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Approximate date of commencement of proposed sale of the securities to the public:

May 5, 2016, the date on which the preliminary prospectus and tender offer materials were filed and sent to securityholders. The offer cannot,
however, be completed prior to the time this Registration Statement becomes effective. Accordingly, any actual sale or purchase of securities pursuant to
the offer will occur only after this Registration Statement is effective, subject to the conditions to the transactions described herein.

          If the securities being registered on this Form are being offered in connection with the formation of a holding company and there is compliance with General
Instruction G, check the following box:    o

          If this Form is filed to register additional securities for an offering pursuant to Rule 462(b) under the Securities Act, check the following box and list the
Securities Act registration statement number of the earlier effective registration statement for the same offering.    o

          If this Form is a post-effective amendment filed pursuant to Rule 462(d) under the Securities Act, check the following box and list the Securities Act
registration statement number of the earlier effective registration statement for the same offering.    o

          Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting company. See the
definitions of "large accelerated filer," "accelerated filer" and "smaller reporting company" in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer ý Accelerated filer o Non-accelerated filer o

(Do not check if a
smaller reporting company)

Smaller reporting company o

          If applicable, place an ý in the box to designate the appropriate rule provision relied upon in conducting this transaction:

          Exchange Act Rule 13e-4(i) (Cross-Border Issuer Tender Offer)    o

          Exchange Act Rule 14d-1(d) (Cross-Border Third-Party Tender Offer)    o

The registrant hereby amends this registration statement on such date or dates as may be necessary to delay its effective date until the registrant
shall file a further amendment which specifically states that this registration statement shall thereafter become effective in accordance with Section 8(a)
of the Securities Act of 1933, as amended, or until the registration statement shall become effective on such date as the Securities and Exchange
Commission, acting pursuant to said Section 8(a), may determine.
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The information in this document may change. The registrant may not complete the offer and issue these securities until the registration
statement filed with the U.S. Securities and Exchange Commission is effective. This document is not an offer to sell these securities, and
the registrant is not soliciting an offer to buy these securities in any state or jurisdiction in which such offer is not permitted.

PRELIMINARY AND SUBJECT TO CHANGE, DATED JULY 1, 2016

Offer by

RIDGEBACK MERGER SUB CORPORATION,

a direct wholly owned subsidiary of

ANNALY CAPITAL MANAGEMENT, INC.

to Exchange Each Outstanding Share of Common Stock of

HATTERAS FINANCIAL CORP.

for

$5.55 in Cash and
0.9894 Shares of Common Stock of Annaly Capital Management, Inc.

or

$15.85 in Cash

or

1.5226 Shares of Common Stock of Annaly Capital Management, Inc.

(subject in each case to the election procedures and, in the case of an all-cash election or an all-stock election, to the proration procedures described in
this document and related letter of election and transmittal)

THE OFFER AND THE WITHDRAWAL RIGHTS WILL EXPIRE AT 5:00 P.M., EASTERN TIME, ON JULY 11, 2016, UNLESS EXTENDED.

           Annaly Capital Management, Inc., a Maryland corporation ("Annaly") through its direct wholly owned subsidiary Ridgeback Merger Sub Corporation, a
Maryland corporation (the "Offeror"), is offering (the "offer"), upon the terms and subject to the conditions set forth in this prospectus/offer to exchange and in the
accompanying letter of election and transmittal, to exchange for each outstanding share of common stock, par value $0.001 per share (the "Hatteras common
stock"), of Hatteras Financial Corp., a Maryland corporation ("Hatteras"), validly tendered and not validly withdrawn in the offer:
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�

$5.55 in cash; and

�
0.9894 shares of Annaly common stock, par value $0.01 per share (the "Annaly common stock"), together with cash in lieu of any fractional
shares of Annaly common stock.

We refer to the above as the "mixed consideration."

           In lieu of receiving the mixed consideration, holders of shares of Hatteras common stock may elect to receive, for each share of Hatteras common stock that
they hold, (1) $15.85 in cash (we refer to this election as the "all-cash election" and this amount as the "all-cash consideration") or (2) 1.5226 shares of Annaly
common stock, together with cash in lieu of any fractional shares of Annaly common stock (we refer to this election as the "all-stock election" and this amount as
the "all-stock consideration"). The mixed consideration, the all-cash consideration and the all-stock consideration (as applicable) will be paid without interest and
less any applicable withholding taxes.

