise, to cause thenany to issue to it any shares of capital stoakloer securities of the Company upon the
issue and sale of the Shares to the Underwriteesihder, nor does any Person have preemptive rightsale rights, rights of first refusal or
other rights to purchase or subscribe for any ef3hares or any securities or obligations converiitio or exchangeable for, or any contracts
or commitments to issue or sell any of, the Sharesy options, rights or convertible securitie®bligations, other than those that have been
expressly waived prior to the date hereof.

(q) Deloitte & Touche LLP (théccountants’), whose report on the financial statements ofGloenpany is filed with the
Commission as part of the Registration Statemedittla® Prospectus, are and, during the periods edvey their reports, were independent
public accountants as required by the Securitigs Ac

(r) The Company has all necesbeenses, authorizations, consents and appraradshas made all necessary filings required
under any federal, state, local or foreign lawutation or rule, and has obtained all necessamnipgrauthorizations, consents and approvals
from other Persons, in order to conduct its busimssdescribed in the Prospectus, except as swdulasnot have a Material Adverse Effect.
The Company is not required by any applicable lawlitain accreditation or certification from anywgmmental agency or authority in orde
provide the products and services which it curgeptbvides or which it proposes to provide as eghfin the Prospectus except as such as
could not have a Material Adverse Effect. The Conypa not in violation of, or in default under, asych license, permit, authorization,
consent or approval or any federal, state, loc&b@ign law, regulation or rule or any decree,esrdr judgment applicable to the Company, the
effect of which could have a Material Adverse Effec

(s) The descriptions in the Rergtion Statement, the General Disclosure Packadehe Prospectus of the legal or governmental
proceedings, contracts, leases and other legahderts therein described present fairly the inforomatequired to be shown, and there are no
legal or governmental proceedings, contracts, feaseother documents of a character required ueseribed in the Registration Statement,
the General Disclosure Package or the Prospectiasher filed as exhibits to the Registration Staehwhich are not described or filed as
required. All agreements between the Company andl plarties expressly referenced in the GeneratlDssire Package and Prospectus are
legal, valid and binding obligations of the Compamfjorceable in accordance with their respectim@se except to the extent enforceability
may be limited by bankruptcy, insolvency, reorgaticm, moratorium or similar laws affecting credgorights generally and by general
equitable principles.

(t) There are no actions, sulaims, investigations, inquiries or proceedipgading or, to the best of the Company’s knowledge,
threatened to which the Company or any of its eficor directors is a party or of which any ofgteperties or other assets is subject at law
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or in equity, or before or by any federal, stabeal or foreign governmental or regulatory comnaissboard, body, authority or agency which
could result in a judgment, decree or order hagilgaterial Adverse Effect.

(u) Subsequent to the respedtiates as of which information is given in the iRiegtion Statement, the General Disclosure
Package (including as of the Applicable Time), #r&Prospectus, there has not been (i) any matehiarse change, or any development
which would reasonably be expected to cause a rabéelverse change, in the business, propertiassets described or referred to in the
Registration Statement, the General Disclosure &gekor the Prospectus, or the results of operatmndition (financial or otherwise), net
worth, business, prospects or operations of thegamytaken as a whole, (ii) other than the Annalle Sany transaction which is material to
the Company, except transactions in the ordinagyseof business, (iii) any obligation, direct ontingent, which is material to the Company
taken as a whole, incurred by the Company, exdelations incurred in the ordinary course of bess (iv) other than the Annaly Sale, any
change in the capital stock or, except in the @dirtourse of business, outstanding indebtednett®d@ompany, or (v) any dividend or
distribution of any kind declared, paid or madethsy Company on any class of its capital stock. Chmpany has no material contingent
obligation which is not disclosed in the RegistratStatement, the General Disclosure Packageged®rbispectus.

(v) There are no Persons wétfistration or other similar rights to have anyigqar debt securities, including securities wharle
convertible into or exchangeable for equity se@sitregistered pursuant to the Registration Statemr otherwise registered by the Company
under the Securities Act.

(w) The Company (i) does notdrany issued or outstanding preferred stock phés not defaulted on any installment on
indebtedness for borrowed money or on any rentalmenor more long term leases, which defaults wbake a Material Adverse Effect on the
financial position of the Company.

(x) Each of the Company andffcers, directors and controlling Persons has dioectly or indirectly, (i) taken any action
designed to cause or to result in, or that hastitotesd or which might reasonably be expected tustitute, the stabilization or manipulation of
the price of the Common Stock to facilitate theesaflthe Shares, or (ii) except pursuant to theaynSale and pursuant to this Agreement) (A)
sold, bid for, purchased, or paid anyone any corsgigon for soliciting purchases of, the ShareBymp@id or agreed to pay to any Person any
compensation for soliciting another to purchaseathgr securities of the Company.

(y) The Shares have been amatdor listing on the NYSE, subject only to officretice of issuance.

(2) Neither the Company nor affits affiliates (i) is required to register asbsoker” or “dealer’in accordance with the provisic
of the Exchange Act or (ii) directly or indirectigrough one or more intermediaries, controls ordrgsother association with (within the
meaning of Article | of the Bylaws of the Financiatlustry Regulatory Authority (* FINRA)) any member firm of the FINRA.
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(aa) Any certificate signeddy officer of the Company delivered to Merrill Lgmor to counsel for the Underwriters pursuant to
or in connection with this Agreement shall be degmeepresentation and warranty by the Compangdb &nderwriter as to the matters
covered thereby.

(bb) As of the date of this Agment, the Company has no plan or intention t@madly alter its capital investment policy or
investment allocation strategy, both as describeétié Prospectus. The Company has good and maldéitébto all of the properties and as:
owned by it, in each case free and clear of anyriigdnterests, liens, encumbrances, equitiesindand other defects (except for any security
interest, lien, encumbrance or claim that may otisgr exist under any applicable repurchase agregnecept such as do not have a Material
Adverse Effect and do not interfere with the uselenar proposed to be made of such property or agsbe Company, and except as desci
in or contemplated by the Prospectus and the Gebeselosure Package. The Company owns no realgutppAny real property and buildin
held under lease by the Company are held undet,\atisting and enforceable leases, with such dimepas are disclosed in the Prospectt
are not material and do not interfere with the msele or proposed to be made of such property aitdirigs by the Company.

(cc) The Company has filedfatleral, state and foreign income and franchisegaxns required to be filed on or prior to théeda
hereof and has paid taxes shown as due theredhafoare otherwise due and payable), other thaastaskich are being contested in good faith
and for which adequate reserves have been estatblistaccordance with generally accepted accoumptimgiples. The Company has no
knowledge, after due inquiry, of any tax deficiemdyich has been asserted or threatened again€oimpany. To the knowledge of the
Company, there are no tax returns of the Compaayate currently being audited by federal, statecal taxing authorities or agencies which
would have a Material Adverse Effect.

(dd) The Company owns or possesdequate license or other rights to use ahfattrademarks, service marks, trade names,
copyrights, software and design licenses, tradetsananufacturing processes, other intangiblpeatg rights and know-how (collectively, “
Intangibles’) necessary to entitle the Company to condudbuisiness as described in the Prospectus, and thea&y has not received notice
of infringement of or conflict with (and the Compaknows of no such infringement of or conflict withsserted rights of others with respect to
any Intangibles which could have a Material Advetiect.

(ee) The Company maintainssiesy of internal accounting controls sufficienptovide reasonable assurance that (i) transaction:
are executed in accordance with management’s desrespecific authorizations, (ii) transactions egeorded as necessary to permit
preparation of financial statements in conformityhvgenerally accepted accounting principles adieghin the United States and to maintain
asset accountability, (iii) access to assets imjtgrd only in accordance with management’s gerarapecific authorization, and (iv) the
recorded accountability for assets is compared thighexisting assets at reasonable intervals apbppate action is taken with respect to any
differences.

(ff) The Company has establishad maintains disclosure controls and proceda®such term is defined in Rule 13a-14 and
15d-14 under the Exchange Act); such

10




disclosure controls and procedures are designeddore that material information relating to thenany is made known to the Company’s
Chief Executive Officer and its Chief Financial {0#r, and such disclosure controls and proceduresféective to perform the functions for
which they were established; any significant matesieaknesses in internal controls have been iisthfior the Company’s Chief Executive
Officer and its Chief Financial Officer; and sirtbe date of the most recent evaluation of suchalisce controls and procedures, there have
been no significant changes in internal controllather factors that could significantly affentarnal controls.

(g9) The Company is insuredrsurers of recognized financial responsibility iagasuch losses and risks and in such amounts a:
are prudent and customary in the business in wihisfengaged. The Company has no reason to belatét will not be able to renew its
existing insurance coverage as and when such ageepgires or to obtain similar coverage from samihsurers as may be necessary to
continue its business at a cost that would not lzaMVaterial Adverse Effect.

(hh) The Company is not in atddn, and has not received notice of any violatigthh respect to, any applicable environmental,
safety or similar law applicable to the businesthefCompany. The Company has received all pertités)ses or other approvals required of
them under applicable federal and state occupdtiaiaty and health and environmental laws andlatigns to conduct its business, and the
Company is in compliance with all terms and cowdisi of any such permit, license or approval, exaegtsuch violation of law or regulation,
failure to receive required permits, licenses teeotapprovals or failure to comply with the termsl @onditions of such permits, licenses or
approvals which could not, singly or in the aggteghave a Material Adverse Effect.

(i) The Company has not inedrany liability for any finder’s fees or similaayments in connection with the transactions herein
contemplated, except as may otherwise exist witheaet to the Underwriters pursuant to this Agregmen

(i) There are no existing breiatened labor disputes with the employees o€trapany which are likely to have individually ot
the aggregate a Material Adverse Effect.

(kk) Neither the Company naorthie knowledge of the Company, any employee ontagfehe Company, has made any payme
funds of the Company or received or retained angd$un violation of any law, rule or regulationafra character required to be disclosed ir
Prospectus. No relationship, direct or indirectsexbetween or among the Company, on the one lzaadthe directors, officers and
stockholders of the Company, on the other handghvisi required by the Securities Act to be desdribehe Registration Statement and the
Prospectus that is not so described.

(I) The Company, since itsedaf inception, has been, and upon the sale dbkia@es will continue to be, organized and operated
in conformity with the requirements for qualificai and taxation as a “real estate investment t{astREIT ") under Sections 856 through ¢
of the Internal Revenue Code of 1986, as amendetihee regulations and published interpretatiorsathnder (collectively, the “ Codg for
all taxable years commencing with its taxable yerated December 31, 2007. The proposed method odtigreof the
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Company as described in the Prospectus will erthbl€ompany to continue to meet the requirememtgufalification and taxation as a REIT
under the Code, and no actions have been takarof{@aken which are required to be taken) whichld@ause such qualification to be lost.
The Company intends to continue to operate in an@awhich would permit it to qualify as a REIT undiee Code. The Company has no
intention of changing its operations or engagingadtivities which would cause it to fail to qualifgr make economically undesirable its
continued qualification, as a REIT.

(mm) The Company is not antkradiving effect to the offering and sale of tHea&es, will not be an “investment company” or an
entity “controlled” by an “investment company,” sisch terms are defined in the Investment ComparnyAt940, as amended (the “
Investment Company Adj.

(nn) No relationship, directiodirect, exists between or among the Companyherone hand, and the directors, officers,
stockholders or directors of the Company, on thewnhand, which is required by the rules of theM\o be described in the Registration
Statement and the Prospectus which is not so thestri

(0o0) The Company has not, diyear indirectly, including through any subsidiagxtended credit, arranged to extend credit, or
renewed any extension of credit, in the form okespnal loan, to or for any director or executifficer of the Company, or to or for any fanm
member or affiliate of any director or executivfiadr of the Company.

(pp) Neither the Company noy afthe subsidiaries nor, to the Company’s knog&dny employee or agent of the Company or
the subsidiaries has made any payment of fundseo€bmpany or the subsidiaries or received ormethany funds in violation of any law, r
or regulation, which payment, receipt or retentbbfunds is of a character required to be discldedtie Registration Statement or the
Prospectus.

(qg) The Company is in comptianvith all presently applicable provisions of B&rbanes-Oxley Act of 2002 and the rules and
regulations promulgated thereunder (the “ Sarb&dey Act”) and is actively taking steps to ensure thatiit e in compliance with other
applicable provisions of the Sarbanes-Oxley Actruihe effectiveness of such provisions.

(rr) The Registration Statemismiot the subject of a pending proceeding or éxation under Section 8(d) or 8(e) of the Secws
Act, and the Company is not the subject of a pepgioceeding under Section 8A of the Securitiesidcbnnection with the offering of the
Shares.

4. Representations and Warram$ of the Manager. The Manager represents and warrants to each &frilerwriters as of the
date hereof, the Applicable Time, as of the timpwfchase and, if applicable, at each additiona tof purchase that:

(a) The information regardihg tManager set forth under the headings “Prosp&uuosmary — Our Manager”, “Prospectus
Summary — Conflicts of Interest”, “Business — Ouamdger”, “Business — Conflicts of Interest”, “Busas — Resolutions of Potential Conflicts
of Interest and Allocation of Investment Opportigst, “Our Manager and the Management Agreementfie&s of Our Manager”, and “Our
Manager and the
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Management Agreement — Investment Committee” irPttuespectus (collectively, the “ Manager Packgde true and correct in all material
respects.

(b) The Manager has been doiyned and incorporated and is existing as a cotiporan good standing under the laws of the ¢
of Delaware, is duly qualified to do business anthigood standing as a foreign corporation in gaidiction in which its ownership or lease
of property or assets or the conduct of its busimeguires such qualification, except where thiefaito so qualify would not have a Material
Adverse Effect, and has full corporate power anti@ity necessary to own, hold, lease and/or opétaitassets and properties, to conduct the
business in which it is engaged and as describ#dteiProspectus and to enter into and perfornmbiigations under this Agreement and the
Management Agreement and to consummate the tramsacontemplated hereby, and the Company is irptiance in all material respects
with the laws, orders, rules, regulations and dives issued or administered by such jurisdictions.

(c) This Agreement and the $estions contemplated to be consummated by the géauia this Agreement and the Prospectus
have been duly and validly authorized by the Manage this Agreement has been duly and validly etextand delivered by the Manager.

(d) The Management Agreemestheen duly authorized, executed and deliverethéymanager and constitutes a valid and
binding agreement of the Manager enforceable inm@emnce with its terms, except to the extent thédreement thereof may be limited by
bankruptcy, insolvency, reorganization or otherdaffecting enforcement of creditors’ rights ordsneral equitable principles.

(e) The Manager is not in blreaf; or in default under (nor has any event oaiwhich with notice, lapse of time, or both would
result in any breach of, or constitute a defautten, (i) its certificate of incorporation or bylawer (ii) any obligation, agreement, covenant or
condition contained in any contract, license, repase agreement, indenture, mortgage, deed of sk loan or credit agreement, note, lease
or other evidence of indebtedness, or any leasgram or other agreement or instrument to whiehNtanager is a party or by which it or any
of its assets or properties may be bound or affiethe effect of which breach or default under tiéise (ii) could have a Material Adverse
Effect. The execution, delivery and performancéhif Agreement and the consummation of the trai@actontemplated hereby will not
conflict with, or result in any breach of or comste a default under (nor constitute any event twiiith notice, lapse of time, or both would
result in any breach of or constitute a defaultarhd(i) any provision of the certificate of incamation or bylaws of the Manager, (ii) any
provision of any contract, license, repurchaseement, indenture, mortgage, deed of trust, bank émaredit agreement, note, lease or other
evidence of indebtedness, or any lease, contramther agreement or instrument to which the Man&gamarty or by which the Manager or
any of its assets or properties may be bound ectdtl, the effect of which could have a Material&e Effect, or (iii) under any federal,
state, local or foreign law, regulation or ruleaory decree, judgment or order applicable to theddan

() (A) No filing with, or autdrization, approval, consent, license, order, tegfi®n, qualification or decree of, any court or
governmental authority or agency, domestic or fgre{B) no authorization, approval, vote or othengent of any stockholder or creditor of
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the Manager and (C) no waiver or consent undercanyract, license, repurchase agreement, indemhworgage, deed of trust, bank loan or
credit agreement, note, lease or other evidengalebtedness, or any lease, contract or other amgneteor instrument to which the Manager
party or by which the Manager or any of its assetgroperties may be bound or affected, and (Dautborization, approval, vote or other
consent of any other person or entity, is necessiargquired for the performance by the Managetsabbligations under this Agreement or the
Management Agreement and the transactions contégdptiaereby, in each case on the terms contempgtéue Prospectus, except such as
have been already obtained.

