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Western Asset Emerging Markets Income Fund II Inc.

Schedule of Investments (unaudited) February 29, 2008

Face
Amount� Security Value

SOVEREIGN BONDS � 50.4%
Argentina � 4.2%

Republic of Argentina:
2,000,000DEM 10.250% due 2/6/03 (a) $ 512,472
1,000,000DEM 9.000% due 9/19/03 (a) 240,707
3,000,000DEM 7.000% due 3/18/04 (a)(b) 738,659
3,875,000DEM 8.500% due 2/23/05 (a) 973,357
5,400,000DEM 11.250% due 4/10/06 (a) 1,362,710
1,000,000DEM 11.750% due 5/20/11 (a) 252,354
8,800,000DEM 12.000% due 9/19/16 (a) 2,121,634
3,501,022ARS 5.830% due 12/31/33 (c) 1,118,333
2,710,079ARS Bonds, 2.000% due 1/3/10 (c) 1,893,207
591,000 Bonds, Series VII, 7.000% due 9/12/13 510,542

GDP Linked Securities:
3,200,000EUR 1.262% due 12/15/35 (c) 554,003
2,705,000 1.318% due 12/15/35 (c) 361,117
57,059,503ARS 1.383% due 12/15/35 (c) 1,813,081

Medium-Term Notes:
6,000,000,000ITL 7.000% due 3/18/04 (a)(b) 1,493,166
3,000,000,000ITL 5.002% due 7/13/05 (a)(b) 718,837
1,000,000,000ITL 7.625% due 8/11/07 (a)(b) 243,136

625,000DEM 8.000% due 10/30/09 (a) 147,530
Total Argentina 15,054,845

Brazil � 11.1%
Brazil Nota do Tesouro Nacional:

1,000BRL 10.000% due 1/1/10 571
47,854,000BRL 10.000% due 7/1/10 27,049,186
5,770,000BRL Series B, 6.000% due 5/15/17 5,434,905
7,616,000BRL Series F, 10.000% due 1/1/12 4,198,295

Federative Republic of Brazil:
2,718,000 7.125% due 1/20/37 2,939,517

1,000 Collective Action Securities, Notes, 8.000% due 1/15/18 1,133
Total Brazil 39,623,607

Colombia � 2.8%
Republic of Colombia:

1,632,000 7.375% due 1/27/17 1,797,648
7,711,000 7.375% due 9/18/37 8,231,493

Total Colombia 10,029,141

Ecuador � 1.3%
4,840,000 Republic of Ecuador, 10.000% due 8/15/30 (d) 4,755,300

Egypt � 0.6%
11,070,000EGP Arab Republic of Egypt, 8.750% due 7/18/12 (d) 2,093,438

Gabon � 0.5%
1,843,000 Gabonese Republic, 8.200% due 12/12/17 (d) 1,942,061
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Indonesia � 2.6%
Republic of Indonesia:

21,153,000,000IDR Series FR40, 11.000% due 9/15/25 2,349,964
17,914,000,000IDR Series FR42, 10.250% due 7/15/27 1,863,155
28,181,000,000IDR Series FR43, 10.250% due 7/15/22 2,973,601
21,312,000,000IDR Series FR45, 9.750% due 5/15/37 2,086,575

Total Indonesia 9,273,295

See Notes to Schedule of Investments.
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Western Asset Emerging Markets Income Fund II Inc.

Schedule of Investments (unaudited)(continued) February 29, 2008

Face
Amount� Security Value

Mexico � 7.1%
United Mexican States, Medium-Term Notes:

2,395,000 8.300% due 8/15/31 $ 3,101,525
7,940,000 6.050% due 1/11/40 7,880,450
11,490,000 Series A, 8.000% due 9/24/22 14,462,750

Total Mexico 25,444,725

Panama � 4.2%
Republic of Panama:

2,225,000 9.375% due 4/1/29 2,948,125
11,793,000 6.700% due 1/26/36 11,940,413

Total Panama 14,888,538

Peru � 0.4%
Republic of Peru:

169,000 8.750% due 11/21/33 219,700
1,073,000 Bonds, 6.550% due 3/14/37 1,107,873

Total Peru 1,327,573

Russia � 0.7%
1,350,000 Russian Federation, 12.750% due 6/24/28 (d) 2,435,063

Turkey � 8.5%
Republic of Turkey:

5,206,000TRY 14.000% due 1/19/11 4,061,320
3,519,000 11.875% due 1/15/30 (g) 5,332,099
22,449,000 Notes, 6.875% due 3/17/36 (e) 20,793,386

Total Turkey 30,186,805

Venezuela � 6.4%
Bolivarian Republic of Venezuela:

7,751,000 8.500% due 10/8/14 7,557,225
5,713,000 5.750% due 2/26/16 4,713,225
716,000 7.650% due 4/21/25 613,970

Collective Action Securities:
6,395,000 9.375% due 1/13/34 6,283,087
3,500,000 Notes, 10.750% due 9/19/13 3,745,000

Total Venezuela 22,912,507

TOTAL SOVEREIGN BONDS
(Cost � $172,186,557) 179,966,898

CORPORATE BONDS & NOTES � 39.7%
Brazil � 5.5%

2,136,000
Globo Communicacoes e Participacoes SA, Bonds, 7.250%
due 4/26/22 (d) 2,114,640
GTL Trade Finance Inc.:

930,000 7.250% due 10/20/17 (d) 966,080
1,784,000 7.250% due 10/20/17 (d) 1,871,284
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890,000 Odebrecht Finance Ltd., 7.500% due 10/18/17 (d) 892,225
Vale Overseas Ltd., Notes:

2,635,000 8.250% due 1/17/34 2,907,182
11,333,000 6.875% due 11/21/36 11,008,763

Total Brazil 19,760,174

Chile � 0.7%
2,374,000 Enersis SA, Notes, 7.375% due 1/15/14 2,587,408

See Notes to Schedule of Investments.
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Western Asset Emerging Markets Income Fund II Inc.

Schedule of Investments (unaudited)(continued) February 29, 2008

Face
Amount� Security Value

Colombia � 0.3%
1,010,000 EEB International Ltd., Senior Bonds, 8.750% due 10/31/14 (d) $ 1,064,338

India � 0.2%
ICICI Bank Ltd., Subordinated Bonds:

570,000 6.375% due 4/30/22 (c)(d) 490,941
340,000 6.375% due 4/30/22 (c)(d) 292,205

Total India 783,146

Kazakhstan � 1.5%
2,270,000 ATF Capital BV, Senior Notes, 9.250% due 2/21/14 (d) 2,304,050
1,720,000 HSBK Europe BV, 7.250% due 5/3/17 (d) 1,513,600

TuranAlem Finance BV, Bonds:
1,610,000 8.250% due 1/22/37 (d) 1,348,375
383,000 8.250% due 1/22/37 (d) 324,593

Total Kazakhstan 5,490,618

Mexico � 6.9%
680,000 America Movil SAB de CV, 5.625% due 11/15/17 677,086

Axtel SAB de CV:
190,000 11.000% due 12/15/13 209,000

7,150,000 7.625% due 2/1/17 (d) 7,293,000
1,410,000 Senior Notes, 7.625% due 2/1/17 (d) 1,434,675
220,000 Grupo Transportacion Ferroviaria Mexicana SA de CV, Senior

Notes, 9.375% due 5/1/12 229,900
Pemex Project Funding Master Trust:

6,720,000 6.625% due 6/15/35 (d) 7,061,705
7,233,000 Senior Bonds, 6.625% due 6/15/35 7,600,791

Total Mexico 24,506,157

Russia � 14.4%
11,090,000 Gaz Capital SA, Notes, 8.625% due 4/28/34 (d)(g) 12,998,589

Gazprom:
Bonds:

217,870,000RUB 6.790% due 10/29/09 8,981,784
72,620,000RUB 7.000% due 10/27/11 2,954,479

Loan Participation Notes:
1,140,000 6.212% due 11/22/16 (d) 1,073,082
2,861,000 Senior Notes, 6.510% due 3/7/22 (d) 2,659,543
96,030,000RUB Gazprom OAO, 6.950% due 8/6/09 3,985,903

LUKOIL International Finance BV:
680,000 6.356% due 6/7/17 (d) 644,300

1,920,000 6.656% due 6/7/22 (d) 1,742,400
Russian Agricultural Bank, Loan Participation Notes:

3,936,000 7.175% due 5/16/13 (d) 4,029,677
4,062,000 6.299% due 5/15/17 (d) 3,797,970

TNK-BP Finance SA:
3,340,000 7.500% due 7/18/16 (d) 3,210,742
2,091,000 6.625% due 3/20/17 (d) 1,876,672
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1,200,000 Senior Notes, 7.875% due 3/13/18 (d) 1,171,560

2,180,000
UBS Luxembourg SA for OJSC Vimpel Communications,
Loan Participation Notes, 8.250% due 5/23/16 (d) 2,166,484
Total Russia 51,293,185

Thailand � 1.8%
True Move Co., Ltd.:

4,230,000 10.750% due 12/16/13 (d) 3,997,350

See Notes to Schedule of Investments.
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Western Asset Emerging Markets Income Fund II Inc.