           Hatteras common stockholders who validly tender and do not validly withdraw their shares of Hatteras common stock in the offer but who do not make a
valid election will receive the mixed consideration for their shares of Hatteras common stock. Hatteras common stockholders who make the all-cash election or the
all-stock election will be subject to proration so that approximately 65.0% of the aggregate consideration in the offer will be paid in shares of Annaly common
stock and approximately 35.0% of the aggregate consideration in the offer will be paid in cash. See "The Offer�Elections and Proration" for a description of the
proration procedure.

           The purpose of the offer is for Annaly to acquire control of, and ultimately the entire equity interest in, Hatteras. The offer is the first step in Annaly's plan
to acquire all of the outstanding shares of Hatteras common stock. If the offer is completed, promptly following the consummation of the offer, Annaly intends to
consummate a merger of Hatteras with and into the Offeror, with the Offeror surviving the merger under the name "Hatteras Financial Corp." (which we refer to as
the "merger"). The purpose of the merger is for Annaly to acquire all of the shares of Hatteras common stock that it did not acquire in the offer, as well as each
issued and outstanding share of Hatteras' 7.625% Series A Cumulative Redeemable Preferred Stock, $0.001 par value per share (the "Hatteras Series A preferred
stock"). In the merger, each outstanding share of Hatteras common stock that was not acquired by Annaly or the Offeror will be converted into the mixed
consideration or, at the election of the holder of such shares, the all-cash consideration or all-stock consideration, subject to proration so that approximately 65.0%
of the aggregate consideration in the merger will be paid in shares of Annaly common stock and approximately 35.0% of the aggregate consideration in the merger
will be paid in cash. In addition, in the merger, each outstanding share of Hatteras Series A preferred stock will be automatically converted into the right to receive
one newly issued share of Annaly's 7.625% Series E Cumulative Redeemable Preferred Stock, $0.01 par value per share, which will have rights, privileges and
voting powers substantially the same as those of the Hatteras Series A preferred stock. After the merger, the Hatteras business will be held in a wholly owned
subsidiary of Annaly, and the former Hatteras stockholders will no longer have any direct ownership interest in the surviving corporation.

NOTICE OF OFFER AND MERGER UNDER SECTION 3-106.1 OF THE MARYLAND GENERAL CORPORATION LAW

In accordance with Section 3-106.1(e) of the Maryland General Corporation Law (the "MGCL"), notice of the offer and the merger and the
transactions contemplated thereby is hereby given by Annaly and the Offeror. The Articles of Merger, pursuant to which the Merger will become

effective,
will be filed with the State Department of Assessments and Taxation of Maryland not earlier than 30 days after the date of this

preliminary prospectus/offer to exchange.

           The Offeror's obligation to accept for exchange, and to exchange, shares of Hatteras common stock for cash and shares of Annaly common stock in the
offer is subject to a number of conditions, including that at least one share more than two-thirds of the outstanding shares of Hatteras common stock have been
validly tendered (and not validly withdrawn) in the offer. See "The Offer�Conditions of the Offer" for a description of all of such conditions.

           Annaly common stock is listed on the New York Stock Exchange ("NYSE") under the symbol "NLY," and Hatteras common stock is listed on the NYSE
under the symbol "HTS."

           The merger will not entitle Hatteras stockholders to dissenters' rights or rights of objecting stockholders under the MGCL.

For a discussion of certain factors that Hatteras common stockholders should consider in connection with the offer, please read
the section of this document entitled "Risk Factors" beginning on page 25.

           You are encouraged to read this entire document and the related letter of election and transmittal carefully, including the annexes and information referred
to or incorporated by reference in this document.

           Neither Annaly nor the Offeror has authorized any person to provide any information or to make any representation in connection with the offer other than
the information contained or incorporated by reference in this document, and if any person provides any information or makes any representation of this kind, that
information or representation must not be relied upon as having been authorized by Annaly or the Offeror.

Neither the U.S. Securities and Exchange Commission (the "SEC") nor any state securities commission has approved or disapproved of these
securities or passed upon the adequacy or accuracy of this document. Any representation to the contrary is a criminal offense.
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The date of this preliminary prospectus/offer to exchange is July 1, 2016.
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        This document incorporates by reference important business and financial information about Annaly, Hatteras and their respective
subsidiaries from documents filed with the SEC that have not been included in or delivered with this document. This information is available
without charge at the SEC's website at www.sec.gov, as well as from other sources. See "Where To Obtain More Information."