(g) The Manager has all neagskeenses, authorizations, consents and appr@aralshas made all necessary filings required L
any federal, state, local or foreign law, regulatiw rule, and has obtained all necessary peraithorizations, consents and approvals from
other Persons, in order to conduct its businesiesasribed in the Prospectus, except as such ad sotihave a Material Adverse Effect. The
Manager is not required by any applicable law taimbaccreditation or certification from any goverental agency or authority in order to
provide the products and services which it curgeptbvides or which it proposes to provide as eghfin the Prospectus except as such as
could not have a Material Adverse Effect. The Maerdg not in violation of, or in default under, asiych license, permit, authorization, con
or approval or any federal, state, local or fordagm, regulation or rule or any decree, order adigjuent applicable to the Manager, the effect of
which could have a Material Adverse Effect.

(h) There are no actions, sui@ms, investigations, inquiries or proceedipgading or, to the best of the Manager’s knowledge,
threatened to which the Manager or any of its eficor directors is a party or of which any ofpiteperties or other assets is subject at law
equity, or before or by any federal, state, loegboeign governmental or regulatory commissioraralp body, authority or agency which could
result in a judgment, decree or order having a NeltAdverse Effect.

(i) The Manager is not prohgitby the Investment Advisers Act of 1940, as aredndr the rules and regulations thereunder,
performing under the Management Agreement as cqitted by the Management Agreement and the Praspect

5. Certain Covenants of the Cgrany . The Company hereby covenants and agrees with éaboh bnderwriters that:

(a) The Company will furnistchunformation as may be required and otherwiskasibperate in qualifying the Shares for
offering and sale under the securities or bluelals of such jurisdictions (both domestic and fgngias Merrill Lynch may designate and to
maintain such qualifications in effect so long eguired for the distribution of the Shares, proditleat the Company shall not be required to
qualify as a foreign corporation or to consent® $ervice of process under the laws of any sutgsdjation (except service of process with
respect to the offering and sale of the Shares).démpany will promptly advise Merrill Lynch of tmeceipt by the Company of any
notification with respect to the suspension ofdhalification of the Shares for sale in any jurisidin or the initiation or threatening of any
proceeding for such purpose.
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(b) The Company will prepare frospectus in a form in compliance with Rule 4308 approved by the Underwriters and file
such Prospectus with the Commission pursuant te B2d(b) under the Securities Act not later tha®Q®@.M. (New York City time), on or
before the second Business Day following the dathis Agreement or on such other day as the gantiay mutually agree and to furnish
promptly (and with respect to the initial delivesf/such Prospectus, not later than 10:00 A.M. (Nek City time) on or before the second
Business Day following the date of this Agreemanbio such other day as the parties may mutuallgedgo the Underwriters copies of the
Prospectus (or of the Prospectus as amended oesuppted if the Company shall have made any amemnignoe supplements thereto after the
effective date of the Registration Statement) ichsguantities and at such locations as the Undemsrinay reasonably request for the purp
contemplated by the Securities Act, which the Peois and any amendments or supplements theretigsied to the Underwriters will be
identical to the version created to be transmittetthe Commission for filing via EDGAR, except fetextent permitted by Regulation S-T.

(c) The Company will advise MiLynch immediately, confirming such advice irriting, of (i) the receipt of any comments fr.
the Commission relating to any filing of the Compamder the Securities Act or the Exchange Actafily request by the Commission for
amendments or supplements to the RegistrationrBgateor the Prospectus or for additional informatidth respect thereto, (iii) the issuance
by the Commission of any stop order suspendingtfeetiveness of the Registration Statement omgfader preventing or suspending the
of any Preliminary Prospectus or the Prospectud any examination pursuant to Section 8(e) of3keurities Act concerning the Registration
Statement, (iv) the suspension of the qualificatibthe Shares for offering or sale in any jurisidie, (v) the initiation, threatening or
contemplation of any proceedings for any of suclppses and, if the Commission or any other govemat@gency or authority should issue
any such order, the Company will make every redsleneffort to obtain the lifting or removal of suolder as soon as possible. The Company
will advise Merrill Lynch promptly of any propostd amend or supplement the Registration StatenrehiedProspectus, and will furnish
Merrill Lynch with copies of any such documenteasonable amount of time prior to such proposewfibr use, as the case may be, and will
not file or use any such document to which Metnlhch or counsel for the Underwriters shall objecivriting. The Company has given
Merrill Lynch notice of any filings made pursuantthe Exchange Act within 48 hours prior to the Agable Time; the Company will give
Merrill Lynch notice of its intention to make anych filing from the Applicable Time to the time péirchase and, if applicable, each additional
time of purchase, and will furnish the Merrill Lymavith copies of any such documents a reasonabbteiatof time prior to such proposed
filing, as the case may be, and will not file oeasy such document to which Merrill Lynch or caelrfer the Underwriters shall object in
writing.

(d) The Company will advise MiLynch promptly and, if requested by Merrill bgh, will confirm such advice in writing when
any post-effective amendment to the Registratiate®tent becomes effective under the Securities Act.

(e) The Company will furnishNeerrill Lynch and, upon request, to each of tHeeotUnderwriters for a period of five years from
the date of this Agreement (i) copies of any reportother communications which the Company slaltido its stockholders or shall from ti
to time publish or publicly disseminate, (ii) copief all annual, quarterly and current
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reports filed with the Commission on Forms 10-K;Q@&nd 8-K, or such other similar form as may bsigieated by the Commission, (iii)
copies of documents or reports filed with any naicsecurities exchange on which any class of ge=iof the Company is listed, and (iv)
such other information as Merrill Lynch may readagaequest regarding the Company, in each case@sas such communications,
documents or information become available.

(f) The Company will advise tdaderwriters promptly of the happening of any évaerown to the Company within the time
during which a Prospectus relating to the Sharesgsired to be delivered under the Securitieswdth would require the making of any
change in the Prospectus then being used so tn&rtspectus would not include an untrue stateofenaiterial fact or omit to state a material
fact required to be stated therein or necessanyatke the statements therein, in the light of theuohstances under which they were made, not
misleading, or if it is necessary at any time teeathor supplement the Prospectus to comply withlamy If within the time during which a
Prospectus relating to the Shares is required tebeered under the Securities Act any event siadur or condition shall exist which, in the
reasonable opinion of the Company, Merrill Lynchteogir respective counsel, would require the makihgny change in the Prospectus then
being used so that the Prospectus would not indmdentrue statement of material fact or omit &desa material fact required to be stated
therein or necessary to make the statements thémetme light of the circumstances under whichythwere made, not misleading, or if it is
necessary at any time to amend or supplement tigp®ctus to comply with any law, the Company witimpptly prepare and furnish to the
Underwriters copies of the proposed amendmentgplsment before filing any such amendment or supgte with the Commission and
thereafter promptly furnish, at the Company’s owpense, to the Underwriters and to dealers copiesc¢h quantities and at such locations as
Merrill Lynch may from time to time reasonably resti of an appropriate amendment to the Registr&iatement or supplement to the
Prospectus so that the Prospectus as so amendegpiemented will not, in the circumstances whes $b delivered, be misleading or so that
the Prospectus will comply with the law. If at aipe following issuance of an Issuer Free Writingdpectus there occurred or occurs an ¢
or development as a result of which such Issues Wéting Prospectus conflicted or would conflidgtiwvthe information contained in the
Registration Statement relating to the ShareseSthtutory Prospectus or any preliminary prospestincluded or would include an untrue
statement of a material fact or omitted or wouldtdmstate a material fact necessary in order afierthe statements therein, in the light of the
circumstances, prevailing at that subsequent timemisleading, the Company will promptly notify M# Lynch and will promptly amend or
supplement, at its own expense, such Issuer Fré@m@/Prospectus to eliminate or correct such donflintrue statement or omission.

(g9) The Company will make getlgravailable to its stockholders as soon as alke, and in the manner contemplated by Rule
158 of the Securities Act but in any event notri#b@an 15 months after the end of the Company’setitiffiscal quarter, an earnings statement
(which need not be audited) covering a 12-montiopdseginning after the date upon which the Progseis filed pursuant to Rule 424(b)
under the Securities Act that shall satisfy thevmions of Section 11(a) of the Securities Act &ule 158 thereunder and will advise the
Underwriters in writing when such statement haslbeade available.
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(h) The Company will furnishierrill Lynch a signed copy of the Registratiomt®ment, as initially filed with the Commission,
of any Rule 462(b) Registration Statement and lddrmkendments thereto (including all exhibits theyetnd such number of conformed copies
of the foregoing (other than exhibits) as Merrjlrich may reasonably request.

(i) The Company will apply thet proceeds from the sale of the Shares in thenemaset forth under the caption “Use of Proceeds”
in the Prospectus.

(i) The Company will furnish kéerrill Lynch, not less than two Business Daysdpefa filing with the Commission during the
period referred to in subsection (f) above, a cofpgny document proposed to be filed pursuant ti@e 13, 14 or 15(d) of the Exchange Act
and during such period will file all such documeints manner and within the time periods requirgdhe Exchange Act.

(k) The Company will not sedffer, contract to sell, pledge, register, grant aption to purchase or otherwise dispose of, tiyec
or indirectly, any shares of capital stock, or aegurities convertible into, or exercisable, exgjeable or redeemable for shares of capital
stock, except for the sales to the Underwritersipant to this Agreement and except for issuanc&ouofmon Stock upon the exercise of
outstanding options, for a period of 90 days dfterdate hereof, without the prior written consgfrterrill Lynch. The foregoing sentence
shall not apply to (i) the Shares to be sold hedeun(ii) any shares of Common Stock issued byGbmpany upon the exercise of an option
outstanding on the date hereof and referred tharProspectus, (iii) any shares of Common Stodk splthe Company pursuant to the Stock
Purchase Agreement, (iv) the grant of restrictedlsbr other awards pursuant to the Company’s Edndentive Plan as exists on the date
hereof or issuances pursuant to the exercise ofogg stock options or other awards outstandintherdate hereof, (v) the payment by any
grantee of any shares of restricted stock or aheards pursuant to the Company’s Equity Incentie@ Bs exists on the date hereof of any
withholding or other taxes relating to such shanesugh or by means of the cancellation of a partbsuch shares, or (vi) any shares of
Common Stock sold by the Company pursuant to avigelid reinvestment and share purchase plan orogg@extiby the Company.
Notwithstanding the foregoing, if (1) during thetid 7 days of the -day restricted period the Company issues an eggniglease or material
news or a material event relating to the Comparcyiscor (2) prior to the expiration of the 90-dagtricted period, the Company announces
that it will release earnings results or becomearathat material news or a material event willuwwaturing the 16-day period beginning on the
last day of the 90-day restricted period, the retitins imposed in this subsection (k) shall comtitio apply until the expiration of the 18-day
period beginning on the issuance of the earninigase or the occurrence of the material news oemahevent.

() The Company will use itsdb efforts to cause Annaly, each of the Compaoffisers and directors and certain members of the
senior management of Annaly to furnish to Merriinich, prior to the time of purchase, a letter ttels, substantially in the form of Exhibit C
hereto, pursuant to which each such person shadkagubject to certain exceptions set forth tineret to sell, offer, contract to sell, pledge,
grant any option to purchase or otherwise dispéseirectly or indirectly, any shares of capitaba, or any securities convertible into, or
exercisable, exchangeable or redeemable for sharagpital stock of the

17




Company for a period of 90 days after the datedferethout the prior written consent of Merrill bgh.

(m) The Company will use itsbefforts to cause the Shares to be listed oN¥®E and to maintain such listing and to file with
the NYSE all documents and notices required byNM&E of companies that have securities that atedien the NYSE.

(n) The Company will maintaimdekeep accurate books and records reflecting #ssiets and maintain internal accounting
controls which provide reasonable assurance thaafisactions are executed in accordance with geanant’s authorization, (i) transactions
are recorded as necessary to permit the prepa@titie Company’s financial statements and to na&irhccountability for the assets of the
Company, (iii) access to the assets of the Comgmapgrmitted only in accordance with managementtha@rization and (iv) the recorded
accounts of the assets of the Company are compatie@xisting assets at reasonable intervals.

(o) The Company will maintadt,its expense, a registrar and transfer agenhéghares.

(p) The Company will pay allpenses, fees and taxes (other than any fees éndsiksnents of counsel for the Underwriters,
except as set forth under Sectiohefeof or (iii) or (v) below) in connection with) the preparation and filing of the Registratioat8inent,
each Preliminary Prospectus, the Prospectus, amyifRed Free Writing Prospectus and any amendnargspplements thereto, and the
printing and furnishing of copies of each therenftte Underwriters and to dealers (including co$t®ailing and shipment), (ii) the issuance,
sale and delivery of the Shares by the Companytl{gé word processing and/or printing of this Agmeent, any Agreement among the
Underwriters, any dealer agreements, and the reptimh and/or printing and furnishing of copieseafch thereof to the Underwriters and to
dealers (including costs of mailing and shipme(it),the costs and expenses of the Company relétimgvestor presentations on any “road
show” undertaken in connection with the marketifthe Shares, including without limitation, expesisssociated with the production of road
show slides and graphics, fees and expenses afarsyltants engaged in connection with the roagdvglresentations, travel and lodging
expenses of the representatives and officers a€tmpany and any such consultants, and the c@stavhft and other transportation chartered
in connection with the road show, except that tugying, airfare (except if the Company charterghtfin which case employees of the
Underwriters ride on such charter without chargey incidental expenses of employees of the Undtensrshall be the responsibility of the
Underwriters, (v) the qualification of the Shares éffering and sale under state laws and the aét@tion of their eligibility for investment
under state law as aforesaid (including the legas$ fand filing fees and other disbursements ofsmlun the Underwriters) and the preparation,
printing and furnishing of copies of any blue skyv&ys or legal investment surveys to the Undeessiaind to dealers, (vi) any listing of the
Shares on the NYSE and any registration thereoéutite Exchange Act, (vii) the filing, if any, foeview of the public offering of the Shares
by the FINRA, (viii) the performance of the Comp&ngther obligations hereunder, and (ix) the casis expenses (including without
limitation any damages or other amounts payabt®imection with legal or contractual liability) asgated with the reforming
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of any contracts for sale of the Shares made bytiderwriters caused by a breach of the representedntained in the first paragraph of

Section 3(c)

(q) The Company will not (ik&s directly or indirectly, prior to termination tfe underwriting syndicate contemplated by this
Agreement, any action designed to stabilize or putlate the price of any security of the Companywbich may cause or result in, or which
might in the future reasonably be expected to causesult in, the stabilization or manipulationtieé price of any security of the Company, to
facilitate the sale or resale of any of the Shaigssell, bid for, purchase or pay any Persoméotthan as contemplated by the provisions
hereof) any compensation for soliciting purchadetb® Shares, or (iii) pay or agree to pay to aassBn any compensation for soliciting any
order to purchase any other securities of the Compa

(r) The Company will not invéstfutures contracts, options on futures contractsptions on commaodities unless the Company is
exempt from the registration requirements of then@wdity Exchange Act, as amended, or otherwise demwith the Commodity Exchange
Act, as amended. In addition, the Company will@gage in any activities which might be subjedchtvCommodity Exchange Act, as
amended, unless such activities are exempt fromAttizor otherwise comply with that Act or with applicable no-action letter to the
Company from the Commaodities Futures Trading Corsiois

(s) The Company will comply kvall of the provisions of any undertakings in Registration Statement.

(t) The Company has been omgahaind operated in conformity with the requireradot qualification and taxation of the
Company as a REIT under the Code, and the Compangpsed methods of operation will enable the Camgio continue to meet the
requirements for qualification and taxation as dTRihder the Code for subsequent taxable years.