Schedule of Investments (unaudited)(continued) February 29, 2008

Face
Amount� Security Value

Thailand � 1.8% (continued)
2,590,000 10.375% due 8/1/14 (d) $ 2,473,450

Total Thailand 6,470,800

United Kingdom � 3.0%
50,194,000RUB HSBC Bank PLC, 8.900% due 12/20/10 (c) 2,033,737
209,880,000RUB JPMorgan Chase Bank, 9.500% due 2/11/11 (c) 8,766,711

Total United Kingdom 10,800,448

United States � 2.0%
3,536,248 Credit Suisse First Boston, 8.000% due 8/7/21 (c) 3,544,558

3,330,000
Freeport-McMoRan Copper & Gold Inc., Senior Notes, 8.375%
due 4/1/17 3,538,125
Total United States 7,082,683

Venezuela � 3.4%
Petrozuata Finance Inc.:

11,315,000 8.220% due 4/1/17 (d) 11,682,737
271,000 8.220% due 4/1/17 (d) 272,355

Total Venezuela 11,955,092

TOTAL CORPORATE BONDS & NOTES
(Cost � $142,105,954) 141,794,049

COLLATERALIZED SENIOR LOANS � 0.2%
Oil, Gas & Consumable Fuels � 0.2%

Ashmore Energy International:
107,901 Synthetic Revolving Credit Facility, 5.098% due 3/30/14 (c) 93,873
804,507 Term Loan, 7.830% due 3/30/14 (c) 699,921

TOTAL COLLATERALIZED SENIOR LOANS
(Cost � $910,351) 793,794

Warrants
WARRANT � 0.1%

10,000 Bolivarian Republic of Venezuela, Oil-linked payment
obligations, Expires 4/15/20*
(Cost - $310,000) 367,500

TOTAL INVESTMENTS BEFORE SHORT-TERM
INVESTMENTS
(Cost � $315,512,862) 322,922,241

Face
Amount�

SHORT-TERM INVESTMENTS � 10.6%
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Sovereign Bonds � 8.5%
Egypt Treasury Bills:

75,200,000EGP Zero coupon bond to yield 7.080% due 10/28/08 13,164,198
17,050,000EGP Zero coupon bond to yield 6.800% due 11/11/08 2,976,466

7,171,000BRL
Brazil Letras Tesouro Nacional, zero coupon bond to yield
3.320% due 1/1/09 3,874,519
Bank Negara Malaysia Monetary Notes:

2,769,000MYR Zero coupon bond to yield 3.310% due 5/29/08 859,783
14,123,000MYR Zero coupon bond to yield 3.320% due 6/17/08 4,377,754
2,610,000MYR Zero coupon bond to yield 3.310% due 7/17/08 806,620
10,632,000MYR Series 4207, zero coupon bond to yield 3.400% due 4/22/08 3,312,901
3,730,000MYR Bank Negara Malaysia Islamic Notes, zero coupon bond to yield

3.310% due 7/24/08 1,152,372

Total Sovereign Bonds
(Cost � $29,877,664) 30,524,613

See Notes to Schedule of Investments.
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Western Asset Emerging Markets Income Fund II Inc.

Schedule of Investments (unaudited)(continued) February 29, 2008

Face
Amount� Security Value

U.S. Government Agency � 0.4%

Certain
restrictions
imposed
on TRSs
are
intended
to ensure
that such
entities
will be
subject to
appropriate
levels of
U.S.
federal
income
taxation.
If a TRS
that has
for any
taxable
year both
(i) a
debt-to-equity
ratio in
excess of
1.5 to 1,
and
(ii) accrued
interest
expense
in excess
of
accrued
interest
income,
then the
TRS may
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be denied
an interest
expense
deduction
for a
portion of
the
interest
expense
accrued
on
indebtedness
owed to
the parent
REIT
(although
the TRS
can carry
forward
the
amount
disallowed
to
subsequent
taxable
years). In
addition,
if
amounts
are paid
to a REIT
or
deducted
by a TRS
due to
transactions
between
the REIT
and a
TRS that
exceed
the
amount
that
would be
paid to or
deducted
by a party
in an
arm�s-length
transaction,
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the REIT
generally
will be
subject to
an excise
tax equal
to 100%
of such
excess.
We intend
to
scrutinize
all of our
transactions
with any
of our
subsidiaries
that are
treated as
a TRS in
an effort
to ensure
that we
do not
become
subject to
this
excise
tax;
however,
we cannot
assure
you that
we will
be
successful
in
avoiding
this
excise
tax.

36
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Gross Income Tests

We must satisfy two gross income tests annually to maintain qualification as a REIT. First, at least 75% of our gross
income for each taxable year must consist of defined types of income that we derive from investments relating to real
property or mortgages on real property, or from qualified temporary investments. Qualifying income for purposes of
the 75% gross income test generally includes:

� rents from real property;

� interest on debt secured by a mortgage on real property or on interests in real property;

� dividends or other distributions on, and gain from the sale of, shares in other REITs;

� gain from the sale of real estate assets (excluding gain from the sale of a �nonqualified publicly offered REIT
debt instrument� (defined as a real estate asset that qualifies as such only because of the rule treating debt
instruments issued by publicly offered REITs as real estate assets));

� any amount includible in gross income with respect to a regular or residual interest in a REMIC, unless less
than 95% of the REMIC�s assets are real estate assets, in which case only a proportionate amount of such
income will qualify; and

� income derived from certain temporary investments.
Second, in general, at least 95% of our gross income for each taxable year must consist of income that is qualifying
income for purposes of the 75% gross income test, other types of interest and dividends, gain from the sale or
disposition of stock or securities (provided that such stock or securities are not inventory property, i.e., property held
primarily for sale to customers in the ordinary course of business), or any combination of these.

Gross income from the sale of inventory property is excluded from both the numerator and the denominator in both
income tests. Income and gain from hedging transactions that we enter into to hedge indebtedness incurred or to be
incurred to acquire or carry real estate assets will generally be excluded from both the numerator and the denominator
for purposes of the 95% gross income test and the 75% gross income test. We intend to monitor the amount of our
non-qualifying income and manage our investment portfolio to comply at all times with the gross income tests, but we
cannot assure you that we will be successful in this effort.

Interest

The term �interest,� as defined for purposes of both gross income tests, generally excludes any amount that is based in
whole or in part on the income or profits of any person. However, interest generally includes the following: (i) an
amount that is based on a fixed percentage or percentages of gross receipts or sales and (ii) an amount that is based on
the income or profits of a borrower, where the borrower derives substantially all of its income from the real property
securing the debt by leasing substantially all of its interest in the property, but only to the extent that the amounts
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received by the borrower would be qualifying �rents from real property� if received directly by a REIT.

If a loan contains a provision that entitles a REIT to a percentage of the borrower�s gain upon the sale of the real
property securing the loan or a percentage of the appreciation in the property�s value as of a specific date, income
attributable to that loan provision will be treated as gain from the sale of the property securing the loan, which
generally is qualifying income for purposes of both gross income tests, provided that the property is not held as
inventory or dealer property.

Interest, including original issue discount and market discount, on debt secured by a mortgage on real property or on
interests in real property is generally qualifying income for purposes of the 75% gross income test.

37
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Interest, including original issue discount or market discount, that we accrue on our real estate-related investments
generally will be qualifying income for purposes of both gross income tests. However, many of our investments, such
as the investments we acquire through our middle market lending activities, will not be secured by mortgages on real
property or interests in real property. Our interest income from those investments will be qualifying income for
purposes of the 95% gross income test, but not the 75% gross income test. In addition, as discussed below, if the fair
market value of the real estate securing any of our investments is less than the principal amount of the underlying
loan, interest income from that investment will be qualifying income for purposes of the 95% gross income test but a
portion of that interest income may not be qualifying income for purposes of the 75% gross income test.

Where a mortgage covers both real property and other property, an apportionment of interest income may be required
for purposes of the 75% gross income test. If a mortgage loan is secured by both real property and personal property,
and if the fair market value of the personal property does not exceed 15% of the sum of the fair market values of the
real property and personal property securing the mortgage loan (we refer to such personal property as �permitted
personal property�), and the sum of the fair market values of the real property and permitted personal property securing
the mortgage loan at the time we commit to originate, acquire or, in some instances, modify the mortgage loan equals
or exceeds the highest principal amount of the loan during the year, then all of the interest we accrue on the mortgage
loan will qualify for purposes of the 75% gross income test. If, however, the sum of the fair market values of the real
property and permitted personal property were less than the highest principal amount, then only a portion of the
interest income we accrue on the mortgage loan would qualify for purposes of the 75% gross income test; such portion
based on the percentage equivalent of a fraction, the numerator of which is the sum of the fair market value of the real
property and permitted personal property securing the mortgage loan and the denominator of which is the principal
amount of the mortgage loan.

MBS

We have acquired and expect to continue to acquire, through our subsidiaries, mortgage backed securities (�MBS�),
including Agency MBS, that will be treated either as interests in a grantor trust or as REMIC regular interests. We
expect that all income from the MBS in which we invest will be qualifying income for purposes of the 95% gross
income test. In the case of interests in grantor trusts, we will be treated as owning an undivided beneficial ownership
interest in the mortgage loans held by the grantor trust. Thus, to the extent those mortgage loans are secured by real
property or interests in real property, the income from the grantor trust will be qualifying income for purposes of the
75% gross income test. Income that we accrue with respect to REMIC regular interests will generally be treated as
qualifying income for purposes of the 75% gross income tests. If, however, less than 95% of the assets of the REMIC
are real estate assets, then only a proportionate part of such income will qualify for purposes of the 75% gross income
test. We expect that substantially all of the income we have accrued and will accrue on our investments in MBS, and
any gain from the disposition of MBS, will be qualifying income for purposes of both the 75% and the 95% gross
income tests.

Rents from Real Property

Rents we receive from a tenant will qualify as rents from real property for the purpose of satisfying the gross income
requirements for a REIT described above only if all of the following conditions are met:

� The amount of rent must not be based in whole or in part on the income or profits of any person. However,
an amount received or accrued generally will not be excluded from the term rents from real property solely
by reason of being based on a fixed percentage or percentages of receipts or sales.
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� We, or an actual or constructive owner of 10% or more of our stock, must not actually or constructively own
10% or more of the interests in the assets or net profits of the tenant, or, if the tenant is a corporation, 10% or
more of the total combined voting power of all classes of stock entitled to vote or 10% or more of the total
value of all classes of stock of the tenant.
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○ Rents we receive from a tenant that is a TRS of ours, however, will not be excluded from the definition
of rents from real property if at least 90% of the space at the property to which the rents relate is leased
to third parties, and the rents paid by the TRS are substantially comparable to rents paid by our other
tenants for comparable space. Whether rents paid by a TRS are substantially comparable to rents paid
by other tenants is determined at the time the lease with the TRS is entered into, extended, and
modified, if such modification increases the rents due under such lease. Notwithstanding the foregoing,
however, if a lease with a controlled TRS is modified and such modification results in an increase in
the rents payable by such TRS, any such increase will not qualify as rents from real property. For
purposes of this rule, a controlled TRS is a TRS in which we own stock possessing more than 50% of
the voting power or more than 50% of the total value of the outstanding stock of such TRS.