        You can obtain the documents incorporated by reference in this document by requesting them in writing or by telephone at the following
address and telephone number:

Annaly Capital Management, Inc.
1211 Avenue of the Americas
New York, New York 10036
Attention: Investor Relations

1-888-8ANNALY
http://www.annaly.com/investors

        In addition, if you have questions about the offer or the merger, or if you need to obtain copies of this document, the letter of election and
transmittal or other documents incorporated by reference in this document, you may contact the information agent for this offer listed below.
You will not be charged for any of the documents you request.

Innisfree M&A Incorporated
501 Madison Avenue, 20th Floor

New York, New York 10022
Stockholders may call toll free: (888) 750-5834

Banks and Brokers may call collect: (212) 750-5833

        If you would like to request documents, please do so by July 1, 2016, in order to receive them before the expiration of the offer.

        Information included in this document relating to Hatteras, including but not limited to the descriptions of Hatteras and its business and the
information under the headings "Selected Historical Consolidated Financial Data of Hatteras," "The Offer�Background of the Offer and the
Merger," "The Offer�Hatteras' Reasons for the Offer and the Merger; Recommendation of the Hatteras Board of Directors," "The Offer�Opinion of
Hatteras' Financial Advisor," "The Offer�Prospective Financial Information of Hatteras" and "The Offer�Interests of Certain Persons in the Offer
and the Merger" appears in the Solicitation/Recommendation Statement on Schedule 14D-9 dated May 5, 2016 and filed by Hatteras with the
SEC (the "Schedule 14D-9"). The Schedule 14D-9 was mailed to holders shares of Hatteras common stock on or about May 5, 2016.

iv
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 QUESTIONS AND ANSWERS ABOUT THE OFFER AND THE MERGER

        Below are some of the questions that you as a Hatteras stockholder may have regarding the offer and the merger and answers to those
questions. You are urged to carefully read the remainder of this document and the related letter of election and transmittal and the other
documents to which we have referred because the information contained in this section and in the section entitled "Summary" is not complete.
Additional important information is contained in the remainder of this document and the related letter of election and transmittal. See "Where To
Obtain More Information." As used in this document, unless otherwise indicated or the context requires, "Annaly," "we" or "us" refers to Annaly
Capital Management, Inc. and its consolidated subsidiaries; the "Offeror" refers to Ridgeback Merger Sub Corporation, a wholly owned
subsidiary of Annaly; and "Hatteras" refers to Hatteras Financial Corp. and its consolidated subsidiaries. The "acceptance time" for purposes of
this document and the merger agreement is the time that Annaly will accept for payment, subject to the terms and conditions of the merger
agreement, all shares of Hatteras common stock, par value $0.001 per share (the "Hatteras common stock") that are validly tendered and not
validly withdrawn in the offer.

 Who is offering to buy my shares of Hatteras common stock and why I am receiving this document?

        Annaly Capital Management, Inc. and the Offeror are making this offer to exchange cash and shares of Annaly common stock, par value
$0.01 per share (the "Annaly common stock") for shares of Hatteras common stock pursuant to the Agreement and Plan of Merger, which is
referred to as the "merger agreement", entered into by Annaly, the Offeror and Hatteras on April 10, 2016. You are receiving this document
because you own shares of Hatteras common stock.

        Annaly is a leading mortgage real estate investment trust ("REIT") listed on the New York Stock Exchange ("NYSE") and externally
managed by Annaly Management Company LLC. Since its founding in 1997, Annaly has strived to generate net income for distribution to its
stockholders and preserve capital through the prudent selection and management of its investments, and since its inception has paid $14 billion
in dividends to stockholders. Annaly uses its capital coupled with borrowed funds to invest in real estate related investments earning the spread
between the yield on its assets and the cost of its borrowings and hedges.

 What are the classes and amounts of Hatteras securities that Annaly is seeking to acquire in the offer?

        Annaly is seeking to acquire all of the issued and outstanding shares of Hatteras common stock in the offer.

 What will I receive for my shares of Hatteras common stock in the offer?

        Annaly and the Offeror are offering (the "offer") to exchange for each outstanding share of Hatteras common stock validly tendered and not
validly withdrawn in the offer:

�
$5.55 in cash; and

�
0.9894 shares of Annaly common stock, par value $0.01 per share, together with cash in lieu of any fractional shares of
Annaly common stock.