(u) The Company will not beb@mcome, at any time prior to the expiration of ¢hyears after the date of the Agreement, an
“investment company,” as such term is defined &nltivestment Company Act.

(v) The Company has retainedlAlscountants as its qualified accountants andftpdhtax experts (i) to test procedures and
conduct annual compliance reviews designed to ihirter compliance with the REIT provisions of the @ahd the Company’s exempt status
under the Investment Company Act and (ii) to othigevassist the Company in monitoring appropriat®asting systems and procedures
designed to determine compliance with the REIT {sions of the Code and the Company’s exempt statdsr the Investment Company Act.

(w) The Company will comply Wwiall requirements imposed upon it by the Securifiet and the Exchange Act as from time to
time in force, so far as necessary to permit th#icoance of sales of, or dealings in, the Shaseatemplated by the provisions hereof and
the Prospectus.

(x) The Company will maintaimct controls and other procedures, including, withimitation, those required by Sections 302
and 906 of the Sarbanes-Oxley Act, and the
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applicable regulations thereunder that are desigmedsure that information required to be disaldsgthe Company in the reports that it files
or submits under the Exchange Act is recorded,gz®®ed, summarized and reported, within the timegespecified in the Commissiarule:
and forms, including, without limitation, contrasid procedures designed to ensure that informatiguired to be disclosed by the Compar
the reports that it files or submits under the Exae Act is accumulated and communicated to thepaagis management, including its Chief
Executive Officer and Chief Financial Officer, agrpons performing similar functions, as appropriatallow timely decisions regarding
required disclosure and to ensure that materiakinétion relating to the Company is made knowrhémt by others within those entities,
particularly during the period in which such peioteports are being prepared.

(y) The Company will comply Wiall effective applicable provisions of the Sarbsu®©xley Act.

(z) The Company representsagrées that, unless it obtains the prior conseMesfill Lynch, and each Underwriter represents
and agrees that, unless it obtains the prior cdrefehe Company and Merrill Lynch, it has not maatel will not make any offer relating to the
Shares that would constitute an “issuer free wgifinospectus,” as defined in Rule 433, or that waherwise constitute a “free writing
prospectus,” as defined in Rule 405, required téiled with the Commission or, in the case of tr@r@any, whether or not required to be filed
with the Commission; provided, however, that ptmthe preparation of the Prospectus in accordasitteSection 5(b) the Underwriters are
authorized to use the information with respechmfinal terms of the Shares in communications egimg information relating to the offering
to investors. Any such free writing prospectus emted to by the Company and Merrill Lynch is heaéier referred to as a “ Permitted Free
Writing Prospectus’ The Company represents that it has treated @esghat it will treat each Permitted Free Writltrgspectus as an “issuer
free writing prospectus,” as defined in Rule 438] Aas complied and will comply with the requiretsesf Rule 433 applicable to any
Permitted Free Writing Prospectus, including timfillpg with the Commission where required, legemgland record keeping.

6. Certain Covenants of the Mager. The Manager covenants with each Underwriter antd thie Company that, during the
period when the Prospectus is required to be delivander the Securities Act or the Exchange Ashall notify you and the Company of the
occurrence of any material events respecting tigiies, affairs or condition, financial or otheise, and the Manager will forthwith supply
such information to the Company as shall be necggsdhe opinion of counsel to the Company anduinelerwriters for the Company to
prepare any necessary amendment or supplemerd Rrolspectus so that, as so amended or supplem#redRrospectus will not contain an
untrue statement of a material fact or omit toestatnaterial fact necessary in order to make titersents therein, in the light of the
circumstances existing at the time it is delivei@d purchaser, not misleading.

7. Reimbursement of Underwritat Expenses If the Shares are not delivered for any reasonrdtta the termination of this
Agreement pursuant to the default by one or moté@tnderwriters in its or their respective obligas hereunder, the Company shall, in
addition to paying the amounts described in Sedig)hereof, reimburse the
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Underwriters for all of their out-of-pocket expessicluding the fees and disbursements of theinsel.

8. Conditions Of UnderwritersObligations . The several obligations of the Underwriters hereursdte subject to the accuracy of
the representations and warranties on the pahteo€bompany and the Manager on the date heredife &pplicable Time and at the time of
purchase (and the several obligations of the Undtems at each additional time of purchase areesthip the accuracy of the representations
and warranties on the part of the Company and theager on the date hereof, at the Applicable Tintea the time of purchase (unless
previously waived) and at each additional time wfchase, as the case may be), the performanceslfiyaimpany and the Manager of its
obligations hereunder and to the following addidbconditions precedent:

(a) The Company and the Manageil furnish to Merrill Lynch at the time of pirase and at each additional time of purchase, as
the case may be, opinions of K&L Gates LLP and Mel&lson LLP, each counsel for the Company and/idueager, addressed to the
Underwriters, and dated the time of purchase dn @aditional time of purchase, as the case mawitle reproduced copies for each of the
other Underwriters and in form satisfactory to BriErank, Harris, Shriver & Jacobson LLP, counselfie Underwriters, substantially in the
form of Exhibit Aand_Exhibit B, respectively, attached hereto.

(b) Merrill Lynch shall havecedved from the Accountants, letters dated, respagt the date of this Agreement and the time of
purchase and each additional time of purchaséieasase may be, and addressed to the Underwsitéhsréproduced copies for each of the
Underwriters) in the forms heretofore approved bgrivl Lynch relating to the financial statemeritg;luding any pro forma financial
statements of the Company and such other mattstsroarily covered by comfort letters issued in @otion with a registered public offering.

In the event that the lettesferred to above set forth any such changes, dezsen increases, it shall be a further conditiotiné
obligations of the Underwriters that (i) such ledtshall be accompanied by a written explanatioiefCompany as to the significance thereof,
unless Merrill Lynch deem such explanation unneargssind (ii) such changes, decreases or increfmseet, in the sole judgment of Merrill
Lynch, make it impractical or inadvisable to prategth the purchase and delivery of the Shareoatemplated by the Registration Statement
and the Prospectus.

(c) Merrill Lynch shall havecedved at the time of purchase and at each additione of purchase, as the case may be, the
favorable opinion of Fried, Frank, Harris, Shrigedacobson LLP, counsel for the Underwriters, dakedtime of purchase or each additional
time of purchase, as the case may be.

(d) No amendment or supplenterthe Registration Statement or the Prospectissaer Free Writing Prospectus shall be filed to
which the Underwriters object in writing.
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(e) Prior to the time of purskhar each additional time of purchase, as thermagebe, (i) no stop order with respect to the
effectiveness of the Registration Statement stealetbeen issued under the Securities Act or pringechitiated under Section 8(d) or 8(e) of
the Securities Act; (ii) the Registration Statemeanty Rule 462(b) Registration Statement and adiradments thereto, or modifications thereof,
if any, shall not contain an untrue statement wfaderial fact or omit to state a material fact ieelito be stated therein or necessary to make
the statements therein not misleading; and (ié)Pnospectus and all amendments or supplemenetdher modifications thereof, if any, and
the General Disclosure Package shall not contaimémnie statement of a material fact or omit téestamaterial fact required to be stated
therein or necessary to make the statements thémetme light of the circumstances under whictythee made, not misleading.

(f) All filings with the Comms$on required by Rule 424 under the Securitiestdd¢tave been filed by the time of purchase or eact
additional time of purchase, as the case may Iz, lstive been made within the applicable time gkprescribed for such filing by Rule 424
(without reliance on Rule 424(b)(8)). A prospeatostaining the Rule 430A information shall haverbéked with the Commission in
accordance with Rule 424(b) (or a post effectivemadment providing such information shall have biled and declared effective in
accordance with the requirements of Rule 430A).

(g) Between the time of exeantof this Agreement and the time of purchase oh @aditional time of purchase, as the case may
be, (i) no material and unfavorable change, finalnmi otherwise (other than as referred to in thgiRration Statement, and the Prospectus anc
the General Disclosure Package, in each caseths éfpplicable Time), in the business, conditioet, worth or prospects of the Company s
occur or become known and (ii) no transaction wiigcmaterial and unfavorable to the Company shalkerbeen entered into by the Company.

(h) The Company will, at theé of purchase or each additional time of purchaséhe case may be, deliver to Merrill Lynch a
certificate of two of its executive officers to teffect that the representations and warrantiegeeCompany as set forth in this Agreement are
true and correct as of each such date, that thep@oynshall perform such of its obligations undés thgreement as are to be performed at or
before the time of purchase and at or before eddhianal time of purchase, as the case may beftatdhe conditions set forth in subsections
(e) and_(g)of this Section $ave been met.

(i) The Manager will, at theng of purchase or each additional time of purchasé¢he case may be, deliver to Merrill Lynch a
certificate of two of its executive officers to te#fect that the representations and warrantige@Manager as set forth in this Agreement are
true and correct as of each such date, that theytarshall perform such of its obligations undés Agreement as are to be performed at or
before the time of purchase and at or before eddhianal time of purchase, as the case may be.

(i) The Company shall have fsihed to Merrill Lynch such other documents andifieates as to the accuracy and completeness
of any statement in the Registration Statementtla@dProspectus as of the time of purchase andaitional time of purchase, as the case
may be, as Merrill Lynch may reasonably request.
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(k) The Shares shall have beggproved for listing on the NYSE, subject only tiice of issuance at or prior to the time of
purchase or each additional time of purchase,easdbe may be.

() The FINRA shall not havesed any objection with respect to the fairnessraadonableness of the underwriting terms and
arrangements.

(m) Merrill Lynch shall havecesved lock-up agreements from the Company, Anredigh of the Companyofficers and directo
and certain members of the senior management célfkrupon the consummation of the transactions coplk&ted hereby, in the form of
Exhibit C attached hereto, and such letter agreements shallfll force and effect.

(n) Between the time of exeontof this Agreement and the time of purchase ohealditional time of purchase, as the case may
be, there shall not have occurred any downgradiogshall any notice or announcement have beemgivenade of (i) any intended or
potential downgrading or (ii) any review or possilbhange that does not indicate an improvemeititeimating accorded any securities of or
guaranteed by the Company by any “nationally recxaghstatistical rating organization,” as that tesmefined under Section 3(a)(62) of the
Exchange Act.

9. Termination The obligations of the several Underwriters hereursthall be subject to termination in the absotligeretion of
Merrill Lynch, at any time prior to the time of mimase or, if applicable, each additional time atchase, (i) if any of the conditions specifiet
Section 8shall not have been fulfilled when and as requingdhis Agreement to be fulfilled, (ii) if any mai&l adverse and unfavorable cha
occurs (financial or otherwise), or any developrienblving a material adverse and unfavorable ckawzrurs (financial or otherwise) (in e:
case, other than as disclosed in the Registratatei@ent, the General Disclosure Package, andridspéctus as of the Applicable Time
(exclusive of any supplement thereto)), in the apens, business, net worth, condition or prospet.tke Company or the Manager, or a
material change in management of the Company dvitiigager occurs, whether or not arising in ther@adi course of business, which would,
in the sole judgment of Merrill Lynch, make it inggticable to market the Shares, (iii) if (a) theitga States shall have declared war in
accordance with its constitutional processes aethas occurred an outbreak or escalation of t@sibr other national or international
calamity or crisis or change or development in eooie, political or other conditions the effect ofiieh on, or (b) any material adverse change
in the financial markets of the United States erititernational financial markets is such as toengkin the sole judgment of Merrill Lynch,
impracticable or inadvisable to market the Sharemnforce contracts for the sale of the Share}jf(tvading in any securities of the Company
has been suspended or materially limited by the i@izsion or by the NYSE, or if trading generallytbie NYSE, American Stock Exchange
in the Nasdaq National Market has been suspendatrially limited, (including an automatic halttitmding pursuant to market-decline
triggers other than those in which solely prograaling is temporarily halted), or limitations onmamimum prices for trading (other than
limitations on hours or numbers of days of tradisigall have been fixed, or maximum ranges for grioe securities have been required, by
such exchange or the FINRA or Nasdag or by ordénefCommission or any other governmental authofifyif a banking moratorium shall
have been declared by New York or United Statelsaaities or a material disruption has occurreddmmercial banking or
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securities settlement or clearance services ittiieed States, (vi) if there shall have occurred downgrading, or any notice or announcen
shall have been given or made of (a) any intendgubtential downgrading or (b) any review or pobsithange that does not indicate an
improvement, in the rating accorded any securifes guaranteed by the Company by any “nationabognized statistical rating
organization,” as that term is defined under SecHa)(62) of the Exchange Act, (vii) if any fedeva state statute, regulation, rule or order of
any court or other governmental authority has eacted, published, decreed or otherwise promugakéch, in the reasonable opinion of
Merrill Lynch, materially adversely affects or witiaterially adversely affect the business or oj@natof the Company, or (viii) if any action
has been taken by any federal, state or local govent or agency in respect of its monetary or fiaffairs which, in the reasonable opinion of
Merrill Lynch, has a material adverse effect ongbeurities markets in the United States.

If Merrill Lynch elects to teimate this Agreement as provided in this Sectignh® Company and each other Underwriter shall be
notified promptly by telephone, which shall be ppity confirmed by facsimile.

If the sale to the Underwritefgdhe Shares, as contemplated by this Agreeneengt carried out by the Underwriters for any
reason permitted under this Agreement or if sutdisanot carried out because the Company shalhiadle to comply with any of the terms of
this Agreement, the Company shall not be underadigation or liability under this Agreement (exteép the extent provided in Sections 3
(p), 7, 11and 12hereof), and the Underwriters shall be under n@abbn or liability to the Company under this Agreent (except to the
extent provided in Sections Ahd_12hereof) or to one another hereunder.

10. Increase in UnderwritetsCommitments. If any Underwriter shall default in its obligatiemder this Agreement to take up
and pay for the Shares to be purchased by it uhieeAgreement (otherwise than for reasons sufiicie justify the termination of this
Agreement under the provisions_of Sectiome®eof), Merrill Lynch shall have the right, with@6 hours after such default, to make
arrangements for one or more of the non-defaultingerwriters, or any other underwriters, to purehal, but not less than all, of the Shares
which such Underwriter shall have agreed but falitethke up and pay for (the “ Defaulted Shdjegbsent the completion of such
arrangements within such 36-hour period, (i) if thial number of Defaulted Shares does not excééa df the total number of Shares to be
purchased at the time of purchase or each additiiona of purchase, as the case may be, eactdetaulting Underwriter shall take up and |
for (in addition to the number of Shares whiclsibtherwise obligated to purchase on such dateipotso this Agreement) the number of
Shares agreed to be purchased by all such defalWtiderwriters in such amount or amounts as Mdryitich may designate with the consent
of each Underwriter so designated or, in the eserguch designation is made, such Shares shalkke up and paid for by all non-defaulting
Underwriters pro rata in proportion to the aggregaimber of Firm Shares set opposite the nameascbfrson-defaulting Underwriters in
Schedule A and (ii) if the total number of Defaulted Shaeaseeds 10% of such total number of Shares to thased at the time of purchi
or each additional time of purchase, as the cagebmaand if neither the non-defaulting Underwstaor the Company shall make
arrangements within the five Business Day periothfthe date of default for the purchase of sucrabledd Shares, Merrill Lynch may
terminate this Agreement by notice to the Comparithout liability of any party to any other
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party except that the provisions of Secti@s(p), 7, 11and 12shall at all times be effective and shall surviuetstermination. Nothing in th
paragraph, and no action taken hereunder, shileedny defaulting Underwriter from liability iespect of any default of such Underwriter
under this Agreement.

Without relieving any defautiiinderwriter from its obligations hereunder, trenfpany agrees with the non-defaulting
Underwriters that they will not sell any Shareseugrder unless all of the Shares are purchasedebyniderwriters (or by substituted
Underwriters selected by Merrill Lynch with the appal of the Company or selected by the Companiy thie approval of Merrill Lynch).

If a new Underwriter or Undeitgrs are substituted for a defaulting UnderwrdelJnderwriters in accordance with the foregoing
provisions, the Company or Merrill Lynch shall hate right to postpone the time of purchase or ealtfitional time of purchase, as the case
may be, for a period not exceeding seven Businegs Pom the date of substitution in order that aagessary changes in the Registration
Statement and the Prospectus and other documepitbereffected.