○ Rents that we receive from a TRS pursuant to the lease of a qualified lodging facility or a qualified
health care facility will not be excluded from rents from real property if the property is operated on
behalf of the TRS by an eligible independent contractor.

� Rent attributable to personal property leased in connection with a lease of real property must not be greater
than 15% of the total rent we receive under the lease. If this condition is not met, then the portion of the rent
attributable to personal property will not qualify as rents from real property.

� We generally must not operate or manage our property or furnish or render services to the
tenants of the property, subject to a 1% de minimis exception and except as provided below. We
may, however, directly perform certain services that are usually or customarily rendered in
connection with the rental of space for occupancy only and are not otherwise considered
rendered to the occupant of the property. Examples of such services include the provision of
light, heat, or other utilities, trash removal and general maintenance of common areas. In
addition, we may employ an independent contractor from whom we derive no revenue to provide
customary services, or a TRS, which may be wholly or partially owned by us, to provide both
customary and non-customary services to our tenants without causing the rent we receive from
those tenants to fail to qualify as rents from real property. Any amounts we receive from a
taxable REIT subsidiary with respect to its provision of non-customary services will, however,
be non-qualifying income under the 75% gross income test and, except to the extent received
through the payment of dividends, the 95% gross income test.

Foreign Currency Gains

Certain foreign currency gains recognized after July 30, 2008 are excluded from gross income for purposes of one or
both of the gross income tests. �Real estate foreign exchange gain� is excluded from gross income for purposes of the
75% gross income test. Real estate foreign exchange gain generally includes foreign currency gain attributable to any
item of income or gain that is qualifying income for purposes of the 75% gross income test, foreign currency gain
attributable to the acquisition or ownership of (or becoming or being the obligor under) obligations secured by
mortgages on real property or on interest in real property and certain foreign currency gain attributable to certain
�qualified business units� of a REIT. �Passive foreign exchange gain� will be excluded from gross income for purposes of
the 95% gross income test. Passive foreign exchange gain generally includes real estate foreign exchange gain as
described above, and it also includes foreign currency gain attributable to any item of income or gain that is qualifying
income for purposes of the 95% gross income test and foreign currency gain attributable to the acquisition or
ownership of (or becoming or being the obligor under) obligations. Because passive foreign exchange gain includes
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real estate foreign exchange gain, real estate foreign exchange gain is excluded from gross income for purposes of
both the 75% and 95% gross income tests. These exclusions for real estate foreign exchange gain and passive foreign
exchange gain do not apply to foreign currency gain derived from dealing, or engaging in substantial and regular
trading, in securities. Such gain is treated as non-qualifying income for purposes of both the 75% and 95% gross
income tests.
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Fee Income

We may receive various fees in connection with our operations. The fees will be qualifying income for purposes of
both the 75% gross income and 95% gross income tests if they are received in consideration for entering into an
agreement to make a loan secured by a mortgage on real property or an interest in real property and the fees are not
determined by income or profits of any person. Other fees are not qualifying income for purposes of either gross
income test. Any fees earned by our TRS will not be included for purposes of the gross income tests.

Dividends

Our share of any dividends received from any corporation (including any TRS, but excluding any REIT or any
qualified REIT subsidiary) in which we own an equity interest will qualify for purposes of the 95% gross income test
but not for purposes of the 75% gross income test. Our share of any dividends received from any other REIT in which
we own an equity interest will be qualifying income for purposes of both gross income tests.

Failure to Satisfy Gross Income Tests

We have monitored and intend to continue monitoring the amount of our non-qualifying income and manage our
assets to comply with the gross income tests for each taxable year for which we seek to maintain our REIT
qualification. We cannot assure you, however, that we will be able to satisfy the gross income tests. If we fail to
satisfy one or both of the gross income tests for any taxable year, we may nevertheless qualify as a REIT for such year
if we qualify for relief under certain provisions of the Code. These relief provisions will be generally available if
(i) our failure to meet such tests was due to reasonable cause and not due to willful neglect, and (ii) we file with the
IRS a schedule describing the sources of our gross income in accordance with Treasury Regulations. We cannot
predict, however, whether in all circumstances, we would qualify for the benefit of these relief provisions. In addition,
as discussed above, even if the relief provisions apply, a tax would be imposed upon the amount by which we fail to
satisfy the particular gross income test.

In addition, the Secretary of the Treasury has been given broad authority to determine whether particular items of gain
or income recognized after July 30, 2008 qualify under the 75% and 95% gross income tests or whether they are to be
excluded from the measure of gross income for such purposes.

Cash/Income Differences�Phantom Income

Due to the nature of the assets in which we will invest, we may be required to recognize taxable income from those
assets in advance of our receipt of cash flow on or proceeds from disposition of such assets, and we may be required
to report taxable income in early periods that exceeds the economic income ultimately realized on such assets.

We may acquire debt instruments or MBS in the secondary market for less than their face amount. The discount at
which such debt instruments are acquired may reflect doubts about their ultimate collectability rather than current
market interest rates. The amount of such discount will nevertheless generally be treated as �market discount� for U.S.
federal income tax purposes. Payments on mortgage loans are ordinarily made monthly, and consequently, accrued
market discounts generally will have to be included in income each month as if the debt instrument were assured of
ultimately being collected in full. If we collect less on the debt instrument than the sum of our purchase price and the
market discount we had previously reported as income, we may not be able to benefit from any offsetting loss
deductions.
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we will be required to accrue original issue discount based on the constant yield to maturity of the debt instrument or
MBS and to treat the accrued original issue discount as taxable income in accordance with
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applicable U.S. federal income tax rules even though smaller or no cash payments are received on such debt
instrument. As in the case of the market discount discussed in the preceding paragraph, the constant yield in question
will be determined and we will be taxed based on the assumption that all future payments due on the debt instrument
or MBS in question will be made, with consequences similar to those described in the previous paragraph if all
payments on the debt instrument or MBS are not made.

In addition, if any debt instruments or MBS acquired by us are delinquent as to mandatory principal and interest
payments, or if payments with respect to a particular debt instrument are not made when due, we may nonetheless be
required to continue to recognize the unpaid interest as taxable income. Similarly, we may be required to accrue
interest income with respect to subordinate MBS at the stated rate regardless of whether corresponding cash payments
are received.

Finally, we may be required under the terms of indebtedness that we incur, whether to private lenders or pursuant to
government programs, to use cash received from interest payments to make principal payments on that indebtedness,
with the effect of recognizing income but not having a corresponding amount of cash available for distribution to our
shareholders.

Due to each of these potential timing differences between income recognition or expense deduction and the related
cash receipts or disbursements, there is a significant risk that we may have substantial taxable income in excess of
cash available for distribution. In that event, we may need to borrow funds or take other actions to satisfy the REIT
distribution requirements for the taxable year in which this �phantom income� is recognized. See ��Annual Distribution
Requirements.�

Asset Tests

To qualify as a REIT, we also must satisfy the following asset tests at the end of each quarter of each taxable year.
First, at least 75% of the value of our total assets must consist of some combination of �real estate assets,� cash, cash
items, government securities, and, under some circumstances, stock or debt instruments purchased with new capital.
For this purpose, the term �real estate assets� includes interests in real property (including leaseholds and options to
acquire real property and leaseholds), stock of other corporations that qualify as REITs, and, to a limited extent,
certain debt issued by publicly offered REITs, and interests in mortgage loans secured by real property (including
certain types of MBS). Assets that do not qualify for purposes of the 75% test are subject to the additional asset tests
described below.

Second, the value of our interest in any one issuer�s securities (other than debt and equity securities issued by any of
our TRSs, qualified REIT subsidiaries, any other entity that is disregarded as an entity separate from us, any equity
interest we may hold in a partnership, and any security that is a real estate asset, a government security, or a cash item �
collectively, �excluded securities�) may not exceed 5% of the value of our total assets (the �5% value test�).

Third, we may not own more than 10% of the voting power (the 10% voting test) or 10% of the value (the �10% value
test�) of any one issuer�s outstanding securities (other than debt and equity securities issued by any of our TRSs,
qualified REIT subsidiaries, any other entity that is disregarded as an entity separate from us, any equity interest we
may hold in a partnership, and any security that is a real estate asset). Solely for purposes of the 10% value test, the
determination of our interest in the assets of a partnership or limited liability company in which we own an interest
will be based on our proportionate interest in any securities issued by the partnership or limited liability company,
excluding for this purpose certain securities in the Code. For purposes of the 10% value test, the term �securities� does
not include certain �straight debt� securities.
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Fifth, no more than 25% of the value of our total assets may consist of nonqualified publicly offered REIT debt
instruments.

Notwithstanding the general rule that, for purposes of the gross income and asset tests, a REIT is treated as owning its
proportionate share of the underlying assets of a partnership in which it holds a partnership interest, if a REIT holds
indebtedness issued by a partnership, the indebtedness will be subject to, and may cause a violation of, the asset tests,
unless it is a qualifying mortgage asset or otherwise satisfies the rules for �straight debt.� Stock of another REIT
qualifies as a real estate asset for purposes of the REIT asset tests, and non-mortgage debt issued by a publicly traded
REIT may also qualify as a real estate asset.