We refer to the above as the "mixed consideration."

        In lieu of receiving the mixed consideration, holders of shares of Hatteras common stock may elect to receive, for each share of Hatteras
common stock that they hold, (1) $15.85 in cash (we refer to this election as the "all-cash election" and this amount as the "all-cash
consideration") or (2) 1.5226 shares of Annaly common stock, together with cash in lieu of any fractional shares of Annaly common stock (we
refer to this election as the "all-stock election" and this amount as the "all-stock consideration").

1
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The mixed consideration, the all-cash consideration and the all-stock consideration (as applicable) will be paid without interest and less any
applicable withholding taxes.

        Hatteras common stockholders who validly tender and do not validly withdraw their shares of Hatteras common stock in the offer but who
do not make a valid election will receive the mixed consideration for their shares of Hatteras common stock. Hatteras common stockholders who
make the all-cash election or the all-stock election will be subject to proration so that approximately 65.0% of the aggregate consideration in the
offer will be paid in shares of Annaly common stock and approximately 35.0% of the aggregate consideration in the offer will be paid in cash.
See "The Offer�Elections and Proration" for a description of the proration procedure.

Hatteras common stockholders should consider the potential effects of proration and should obtain current market quotations for
shares of Hatteras common stock and shares of Annaly common stock before deciding whether to tender pursuant to the offer and
before electing the form of consideration they wish to receive. The market value of the stock portion of the common transaction
consideration will change as the market value of Annaly common stock fluctuates during the offer period and thereafter. Please see
"Risk Factors�Risk Factors Relating to the Offer and the Merger."

 What will happen to my shares of Hatteras preferred stock?

        If you own shares of Hatteras' 7.625% Series A Cumulative Redeemable Preferred Stock, $0.001 par value per share (the "Hatteras
Series A preferred stock"), you do not need to do anything in connection with the offer, as the offer is not applicable to the Hatteras Series A
preferred stock. If the offer is completed, in connection with the completion of the merger, each outstanding share of Hatteras Series A preferred
stock will be automatically converted into the right to receive one share of Annaly's 7.625% Series E Cumulative Redeemable Preferred Stock,
$0.01 par value per share (the "Annaly Series E preferred stock").

 Will I have to pay any fee or commission to exchange my shares of Hatteras common stock?

        If you are the record owner of your shares of Hatteras common stock and you tender these shares in the offer, you will not have to pay any
brokerage fees, commissions or similar expenses. If you own your shares of Hatteras common stock through a broker, dealer, commercial bank,
trust company or other nominee and your broker, dealer, commercial bank, trust company or other nominee tenders your shares of Hatteras
common stock on your behalf, your broker or such other nominee may charge a fee for doing so. You should consult your broker, dealer,
commercial bank, trust company or other nominee to determine whether any charges will apply.

 Why is Annaly making this offer and what is the purpose of the merger?

        The purpose of the offer is for Annaly to acquire control of, and ultimately own the entire equity interest in, Hatteras. The offer is the first
step in Annaly's plan to acquire all of the outstanding shares of Hatteras common stock. Annaly intends to consummate the merger promptly
following the completion of the offer. The purpose of the merger is for Annaly to acquire all of the shares of Hatteras common stock that it did
not acquire in the offer, as well as each outstanding share of the Hatteras Series A preferred stock. After the merger, the Hatteras business will be
held in a wholly owned subsidiary of Annaly, and the former Hatteras stockholders will no longer have any direct ownership interest in this
entity.

 What does the Hatteras board of directors recommend?

        The Hatteras board of directors, acting upon the recommendation of a special committee of the Hatteras board of directors comprised of
three independent directors (the "Hatteras special committee"), has unanimously resolved to recommend that the Hatteras stockholders accept
the offer

2
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and tender their shares of Hatteras common stock to Annaly in the offer. The Hatteras board of directors, upon the unanimous recommendation
of the Hatteras special committee, also unanimously determined that the terms of the merger agreement and the transactions, including the offer,
the merger and the issuance of shares of Annaly common stock in connection therewith, are fair to, and in the best interests of, Hatteras and its
stockholders, and declared the offer, the merger and the other transactions contemplated by the merger agreement advisable.