The term Underwriter as usethia Agreement shall refer to and include any Uwnali¢er substituted under this Sectionith
like effect as if such substituted Underwriter toaigjinally been named in Schedule A

11. Indemnification

(a) Indemnification of Underteris by the CompanyThe Company agrees to indemnify and hold harnites&)nderwriters, their
affiliates, as such term is defined in Rule 501(jler the Securities Act (each, an “ Affilid)eand the person, if any, who controls each
Underwriter within the meaning of Section 15 of Becurities Act or Section 20 of the Exchange Actodiows:

(i) against any and all logability, claim, damage and expense whatsoevein@sred, arising out of any untrue statement or
alleged untrue statement of a material fact corthin the Registration Statement (or any amendihentto), including the Rule 430A
Information, or the omission or alleged omissioardfrom of a material fact required to be stateddim or necessary to make the statements
therein not misleading or arising out of any untstetement or alleged untrue statement of a mafadacontained in any preliminary
prospectus, any Issuer Free Writing ProspectuseoPtospectus (or any amendment or supplementaheoe the omission or alleged omiss
therefrom of a material fact necessary in ordenéixe the statements therein, in the light of theuenstances under which they were made, not
misleading;

(ii) against any and all lokability, claim, damage and expense whatsoevein@sred, to the extent of the aggregate amouidt pa
in settlement of any litigation, or any investigeatior proceeding by any governmental agency or boolymenced or threatened, or of any
claim whatsoever based upon any such untrue statesnemission, or any such alleged untrue stat¢imeomission; provided that (subject to
Section 12below) any such settlement is effected with thetemi consent of the Company; and
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(iii) against any and all experwhatsoever, as incurred (including the feesdistslirsements of counsel chosen by Merrill Lynch),
reasonably incurred in investigating, preparinglefiending against any litigation, or any invesiigiaior proceeding by any governmental
agency or body, commenced or threatened, or aim el&atsoever based upon any such untrue statesnemission, or any such alleged
untrue statement or omission, to the extent thatsach expense is not paid under (i) or (ii) above;

provided, however, that this indemnity agreement shall not applgrg loss, liability, claim, damage or expense wahktent arising out of ai
untrue statement or omission or alleged untrueistant or omission made in reliance upon and inaramty with written information
furnished to the Company by any Underwriter throtvgrrill Lynch expressly for use in the RegistratiBtatement (or any amendment
thereto), including the Rule 430A Information oy greliminary prospectus, any Issuer Free WritingsPectus or the Prospectus (or any
amendment or supplement thereto) , it being undedsand agreed that the only such information &lved by any Underwriter consists of the
information described as such in subsection (el

(b) Indemnification of Undervetis by the ManagerThe Manager agrees to indemnify and hold harmhes&Jnderwriters, their
Affiliates and the person, if any, who controls le&derwriter within the meaning of Section 15 Securities Act or Section 20 of the
Exchange Act to the extent and in the manner s#t fo clauses (a)(i), (ii) and (iii) above; proeid, however, that in the case of the Manager
this indemnity agreement shall only apply to arss|diability, claim, damage or expense if suclsdiability, claim, damage or expense arises
out of any untrue statement or omission or allag@due statement or omission made in reliance @nahin conformity with the Manager
Package.

(c) Indemnification of CompatWanager, Directors and Officer&ach Underwriter severally agrees to indemnify hald
harmless the Company and the Manager, and eabliofdirectors and each of the Company’s officeh® wigned the Registration Statement,
and each person, if any, who controls either then@my or the Manager within the meaning of Sectibrof the Securities Act or Section 2(
the Exchange Act against any and all loss, lighititaim, damage and expense described in the ingicontained in subsection (a) of this
Section, as incurred, but only with respect to umstatements or omissions, or alleged untruenseatts or omissions, made in the Registration
Statement (or any amendment thereto), includingrtihle 430A Information or any preliminary prospestany Issuer Free Writing Prospectus
or the Prospectus (or any amendment or supplerhergtb) in reliance upon and in conformity with ttem information furnished to the
Company by such Underwriter through Merrill Lynckpeessly for use therein , it being understood agéed that the only such information
furnished by any Underwriter consists of the foliogvinformation in the Prospectus furnished on fedfeeach Underwriter: the concession
figure appearing in the [fourth] paragraph underthption “Underwriting”, and the information retef to stabilizing transactions, over-
allotment transactions, syndicate covering trafsastand penalty bids contained in the [thirteeptirjagraph under the caption
“Underwriting”.

(d) Actions against Partiestification . Each indemnified party shall give notice as prdynas reasonably practicable to each
indemnifying party of any action commenced agaiinist respect of which indemnity may be sought eder, but failure to so notify an
indemnifying party shall not relieve such indeminify party from any liability
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hereunder to the extent it is not materially préjad as a result thereof and in any event shalftelive it from any liability which it may have
otherwise than on account of this indemnity agregmnia the case of parties indemnified pursuargeotions 11(a3nd 11(byabove, counsel to
the indemnified parties shall be selected by Mdrgihch, and, in the case of parties indemnifiedspant to Section 11(epove, counsel to the
indemnified parties shall be selected by the Compan indemnifying party may participate at its oexpense in the defense of any such
action;_provided however, that counsel to the indemnifying party shall (etcept with the consent of the indemnified paatgp be counsel
the indemnified party. In no event shall the indéying parties be liable for fees and expenses ofarihan one counsel (in addition to any
local counsel) separate from their own counsebfoindemnified parties in connection with any awion or separate but similar or related
actions in the same jurisdiction arising out of saene general allegations or circumstances. Narindging party shall, without the prior
written consent of the indemnified parties, sedtleompromise or consent to the entry of any judgmeéth respect to any litigation, or any
investigation or proceeding by any governmentahager body, commenced or threatened, or any claiatsoever in respect of which
indemnification or contribution could be sought anthis Section 1br Section 1hereof (whether or not the indemnified partiesautial or
potential parties thereto), unless such settlenoampromise or consent (i) includes an unconditioglease of each indemnified party from all
liability arising out of such litigation, investitian, proceeding or claim and (ii) does not incladgtatement as to or an admission of fault,
culpability or a failure to act by or on behalfafy indemnified party.

(e) Settlement without Congéfailure to Reimburself at any time an indemnified party shall havguested an indemnifying
party to reimburse the indemnified party for fead axpenses of counsel, such indemnifying partgegythat it shall be liable for any
settlement of the nature contemplated by Sectida)fil) effected without its written consent if (i) suchtlement is entered into more than 45
days after receipt by such indemnifying party & #foresaid request, (ii) such indemnifying pahglshave received notice of the terms of
such settlement at least 30 days prior to suckesetht being entered into and (iii) such indemmifyparty shall not have reimbursed such
indemnified party in accordance with such requestr o the date of such settlement.

12. Contribution If the indemnification provided for in Section h#reof is for any reason unavailable to or insigficto hold
harmless an indemnified party in respect of angdasliabilities, claims, damages or expensesregfdo therein, then each indemnifying party
shall contribute to the aggregate amount of susbds, liabilities, claims, damages and expensesrgtt by such indemnified party, as
incurred, (i) in such proportion as is appropriateeflect the relative benefits received by therpany on the one hand and the Underwrite
the other hand from the offering of the Sharesymmsto this Agreement or (ii) if the allocatioropided by clause (i) is not permitted by
applicable law, in such proportion as is approprtatreflect not only the relative benefits refdrte in clause (i) above but also the relative
fault of the Company on the one hand and of theddmdters on the other hand in connection withdtegements or omissions which resulted
in such losses, liabilities, claims, damages oeesps, as well as any other relevant equitablddenagions.

The relative benefits received by the @any on the one hand and the Underwriters on tier dtand in connection with the offering of
the Shares pursuant to this Agreement shall be
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deemed to be in the same respective proportiotfzeaset proceeds from the offering of the Sharesyant to this Agreement (before deduc
expenses) received by the Company, relative tootiaé compensation received by the Underwritermftbe sale of Shares on behalf of the
Underwriters.

The relative fault of the Company on tile hand and the Underwriters on the other hantitehdetermined by reference to, among
other things, whether any such untrue or allegetuarstatement of a material fact or omission lmgald omission to state a material fact re
to information supplied by the Company, the Managdry the Underwriters and the parties’ relativent, knowledge, access to information
and opportunity to correct or prevent such statéroaenmission.

The Company and the Underwriters agreaeittwould not be just and equitable if contrilautipursuant to this Section &re
determined by pro rata allocation (even if the Unditers were treated as one entity for such pugpos by any other method of allocation
which does not take account of the equitable cenattbns referred to above in this Section The aggregate amount of losses, liabilities,
claims, damages and expenses incurred by an inflechparty and referred to above in this Sectiorsii&ll be deemed to include any legal or
other expenses reasonably incurred by such indeedmfrty in investigating, preparing or defendagginst any litigation, or any investigati
or proceeding by any governmental agency or booiyynsenced or threatened, or any claim whatsoevexdb#son any such untrue or alleged
untrue statement or omission or alleged omission.

Notwithstanding the provisions of thiscen 12, the Underwriters shall not be required to comtigbany amount in excess of the
amount by which the total price at which the Shamederwritten by it and distributed to the publiere offered to the public exceeds the
amount of any damages which such Underwriter hHaasrafse been required to pay by reason of any sottue or alleged untrue statement or
omission or alleged omission.

No person guilty of fraudulent misrepmsgion (within the meaning of Section 11(f) of thecurities Act) shall be entitled to
contribution from any Person who was not guiltysa€h fraudulent misrepresentation.

For purposes of this Section,tBe person, if any, who controls any Underwnitéhin the meaning of Section 15 of the Securifles
or Section 20 of the Exchange Act and the UndeengitAffiliates shall have the same rights to cimittion as such Underwriter, and each
director of the Company, each officer of the Compaho signed the Registration Statement, the Manage each person, if any, who cont
the Company within the meaning of Section 15 ofSkeurities Act or Section 20 of the Exchange Aetllilshave the same rights to contribut
as the Company.

13. NoticesExcept as otherwise herein provided, all statemeetgiests, notices and agreements shall be imgvot by telegrar
and, if to the Underwriters, shall be sufficientilhrespects if delivered or sent to Merrill Lyn&hCo., 4 World Financial Center, New York,
New York 10080, Attention: Lee Shavel, with a cdpyinformation purposes to Valerie Ford Jacob,.Bdd-ried, Frank, Harris, Shriver
Jacobson LLP, One New York Plaza, New York, Newkybd004 and if to the Company or the Manager, df@bBufficient in all
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respects if delivered or sent to them at 1211 Aeasfithe Americas, Suite 2902, New York, New Yo@l026, Attention: R. Nicholas Singh,
Esq. with a copy for information purposes to Ppiliardis, Esqg. at K&L Gates LLP, 1601 K Street NWashington, D.C. 20006.

14. Governing Law; ConstructionThis Agreement and any claim, counterclaim or dispf any kind or nature whatsoever
arising out of or in any way relating to this Agneent (a “ Claim’), directly or indirectly, shall be governed byycaconstrued in accordance
with, the laws of the State of New York. The Settieadings in this Agreement have been insertadnaatter of convenience of reference and
are not a part of this Agreement.

15. Submission to JurisdictionExcept as set forth below, no Claim may be commenmesecuted or continued in any court
other than the courts of the State of New York ledan the City and County of New York or in theitéd States District Court for the
Southern District of New York, which courts shadive jurisdiction over the adjudication of such et and each of the Company and the
Manager consents to the non-exclusive jurisdiatibsuch courts and personal service with respetceth. Each of the Company and the
Manager hereby consents to personal jurisdictiervise and venue in any court in which any Claimiag out of or in any way relating to this
Agreement is brought by any third party againstifldtynch or any indemnified party. Each of Mehtilynch, the Manager and the Company
(on its behalf and, to the extent permitted by maplle law, on behalf of its stockholders and &ftds) waives all right to trial by jury in any
action, proceeding or counterclaim (whether bagemhicontract, tort or otherwise) in any way arising of or relating to this Agreement. Ez
of the Company and the Manager agrees that ajidgment in any such action, proceeding or coutdamncbrought in any such court shall be
conclusive and binding upon the Company or the ldanaas the case may be, and may be enforced iathay courts in the jurisdiction of
which the Company or the Manager, as the case mgaig or may be subject, by suit upon such judgment

16. Parties At InterestThe Agreement herein set forth has been and is sadby for the benefit of the Underwriters, the
Company, the Manager and to the extent providekeition 1land 12hereof the controlling Persons, directors and effaeferred to in such
Section, and their respective successors, asdigirs, pursuant representatives and executorsdmihstrators. No other Person, partnership,
association or corporation (including a purchaasrsuch purchaser, from any of the Underwritera)l slcquire or have any right under or by
virtue of this Agreement.

17. No Advisory or Fiduciary Rationship . The Company and the Manager each acknowledgeagrds that (a) the purchase
and sale of the Shares pursuant to this Agreermaiding the determination of the public offeripgce of the Shares and any related
discounts and commissions, is an arm’s-length comialdéransaction between the Company, on the amel hand the several Underwriters, on
the other hand, (b) in connection with the offercamtemplated hereby and the process leading totsamsaction each Underwriter is and has
been acting solely as a principal and is not thenagr fiduciary of the Company, or its respecst@ckholders, creditors, employees or any
other party, (c) no Underwriter has assumed orasafilume an advisory or fiduciary responsibilityawor of the Company with respect to the
offering contemplated hereby or the process leattiageto (irrespective of whether such Underwiitas advised or is currently advising the
Company on
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other matters) and no Underwriter has any obligatiothe Company with respect to the offering coniated hereby except the obligations
expressly set forth in this Agreement, (d) the Unadiers and their respective affiliates may beagey in a broad range of transactions that
involve interests that differ from those of eactttef Company, and (e) the Underwriters have notigeal any legal, accounting, regulatory or
tax advice with respect to the offering contemplatereby and the Company has consulted its owrecéigp legal, accounting, regulatory and
tax advisors to the extent it deemed appropriate.

18. Tax DisclosureNotwithstanding any other provision of this Agmeent, immediately upon commencement of discussigtie
respect to the transactions contemplated herebyCtimpany (and each employee, representative er atfent of the Company) may disclose
to any and all persons, without limitation of angd the tax treatment and tax structure of thedaations contemplated by this Agreement and
all materials of any kind (including opinions ohet tax analyses) that are provided to the Compalaying to such tax treatment and tax
structure. For purposes of the foregoing, the téaxtreatment” is the purported or claimed fedénabme tax treatment of the transactions
contemplated hereby, and the term “tax structumneltides any fact that may be relevant to undergtgritie purported or claimed federal
income tax treatment of the transactions conteraglaereby.

19. Representations, Warrantiesxd Agreements to Survive All representations, warranties and agreementtaated in this
Agreement or in certificates of officers of the Quany, the Manager or any of their subsidiaries stibchpursuant hereto, shall remain
operative and in full force and effect regardle§)aany investigation made by or on behalf of asyderwriter or its Affiliates or selling
agents, any person controlling any Underwriterpfficers or directors or any person controlling thompany or the Manager, and (ii) delivery
of and payment for the Shares.

20. Integration This Agreement supersedes all prior agreememtsiaderstandings (whether written or oral) amorg th
Company, the Manager and the Underwriters, or dlyemm, with respect to the subject matter hereof.

21. CounterpartsThis Agreement may be signed by the parties inasmaore counterparts which together shall congtitute
and the same agreement among the parties.

22. Successors and Assigithis Agreement shall be binding upon the Underwgijtthe Company and the Manager and their
successors and assigns and any successor or asaigysubstantial portion of the Company’s, thensiger's and any of the Underwriters’
respective businesses and/or assets.

23. TIME TIME SHALL BE OF THE ESSENCE OF THIS AGREEMENTXEEPT AS OTHERWISE SET FORTH HEREIN,
SPECIFIED TIMES OF DAY REFER TO NEW YORK CITY TIME.
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If the foregoing correctly sétsth the understanding among the Company, thedgenand the Underwriters, please so indicate in

the space provided below for the purpose, wheretigisrietter and your acceptance shall constituilnding agreement among the Company
and the Underwriters, severally.