Certain securities will not cause a violation of the 10% value test described above. Such securities include instruments
that constitute �straight debt,� which includes, among other things, securities having certain contingency features. A
security does not qualify as �straight debt� where a REIT (or a controlled TRS of the REIT) owns other securities of the
same issuer that do not qualify as straight debt, unless the value of those other securities constitute, in the aggregate,
1% or less of the total value of that issuer�s outstanding securities. In addition to straight debt, the Code provides that
certain other securities will not violate the 10% value test. Such securities include (i) any loan made to an individual
or an estate, (ii) certain rental agreements pursuant to which one or more payments are to be made in subsequent years
(other than agreements between a REIT and certain persons related to the REIT under attribution rules), (iii) any
obligation to pay rents from real property, (iv) securities issued by governmental entities that are not dependent in
whole or in part on the profits of (or payments made by) a non-governmental entity, (v) any security (including debt
securities) issued by another REIT, and (vi) any debt instrument issued by a partnership if the partnership�s income is
of a nature that it would satisfy the 75% gross income test described above under ��Gross Income Tests.� In applying the
10% value test, a debt security issued by a partnership is not taken into account to the extent, if any, of the REIT�s
proportionate interest in the equity and certain debt securities issued by that partnership.

We intend to acquire and manage, through our subsidiaries, MBS that are either interests in grantor trusts or REMIC
regular interests. In the case of interests in grantor trusts, we will be treated as owning an undivided beneficial
ownership interest in the mortgage loans held by the grantor trust, and we will be treated as owning an interest in real
estate assets to the extent those mortgage loans held by the grantor trust represent real estate assets. In the case of
REMIC regular interests, such regular interests will generally qualify as real estate assets. If, however, less than 95%
of the REMIC�s assets are real estate assets, then only a proportionate part of the regular interest will be a real estate
asset. We expect that substantially all of the MBS we acquire will be treated as real estate assets.

In addition, we have and expect to continue to enter into repurchase agreements under which we will nominally sell
certain of our assets to a counterparty and simultaneously enter into an agreement to repurchase the sold assets. We
believe that we will be treated for U.S. federal income tax purposes as the owner of the assets that are the subject of
any such repurchase agreement and the repurchase agreement will be treated as a secured lending transaction
notwithstanding that we may transfer record ownership of the assets to the counterparty during the term of the
agreement. It is possible, however, that the IRS could successfully assert that we did not own the assets during the
term of the repurchase agreement, in which case we could fail to qualify as a REIT.

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

We have monitored and will continue to monitor the status of our assets for purposes of the various asset tests and will
seek to manage our portfolio to comply at all times with such tests. There can be no assurance, however, that we will
be successful in this effort. In this regard, to determine our compliance with these requirements, we will need to
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not obtain independent appraisals to support our conclusions concerning the values of our assets, and we will
generally rely on representations and warranties of sellers from whom we acquire mortgage loans concerning the
loan-to-value ratio for such mortgage loans. Moreover, some of the assets that we may own may not be susceptible to
precise valuation. Although we will seek to be prudent in making these estimates, there can be no assurance that the
IRS will not disagree with these determinations and assert that a different value is applicable, in which case we might
not satisfy the 75% asset test and the other asset tests and would fail to qualify as a REIT.

Failure to Satisfy Asset Tests

If we fail to satisfy the asset tests at the end of a quarter, we will not lose our REIT qualification if:

1. we satisfied the asset tests at the end of the preceding calendar quarter; and

2. the discrepancy between the value of our assets and the asset test requirements arose from changes in the
market values of our assets and was not wholly or partly caused by the acquisition of one or more
non-qualifying assets.

If we did not satisfy the condition described in the second bullet above, we may still avoid disqualification by
eliminating any discrepancy within 30 days after the close of the calendar quarter in which it arose.

If we violate the 5% value test, 10% voting test or 10% value test described above at the end of any calendar quarter,
we will not lose our REIT qualification if (i) the failure is de minimis (up to the lesser of 1% of our total assets or $10
million) and (ii) we dispose of the non-qualifying assets or otherwise comply with the asset tests within six months
after the last day of the quarter in which we identified the failure. In the event of a more than de minimis failure of any
of the asset tests, as long as the failure was due to reasonable cause and not to willful neglect, we will not lose our
REIT qualification if we (i) file with the IRS a schedule describing the assets that caused the failure, (ii) dispose of
such assets or otherwise comply with the asset tests within six months after the last day of the quarter in which we
identified the failure and (iii) pay a tax equal to the greater of $50,000 per failure or an amount equal to the product of
the highest corporate income tax rate (currently 35%) and the net income from the non-qualifying assets during the
period in which we failed to satisfy the asset tests.

Annual Distribution Requirements

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

(A) the sum of

(i) 90% of our �REIT taxable income� (computed without regard to the dividends paid deduction and our
net capital gains), and

(ii) 90% of the net income (after tax), if any, from foreclosure property (as described below), minus
(B) the sum of certain items of non-cash income.
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In addition, if we were to recognize �built-in-gain� (as defined below) on disposition of any assets acquired from a �C�
corporation in the first five years after such acquisition in a transaction in which our basis in the assets was determined
by reference to the �C� corporation�s basis (for instance, if the assets were acquired in a tax-free reorganization), we
would be required to distribute at least 90% of the built-in-gain recognized net of the tax we would pay on such gain.
�Built-in-gain� is the excess of (a) the fair market value of an asset (measured at the time of acquisition) over (b) the
basis of the asset (measured at the time of acquisition).

Such distributions must be paid in the taxable year to which they relate, or in the following taxable year if either (i) we
declare the distribution before we file a timely U.S. federal income tax return for the year and pay
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the distribution with or before the first regular dividend payment after such declaration or (ii) we declare the
distribution in October, November or December of the taxable year, payable to stockholders of record on a specified
day in any such month, and we actually pay the dividends before the end of January of the following year. The
distributions under clause (i) are taxable to the Owners of our common stock in the year in which paid, and the
distributions in clause (ii) are treated as paid on December 31 of the prior taxable year. In both instances, these
distributions relate to our prior taxable year for purposes of the 90% distribution requirement.

We will pay U.S. federal income tax at corporate tax rates on our taxable income, including net capital gain, that we
do not distribute to stockholders.

Furthermore, if we fail to distribute during each calendar year, or by the end of January following the calendar year in
the case of distributions with declaration and record dates falling in the last three months of the calendar year, at least
the sum of (i) 85% of our REIT ordinary income for such year, (ii) 95% of our REIT capital gain income for such year
and (iii) any undistributed taxable income from prior periods, we will be subject to a 4% nondeductible excise tax on
the excess of such required distribution over the amounts actually distributed. We generally intend to make timely
distributions sufficient to satisfy the annual distribution requirements and to avoid corporate U.S. federal income tax
and the 4% nondeductible excise tax.

We may elect to retain, rather than distribute, our net capital gain and pay tax on such gains. In this case, we could
elect to have our stockholders include their proportionate share of such undistributed capital gains in income and to
receive a corresponding credit or refund, as the case may be, for their share of the tax paid by us. Stockholders would
then increase the adjusted basis of their stock by the difference between the designated amounts of capital gains from
us that they include in their taxable income and the tax paid on their behalf by us with respect to that income.

To the extent that a REIT has available net operating losses carried forward from prior tax years, such losses may
reduce the amount of distributions that the REIT must make to comply with the REIT distribution requirements. Such
losses, however, will generally not affect the character, in the hands of stockholders, of any distributions that are
actually made by the REIT, which are generally taxable to stockholders to the extent that the REIT has current or
accumulated earnings and profits. See ��Taxation of Owners, �Taxation of Taxable Domestic Owners.�

We may find it difficult or impossible to meet distribution requirements in certain circumstances. Due to the nature of
the assets in which we will invest, we may be required to recognize taxable income from those assets in advance of
our receipt of cash flow on or proceeds from disposition of such assets. For instance, we may be required to accrue
interest and discount income on mortgage loans, MBS, and other types of debt securities or interests in debt securities
before we receive any payments of interest or principal on such assets. Moreover, in certain instances we may be
required to accrue taxable income that we may not actually recognize as economic income. For example, if we own a
residual equity position in a mortgage loan securitization, we may recognize taxable income that we will never
actually receive due to losses sustained on the underlying mortgage loans. Although those losses would be deductible
for tax purposes, they would likely occur in a year subsequent to the year in which we recognized the taxable income.
Thus, for any taxable year, we may be required to fund distributions in excess of cash flow received from our
investments. If such circumstances arise, then to fund our distribution requirement and maintain our status as a REIT
we may have to sell assets at unfavorable prices, borrow at unfavorable terms, make taxable stock dividends, or
pursue other strategies. We cannot be assured, however, that any such strategy would be successful if our cash flow
were to become insufficient to make the required distributions. Alternatively, we may declare a taxable dividend
payable in cash or stock at the election of each stockholder, where the aggregate amount of cash to be distributed in
such dividend may be subject to limitation. In such case, for U.S. federal income tax purposes, the amount of the
dividend paid in stock will be equal to the amount of cash that could have been received instead of stock.
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dividends paid for the earlier year. Thus, we may be able to avoid being taxed on amounts distributed as deficiency
dividends; however, we will be required to pay interest and a penalty to the IRS based on the amount of any deduction
taken for deficiency dividends.