        See "The Offer�Hatteras' Reasons for the Offer and the Merger; Recommendation of the Hatteras Board of Directors" for more information.
A description of the reasons for this recommendation is also set forth in Hatteras' Solicitation/Recommendation Statement on Schedule 14D-9
(the "Schedule 14D-9") that is being mailed to you together with this document.

 What are the most significant conditions of the offer?

        The offer is conditioned upon, among other things, the following:

�
Minimum Tender Condition�Hatteras common stockholders having validly tendered and not validly withdrawn in
accordance with the terms of the offer and prior to the expiration of the offer a number of shares of Hatteras common stock
that, together with any shares of Hatteras common stock then owned by Annaly and the Offeror, represents at least one share
more than two-thirds of the then-outstanding shares of Hatteras common stock at any expiration of the offer (the "minimum
tender condition");

�
Effectiveness of Form S-4�The registration statement on Form S-4, of which this document is a part, having become
effective under the U.S. Securities Act of 1933, as amended (the "Securities Act"), and must not be the subject of any stop
order or proceeding seeking a stop order, at any expiration of the offer;

�
No Hatteras Material Adverse Effect�There not having occurred any change, effect, development, circumstance, condition,
state of facts, event or occurrence after the date of the merger agreement that has had or would reasonably be expected to
have, individually or in the aggregate, a material adverse effect on Hatteras (with such term as defined in the merger
agreement and described under "Merger Agreement�Material Adverse Effect");

�
No Annaly Material Adverse Effect�There not having occurred any change, effect, development, circumstance, condition,
state of facts, event or occurrence after the date of the merger agreement that has had or would reasonably be expected to
have, individually or in the aggregate, a material adverse effect on Annaly (with such term as defined in the merger
agreement and described under "Merger Agreement�Material Adverse Effect");

�
Accuracy of Hatteras' Representations and Warranties�The representations and warranties of Hatteras contained in the
merger agreement being true and correct as of the expiration of the offer, subject to specified materiality standards;

�
Hatteras' Compliance with Covenants�Hatteras must have, in all material respects, performed or complied with its
obligations, agreements and covenants required to be performed or complied with by it under the merger agreement at or
prior to the expiration of the offer;

�
Accuracy of Annaly's and the Offeror's Representations and Warranties�The representations and warranties of Annaly and
the Offeror contained in the merger agreement being true and correct as of the expiration of the offer, subject to specified
materiality standards;

�
Annaly's and the Offeror's Compliance with Covenants�each of Annaly and the Offeror must have, in all material respects,
performed or complied with their agreements and covenants required to be performed or complied with by it under the
merger agreement at or prior to the expiration of the offer;

3
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�
Listing of Annaly Common Stock and Annaly Preferred Stock�The shares of Annaly common stock to be issued in the offer
and the merger and the shares of Annaly Series E preferred stock to be issued in the merger having been approved for listing
on the NYSE, subject to official notice of issuance;

�
No Legal Prohibition�No law, order or injunction restraining or enjoining or otherwise prohibiting the consummation of the
offer or the merger must have been enacted, issued, promulgated or granted by a governmental entity of competent
jurisdiction;

�
Management Agreement Termination�The management agreement between Hatteras and Atlantic Capital Advisors LLC
(the "Hatteras external manager"), dated as of February 23, 2012 (the "management agreement"), must have been terminated
in accordance with the terms of the amendment to the management agreement entered into as of April 10, 2016;

�
Regulatory Approvals�The required approvals of certain governmental authorities and the Federal National Mortgage
Association ("Fannie Mae") and the Government National Mortgage Association ("Ginnie Mae") must have been obtained at
or prior to the expiration of the offer and the Federal Home Loan Mortgage Corporation ("Freddie Mac") has not notified
Annaly and Hatteras of any objection to the change of control that would occur as a result of the completion of the offer;

�
Transaction Tax Opinions�The receipt of a written opinion by each of Annaly and Hatteras from its legal counsel, dated as
of the date of the expiration of the offer, to the effect that the offer and the merger, taken together, will qualify as a
"reorganization" within the meaning of Section 368(a) of the Internal Revenue Code of 1986, as amended (the "Code"); and

�
REIT Tax Opinions�The receipt of a written opinion by each of Annaly and Hatteras from the other party's tax counsel, dated
as of the date of the expiration of the offer, to the effect that at all times since the year of inception of the applicable
company and through the date of the expiration of the offer, such company has been organized and operated in conformity
with the requirements for qualification as a REIT under the Code and, and with respect to Annaly, that the proposed method
of operation of Annaly will enable Annaly to continue to meet the requirements for qualification as a REIT under the Code.