Very truly yours,
CHIMERA INVESTMENT CORPORATION
By:

Name:
Title:

FIXED INCOME DISCOUNT ADVISORY COMPANY
By:

Name:
Title:
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Accepted and agreed to as of the date first abaiteew, on behalf o
itself and the other several Underwriters nameSchedule A

MERRILL LYNCH & CO.
MERRILL LYNCH, PIERCE, FENNER & SMITF
INCORPORATE

By: Merrill Lynch, Pierce, Fenner & Smith
Incorporate

By

Authorized Signato
For themselves and as Representatives of the Otiagrwriters named in Scheduleh&reto.

32



Underwriter

SCHEDULE A

Number of
Firm Shares

Merrill Lynch, Pierce, Fenner & Smith Incorporal
Credit Suisse Securities (USA) LL

Deutsche Bank Securities Ir

Citigroup Global Markets Inc

J.P. Morgan Securities In

UBS Securities LLC

JMP Securities LLC

Keefe, Bruyette & Woods, Ini

Total

Sch-A

,_”_,,_,,_,,_,,_,,_,,_,
[y S S S S S S —

[]



SCHEDULE B
Issuer General Use Free Writing Prospectus
[None]

Sch-B



Number of Firm Share:

Initial public offering price per Shar

SCHEDULE C

Information

[]
]

Sch-C



EXHIBIT A
OPINION OF K&L GATES LLP

1. The Company is a corporation duly npooated and existing and in good standing undetats of the State of Maryland, with the
corporate power and authority to own, lease andabpdts properties and conduct its business agites in the General Disclosure Package
and the Prospectus and to enter into and perfarmbiigations under or as contemplated by the Umdiémng Agreement. The Manager is a
corporation duly incorporated and in good stana@ingd has a legal existence so far as the recortie @ecretary of State of the State of
Delaware show under the laws of the State of Delawaith the corporate power and authority to olease and operate its properties and
conduct its business as described in the Genesalddiure Package and the Prospectus and to ettemid perform its obligations under or as
contemplated by the Underwriting Agreement.

2. The Company is duly qualified to dsingss as a foreign corporation and is in gooddstgrin each jurisdiction where the ownership
or leasing of its properties or the conduct obitsiness requires such qualification, except wttedailure to be so qualified and in good
standing would not have a Material Adverse Effegti your permission, we have relied in respeanatters of fact related to the opinion in
this paragraph upon a certificate of an officetnaf Company).

3. The Underwriting Agreement has beely duthorized, executed, and delivered by the Coampahe Underwriting Agreement has
been duly authorized, executed, and delivered éyvthnager.

4. The Shares have been duly authorigettido Company for issuance and sale to the Undemsrpursuant to the Underwriting
Agreement and, when issued and delivered by thep@aagnpursuant to the Underwriting Agreement aggagiment of the consideration set
forth therein, will be validly issued, fully paichd non-assessable and no holder of the Sharesvll be subject to personal liability, under the
General Corporation Law of the State of Marylar (t MGCL ") or the Charter or By-laws of the Company, soleyyreason of being a
holder.

5. The Company has an authorized capédin as of June 30, 2008 as set forth in theutat Prospectus as of the Applicable Time
the Prospectus under the caption “ Capitalizafio¥l issued and outstanding shares of capitatistof the Company are validly issued, fully
paid, and non-assessable, and conform in all nehtexspects with the description thereof containettie Prospectus. The Shares when issued
and outstanding will conform in all material resggewith the description thereof contained in then€eal Disclosure Package and the
Prospectus.

6. The issuance of the Shares is noestip preemptive or other similar rights of anycgholder of the Company arising by operatio
the MGCL or under the Charter or By-laws of the @amy, or, to our knowledge, any contractual pre@rapights, resale rights, rights of first
refusal or similar rights. To our knowledge, excaptisclosed in the Registration Statement anétbspectus, there is no outstanding option,
warrant or other right calling for
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the issuance of, and no commitment, plan or arnaege to issue, any shares of capital stock of the@ny or any security convertible into,
exercisable for, or exchangeable for shares otalagtiock of the Company. To our knowledge, exeapdisclosed in the Registration Staten
and the Prospectus, no holder of any security@fXmpany has the right to have any security oviayeslich holder included for registratior
the Registration Statement.

7. The forms of certificate used by tr@n@any to represent shares of Common Stock commyt material respects with any applicable
requirement of the MGCL, the Company’s Charter Bgdaws, and the New York Stock Exchange.

8. The information in the Statutory Presjuis as of the Applicable Time and the Prospaatdsr the caption “Description of Capital
Stock,” “Certain Provisions of the Maryland GeneZalrporation Law and Our Charter and Bylaws,” “Risdctors — Loss of our 1940 Act
exemption would adversely affect us and negatiaéfigct the market price of shares of our commonksemd our ability to distribute dividen
and could result in the termination of the manageragreement with our Manager,” “Risk Factors — Charter and bylaws contain provisions
that may inhibit potential acquisition bids thatyand other stockholders may consider favorable tlh@ market price of our common stock
may be lower as a result” and “Risk Factoi®u rights and your rights to take action againstdairectors and officers are limited, which co
limit your recourse in the event of actions noyaur best interests,” to the extent that such imfation constitutes a summary of legal matters
under the MGCL or of provisions of the Company’sa@ar or By-laws or the 1940 Act (as defined beldvgs been reviewed by us and is
correct in all material respects.

9. The Registration Statement and theptctus (in each case other than (A) the finasté&éments and supporting schedules and other
financial and accounting data included or incorpetdby reference therein or omitted therefrom ashich we express no opinion) and (B)
except as expressed in our opinion in paragragbeldw, the documents incorporated therein), abeif tespective effective dates, as the case
may be, each complied, and as of the date herebf@amply, as to form in all material respectshi® applicable requirements of the Securities
Act.

10. The annual report on Form 10-K fa ylear ended December 31, 2007, the quarterly teparForm 10-Q for the fiscal quarters
ended March 31, 2008 and June 30, 2008, and tltolef proxy statement filed with the Commissiom iarch 31, 2008, incorporated by
reference in the Registration Statement (other tharfinancial statements and supporting scheaguidsother financial and accounting data
included therein, as to which we express no opjniwhen they were filed with the Commission (odater, upon filing of an amendment
thereto) complied as to form in all material regpetith the requirements of the Securities Exchakgfeof 1934, as amended, and the rules
regulations of the Commission promulgated thereutat#lectively, the “ 1934 Act).

11. The Registration Statement has beetated effective under the Securities Act; thesPeatus has been filed pursuant to Rule 424(b)
of the Securities Act Regulations in the manner\aitdin the time period required by Rule 424(b)twaiut reference to Rule 424(b)(8)); anc
our knowledge, based solely on a telephone contiensaith a member of the staff of the Commissioa,stop order suspending the
effectiveness of the Registration
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Statement has been issued under the Securitiemnélato proceedings for that purpose have beeatwmitior threatened by the Commission.

12. To our knowledge, no consent, appra@ughorization, or other order of any federalulagory body, federal administrative agency or
other federal governmental body of the United StafeAmerica or any state regulatory body, stataiattrative agency or other state
governmental body of the State of Maryland is reggiunder the Applicable Laws for the Company soiésand sell the Shares to the
Underwriters as contemplated by the Underwritingegnent and to consummate the transactions cordgédphereby.

13. The execution, delivery and perforoeaaf the Underwriting Agreement by the Company #redManager, the issuance and sale of
the Shares to the Underwriters as contemplatetid{hderwriting Agreement and consummation of thegactions contemplated thereby do
not and will not conflict with or result in a brdaor violation of any of the terms and provisiorfisamnstitute a default under, or, in the case of
the Company, cause a Repayment Event under (Ainadleyture, mortgage, deed of trust, lease, repsechgreement or other agreement,
known to us, to which the Company or the Managerpsurty or is bound, except for such for suchatiohs, conflicts, breaches, defaults, li¢
charges, or encumbrances that would not resulMiaterial Adverse Effect, (B) the Charter or By-laf the Company or the Manager, (C)
Applicable Laws, (D) the Investment Company Actl8#0, as amended (the “ 1940 Axtor (E) or, to our knowledge, based solely diact
certificate, any judgment, decree, order, rulaegulation, of any court, other governmental autiipor arbitrator having jurisdiction over the
Company or the Manager, except for such for suotations, conflicts, breaches, defaults, liensygés, or encumbrances that would not result
in a Material Adverse Effect. As used herein, agpRyment Everit means any event or condition which gives the haddemny note, debentu
or other evidence of indebtedness (or any perstimgagn such holder’s behalf) the right to requfre repurchase, redemption or repayment of
all or a portion of such indebtedness by the Comptime Manager or any of their subsidiaries.

14. To our knowledge, no default by th@@any or the Manager exists in the due performanobservance of any material obligation,
agreement, covenant, or condition contained inamjract, indenture, mortgage, loan agreement, tedee, repurchase agreement, other
agreement, or instrument that is described or medeto in the Registration Statement or the Prasigear filed or incorporated by reference as
an exhibit to the Registration Statement, excepgaich case above, for such for such violationsflicts, breaches, defaults, liens, charges, or
encumbrances that would not result in a Materialgkde Effect.

15. To our knowledge, without independeaqtiiry, there are no actions, suits, claims, stigations or proceedings pending or threat
to which the Company or the Manager is or wouldlparty or to which any of their respective proigsrts subject which are required to be
described in the Registration Statement or Prospdait are not so described.

16. The Company is not, and the transastcontemplated by the Underwriting Agreement molf cause the Company to be required to
register as an “investment company” under the 180
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In acting as counsel to the Company and the Managehave participated in conferences with officard other representatives of the
Company, the Manager, the independent public adaatsifor the Company, and your representativeshath conferences the contents of the
Registration Statement and the Prospectus, anedeataatters were discussed. Although we are naipgsipon or assuming responsibility for
the accuracy, completeness or fairness of themséatts included or incorporated by reference irRbgistration Statement, the Prospectus, the
General Disclosure Package, or the Incorporatedieats (as defined below) and have made no indepéstieck or verification thereof
(except as set forth in paragraph eight abovejherbasis of the foregoing, nothing has come tcattention which has led us to believe that (i)
the Registration Statement, at the time the Registr Statement became effective, contained amiersttatement of a material fact or omitte
state a material fact required to be stated theneirecessary to make the statements therein mteading, (ii) the documents included in the
General Disclosure Package, as of the ApplicabieeTicontained any untrue statement of a matealfiaomitted to state any material fact
necessary in order to make the statements thénetime light of circumstances under which they weide, not misleading, or (iii) the
Prospectus, as of its date or on the date hemegfided or includes an untrue statement of a natett or omitted or omits to state a material
fact necessary in order to make the statementsithen light of the circumstances under which there made, not misleading, except in each
case that we express no belief and make no statemiterrespect to financial statements and suppgrsichedules and other financial and
accounting data included or incorporated by refeggn or omitted from the Registration Statemdmg, Rrospectus, the General Disclosure
Package, or the Incorporated Documents. With régpestatements contained in the General DiscloBaxkage, any statement contained in
any of its constituent documents shall be deeméxe tmodified or superseded to the extent that mfmyrnation contained in subsequent
constituent documents modifies or replaces su¢hraent. As used herein, the term “Incorporated Duents,” when used with respect to the
Registration Statement or the Prospectus as oflatey means the documents incorporated or deenteditworporated by reference in the
Registration Statement or the Prospectus, as 8eeroay be, as of such date pursuant to Item 29rof IS-11.
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EXHIBIT B
OPINION OF MCKEE NELSON LLP

For all taxable years commeaguairith its taxable year ended December 31, 20@&7Cibimpany has been, and upon the sale of
Shares will continue to be, organized and operatednformity with the requirements for qualifioati and taxation as a “real estate investment
trust” (a “ REIT") under Section 856 through 860 of the Interna¥&rie Code of 1986, as amended (the “ ChdEhe Company’s proposed
method of operation will enable the Company to tw# to meet the requirements for qualification tdtion as a REIT under the Code, and
no actions have been taken (or not taken whichesyeired to be taken) which would cause such qaatibn to be lost. The disclosure
contained in the General Disclosure Package anBrib&pectus under the captions “Certain FederahhecTax Considerations” and “Risk
Factors—Tax Risks” to the extent such informationstitutes a summary of the United States fedacaime tax laws and legal conclusions
referred to therein, is accurate in all materiapexts and fairly summarizes the federal incomeatas referred to therein. Moreover, the
disclosure in the Canadian Offering Memorandum utigke caption “United States Federal Income Taxd@imrations,” to the extent such
disclosure constitutes a summary of the UnitedeStideral income tax laws and legal conclusiofesned to therein, is accurate in all mate
respects and fairly summarizes the federal incardaws referred to therein.
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EXHIBIT C
October ___, 2008

MERRILL LYNCH & CO.

MERRILL LYNCH, PIERCE, FENNER & SMITH INCORPORATED,
As Representatives of the several Undeaver,

4 World Financial Center

New York, New York 1008!

Ladies and Gentlemen:

In consideration of the agreatrad Merrill Lynch & Co., Merrill Lynch, Pierce,énhner & Smith Incorporated (“ Merrill Lynch
and certain other underwriters to underwrite a psegl public offering (the “ Offerin of Common Stock, par value $0.01 per share (the
Common StocK), of Chimera Investment Corporation, a Marylamdporation (the “ Compant), as contemplated by a registration statement
on Form S-11 (File No. 333-151403), as amended“(Begistration Statemeri}, the undersigned hereby agrees that the undedigiill not,
for a period of 90 days after the commencement@Qffering, without the prior written consent oeNill Lynch, offer, sell, contract to sell,
pledge, grant any option to purchase or otherwisigode of, directly or indirectly, any shares gbita stock, or any securities convertible into,
or exercisable, exchangeable or redeemable foresiod capital stock.

The foregoing sentence shatlapply to the payment by any grantee of any shafresstricted stock or other awards pursuant to
the Company’s Equity Incentive Plan as exists enddite hereof of any withholding or other taxeatneg to such shares through or by means
of the cancellation of a portion of such shares.

Notwithstanding the foregoiifg,1) during the last 17 days of the 90-day restidl period the Company issues an earnings release
or material news or a material event relating ®m@ompany occurs or (2) prior to the expirationhef 90-day restricted period, the Company
announces that it will release earnings resultsegsomes aware that material news or a materialtt @vi#roccur during the 16-day period
beginning on the last day of the 90-day restrigtedod, the restrictions imposed in this agreenséatl continue to apply until the expiration of
the 18-day period beginning on the issuance oé#raings release or the occurrence of the mategias or material event.

The undersigned hereby ackndgds and agrees that written notice of any extersfiche lockup period pursuant to the previc
paragraph will be delivered by Merrill Lynch to tG@mpany and that any such notice properly deliverdl be deemed to have been given to,
and received by, the undersigned. The undersigmtigefr agrees that, prior to engaging in any tretisa or taking any other action that is
subject to the terms of this lock-up agreementrdutihe period from the date of this lock-up agreette and including the 34th day following
the expiration of the initial lock-up period, it give notice thereof to the
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Company and will not consummate such transactidala any such action unless it has received writtnfirmation from the Company that
the lock-up period (as may have been extended potsa the previous paragraph) has expired.

Very truly yours,
By:

Name:
Title:
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Exhibit 1.3
FORM OF STOCK PURCHASE AGREEMENT

THIS STOCK PURCHASE AGREEMENT (this “ Aegment’) dated as of , 2008 is between Chimarastment
Corporation, a Maryland corporation (the * Companyand Annaly Capital Management, Inc., a Maryladporation (the “ Purchasér

RECITALS

WHEREAS, the Purchaser owns 3,621,581edsnd outstanding shares of Common Stock (asedelielow) of the Company and has a
substantive, pre-existing relationship with the Qamy;

WHEREAS, the Company is in the procesegfstering shares of its common stock, par v&ué1 per share (* Common Stodk with
the Securities and Exchange Commission pursugheteegistration statement of the Company on Forii §-ile No. 333-151403) (the “
Registration Statemefit pursuant to which the Company intends to conduptiblic offering of shares of the Company’s Comrftock (the *
Public Offering”); and

WHEREAS, the Company desires to issuesaficshares of its Common Stock to the Purchas¢h®terms and conditions set forth
herein.