Failure to Qualify

If we fail to satisfy one or more requirements for REIT qualification, other than the gross income tests and the asset
tests, we could avoid disqualification if our failure is due to reasonable cause and not to willful neglect and we pay a
penalty of $50,000 for each such failure. In addition, there are relief provisions for a failure of the gross income tests
and asset tests, as described in ��Gross Income Tests� and ��Asset Tests.�

If we fail to qualify for taxation as a REIT in any taxable year, and the relief provisions do not apply, we will be
subject to tax (including any applicable alternative minimum tax) on our taxable income at regular federal corporate
income tax rates. Distributions to stockholders in any year in which we fail to qualify will not be deductible by us nor
will they be required to be made. In such event, to the extent of current and accumulated earnings and profits, all
distributions to stockholders will be taxable as ordinary income, and, subject to certain limitations of the Code,
corporate stockholders may be eligible for the dividends received deduction, and individual stockholders and other
non-corporate stockholders may be eligible to be taxed at the reduced 20% rate currently applicable to qualified
dividend income. Unless entitled to relief under specific statutory provisions, we will also be disqualified from
taxation as a REIT for the four taxable years following the year during which qualification was lost. We cannot
predict whether in all circumstances we would be entitled to such statutory relief.

Prohibited Transactions

Net income derived by a REIT from a prohibited transaction is subject to a 100% excise tax. The term �prohibited
transaction� generally includes a sale or other disposition of property (other than foreclosure property) that is held
�primarily for sale to customers in the ordinary course of a trade or business.� Although we do not expect that our assets
will be held primarily for sale to customers or that a sale of any of our assets will be in the ordinary course of our
business, these terms are dependent upon the particular facts and circumstances, and we cannot assure you that we will
never be subject to this excise tax. The 100% tax does not apply to gains from the sale of property that is held through
a TRS or other taxable corporation, although such income will be subject to tax in the hands of the corporation at
regular U.S. federal corporate income tax rates. We intend to structure our activities to avoid transactions that are
prohibited transactions.

Foreclosure Property

A REIT is subject to tax at the maximum corporate rate (currently 35%) on any income from foreclosure property,
including gain from the disposition of such foreclosure property, other than income that otherwise would be qualifying
income for purposes of the 75% gross income test. Foreclosure property is real property and any personal property
incident to such real property (i) that is acquired by a REIT as a result of the REIT having bid on such property at
foreclosure, or having otherwise reduced the property to ownership or possession by agreement or process of law,
after there was a default (or default was imminent) on a lease of such property or a mortgage loan held by the REIT
and secured by the property, (ii) for which the related loan or lease was acquired by the REIT at a time when default
was not imminent or anticipated and (iii) for which such REIT makes a proper election to treat the property as
foreclosure property. Any gain from the sale of property for which a foreclosure election has been made will not be
subject to the 100% excise tax on gains from prohibited transactions described above, even if the property would
otherwise constitute inventory or dealer property in the hands of the selling REIT. We do not expect to receive income
from foreclosure property that is not qualifying income for purposes of the 75% gross income test. However, if we do
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Derivatives and Hedging Transactions

We and our subsidiaries may enter into hedging transactions with respect to interest rate exposure on one or more of
our assets or liabilities. Any such hedging transactions could take a variety of forms, including the use of derivative
instruments such as interest rate swap contracts, interest rate cap or floor contracts, futures or forward contracts, and
options. Except to the extent provided by Treasury Regulations, any income from a hedging transaction we enter into
(i) in the normal course of our business primarily to manage risk of interest rate or price changes or currency
fluctuations with respect to borrowings made or to be made, or ordinary obligations incurred or to be incurred, to
acquire or carry real estate assets, which is clearly identified as specified in Treasury Regulations before the close of
the day on which it was acquired, originated, or entered into, including gain from the sale or disposition of such a
transaction, and (ii) primarily to manage risk of currency fluctuations with respect to any item of income or gain that
would be qualifying income under the 75% or 95% income tests (or any asset that produces such income), which is
clearly identified as such before the close of the day on which it was acquired, originated, or entered into, will not
constitute gross income for purposes of the 75% or 95% gross income test. To the extent that we enter into other types
of hedging transactions, the income from those transactions is likely to be treated as non-qualifying income for
purposes of both of the 75% and 95% gross income tests. We intend to structure any hedging transactions in a manner
that does not jeopardize our qualification as a REIT. We may conduct some or all of our hedging activities (including
hedging activities relating to currency risk) through a TRS or other corporate entity, the income from which may be
subject to U.S. federal income tax, rather than by participating in the arrangements directly or indirectly through
pass-through subsidiaries. No assurance can be given, however, that our hedging activities will not give rise to income
that does not qualify for purposes of either or both of the REIT gross income tests, or that our hedging activities will
not adversely affect our ability to satisfy the REIT qualification requirements.

Taxable Mortgage Pools

An entity, or a portion of an entity, may be classified as a TMP under the Code if (i) substantially all of its assets
consist of debt obligations or interests in debt obligations, (ii) more than 50% of those debt obligations are real estate
mortgage loans, interests in real estate mortgage loans or interests in certain MBS as of specified testing dates, (iii) the
entity has issued debt obligations that have two or more maturities and (iv) the payments required to be made by the
entity on its debt obligations �bear a relationship� to the payments to be received by the entity on the debt obligations
that it holds as assets. Under Treasury Regulations, if less than 80% of the assets of an entity (or a portion of an entity)
consist of debt obligations, these debt obligations are considered not to comprise �substantially all� of its assets, and
therefore the entity would not be treated as a TMP.

We do not intend to structure or enter into securitization or financing transactions that will cause us to be viewed as
owning interests in one or more TMPs. Generally, if an entity or a portion of an entity is classified as a TMP, then the
entity or portion thereof is treated as a taxable corporation and it cannot file a consolidated U.S. federal income tax
return with any other corporation. If, however, a REIT owns 100% of the equity interests in a TMP, then the TMP is a
qualified REIT subsidiary and, as such, ignored as an entity separate from the REIT.

If, notwithstanding our intent to avoid having the issuing entity in any of our securitization or financing transactions
classified as a TMP, one or more of such transactions were so classified, then as long as we owned 100% of the equity
interests in the TMP, all or a portion of the income that we recognize with respect to our investment in the TMP will
be treated as excess inclusion income. Section 860E(c) of the Code defines the term �excess inclusion� with respect to a
residual interest in a REMIC. The IRS, however, has yet to issue guidance on the computation of excess inclusion
income on equity interests in a TMP held by a REIT. Generally, however, excess inclusion income with respect to our
investment in any TMP and any taxable year will equal the excess of (i) the amount of income we accrue on our
investment in the TMP over (ii) the amount of income we would have accrued if our investment were a debt
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on weighted average yields for Treasury securities and are published monthly by the IRS for use in various tax
calculations. If we undertake securitization transactions that are TMPs, the amount of excess inclusion income we
recognize in any taxable year could represent a significant portion of our total taxable income for that year.

Although we intend to structure our securitization and financing transactions so that we will not recognize any excess
inclusion income, we cannot assure you that we will always be successful in this regard. If, notwithstanding our intent,
we recognized excess inclusion income, then under guidance issued by the IRS we would be required to allocate the
excess inclusion income proportionately among the dividends we pay to our stockholders and we must notify our
stockholders of the portion of our dividends that represents excess inclusion income. The portion of any dividend you
receive that is treated as excess inclusion income is subject to special rules. First, your taxable income can never be
less than the sum of your excess inclusion income for the year; excess inclusion income cannot be offset with net
operating losses or other allowable deductions. Second, if you are a tax-exempt organization and your excess
inclusion income is subject to the unrelated business income tax, then the excess inclusion portion of any dividend you
receive will be treated as unrelated business taxable income. Third, dividends paid to Foreign Owners who hold stock
for investment and not in connection with a trade or business conducted in the United Sates will be subject to U.S.
federal withholding tax without regard to any reduction in rate otherwise allowed by any applicable income tax treaty.

If we recognize excess inclusion income, and one or more Disqualified Organizations are record holders of shares of
common stock, we will be taxable at the highest federal corporate income tax rate on the portion of any excess
inclusion income equal to the percentage of our stock that is held by Disqualified Organizations. In such
circumstances, we may reduce the amount of our distributions to a Disqualified Organization whose stock ownership
gave rise to the tax. To the extent that our common stock owned by Disqualified Organizations is held by a
broker/dealer or other nominee, the broker/dealer or other nominee would be liable for a tax at the highest corporate
tax rate on the portion of our excess inclusion income allocable to our common stock held by the broker/dealer or
other nominee on behalf of the Disqualified Organizations.

If we own less than 100% of the equity interests in a TMP, the foregoing rules would not apply. Rather, the entity
would be treated as a corporation for U.S. federal income tax purposes and would potentially be subject to federal
corporate income tax. This could adversely affect our compliance with the REIT gross income and asset tests
described above. We currently do not have, and currently do not intend to enter into any securitization or financing
transaction that is a TMP in which we own some, but less than all, of the equity interests, and we intend to monitor the
structure of any TMPs in which we have an interest to ensure that they will not adversely affect our status as a REIT.
We cannot assure you that we will be successful in this regard.

Taxation of Owners

Taxation of Taxable Domestic Owners

Distributions

As long as we qualify as a REIT, distributions we make to our taxable Domestic Owners out of current or
accumulated earnings and profits (and not designated as capital gain dividends) will be taken into account by them as
ordinary income. Dividends we pay to a corporation will not be eligible for the dividends received deduction. In
addition, distributions we make to individuals and other Owners that are not corporations generally will not be eligible
for the 20% reduced rate of tax currently in effect for �qualified dividend income.� However, provided certain holding
period and other requirements are met, an individual or other non-corporate Owner will be eligible for the 20%
reduced rate with respect to (i) distributions attributable to dividends we receive from certain �C� corporations, such as
our TRSs, and (ii) distributions attributable to income upon which we have paid corporate income tax.
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which you have owned our common stock. However, corporate Owners may be required to treat up to 20% of certain
capital gain dividends as ordinary income.

Rather than distribute our net capital gains, we may elect to retain and pay the U.S. federal income tax on them, in
which case you will (i) include your proportionate share of the undistributed net capital gains in income, (ii) receive a
credit for your share of the U.S. federal income tax we pay and (iii) increase the basis in your common stock by the
difference between your share of the capital gain and your share of the credit.