        The offer is subject to certain other conditions set forth below in the section entitled "The Offer�Conditions of the Offer." The conditions to
the offer are for the sole benefit of Annaly and the Offeror and may be asserted by Annaly or the Offeror regardless of the circumstances giving
rise to any such condition (other than as a result of any action or inaction by Annaly or the Offeror that is completely within the control of
Annaly or the Offeror), and may be waived by Annaly or the Offeror, by express and specific action to that effect, in whole or in part at any time
and from time to time, in each case. However, certain specified conditions (including all the conditions noted above other than the conditions
related to a material adverse effect on Hatteras, accuracy of Hatteras' representations, Hatteras' compliance with covenants, receipt by Annaly of
the transaction and REIT tax opinions noted above, the termination of the management agreement and regulatory approvals) may only be waived
by Annaly or the Offeror with the express written consent of Hatteras. Pursuant to the merger agreement, Hatteras has the right to require that
Annaly and the Offeror waive the conditions set forth in the fourth, seventh, eighth, thirteenth and fourteenth bullets above (no material adverse
effect on Annaly, accuracy of Annaly's and the Offeror's representations and warranties, Annaly's and the Offeror's compliance with covenants,
Hatteras' receipt of the transaction tax opinion and Hatteras' receipt of the REIT tax opinion). There is no financing condition to the offer.
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 How long will it take to complete the offer and the merger?

        The offer and the merger are expected to be completed before the end of the third quarter of 2016, subject to the satisfaction or waiver of
the conditions described in the sections entitled "The Offer�Conditions of the Offer" and "Merger Agreement�Conditions to the Merger."

 How long do I have to decide whether to tender my shares of Hatteras common stock in the offer?

        The offer is scheduled to expire at 5:00 p.m., Eastern Time, on July 11, 2016, unless further extended or terminated. Any extension, delay,
termination, waiver or amendment of the offer will be followed as promptly as practicable by public announcement thereof to be made no later
than 9:00 a.m., Eastern Time, on the next business day after the previously scheduled expiration date. During any such extension, all of the
shares of Hatteras common stock previously tendered and not validly withdrawn will remain subject to the offer, subject to the rights of a
tendering stockholder to withdraw such stockholder's shares. "Expiration date" means 5:00 p.m., Eastern Time, on July 11, 2016, unless and
until the Offeror has extended the period during which the offer is open, subject to the terms and conditions of the merger agreement, in which
event the term "expiration date" means the latest time and date at which the offer, as so extended by the Offeror, will expire.

        Subject to the provisions of the merger agreement and the applicable rules and regulations of the Securities and Exchange Commission
("SEC"), and unless Hatteras consents otherwise or the merger agreement is otherwise terminated, the Offeror must (1) extend the offer for one
or more successive periods of up to 10 business days each in order to further seek to satisfy the conditions to the offer in the event that any of the
offer conditions (other than the minimum tender condition) have not been satisfied or validly waived as of any then scheduled expiration of the
offer, (2) extend the offer for up to two successive periods of up to 10 business days if each of the offer conditions (other than the minimum
tender condition) has been satisfied or validly waived and the minimum tender condition has not been satisfied as of the scheduled expiration of
the offer, and Hatteras requests that the Offeror so extend the offer, and (3) extend the offer for the minimum period required by any rule,
regulation, interpretation or position of the SEC or its staff or NYSE that is applicable to the offer or the merger or to the extent necessary to
resolve any comments of the SEC or its staff applicable to the offer, the merger, the Schedule TO or the related offer documents. However, the
Offeror is not required to extend the offer beyond January 10, 2017 (which is the "outside date").

        Any decision to extend the offer will be made public by an announcement regarding such extension as described under the section entitled
"The Offer�Extension, Termination and Amendment."

 How do I tender my shares of Hatteras common stock?

        To tender your shares of Hatteras common stock represented by physical certificates in the offer, you must deliver the certificates
representing such shares, together with a completed letter of election and transmittal and any other documents required by the letter of election
and transmittal, to Computershare Trust Company, N.A. ("Computershare"), the depositary and exchange agent for the offer, not later than the
expiration date. The letter of election and transmittal is enclosed with this document.