AGREEMENT

NOW, THEREFORE, in consideration of tbeefgoing recitals and the mutual promises heresnaftt forth, and, other good and valu
consideration, the parties hereto agree as follows:

ARTICLE 1
AUTHORIZATION, SALE AND ISSUANCE OF SHARES AND OPTI ONS

Section 1.1 Authorizatiomhe Company shall issue shares of Con8tuxk of the Company (the “ Shafgat a
purchase price per share equal to the Public @ffgurice per share (the “ Share Prite

Section 1.2 Sale and Issuaii¢heoShares Subject to the terms and conditions hereof, thm@any shall sell and Purchaser shall
purchase the Shares at the Closing (as definedvhelo




ARTICLE 2
CLOSING

Section 2.1 Closindhe closing (“ Closing) shall occur simultaneously with the closing bétPublic Offering. Upon the Closing
of this transaction, the Purchaser will delivethe Company a wire transfer of immediately ava#diinds to accounts specified by the
Company or certified check in the amount equah®$hare Price multiplied by the number of Shares.

Section 2.2 Deliversubject to the terms of this Agreement, withiref(5) days of the Closing, the Company will delit@the
Purchaser the certificates representing the Shates purchased by the Purchaser from the Company.

ARTICLE 3
REPRESENTATIONS AND WARRANTIES OF THE COMPANY

Section 3.1 Representations\Wiadranties by the Companyrhe Company hereby represents and warrants teutehaser as of
the Closing date as follows:

(a) The Company has been duly formediacarporated and is existing as a corporation iondgstanding under the laws of the
State of Maryland, is duly qualified to do businassl is in good standing as a foreign corporatiogach jurisdiction in which its
ownership or lease of property or assets or thewctrof its business requires such qualificatio@wept where the failure to so qualify
would not have a material adverse effect on thénless, assets, properties, prospects, financialiton or results of operation of the
Company taken as a whole (a_“ Material Adverse dffg and has full corporate power and authority msegy to own, hold, lease
and/or operate its assets and properties, to cotiteibusiness in which it is engaged and to enterand perform its obligations under
this Agreement and to consummate the transactiomzmplated hereby, and the Company is in compdiamall material respects with
the laws, orders, rules, regulations and directisesed or administered by such jurisdictic

(b) The authorized capital stock of tr@rany is 550,000,000 shares of stock, consisfifi§®,000,000 shares of Common
Stock, of which shares are issued andanding as of the date hereof, and 50,000,000 siudgreferred stock, par value $0.01
per share, of which none are issued and outstandlhgf the issued and outstanding shares of eaptbck have been duly and validly
authorized and issued and are fully paid and neeszable, have been issued in compliance witke@diral and state securities laws and
were not issued in violation of any preemptive tighsale right, right of first refusal or similaght.

(c) The Shares have been duly and vatidiyorized by the Company for issuance and sakupat to this Agreement and, when
issued and delivered against payment therefor@asded herein, will be duly and validly issued datly paid and
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nor-assessable, free and clear of any pledge, liemneim@nce, security interest or other cla

(d) The certificates for the Shares ardiue and proper form and the holders of the Shaitesot be subject to personal liability
by reason of being such holde

(e) This Agreement has been duly autleariexecuted and delivered by the Company anditatesta valid and bindin
agreement of the Company enforceable in accordaitbéts terms, except to the extent that enforasinieereof may be limited by
bankruptcy, insolvency, reorganization or otherdaiffecting enforcement of credit’ rights or by general equitable principl

(f) The management agreement (the “ Mament Agreemeri), dated as of November 21, 2007, between the Goyjpnd
Fixed Income Discount Advisory Company (the “ Maegdl), as amended on , 2008, has been dtligrzed, executed and
delivered by the Company and constitutes a valdtltanding agreement of the Company enforceabledom@ance with its terms,
except to the extent that enforcement thereof nealinited by bankruptcy, insolvency, reorganizatiwrother laws affecting
enforcement of creditc’ rights or by general equitable principl

(g) The Company has “significant subsidiari¢’ (as such term is defined in Rul-02 of Regulation -X promulgated under tr
Securities Act of 1933, as amended (the “ Secsrhiet”)) and, except for the equity of Chimera Secusititoldings, LLC, does not
own, directly or indirectly, any shares of stockaow other equity or long-term debt securitiesrof eorporation or have any equity
interest in any firm, partnership, joint venturssaciation or other entity. Complete and corregie®of the articles of incorporation &
of the bylaws of the Company and all amendment®tbdave been delivered to the Purchaser andpeaseset forth in the forms of
documents delivered to the Purchaser, no changesithwill be made subsequent to the date herabpanor to the time of purchas

(h) The financial statements of the Comypaogether with the related schedules and nb&®to, delivered to the Purchaser
accurate in all material respects and fairly prei@mnfinancial condition of the Company as of dates indicated and the results of
operations, changes in financial position, stoctbrd’ equity and cash flows for the periods thesgiacified are in conformity with
generally accepted accounting principles consistemqiplied throughout the periods involved (excapbtherwise stated therein). The
selected financial and statistical data delivecethe Purchaser present fairly the information ghéiverein and, to the extent based u



or derived from the financial statements, have lmsmpiled on a basis consistent with the finangialements presented there

(i) The Company is insured by insurerseafognized financial responsibility against suxtskes and risks and in such amounts as
are prudent and customary in the business in wihiskengaged. The Company has no reason to betletat will not be able to renew
its existing insurance coverage as and when suatrage expires or 1
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obtain similar coverage from similar insurers ayba necessary to continue its business at aftastwbuld not have a Material
Adverse Effect

() The Company is not in breach of,odefault under (nor has any event occurred whith motice, lapse of time, or both
would result in any breach of, or constitute a difander), (i) its articles of incorporation orlaws or (ii) any obligation, agreement,
covenant or condition contained in any contracerise, repurchase agreement, indenture, mortgege,ad trust, bank loan or credit
agreement, note, lease or other evidence of indebgs, or any lease, contract or other agreemeénstoument to which the Compan
a party or by which it or any of its assets or gmigs may be bound or affected, the effect of Whieach or default under clause (i)
above could have a Material Adverse Effect. Thecatien, delivery and performance of this Agreem#ém,issuance and sale of the
Shares and the consummation of the transactiortermmmated hereby will not conflict with, or resirtany breach of, constitute a
default under or a Repayment Event (as definedAdjelmder (nor constitute any event which with netiapse of time, or both would
result in any breach of, constitute a default uraiex Repayment Event under), (i) any provisiothefarticles of incorporation or
bylaws of the Company, (ii) any provision of anyntract, license, repurchase agreement, indentwegage, deed of trust, bank loan
or credit agreement, note, lease or other evidehoaebtedness, or any lease, contract or othereagent or instrument to which the
Company is a party or by which the Company or dnysassets or properties may be bound or affettedeffect of which could have
Material Adverse Effect, or (iii) under any federstiate, local or foreign law, regulation or ruteany decree, judgment or order
applicable to the Company. As used herein, a “ Reyeat Event means any event or condition which gives the aolf any note,
debenture or other evidence of indebtedness (opargon acting on such holdebehalf) the right to require the repurchase, mgalion
or repayment of all or a portion of such indebtexdnisy the Company or any of its subsidiar

(k) There are no actions, suits, claiimgestigations, inquiries or proceedings pendingmthe best of the Compé’s knowledge
threatened to which the Company or any of its efficor directors is a party or of which any ofgteperties or other assets is subject at
law or in equity, or before or by any federal, stddcal or foreign governmental or regulatory cassion, board, body, authority or
agency which could result in a judgment, decreerder having a Material Adverse Effe

() No approval, authorization, consenbrer of or filing with any national, state ocld governmental or regulatory
commission, board, body, authority or agency isiiregl in connection with the issuance and salé@fShares or the consummation by
the Company of the transaction contemplated heogtiyr than any necessary qualification under toariiées or blue sky laws of the
various jurisdictions in which the Shares are beaiffgred by the Compan

(m) The Company has all necessary licgregthorizations, consents and approvals and hds @all necessary filings requir
under any federal, state, local or foreign lawutatjon or rule, and has obtained all necessamnpgrauthorizations, consents and
approvals from other Persons (as defined below)rder to conduct it
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business, except as such as could not have a slaAeiverse Effect. The Company is not required toy applicable law to obtai
accreditation or certification from any governméigency or authority in order to provide the pro@duand services which it currently
provides or which it proposes to provide excepdssh as could not have a Material Adverse Effelse Tompany is not in violation of,
or in default under, any such license, permit, adgiation, consent or approval or any federal estimical or foreign law, regulation or
rule or any decree, order or judgment applicablia¢goCompany, the effect of which could have a Maté\dverse Effect

(n) The Company has not incurred anyiliistfor any finder's fees or similar payments in connection with thedactions herei
contemplated

(o) The Company owns or possesses adeticanse or other rights to use all patents, treat&s, service marks, trade names,
copyrights, software and design licenses, tradeetgeananufacturing processes, other intangiblpgrty rights and know-how
(collectively, “ Intangibles) necessary to entitle the Company to condudbuisiness, and the Company has not received ndtice o
infringement of or conflict with (and the Companydws of no such infringement of or conflict wittgsarted rights of others with
respect to any Intangibles which could have a Niatédverse Effect

(p) The Company has filed all federadtstand foreign income and franchise tax returgsired to be filed on or prior to the date
hereof and has paid taxes shown as due therediafoare otherwise due and payable), other thastakich are being contested in
good faith and for which adequate reserves have bstablished in accordance with generally accegdedunting principles. The
Company has no knowledge, after due inquiry, ofamydeficiency which has been asserted or thredtagainst the Company. To the
knowledge of the Company, there are no tax retafitise Company that are currently being auditedeoleral, state or local taxing
authorities or agencies which would have a Mateéihlerse Effect

(g) The Company is not in violation, drabs not received notice of any violation with regge, any applicable environmental,
safety or similar law applicable to the businesthefCompany. The Company has received all periitis)ses or other approvals
required of them under applicable federal and stateipational safety and health and environmeates land regulations to conduct its
business, and the Company is in compliance witteaths and conditions of any such permit, licensapproval, except any such
violation of law or regulation, failure to receivequired permits, licenses or other approvals ituriato comply with the terms and
conditions of such permits, licenses or approvdlgivcould not, singly or in the aggregate, hawaterial Adverse Effec!

(r) There are no existing or threateraxbt disputes with the employees of the Companghvaie likely to have individually ¢
in the aggregate a Material Adverse Efft



(s) Neither the Company nor any of itesdiaries nor, to the Company’s knowledge, anyleyge or agent of the Company or
its subsidiaries has made ¢




payment of funds of the Company or its subsidiasieeceived or retained any funds in violatioran¥ law, rule or regulation, except
as disclosed to the Purchas

(t) Subsequent to the respective dates ahich information is delivered to the Purchagkere has not been (i) any material
adverse change, or any development which wouldbreddy be expected to cause a material adversgehamthe business, properties
or assets, or the results of operations, cond{fioancial or otherwise), net worth, business, pexds or operations of the Company
taken as a whole, (ii) any transaction which isariat to the Company, except transactions in tiknary course of business, (iii) any
obligation, direct or contingent, which is matetiathe Company taken as a whole, incurred by thmg@any, except obligations
incurred in the ordinary course of business, (iheo than the Public Offering, any change in thgiteastock or, except in the ordinary
course of business, outstanding indebtedness @ahgpany, or (v) any dividend or distribution ofyddnd declared, paid or made by
the Company on any class of its capital stock. Chmpany has no material contingent obligation witiah not been disclosed to the
Purchaser

(u) The descriptions provided to the Raser of the legal or governmental proceedingdracts, leases and other legal
documents therein described present fairly therin&tion shown, and there are no other legal or gouental proceedings, contracts,
leases, or other documents. All agreements betitee@ompany and third parties delivered to the Iraser are legal, valid and binding
obligations of the Company enforceable in accordamith their respective terms, except to the ex¢éefibrceability may be limited by
bankruptcy, insolvency, reorganization, moratoriamnsimilar laws affecting creditors’ rights gendyadnd by general equitable
principles.

(v) There are no Persons with registratioother similar rights to have any equity or t&grurities, including securities which
convertible into or exchangeable for equity se@sjtof the Company registered by the Company uthdeBecurities Ac

(w) No person, as such term is defineRue 1-02 of Regulation S-X promulgated under3keurities Act (each, a * Pers9n
has the right, contractual or otherwise, to cabhegompany to issue to it any shares of capitaksbo other securities of the Company
upon the issue and sale of the Shares hereundetpee any Person have preemptive rights, co-gdiesy rights of first refusal or other
rights to purchase or subscribe for any of the &har any securities or obligations convertible iot exchangeable for, or any contracts
or commitments to issue or sell any of, the Sharesy options, rights or convertible securitie®bligations, other than those that h
been expressly waived prior to the date het

(x) The Company (i) does not have anyeasisor outstanding preferred stock or (ii) hasdefaulted on any installment on
indebtedness for borrowed money or on any rentalmenor more long term leases, which defaults wbakke a Material Adverse Effe
on the financial position of the Compal



(y) Each of the Company and its officelisectors and controlling Persons has not, diyemtlindirectly, (i) taken any action
designed to cause or to result in, or that hastitotesd or which might reasonably be expected tustitute, the stabilization or
manipulation of the price of the Common Stock tilfiate the sale of the Shares, or (ii) excephwéspect to the Public Offering (A)
sold, bid for, purchased, or paid anyone any corsgigon for soliciting purchases of, the ShareBypaid or agreed to pay to any
Person any compensation for soliciting anothenteipase any other securities of the Comp.