Distributions in excess of our current and accumulated earnings and profits will not be taxable to you to the extent that
they do not exceed your adjusted tax basis in our common stock you own, but rather, will reduce your adjusted tax
basis in your common stock. Assuming that the common stock you own is a capital asset, to the extent that such
distributions exceed your adjusted tax basis in the capital stock you own, you must include them in income as
long-term capital gain (or short-term capital gain if the capital stock has been held for one year or less). For
individuals, trusts and estates, long-term capital gains are currently taxable at a minimum U.S. federal income tax rate
of 20% and short-term capital gains are currently taxable at a maximum U.S. federal income tax rate of 39.6%. Gains
for corporations, whether characterized as long-term or short-term, are currently taxable at a maximum U.S. federal
income tax rate of 35%. Capital gains attributable to the sale of depreciable real property held for more than 12
months are subject to a 25% maximum U.S. federal income tax rate for taxpayers who are taxed as individuals, to the
extent of previously claimed depreciation deductions.

If we declare a dividend in October, November or December of any year that is payable to stockholders of record on a
specified date in any such month, but actually distribute the amount declared in January of the following year, then
you must treat the January distribution as though you received it on December 31 of the year in which we declared the
dividend. In addition, we may elect to treat other distributions after the close of the taxable year as having been paid
during the taxable year, but you will be treated as having received these distributions in the taxable year in which they
are actually made.

To the extent that we have available net operating losses and capital losses carried forward from prior tax years, such
losses may reduce the amount of distributions that we must make to comply with the REIT distribution requirements.
See ��Annual Distribution Requirements.� Such losses, however, are not passed through to you and do not offset your
income from other sources, nor would they affect the character of any distributions that you receive from us; you will
be subject to tax on those distributions to the extent that we have current or accumulated earnings and profits.

Although we do not expect to recognize any excess inclusion income, if we did recognize excess inclusion income, we
would identify a portion of the distributions that we make to you as excess inclusion income. Your taxable income can
never be less than the sum of your excess inclusion income for the year; excess inclusion income cannot be offset with
net operating losses or other allowable deductions. See ��Taxable Mortgage Pools.�

Dispositions of Our Stock

Any gain or loss you recognize upon the sale or other disposition of our common stock will generally be capital gain
or loss for U.S. federal income tax purposes, and will be long-term capital gain or loss if you held the common stock
for more than one year. In addition, any loss you recognize upon a sale or exchange of our common stock that you
have owned for six months or less (after applying certain holding period rules) will generally be treated as a long-term
capital loss to the extent of distributions received from us that you are required to treat as long-term capital gain.

If you recognize a loss upon a disposition of our capital stock in an amount that exceeds a prescribed threshold, it is
possible that the provisions of recently adopted Treasury Regulations involving �reportable transactions� could apply,
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the IRS. While these regulations are directed toward �tax shelters,� they are written quite broadly and apply to
transactions that would not typically be considered tax shelters. In addition, recently enacted legislation imposes
significant penalties for failure to comply with these requirements. You should consult your tax advisor concerning
any possible disclosure obligation with respect to the receipt or disposition of our capital stock, or transactions that
might be undertaken directly or indirectly by us. Moreover, you should be aware that we and other participants in the
transactions involving us (including our advisors) may be subject to disclosure or other requirements pursuant to these
regulations.

Amounts that you are required to include in taxable income with respect to our capital common stock you own,
including taxable distributions and the income you recognize with respect to undistributed net capital gain, and any
gain recognized upon your disposition of our capital stock, will not be treated as passive activity income. You may not
offset any passive activity losses you may have, such as losses from limited partnerships in which you have invested,
with income you recognize with respect to our shares of capital stock. Generally, income you recognize with respect
to our capital stock will be treated as investment income for purposes of the investment interest limitations.

Additional Medicare Tax

Individuals, estates or trusts whose income exceeds certain thresholds will be subject to an additional 3.8% Medicare
tax on dividends and certain other investment income. Such other investment income will include capital gains from
the sale or other disposition of our capital stock.

Information Reporting and Backup Withholding

We will report to our stockholders and to the IRS the amount of distributions we pay during each calendar year and
the amount of tax we withhold, if any. Under the backup withholding rules, you may be subject to backup withholding
at a current rate of 28% with respect to distributions unless you:

� are a corporation or come within certain other exempt categories and, when required, demonstrate this fact;
or

� provide a taxpayer identification number, certify as to no loss of exemption from backup
withholding, and otherwise comply with the applicable requirements of the backup withholding
rules.

Any amount paid as backup withholding will be creditable against your U.S. federal income tax liability. For a
discussion of the backup withholding rules as applied to foreign owners, see ��Taxation of Foreign Owners.�

Taxation of Tax-Exempt Owners

Tax-exempt entities, including qualified employee pension and profit sharing trusts and individual retirement
accounts, are generally exempt from U.S. federal income taxation. However, they are subject to taxation on their
unrelated business taxable income (�UBTI�). Provided that a tax-exempt Owner (i) has not held our common stock as
�debt financed property� within the meaning of the Code and (ii) has not used our common stock in an unrelated trade or
business, amounts that we distribute to tax-exempt Owners generally should not constitute UBTI.
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to a tax-exempt stockholder that is allocable to excess inclusion income may be treated as UBTI. If, however, excess
inclusion income is allocable to some categories of tax-exempt stockholders that are not subject to UBTI, we might be
subject to corporate level tax on such income, and in that case, may reduce the amount of distributions to those
stockholders whose ownership gave rise to the tax. However, a tax-exempt Owner�s allocable share of any excess
inclusion income that we recognize will be subject to tax as UBTI. See
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�� Taxable Mortgage Pools.� We intend to structure our securitization and financing transactions so that we will avoid
recognizing any excess inclusion income. However, if a portion of a dividend paid by us is attributable to excess
inclusion income, as required by IRS guidance, we intend to notify our stockholders of such attribution.

Tax-exempt Owners that are social clubs, voluntary employee benefit associations, supplemental unemployment
benefit trusts and qualified group legal services plans, exempt from taxation under special provisions of the U.S.
federal income tax laws, are subject to different UBTI rules, which generally will require them to characterize
distributions that they receive from us as UBTI.

In certain circumstances, a qualified employee pension trust or profit sharing trust that owns more than 10% of our
stock could be required to treat a percentage of the dividends that it receives from us as UBTI if we are a �pension-held
REIT.� We will not be a pension-held REIT unless either (a) one pension trust owns more than 25% of the value of our
capital stock or (b) a group of pension trusts individually holding more than 10% of our capital stock collectively
owns more than 50% of the value of our capital stock. However, the restrictions on ownership and transfer of our
capital stock are designed to, among other things, prevent a tax-exempt entity from owning more than 10% of the
value of our capital stock, thus making it unlikely that we will become a pension-held REIT.

Taxation of Foreign Owners

The following is a summary of certain U.S. federal income and estate tax consequences of the ownership and
disposition of our capital stock applicable to a Foreign Owner.

If a partnership, including for this purpose any entity that is treated as a partnership for U.S. federal income tax
purposes, holds our capital stock, the tax treatment of a partner in the partnership will generally depend upon the
status of the partner and the activities of the partnership. An investor that is a partnership having Foreign Owners as
partners should consult its tax advisors about the U.S. federal income tax consequences of the acquisition, ownership
and disposition of our capital stock.

This discussion is based on current law and is for general information only. This discussion addresses only certain and
not all aspects of U.S. federal income and estate taxation.

For most foreign investors, investment in a REIT that invests principally in mortgage loans and MBS is not the most
tax-efficient way to acquire and manage, through our subsidiaries, such assets. That is because receiving distributions
of income derived from such assets in the form of REIT dividends subjects most foreign investors to withholding
taxes that direct investment in those asset classes, and the direct receipt of interest and principal payments, with
respect to them, would not. The principal exceptions are foreign sovereigns and their agencies and instrumentalities,
which may be exempt from withholding taxes on REIT dividends under the Code, and certain foreign pension funds
or similar entities able to claim an exemption from withholding taxes on REIT dividends under the terms of a bilateral
tax treaty between their country of residence and the United States.

Ordinary Dividend Distributions

The portion of dividends received by a Foreign Owner payable out of our current and accumulated earnings and
profits that are not attributable to our capital gains and that are not effectively connected with a U.S. trade or business
of the Foreign Owner will be subject to U.S. withholding tax at the rate of 30% (unless reduced by an applicable
income tax treaty). In general, a Foreign Owner will not be considered engaged in a U.S. trade or business solely as a
result of its ownership of our capital stock. In cases where the dividend income from a Foreign Owner�s investment in
our capital stock is (or is treated as) effectively connected with the Foreign Owner�s conduct of a U.S. trade or
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the record holder of shares of our capital stock, we plan to withhold U.S. income tax at the rate of 30% on the gross
amount of any distribution paid to a Foreign Owner unless:

� a lower income treaty rate applies and the Foreign Owner provides us with an IRS Form W-8BEN
evidencing eligibility for that reduced rate; or

� the Foreign Owner provides us with an IRS Form W-8ECI certifying that the distribution is effectively
connected income.

Under some income tax treaties, lower withholding tax rates do not apply to ordinary dividends from REITs.
Furthermore, reduced treaty rates are not available to the extent that distributions are treated as excess inclusion
income. See ��Taxable Mortgage Pools.� We intend to structure our securitization and financing transactions so that we
will avoid recognizing any excess inclusion income. However, if a portion of a dividend paid by us is attributable to
excess inclusion income, as required by IRS guidance, we intend to notify our stockholders.

Non-Dividend Distributions

Distributions we make to a Foreign Owner that are not considered to be distributions out of our current and
accumulated earnings and profits will not be subject to U.S. federal income or withholding tax unless the distribution
exceeds the Foreign Owner�s adjusted tax basis in our common stock at the time of the distribution and, as described
below, the Foreign Owner would otherwise be taxable on any gain from a disposition of our capital stock. If it cannot
be determined at the time a distribution is made whether or not such distribution will be in excess of our current and
accumulated earnings and profits, the entire distribution will be subject to withholding at the rate applicable to
dividends. A Foreign Owner may, however, seek a refund of such amounts from the IRS if it is subsequently
determined that the distribution was, in fact, in excess of our current and accumulated earnings and profits, provided
the proper forms are timely filed with the IRS by the Foreign Owner.

Capital Gain Dividends

Distributions that we make to Foreign Owners that are attributable to our disposition of U.S. real property interests
(�USRPI,� which term does not include interests in mortgage loans and mortgage-backed securities) are subject to U.S.
federal income and withholding taxes pursuant to the Foreign Investment in Real Property Act of 1980, or FIRPTA,
and may also be subject to branch profits tax if the Foreign Owner is a corporation that is not entitled to treaty relief or
exemption. Although we do not anticipate recognizing any gain attributable to the disposition of USRPI, as defined by
FIRPTA, Treasury Regulations interpreting the FIRPTA provisions of the Code could be read to impose a withholding
tax at a rate of 35% on all of our capital gain dividends (or amounts we could have designated as capital gain
dividends) paid to Foreign Owners, even if no portion of the capital gains we recognize during the year are
attributable to our disposition of USRPI. However, in any event, the FIRPTA rules will not apply to distributions to a
Foreign Owner with respect to any class of our capital stock so long as (i) such class of stock is regularly traded (as
defined by applicable Treasury Regulations) on an established securities market, and (ii) the Foreign Owner owns
(actually or constructively) no more than 10% of such class of stock at any time during the one-year period ending
with the date of the distribution. However, if FIRPTA were not to apply to a distribution to a Foreign Owner for the
reason described in the preceding sentence, the distribution would be subject to the withholding rules applicable to
ordinary dividend distributions. Furthermore, distributions to �qualified foreign pension funds� or entities, all of the
interests of which are held by �qualified foreign pension funds,� are exempt from FIRPTA.
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Unless our common stock constitutes a USRPI, a sale of our common stock by a Foreign Owner generally will not be
subject to U.S. federal income tax under FIRPTA. We do not expect that our common stock will constitute a USRPI.
Our common stock will not constitute a USRPI if less than 50% of our assets throughout a prescribed testing period
consist of interests in real property located within the United States, excluding, for this
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purpose, interest in real property solely in the capacity as a creditor. Even if the foregoing test is not met, our common
stock will not constitute a USRPI if we are a domestically controlled REIT. A �domestically controlled REIT� is a REIT
in which, at all times during a specified testing period, less than 50% in value of its shares is held directly or indirectly
by foreign owners. We believe that we will be a domestically controlled REIT and that a sale of our stock should not
be subject to taxation under FIRPTA. However, we do not intend to maintain records to determine whether we are a
domestically controlled REIT for this purpose and no assurance can be given that we are or will remain a domestically
controlled REIT.

Even if we do not constitute a domestically controlled REIT, a Foreign Owner�s sale of a class of our capital stock
generally will still not be subject to tax under FIRPTA as a sale of a USRPI provided that (i) such class of stock is
�regularly traded� (as defined by applicable Treasury Regulations) on an established securities market and (ii) the
selling Foreign Owner has owned (actually or constructively) 10% or less of the outstanding shares of such class of
stock at all times during a specified testing period.

If gain on the sale of our capital stock were subject to taxation under FIRPTA, the Foreign Owner would generally be
subject to the same treatment as a Domestic Owner with respect to such gain (subject to applicable alternative
minimum tax and a special alternative minimum tax in the case of nonresident alien individuals) and the purchaser of
the common stock could be required to withhold 10% (15% for dispositions occurring on or after February 16, 2016)
of the purchase price and remit such amount to the IRS.

Capital gains not subject to FIRPTA will nonetheless be taxable in the United States to a Foreign Owner in two cases.
First, if the Foreign Owner�s investment in our common stock is effectively connected with a U.S. trade or business
conducted by such Foreign Owner, the Foreign Owner will generally be subject to the same treatment as a Domestic
Owner with respect to such gain. Second, if the Foreign Owner is a nonresident alien individual who was present in
the United States for 183 days or more during the taxable year and has a �tax home� in the United States, the
nonresident alien individual will be subject to a 30% tax on the individual�s capital gain.

Estate Tax

Capital stock owned or treated as owned by an individual who is not a citizen or resident of the United States (as
specially defined for U.S. federal estate tax purposes) at the time of death will be includible in the individual�s gross
estate for U.S. federal estate tax purposes, unless an applicable estate tax treaty provides otherwise. Such individual�s
estate may be subject to U.S. federal estate tax on the property includible in the estate for U.S. federal estate tax
purposes.

Information Reporting and Backup Withholding

Under current Treasury Regulations, information reporting and backup withholding will not apply to payments on the
capital stock made by us or our paying agent (in its capacity as such) to you if you have provided the required
certification that you are a Foreign Owner, provided that neither we nor our paying agent has actual knowledge or
reason to know that you are a Domestic Owner. However, we or our paying agent may be required to report to the IRS
and you payments of dividends on our capital stock and the amount of tax, if any, withheld with respect to those
payments. Copies of the information returns reporting such payments and any withholding may also be made available
to the tax authorities in the country in which you reside under the provisions of a treaty or agreement. The gross
proceeds from the disposition of your capital stock may be subject to information reporting and backup withholding
tax (currently at a maximum rate of 28%). If you sell your common stock outside the United States through a non-U.S.
office of a non-U.S. broker and the sales proceeds are paid to you outside the United States, then the U.S. information
reporting and backup withholding requirements generally will not apply to that payment. However, U.S. information
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withholding, will apply to a payment of sales proceeds, even if that payment is made outside the United States, if you
sell your common stock through a non-U.S. office of a broker that:

� is a U.S. person;

� derives 50% or more of its gross income in specific periods from the conduct of a trade or business in the
United States;

� is a �controlled foreign corporation� for U.S. federal income tax purposes; or

� is a foreign partnership, if at any time during its tax year:

○ one or more of its partners are U.S. persons who, in the aggregate, hold more than 50% of the income
or capital interests in the partnership; or

○ the foreign partnership is engaged in a U.S. trade or business,
unless the broker has documentary evidence in its files that you are a Foreign Owner and certain other conditions are
met or you otherwise establish an exemption. If you receive payment of the proceeds of a sale of your capital stock to
or through a U.S. office of a broker, the payment is subject to both U.S. backup withholding and information reporting
unless you provide an IRS Form W-8BEN certifying that you are a Foreign Owner or you otherwise establish an
exemption, provided that the broker does not have actual knowledge or reason to know that you are not a Foreign
Owner or the conditions of any other exemption are not, in fact, satisfied.

You are encouraged to consult your own tax advisor regarding application of backup withholding in your particular
circumstance and the availability of and procedure for obtaining an exemption from backup withholding under current
Treasury Regulations. Any amounts withheld under the backup withholding rules from a payment to you will be
allowed as a refund or credit against your U.S. federal income tax liability, provided the required information is timely
furnished to the IRS.

Other Tax Consequences

Possible Legislative or Other Actions Affecting Tax Consequences

Prospective investors should recognize that the present U.S. federal income tax treatment of an investment in our
capital stock may be modified by legislative, judicial or administrative action at any time and that any such action may
affect investments and commitments previously made. The rules dealing with U.S. federal income taxation are
constantly under review by persons involved in the legislative process and by the IRS and Treasury Department,
resulting in revisions of regulations and revised interpretations of established concepts as well as statutory changes.
Revisions in U.S. federal tax laws and interpretations thereof could adversely affect the tax consequences of an
investment in our capital stock.
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U.S. tax legislation enacted in 2010, the Foreign Account Tax Compliance Act, or FATCA, and subsequent IRS
guidance regarding the implementation of FATCA, provides that 30% U.S. federal withholding tax will be imposed
on distributions to, and, after December 31, 2018, the gross proceeds from a sale of shares to, a foreign entity if such
entity fails to satisfy certain due diligence, disclosure and reporting rules. In the event of noncompliance with the
FATCA requirements, as set forth in Treasury Regulations, withholding at a rate of 30% on distributions in respect of
our stock and gross proceeds from the sale of our stock held by or through such foreign entities would be imposed.
Non-U.S. Persons that are otherwise eligible for an exemption from, or a reduction of, U.S. withholding tax with
respect to such distributions and sale proceeds would be required to seek a refund from the IRS to obtain the benefit of
such exemption or reduction. We will not pay any additional amounts in respect of any amounts withheld (under
FATCA or otherwise). Additional requirements and conditions may be imposed pursuant to an intergovernmental
agreement (if and when entered into) between the United States and the non-U.S. Person�s home jurisdiction.
Prospective investors are urged to consult with their tax advisors regarding the application of these rules to an
investment in our stock.
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State and Local Taxes

We and our stockholders may be subject to state or local taxation in various state or local jurisdictions, including those
in which we or they transact business or reside. The state and local tax treatment may not conform to the U.S. federal
income tax consequences discussed above. Consequently, prospective investors should consult their own tax advisors
regarding the effect of state and local tax laws on an investment in our common stock.
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PLAN OF DISTRIBUTION

We may sell the securities offered pursuant to this prospectus and any accompanying prospectus supplements to or
through one or more underwriters or dealers, or we may sell the securities to investors directly or through agents. Each
prospectus supplement, to the extent applicable, will describe the number and terms of the securities to which such
prospectus supplement relates, the name or names of any underwriters or agents with whom we have entered into
arrangements with respect to the sale of such securities, the public offering or purchase price of such securities, the net
proceeds we will receive from such sale and any discounts or concessions allowed or re-allowed or paid to dealers.
Any underwriter or agent involved in the offer and sale of the securities will be named in the applicable prospectus
supplement. We may sell securities directly to investors on our own behalf in those jurisdictions where we are
authorized to do so.