(z) Neither the Company nor any of itiliates (i) is required to register as a “broker’“dealer” in accordance with the
provisions of the Securities Exchange Act of 138tamended (the “ Exchange Axor (ii) directly or indirectly through one or me
intermediaries, controls or has any other assatiatith (within the meaning of Article | of the Bys of the Financial Industry
Regulatory Authority” FINRA ")) any member firm of the FINR/

(aa) Any certificate signed by any offioé the Company delivered to the Purchaser putsiwaor in connection with thi
Agreement shall be deemed a representation andntgriy the Company to the Purchaser as to theersatovered thereb

(bb) As of the date of this Agreemeng @ompany has no plan or intention to materialigrats capital investment policy or
investment allocation strategy, both as describetié Purchaser. The Company has good and mar&ditdlto all of the properties a
assets owned by it, in each case free and clemmo$ecurity interests, liens, encumbrances, eguitilaims and other defects (excep
any security interest, lien, encumbrance or cldiat tnay otherwise exist under any applicable rdmge agreement), except such as do
not have a Material Adverse Effect and do not feterwith the use made or proposed to be madeabf groperty or asset by the
Company, and except as described to the PurchseiCompany owns no real property. Any real propand buildings held under
lease by the Company are held under valid, exigtimjenforceable leases, with such exceptionseadiselosed to the Purchaser or are
not material and do not interfere with the use marderoposed to be made of such property and Imgjtdby the Compan'

(cc) The Company maintains a system tefriral accounting controls sufficient to providagenable assurance that (i)
transactions are executed in accordance with mamagtés general or specific authorizations, (iinsactions are recorded as necessary
to permit preparation of financial statements infoomity with generally accepted accounting pritegas applied in the United States
and to maintain asset accountability, (iii) acdesassets is permitted only in accordance with rgameent’s general or specific
authorization, and (iv) the recorded accountabflityassets is compared with the existing assetsaabnable intervals and appropriate
action is taken with respect to any different

(dd) The Company has established andtaiasdisclosure controls and procedures (as ®romis defined in Rule 13a-14 and
15c¢-14 under the Exchange Ac




such disclosure controls and procedures are destgnensure that material information relatingite Company is made known to the
Company’s Chief Executive Officer and its Chief &iigial Officer, and such disclosure controls aratpdures are effective to perform
the functions for which they were established; sigyificant material weaknesses in internal costi@ve been identified for the
Company’s Chief Executive Officer and its Chief &icial Officer; and since the date of the mostmeegaluation of such disclosure
controls and procedures, there have been no gignifchanges in internal controls or in other fexctbat could significantly affect
internal controls

(ee) The Company has not, directly oirgatly, including through any of its subsidiariextended credit, arranged to exte
credit, or renewed any extension of credit, inftren of a personal loan, to or for any directoegecutive officer of the Company, or to
or for any family member or affiliate of any director executive officer of the Compar

(ff) The Company is in compliance with @lesently applicable provisions of the Sarb-Oxley Act of 2002 and the rules a
regulations promulgated thereunder (the “ Sarb#&wdey Act”) and is actively taking steps to ensure thatiit e in compliance with
other applicable provisions of the Sarbe«Oxley Act upon the effectiveness of such provisic

(gg) Deloitte & Touche LLP, are and, aigrithe periods covered by their reports, were ndependent public accountar

(hh) The Company, since its date of iticep has been, and upon the sale of the Sharésamilinue to be, organized and
operated in conformity with the requirements foalification and taxation as a “real estate investntust” (a “ REIT") under Sections
856 through 860 of the Internal Revenue Code 06188 amended, and the regulations and publishegbietations thereunder
(collectively, the “ Codé), for all taxable years commencing with its taleapear ended December 31, 2007. The proposed mhetho
operation of the Company as described to the Psechwill enable the Company to continue to meetéggirements for qualification
and taxation as a REIT under the Code, and norectiave been taken (or not taken which are reqtiree taken) which would cause
such qualification to be lost. The Company intetedsontinue to operate in a manner which would figitrto qualify as a REIT under
the Code. The Company has no intention of chaniggngperations or engaging in activities which wboause it to fail to qualify, or
make economically undesirable its continued quatfon, as a REIT

(i) The Company is not and, after givieifect to the offering and sale of the Shared, wat be an “investment company” or an
entity “controllec” by an“investment compan” as such terms are defined in the Investment Companhgf 1940, as amende

(i) The Company has a substantive, pistieg relationship with the Purchaser and wasdally contacted by the Purchaser or its
agents outside of the Public Offering effort. Then@any (i) did not identify or contact the Purchrabeough the
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marketing of the Public Offering and (ii) was notlépendently contacted by the Purchaser as a oéghlt general solicitation by me:
of the Registration Stateme

(kk) No representation or warranty maglehe Company in this Agreement contains any urgtatement of a material fact or
omits to state a material fact necessary to makesach representation or warranty, in light of ¢ireumstances in which it was made,
not misleading

ARTICLE 4

REPRESENTATIONS AND WARRANTIES OF PURCHASER AND
RESTRICTIONS ON TRANSFER IMPOSED BY THE SECURITIES ACT

Section 4.1 Representations\Wiadranties by the PurchaseFhe Purchaser represents and warrants to the &onmgs of the day
of Closing as follows:

(a)lnvestment Inten. The Purchaser is acquiring the Shares for investifor the Purchas’s own account, not as nominee
agent, and not with a view to or for resale in aation with, any distribution or public offeringetteof within the meaning of the
Securities Act and applicable law. The Purchasettiha requisite corporate power and authority tereinto and perform this
Agreement

(b)_Shares Not Registerethe Purchaser understands and acknowledgesthaftfering of the Shares pursuant to this Agred
will not be registered under the Securities Actlomgrounds that the offering and sale of secsritentemplated by this Agreement are
exempt from registration under the Securities Agspant to Section 4(2) thereof and exempt fronsteggion pursuant to applicable
state securities or blue sky laws, and that the @oy's reliance upon such exemptions is predicapssh such Purchaser’s
representations set forth in this Agreement. Thelaser acknowledges and understands that thesSinaist be held indefinitely unless
the Shares are subsequently registered under theitges Act and qualified under state law or uslaa exemption from such
registration and such qualification is availal

(c)No Transfel. Subject to the provisions of Section 5.2, thecRaser covenants that in no event will the Purahdispose o
any of the Shares (other than in conjunction witreHective registration statement for the Shareteu the Securities Act) unless and
until (i) the Purchaser shall have notified the @amy of the proposed disposition and shall haveished the Company with a
statement of the circumstances surrounding thegsexb disposition, and (i) if reasonably requesigthe Company, the Purchaser <
have furnished the Company with an opinion of celisatisfactory in form and substance to the Comparhe effect that (x) such
disposition will not require registration under tBecurities Act, and (y) appropriate action neagsfa compliance with the Securities
Act and any other applicable state, local, or fgmdaw has been taken, and (iii) the Company hasemted, which consent shall not be
unreasonably delayed or withhe

(d)Authority . This Agreement has been duly authorized, execteddelivered by the Purchaser and constitutesié and
binding agreement of the Purchaser enforceabledardance with its terms, except to the extenten&rcement thereof may be limi
by bankruptcy, insolvency, reorganization or otlagrs affecting enforcement of credit’ rights or by general equitable principl

(e)No Breact. The execution, delivery and performance of thise®ement by the Purchaser and the consummatidre
transactions by the Purchaser contemplated herdbiyotconflict with, or result in any breach afpnstitute a default under (nor
constitute any event which with notice, lapse wfej or both would result in any breach of, or cibutst a default under), (i) any
provision of the articles of incorporation or bykwf the Purchaser, (ii) any provision of any cacty license, repurchase agreement,
indenture, mortgage, deed of trust, bank loan editagreement, note, lease or other evidencedebitedness, or any lease, contract or
other agreement or instrument to which the Puratiaseparty or by which the Purchaser or anyof#sets or properties may be bound
or affected, the effect of which could have a Miatekdverse Effect, or (iii) under any federal,tstdocal or foreign law, regulation or
rule or any decree, judgment or order applicabki¢oPurchase

(HKnowledge and Experien«. The Purchaser (i) has such knowledge and exmerienfinancial and business matters as t
capable of evaluating the merits and risks of theelPasers prospective investment in the Shares; (ii) hasttility to bear the econon
risks of the Purchaser’s prospective investmerd;(@n has not been offered the Shares by any fofmdvertisement, article, notice, or
other communication published in any newspaper,axiag, or similar medium; or broadcast over televi®r radio; or any seminar or
meeting whose attendees have been invited by athyraedium

(9)_Investigation The Purchaser has carefully reviewed the reptaens concerning the Company contained in thissément,
and has made detailed inquiry concerning the Compemnbusiness and its personnel; the officethefCompany have made available
to the Purchaser any and all written informationichtit has requested and have answered to the &ech satisfaction all inquiries
made by the Purchaser; and the Purchaser hasienffimisiness and financial knowledge and expegisacas to be capable of
evaluating the merits and risks of its investmerthe Company. The Purchaser has received a capye @@ompany’s articles of
incorporation, as amended, the Compariylaws, as amended, and this Agreement and hdsarel understands the respective con
thereof. The Purchaser has had the opportunitgkajaestions of the Company and has received asgwesuch questions from the



Company. The Purchaser has carefully reviewed aalliated these documents and understands thearisksther considerations
relating to the investmer

(h)Qualified Institutional Buye. The Purchaser is"qualified institutional buy¢’ as defined in Rule 144A, promulgated un
the Securities Ac

(i) Accredited InvestorThe Purchaser is an “accredited investm’tefined in Rule 501(a)(8) of Regulation D, prégated unde
the Securities Act
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(j))_Preexisting Relationship The Purchaser has a substantive, pre-existiagigekhip with the Company and was directly
contacted by the Company or its agents outsideeoPublic Offering effort. The Purchaser (i) was identified or contacted through
the marketing of the Public Offering and (ii) didtrindependently contact the Company as a restiteofjeneral solicitation by means
of the Registration Stateme

(k)Finder's Fees. The Purchaser has not incurred any liabilitydioy finde’s fees or similar payments in connection with
transactions herein contemplat

Section 4.2 Legendsach certificate representing the Shares shahidersed with the following legends:

(a)Federal Legen. The securities represented by this certificateehot been registered under the Securities A&988, as
amended, and are “restricted securities” as defimé&tlle 144 promulgated under the Securities Abe securities may not be sold or
offered for sale or otherwise distributed excepin(iconjunction with an effective registrationtstment for the shares under the
Securities Act of 1933, as amended, or (i) purst@@an opinion of counsel, satisfactory to the pany, that such registration or
compliance is not required as to said sale, offedistribution.

(b) REIT LegendTHE SHARES REPRESENTED BY THIS CERTIFICATE ARE BIECT TO RESTRICTIONS ON
BENEFICIAL AND CONSTRUCTIVE OWNERSHIP AND TRANSFERSUBJECT TO CERTAIN FURTHER RESTRICTIONS
AND EXCEPT AS EXPRESSLY PROVIDED IN THE CORPORATIGNCHARTER, DURING THE PERIOD COMMENCING ON
THE INITIAL DATE AND PRIOR TO THE RESTRICTION TERMVATION DATE (I) NO PERSON MAY BENEFICIALLY OR
CONSTRUCTIVELY OWN SHARES OF ANY CLASS OR SERIES OHE CAPITAL STOCK OF THE CORPORATION IN
EXCESS OF NINE AND EIGHT-TENTHS PERCENT (9.8%) IN\VUE OR IN NUMBER OF SHARES, WHICHEVER IS MORE
RESTRICTIVE, OF ANY CLASS OR SERIES OF CAPITAL STBOF THE CORPORATION UNLESS SUCH PERSON IS AN
EXCEPTED HOLDER (IN WHICH CASE THE EXCEPTED HOLDHERMIT SHALL BE APPLICABLE); (II) NO PERSON MAY
BENEFICIALLY OR CONSTRUCTIVELY OWN SHARES OF CAPITASTOCK THAT WOULD RESULT IN THE
CORPORATION BEING “CLOSELY HELD” UNDER SECTION 858 OF THE CODE; (Ill) NO PERSON MAY TRANSFER
SHARES OF CAPITAL STOCK THAT WOULD RESULT IN THE CATAL STOCK OF THE CORPORATION BEING
BENEFICIALLY OWNED BY LESS THAN ONE HUNDRED (100) BERSONS (DETERMINED WITHOUT REFERENCE TO ANY
RULES OF ATTRIBUTION); (IV) NO PERSON MAY BENEFICIALY OWN SHARES OF CAPITAL STOCK THAT WOULD
RESULT IN 25% OR MORE OF ANY CLASS OF CAPITAL STOGEING BENEFICIALLY OWNED BY ONE OR MORE
BENEFIT PLAN INVESTORS, DISREGARDING CAPITAL STOCRWNED BY CONTROLLING PERSONS (OTHER THAN
CONTROLLING PERSONS WHICH ARE BENEFIT PLAN INVESTCH}; AND (V) DURING THE PERIOD COMMENCING ON
THE INITIAL DATE AND PRIOR TO THE DATE THE COMMON $OCK QUALIFIES AS A CLASS OF PUBLICL-OFFERED
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SECURITIES, NO PERSON MAY TRANSFER SHARES OF CAPITETOCK WITHOUT OBTAINING FROM ITS
TRANSFEREE A REPRESENTATION AND AGREEMENT THAT (ATS TRANSFEREE IS NOT (AND WILL NOT BE), AND IS
NOT ACTING ON BEHALF OF, A BENEFIT PLAN INVESTOR OR CONTROLLING PERSON AND (B) SUCH TRANSFEREE
WILL OBTAIN FROM ITS TRANSFEREE THE REPRESENTATIOANND AGREEMENT SET FORTH IN THIS CLAUSE (V)
(INCLUDING WITHOUT LIMITATION CLAUSES (A) AND (B)). ANY PERSON WHO BENEFICIALLY OR CONSTRUCTIVEL
OWNS OR ATTEMPTS TO BENEFICIALLY OR CONSTRUCTIVEL®WN SHARES OF CAPITAL STOCK WHICH CAUSES
OR WILL CAUSE A PERSON TO BENEFICIALLY OR CONSTRUGQVELY OWN SHARES OF CAPITAL STOCK IN EXCESS
OR IN VIOLATION OF THE ABOVE LIMITATIONS MUST IMMEDIATELY NOTIFY THE CORPORATION. IF ANY OF THE
RESTRICTIONS ON TRANSFER OR OWNERSHIP IN (1), (AND (i) ABOVE ARE VIOLATED, THE SHARES OF CAPITAL
STOCK REPRESENTED HEREBY WILL BE AUTOMATICALLY TRASFERRED TO A TRUSTEE OF A CHARITABLE TRUST
FOR THE BENEFIT OF ONE OR MORE CHARITABLE BENEFICRES. IF, NOTWITHSTANDING THE FOREGOING
SENTENCE, A TRANSFER TO THE CHARITABLE TRUST IS NCHFFECTIVE FOR ANY REASON TO PREVENT A
VIOLATION OF THE RESTRICTIONS ON TRANSFER AND OWNEFHIP IN (1), (II) AND (lll) ABOVE, THEN THE
ATTEMPTED TRANSFER OF THAT NUMBER OF SHARES OF CAMAL STOCK THAT OTHERWISE WOULD CAUSE ANY
PERSON TO VIOLATE SUCH RESTRICTIONS SHALL BE VOIDBAINITIO. IF ANY OF THE RESTRICTIONS ON TRANSFER
AND OWNERSHIP IN (IV) AND (V) ABOVE ARE VIOLATED, THEN THE ATTEMPTED TRANSFER OF THAT NUMBER OF
SHARES OF CAPITAL STOCK THAT OTHERWISE WOULD CAUSENY PERSON TO VIOLATE SUCH RESTRICTIONS
SHALL BE VOID AB INITIO. IF, NOTWITHSTANDING THE FOREGOING SENTENCE, A PURPORTED TRANSFER IS NOT
TREATED AS BEING VOID AB INITIO FOR ANY REASON, THE THE SHARES TRANSFERRED IN SUCH VIOLATION
SHALL AUTOMATICALLY BE TRANSFERRED TO A CHARITABLETRUST FOR THE BENEFIT OF A CHARITABLE
BENEFICIARY, AND THE PURPORTED OWNER OR TRANSFEREHLL ACQUIRE NO RIGHTS IN SUCH SHARES. IN
ADDITION, THE CORPORATION MAY REDEEM SHARES UPON TEHHTERMS AND CONDITIONS SPECIFIED BY THE
BOARD OF DIRECTORS IN ITS SOLE DISCRETION IF THE B®D OF DIRECTORS DETERMINES THAT OWNERSHIP OR
A TRANSFER OR OTHER EVENT MAY VIOLATE THE RESTRICTONS DESCRIBED ABOVE. ALL CAPITALIZED TERMS I}
THIS LEGEND HAVE THE MEANINGS DEFINED IN THE CHARTR OF THE CORPORATION, AS THE SAME MAY BE
AMENDED FROM TIME TO TIME, A COPY OF WHICH, INCLUDNG THE RESTRICTIONS ON TRANSFER AND
OWNERSHIP, WILL BE FURNISHED TO EACH HOLDER OF CAPAL STOCK OF THE CORPORATION ON REQUEST AND
WITHOUT CHARGE. REQUESTS FOR SUCH A COPY MAY BE DHRTED TO THE SECRETARY OF THE CORPORATION
AT ITS PRINCIPAL OFFICE.
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(c)_Other LegenddNith respect to any other legends required byiegipe law, the Company need not register a tiemsf
legended Shares, and may also instruct its traagfent not to register the transfer of the Shanmgess the conditions specified in such
legend is satisfiec

Section 4.3 Rule 14%he Purchaser is aware of the adoption of Rufelidthe SEC promulgated under the Securitieswaich
permits limited public resale of securities acqdiie a nonpublic offering, subject to the satisfactof certain conditions. The Purchaser
understands that under Rule 144, the conditiorladieg among other things: the availability of cert@urrent public information about the
issuer and the resale occurring not less than eaeafter the party has purchased and paid fasehberities to be sold.

ARTICLE 5
AFFIRMATIVE COVENANTS OF THE PARTIES

Section 5.1 Reporfshe Company hereby covenants and agrees as #ltve Company will furnish to the holders of tHefes
copies of all annual or quarterly financial statetsehe Company regularly provides to the banlatioer lenders extending credit to the
Company as requested by the holders of the Shanesuald be required for a the holder of the Shtwesake any resales of Shares under Rule
144(b) of the Securities Act. In addition, the Canyp will furnish to the holders of the Shares sattter information as may reasonably be
required by any holder of the Shares to furnisbrimation required by any governmental authority.

Section 5.2 Logalp . The Purchaser hereby covenants and agrees asgolThe Purchaser will not until the earlier 9ftfie date
which is three (3) years after the date of thisefgnent or (ii) the termination of the Managementekgnent, without the prior written consent
of the Company, offer, sell, contract to sell, gledgrant any option to purchase or otherwise dispd, directly or indirectly, any shares of
capital stock, or any securities convertible iioexercisable, exchangeable or redeemable foreslud capital stock of the Company.

ARTICLE 6
CONDITIONS TO CLOSING

Section 6.1 Conditions to thedhasels Obligations The obligations of the Purchaser to purchasé&tiaes at the Closing are
subject to the fulfillment to its satisfaction, onprior to the Closing, of the following conditisnany of which may be waived:

(a) Representations and Warranties CbrrBee representations and warranties made by thg@&oy in Article 3 hereof shall be
true and correct when made and at the Closing Cldmepany$ business and assets shall not have been advaffeglied in any materi
way prior to the Closing. The Company shall havégrened in all material respects all obligationsl @onditions herein required to be
performed or observed by it on or prior to the @igs
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(b)Public Offering. The Company shall simultaneously complete thdi®@ifering.

Section 6.2 Conditions to Ohbtigns of the CompanyThe Company’s obligation to sell the Shares atGlosing is subject to the
condition that the representations and warrantiadenby the Purchaser in Article 4 hereof shallrbe &nd correct when made, and on the
Closing.

ARTICLE 7
REGISTRATION RIGHTS

The Purchaser is not entitled to any registratights under this Agreement or associated with tirelgase of the Shares. The purchase shall be
subject to such private restrictions on the transféhe Shares as are designated from time to biynse Company or its investment bankers or
underwriters.

ARTICLE 8
MISCELLANEOUS

Section 8.1 Governing Lawhis Agreement shall be governed in all respbegtthe laws of the State of New York without regard
to conflicts of law principles contrary (with resrces to Section 5-1401 of the New York Generalgahibn Law which by its terms applies to
the this Agreement).

Section 8.2 Survivarhe representations, warranties, covenants amagnts made herein shall survive the Closingef t
transactions contemplated hereby, notwithstandmygravestigation made by the Purchaser. All statemas to factual matters contained in
certificate or other instrument delivered by orbmhalf of the Company pursuant hereto or in conmeatith the transactions contemplated
hereby shall be deemed to be representations amentias by the Company hereunder as of the dadaddf certificate or instrument.

Section 8.3 Successors andghssiExcept as otherwise expressly provided heremptovisions hereof shall inure to the benefit
of, and be binding upon, the successors, assigirs, lexecutors, and administrators of the pahérsto.

Section 8.4 Entire Agreemeihis Agreement and the other documents delivptegduant hereto constitute the full and entire
understanding and agreement between the partieg@gard to the subjects hereof and thereof andghpersede, merge, and render void
every other prior written and/or oral understandinggreement among or between the parties hereto.

Section 8.5 Notices, etll notices and other communications requiregp@mitted hereunder shall be in writing and shall b
delivered personally, mailed by first class madlstage prepaid, or delivered by courier or overifghivery, addressed (a) if to the Purchaser,
at such Purchaser’s address as Purchaser shalfuraighed to the Company in
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writing, or (b) if to the Company, at such othedeass as the Company shall have furnished to thehBser in writing. Notices that are mailed
shall be deemed received five (5) days after deéfjosihe United States mail. Notices sent by cousreovernight delivery shall be deemed
received two (2) days after they have been so sent.

Section 8.6 Severabilityh case any provision of this Agreement shalfdaend by a court of law to be invalid, illegal, or
unenforceable, the validity, legality, and enfoluéty of the remaining provisions of this Agreemeshall not in any way be affected or
impaired thereby.

Section 8.7 Expens@he Company and the Purchaser shall each bdaptie expenses and legal fees in connection vkigh t
consummation of this transaction.

Section 8.8 Titles and Subtitl@he titles of the sections and subsections sf Algreement are for convenience of reference and
are not to be considered in construing this Agregme

Section 8.9 Counterparthis Agreement may be executed in any numbeoofterparts, each of which shall be an original, bu
all of which together shall constitute one instrune

Section 8.10 Delays or OmissioNo delay or omission to exercise any right, pqweremedy accruing to the Company or to
holder of any securities issued or to be issuedurater shall impair any such right, power, or reyngithe Company or such holder, nor shall
it be construed to be a waiver of any breach caulefinder this Agreement, or an acquiescenceithereof or in any similar breach or default
thereafter occurring; nor shall any failure to any right, power, or remedy or any waivermyf aingle breach or a waiver of any other
right, power, or remedy or breach or default thafisee or thereafter occurring. All remedies, eithader this Agreement, or by law or
otherwise afforded to the Company or any holdea|ldfe cumulative and not alternative.

[Signature Page Follows]
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IN WITNESS WHEREOF, the parties heretoehaxecuted this Agreement as of the date firgtevriabove.

CHIMERA INVESTMENT CORPORATION ANNALY CAPITAL MANAGEMENT, INC.
By: By:
Name: Name:

Title: Title:



Exhibit 5.1
Opinion of K&L Gates LLP
October 14, 2008

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

Re: Reqistration of Shares on Forr-11

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-11 filed on Jur088 and all amendments thereto (collectivelyedRtration Statement”) to be filed with
the Securities and Exchange Commission (the “Cosion8) under the Securities Act of 1933, as amer{ttezl “1933 Act”), for the
registration of shares of common stock, $0.01 péwesper share, of the Company (collectively, tBhdres”). Capitalized terms used but not
defined herein shall have the meanings given tmtimethe 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 Registratiote&tant, the Company’s Atrticles of Incorporationaasended and supplemented, and
Bylaws, as amended, the underwriting agreementdmithe Company and the underwriters named thestirrespect to the Shares (the
“Underwriting Agreement”), and the corporate act@f the Company that provide for the adoption sutitsequent amendments of the
Registration Statement and we have made such iotvestigation as we have deemed appropriate. We éaamined 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 trdissumed the legal capacity of natural persorsh&Ve not verified any of those
assumptions.

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 foregatrig,our opinion that:

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




Chimera Investment Corporation
October 14, 2008
Page 2

2. The Shares have been duly authorizes$uance by the Company and, when and if isanddielivered against payment therefor in
accordance with the Underwriting Agreement, willMadidly issued, fully paid and nonassessable.

The opinion expressed herein is limitedhie matters specifically set forth herein andtier opinion shall be inferred beyond the
matters expressly stated. We assume no obligatisogplement this opinion if any applicable lawroes 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 nameofion 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& 292 or the rules and regulations
thereunder.

Yours truly,

/sl K&L Gates LLP




Exhibit 8.1
October 14, 2008

Chimera Investment Corporation
1211 Avenue of the Americas
Suite 2902

New York, New York 1003t

Re: Status as a Real Estate Investment Trust; Infoonai the
Registration Statement under the heac Certain Federe
Income Tax Consideratio”

Dear Sir or Madam:

In connection with the public offering sfiares of common stock in Chimera Investment Gatjom, a Maryland corporation (the
“Company”), pursuant to the Registration StatenoenForm S-11, filed with the Securities ExchangenBussion on October 14, 2008, as
amended (the “Registration Statement”), you hageested our opinion concerning (i) the qualificatemd taxation of the Company as a real
estate investment trust (a “REIT”) under the In&fRevenue Code of 1986, as amended (the “Codé}igrthe information in the Compars/’
Registration Statement including under the headi@gstain Federal Income Tax Considerations” andXRisks.”

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 thenization 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 ancbgable 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 waisldse us to question the accuracy or
completeness of such facts or documents in a rahtealy.

In rendering these opinions, we havemasgslithat 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:




Chimera Investment Corporation
October 14, 2008
Page 2

1. The Company has been organized inaconify with the requirements for qualification aREIT under the Code, and the Company’s
proposed method of operation, as described in dggsRation Statement and as represented in theeDf Certificate, enabled it to satisfy the
requirements for qualification as a REIT beginnivith its taxable year ending December 31, 2007fandubsequent taxable years.

2. All disclosure in the Company’s Regatibn Statement regarding statutes, regulationkegal or governmental proceedings pertaining
to federal income tax matters is accurate in atiemia respects and presents in all material raspgbe 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 mattdrlaw, summaries of legal matters, or legal conolus, has been reviewed by us and is correct in
all material respects and accurately describegetieral income tax considerations that are likelpé material to a holder of the Company’s
common 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 tingg ima 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 common stock offered pursuant to #wsRation Statement may rely on this opinion.hfitt our prior written consent, it may
not be relied upon by any other person or entitysad for any other purpose. Notwithstanding ampress or implied agreement, arrangement,
or understanding to the contrary, the Company éandemployee, representative, or other agent o€tmapany) may disclose this opinion to
any and all persons.

We consent to the reference to our firder the caption “Certain Federal Income Tax Carsitions” 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 “expag’used in the Securities Act of 1933, as
amended.

Very truly yours,
/sIMcKee Nelson LLF




Exhibit 10.2

FORM OF AMENDMENT NO. 1

TO

MANAGEMENT AGREEMENT

THIS AMENDMENT NO. 1 dated as of 2008 (the “ Amendmeri) to the MANAGEMENT AGREEMENT dated as of
November 21, 2007 (tF* Agreement’) is made and entered into by and between CHIMERXESTMENT CORPORATION, a Maryland
corporation (the “ Compan, and FIXED INCOME DISCOUNT ADVISORY COMPANY, a 8laware corporation (together with its
permitted assignees, the “ Manager

WHEREAS, the Company and the Managerédésiamend the Agreement to amend the compendatios paid by the Company to the
Manager under the Agreement.

NOW, THEREFORE, in consideration of thetoal promises contained herein and for other goalvaluable consideration, the receipt
and sufficiency of which are hereby acknowledgkd,farties hereby agree as follows:

SECTION 1. AMENDMENT
(a) The Agreement is hereby ateel by striking Section 1(d) in its entirety aeglacing in lieu thereof the following:

“(d)“ Base Management F” means a base management fee equal to 1.50% penacalgulated and paid (in ca:
quarterly in arrears, of the Stockholders’ Equitiie Base Management Fee will be reduced, but doteero, by the
Company’s proportionate share of any CDO base managt fees the Manager receives in connectiontWCDOs in which
the Company invests, based on the percentage af ¢qet Company holds in such CD("

(b) The Agreement is hereby adeal by adding after Section 8(e) the following:

“(f) The Board of Directomay, by written notice to the Manager delivelerd ({LO) days prior to the date on which any
payment of the Incentive Compensation is payaliet @& its sole discretion that the Company papah portion of such payment in
the form of common stock of the Company; providealyever, that the Manager may not receive paymieay portion of the
Incentive Compensation in the form of shares of mmm stock of the Company if such payment wouldltésuhe Manager directly or
indirectly through one or more subsidiaries ownimghe aggregate more than 9.8% of the outstanshiages of common stock of the
Company unless granted a waiver by the Board addBars. Notwithstanding the foregoing, the Boar®wéctors may not elect to use
shares of common stock of the Company as paymehe




Incentive Compensation, except in accordance Wiitpplicable securities exchange rules and seesriiws (including prohibitions on insic
trading).

(9) The shares of common sfeayable as Incentive Compensation shall be valaddlws: (i) if such shares a
traded on a securities exchange or automated duottstem, the value shall be deemed to be thegeef the closing prices
the shares on such exchange or automated quosytstem over the thirty (30) day period ending anltst business day of the
fiscal quarter for which the Manager is receivihg tncentive Compensation; (ii) if such sharesaatesely traded over-the-
counter, the value shall be deemed to be the agerfthe closing prices of the shares over théyti(80) day period ending on
the last business day of the fiscal quarter forcwhihe Manager is receiving the Incentive Compémsaand (iii) if there is no
active public market for such shares, the valudl Bkeahe fair market value thereof, as reasondelgrmined in good faith by the
Board of Directors

(h) If at any time the Managgall, in connection with a determination of faiarket value made by the Board
Directors, (i) dispute such determination in goaithf by more than five percent (5%), and (ii) sd&pute cannot be resolved
between the Independent Directors and the Manaleinvten (10) business days after the Managerigesvwritten notice to the
Company of such dispute (the “Valuation Noticeten the matter shall be resolved by an indeperafgmaiser of recognized
standing selected jointly by the Independent Daecaind the Manager within not more than twenty (23s after the Valuation
Notice. In the event the Independent DirectorsthedVanager cannot agree with respect to suchtggiegithin the aforesai
twenty (20) day time-frame, the Independent Direcghall select one such independent appraisethendanager shall select
one independent appraiser within five (5) busirdzss after the expiration of the twenty (20) dasiquk with one additional suc
appraiser (the “Last Appraiser”) to be selectedhgyappraisers so designated within five (5) bissrdays after their selection.
Any valuation decision made by the appraisers sfmtleemed final and binding upon the Board of @ines and the Manager
and shall be delivered to the Manager and the Cagnpéthin not more than fifteen (15) days after #sdection of the Last
Appraiser. The expenses of the appraisal shalbimelyy the party with the estimate which deviates furthest from the final
valuation decision made by the apprais

(i) Shares of common stockuied as payment of the Incentive Compensationbgilimmediately vested. The
Manager agrees that it shall not sell such shdresromon stock for a period of one year from theedereceives the shares;
provided, however, the Manager may, in its solerdison, distribute the shares of common stockiveceby the Manager as
Incentive Compensation to Annaly at any time sutie@nnaly’s agreement that it shall not sell ssblares of common stock
until the one year anniversary of the date thaMbeager originally received such shares, and thragainy agrees to permit the
transfer of such shares of common stock in accaelaith the Manager's instructions subject to aapgfer restrictions in the
Compan'’s organizational documents and in accordance \pifiGable securities law”
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SECTION 2. STATUS

This Amendment amends the Agreementphlytto the extent expressly set forth herein.cller provisions of the Agreement remai
full force and effect. Unless otherwise defineddirerinitially capitalized terms have the meaniigeg them in the Agreement.

SECTION 3. REPRESENTATIONS

In order to induce both the Company drNlanager to execute and deliver this Amendmerth parties represent that as of the date
hereof, each are in full compliance with all of teems and conditions of the Agreement, including, not limited to, the warranties and
representations set forth in the Agreement.

SECTION 4. GOVERNING LAW

This Amendment shall be governed by antstrued in accordance with the applicable ternaspavisions of Section 21 the Agreem:
which terms and provisions are incorporated hevgireference.

SECTION 5. COUNTERPARTS

This Amendment may be executed in oraare counterparts, each of which shall be deemée &n original, but all of which shall be
considered one and the same instrument.

SECTION 6. FACSIMILE EXECUTION

Facsimile signatures on counterparthisf Amendment are hereby authorized and shall beoadedged as if such facsimile signatures
were an original execution, and this Amendmentldfealeemed as executed when an executed facsierdef is transmitted by a party to any
other party.

[SIGNATURE PAGE FOLLOWS]
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IN WITNESS WHEREOF, the parties heretaoehaxecuted this Amendment as of the date firdtevriabove.

CHIMERA INVESTMENT CORPORATION
By:

Name:
Title:

FIXED INCOME DISCOUNT ADVISORY COMPANY
By:

Name:
Title:



Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference is A&inendment No. 1 to Registration Statement No-B8B403 of our report dated March 3,
2008 relating to the financial statements of Chanlevestment Corporation, included in the Annugb&€on Form 10-K of Chimera
Investment Corporation for the year ended Decer8lbeP007, and to the use of our report dated Mar@o08, appearing in the Prospectus,
which is part of this Registration Statement. Wamalonsent to the reference to us under the hedikperts” in such Prospectus.

/s/ Deloitte & Touche LLP
New York, New York
October 13, 2008