Underwriters may offer and sell the securities at a fixed price or prices, which may be changed, at market prices
prevailing at the time of sale, at prices related to the prevailing market prices or at negotiated prices. We also may,
from time to time, authorize dealers or agents to offer and sell these securities upon such terms and conditions as may
be set forth in the applicable prospectus supplement. In connection with the sale of any of these securities,
underwriters may receive compensation from us in the form of underwriting discounts or commissions and may also
receive commissions from purchasers of the securities for whom they may act as agent. Underwriters may sell the
securities to or through dealers, and such dealers may receive compensation in the form of discounts, concessions or
commissions from the underwriters or commissions from the purchasers for which they may act as agents.

Shares may also be sold in one or more of the following transactions: (a) block transactions (which may involve
crosses) in which a broker-dealer may sell all or a portion of the shares as agent but may position and resell all or a
portion of the block as principal to facilitate the transaction; (b) purchases by a broker-dealer as principal and resale
by the broker-dealer for its own account pursuant to a prospectus supplement; (c) a special offering, an exchange
distribution or a secondary distribution in accordance with applicable New York Stock Exchange or other stock
exchange rules; (d) ordinary brokerage transactions and transactions in which a broker-dealer solicits purchasers;
(e) sales �at the market� to or through a market maker or into an existing trading market, on an exchange or otherwise,
for shares; and (f) sales in other ways not involving market makers or established trading markets, including direct
sales to purchasers. Broker-dealers may also receive compensation from purchasers of the shares, which is not
expected to exceed that customary in the types of transactions involved.

Any underwriting compensation paid by us to underwriters or agents in connection with the offering of these
securities, and any discounts or concessions or commissions allowed by underwriters to participating dealers, will be
set forth in the applicable prospectus supplement. Dealers and agents participating in the distribution of the securities
may be deemed to be underwriters, and any discounts and commissions received by them and any profit realized by
them on resale of the securities may be deemed to be underwriting discounts and commissions.

Underwriters, dealers and agents may be entitled, under agreements entered into with us, to indemnification against
and contribution toward certain civil liabilities, including liabilities under the Securities Act of 1933. Unless otherwise
set forth in the accompanying prospectus supplement, the obligations of any underwriters to purchase any of these
securities will be subject to certain conditions precedent.

In connection with the offering of the securities hereby, certain underwriters, and selling group members and their
respective affiliates, may engage in transactions that stabilize, maintain or otherwise affect the market price of the
applicable securities. These transactions may include stabilization transactions effected in accordance with Rule 104
of Regulation M promulgated by the SEC pursuant to which these persons may bid for or purchase securities for the
purpose of stabilizing their market price.
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underwriters could cover all or a portion of the short position by either purchasing securities in the open market
following completion of the offering of these securities or by exercising any over-allotment option granted to them by
us. In addition, the managing underwriter may impose �penalty bids� under contractual arrangements with other
underwriters, which means that they can reclaim from an underwriter (or any selling group member participating in
the offering) for the account of the other underwriters, the selling concession for the securities that are distributed in
the offering but subsequently purchased for the account of the underwriters in the open market. Any of the
transactions described in this paragraph, or comparable transactions that are described in any accompanying
prospectus supplement, may result in the maintenance of the price of the securities at a level above that which might
otherwise prevail in the open market. None of the transactions described in this paragraph or in an accompanying
prospectus supplement are required to be taken by any underwriters and, if they are undertaken, may be discontinued
at any time.

Our common stock is listed on the New York Stock Exchange under the symbol �NLY�, our Series A Preferred Stock is
listed on the New York Stock Exchange under the symbol �NLY PrA�, our Series C Preferred Stock is listed on the
New York Stock Exchange under the symbol �NLY PrC� and our Series D Preferred Stock is listed on the New York
Stock Exchange under the symbol �NLY PrD�. Except for our common stock or as otherwise described in the applicable
prospectus supplement, all other securities offered hereby will be new issues of securities with no established trading
market and may or may not be listed on a national securities exchange. Any underwriters or agents to or through
which securities are sold by us may make a market in the securities, but these underwriters or agents will not be
obligated to do so and any of them may discontinue any market making at any time without notice. No assurance can
be given as to the liquidity of or trading market for any securities sold by us.

Underwriters, dealers and agents may engage in transactions with, or perform services for, us and our affiliates in the
ordinary course of business. Underwriters have from time to time in the past provided, and may from time to time in
the future provide, investment banking services to us for which they have in the past received, and may in the future
receive, customary fees.
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EXPERTS

The consolidated financial statements incorporated in this prospectus by reference from the Company�s Annual Report
on Form 10-K, and the effectiveness of Annaly Capital Management, Inc.�s internal control over financial reporting
have been audited by Ernst & Young LLP, an independent registered public accounting firm, as stated in their report,
which is incorporated herein by reference. Such consolidated financial statements have been so incorporated in
reliance upon the report of such firm given upon their authority as experts in accounting and auditing.

LEGAL MATTERS

The validity of the securities offered hereby is being passed upon for us by K&L Gates LLP. The opinion of counsel
described under the heading �Material U.S. Federal Income Tax Considerations� is being rendered by K&L Gates LLP.
This opinion is subject to various assumptions and is based on current tax law.

WHERE YOU CAN FIND MORE INFORMATION ON ANNALY

We file annual, quarterly and current reports, proxy statements and other information with the SEC. The public may
read any materials we file with the SEC at the SEC�s Public Reference Room at 100 F Street, N.E., Washington, D.C.
20549. The public may obtain information on the operation of the Public Reference Room by calling the SEC at
1-800-SEC-0330. The SEC maintains an Internet site that contains reports, proxy and information statements, and
other information regarding issuers that file electronically with the SEC. The address of that site is
http://www.sec.gov. Our common stock is listed on the New York Stock Exchange under the symbol �NLY�, our Series
A Preferred Stock is listed on the New York Stock Exchange under the symbol �NLY PrA�, our Series C Preferred
Stock is listed on the New York Stock Exchange under the symbol �NLY PrC� and our Series D Preferred Stock is
listed on the New York Stock Exchange under the symbol �NLY PrD.� All such reports, proxy statements and other
information filed by us with the New York Stock Exchange may be inspected at the New York Stock Exchange�s
offices at 20 Broad Street, New York, New York 10005. Finally, we also maintain an Internet site where you can find
additional information. The address of our Internet site is http://www.annaly.com. All internet addresses provided in
this prospectus or in any accompanying prospectus supplement are for informational purposes only and are not
intended to be hyperlinks. In addition, the information on our internet site is not a part of, and is not incorporated or
deemed to be incorporated by reference in, this prospectus or any accompanying prospectus supplement or other
offering materials. Accordingly, no information in our or any of these other internet addresses is included herein or
incorporated or deemed to be incorporated by reference herein.

We have filed a registration statement, of which this prospectus is a part, covering the securities offered hereby. As
allowed by SEC rules, this prospectus does not contain all of the information set forth in the registration statement and
the exhibits, financial statements and schedules thereto. We refer you to the registration statement, the exhibits,
financial statements and schedules thereto for further information. This prospectus is qualified in its entirety by such
other information.
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INCORPORATION OF CERTAIN DOCUMENTS BY REFERENCE

The SEC allows us to �incorporate by reference� information into this prospectus, which means that we can disclose
important information to you by referring you to another document filed separately with the SEC. The information
incorporated by reference is deemed to be part of this prospectus, except for any information superseded by
information in this prospectus. We have filed the documents listed below with the SEC (File No. 1-13447) under the
Exchange Act, and these documents are incorporated herein by reference:

� Our Annual Report on Form 10-K for the year ended December 31, 2014 as filed on February 26, 2015;

� Our Quarterly Report on Form 10-Q for the quarter ended March 31, 2015 filed on May 8, 2015;

� Our Quarterly Report on Form 10-Q for the quarter ended June 30, 2015 filed on August 6, 2015;

� Our Quarterly Report on Form 10-Q for the quarter ended September 30, 2015 filed on November 6, 2015;

� Our Current Reports on Form 8-K filed on January 5, February 2, May 21, July 20 and August 5, 2015
(except with regard to Item 7.01);

� Description of our common stock included in our Registration Statement on Form 8-A, filed on October 6,
1997;

� Description of our Series A Preferred Stock included in our Registration Statement on Form 8-A, filed
April 1, 2004;

� Description of our Series C Preferred Stock included in our Registration Statement on Form 8-A, filed
May 16, 2012; and

� Description of our Series D Preferred Stock included in our Registration Statement on Form 8-A, filed
September 13, 2012.

All documents we file pursuant to Sections 13(a), 13(c), 14 or 15(d) of the Exchange Act after the date of this
prospectus and prior to the termination of the offering of the securities to which this prospectus relates (other than
information in such documents that is furnished and not deemed to be filed) shall be deemed to be incorporated by
reference into this prospectus and to be part hereof from the date of filing of those documents. All documents we file
pursuant to Sections 13(a), 13(c), 14 or 15(d) of the Exchange Act after the date of the initial registration statement
that contains this prospectus and prior to the effectiveness of the registration statement shall be deemed to be
incorporated by reference into this prospectus and to be part hereof from the date of filing those documents.
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Any statement contained in this prospectus or in a document incorporated by reference shall be deemed to be modified
or superseded for all purposes to the extent that a statement contained in this prospectus or in any other document that
is also incorporated by reference modifies or supersedes that statement.

We will provide to each person, including any beneficial owner, to whom a copy of this prospectus is delivered, a
copy of any or all of the information that has been incorporated by reference in this prospectus but not delivered with
this prospectus (other than the exhibits to such documents which are not specifically incorporated by reference
herein); we will provide this information at no cost to the requester upon written or oral request to Investor Relations,
Annaly Capital Management, Inc., 1211 Avenue of the Americas, New York, New York 10036, telephone number
(212) 696-0100.
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