        To tender your shares of Hatteras common stock in electronic book entry form, you must deliver an agent's message in connection with a
book-entry transfer, and any other required documents, to the exchange agent at its address set forth elsewhere in this document and follow the
other procedures for book-entry tender set forth herein, not later than the expiration date.
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        If your shares of Hatteras common stock are held in "street name" (i.e., through a broker, dealer, commercial bank, trust company or other
nominee), these shares can be tendered by your nominee by book-entry transfer through The Depository Trust Company.

        We are not providing for guaranteed delivery procedures and therefore you must allow sufficient time for the necessary tender procedures
to be completed during normal business hours of The Depository Trust Company prior to the expiration date. Tenders received by the exchange
agent after the expiration date will be disregarded and of no effect. In all cases, you will receive your consideration for your tendered shares of
Hatteras common stock only after timely receipt by the exchange agent of certificates for such shares (or of a confirmation of a book-entry
transfer of such shares) and a properly completed and duly executed letter of election and transmittal and any other required documents.

        For a complete discussion on the procedures for tendering your shares of Hatteras common stock, see "The Offer�Procedure for Tendering."

 Until what time can I withdraw tendered shares of Hatteras common stock?

        You may withdraw your previously tendered shares of Hatteras common stock at any time until the offer has expired and, if the Offeror has
not accepted your shares of Hatteras common stock for payment by July 5, 2016, you may withdraw them at any time on or after that date until
the Offeror accepts shares for payment. Once the Offeror accepts your tendered shares of Hatteras common stock for payment upon expiration of
the offer, however, you will no longer be able to withdraw them. For a complete discussion of the procedures for withdrawing your shares of
Hatteras common stock, see "The Offer�Withdrawal Rights."

 How do I withdraw previously tendered shares of Hatteras common stock?

        To withdraw previously tendered shares of Hatteras common stock, you must deliver a written notice of withdrawal with the required
information to the exchange agent at any time that you have the right to withdraw shares. If you tendered shares of Hatteras common stock by
giving instructions to a broker, dealer, commercial bank, trust company or other nominee, you must instruct such broker, dealer, commercial
bank, trust company or other nominee to arrange for the withdrawal of your shares of Hatteras common stock and such broker, dealer,
commercial bank, trust company or other nominee must effectively withdraw such shares at any time that you have the right to withdraw shares.
For a discussion on the procedures for withdrawing your shares of Hatteras common stock, including the applicable deadlines for effecting
withdrawals, see "The Offer�Withdrawal Rights."

 When and how can I expect to receive the offer consideration in exchange for my tendered shares of Hatteras common stock?

        The Offeror will exchange all validly tendered and not validly withdrawn shares of Hatteras common stock promptly after the expiration
date of the offer, subject to the terms thereof and the satisfaction or waiver of the conditions to the offer, as set forth in "The Offer�Conditions of
the Offer." The Offeror will deliver the consideration for your validly tendered and not validly withdrawn shares through the exchange agent,
that will act as your agent for the purpose of receiving the common transaction consideration from the Offeror and transmitting such
consideration to you. In all cases, you will receive the consideration for your tendered shares of Hatteras common stock only after timely receipt
by the exchange agent of certificates representing such shares of Hatteras common stock (or a confirmation of a book-entry transfer of such
shares as described in the section entitled "The Offer�Procedure for Tendering") and a properly completed and duly executed letter of election
and transmittal and any other required documents for such shares.
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 Why does the cover page to this document state that this offer is preliminary and subject to change, and that the registration
statement filed with the SEC is not yet effective? Does this mean that the offer has not commenced?

        No. Completion of this document and effectiveness of the registration statement are not necessary to commence this offer. The offer was
commenced on May 5, 2016, the date of the initial filing of the registration statement on Form S-4 of which this document is a part. The Offeror
cannot, however, accept for exchange any shares of Hatteras common stock tendered in the offer or exchange any shares until the registration
statement is declared effective by the SEC and the other conditions to the offer have been satisfied or waived.

 What happens if I do not tender my shares of Hatteras common stock?

        If, after consummation of the offer, Annaly and the Offeror own one share more than two-thirds of the outstanding shares of Hatteras
common stock, Annaly and the Offeror intend to promptly complete the merger. Upon consummation of the merger, each issued and outstanding
share of Hatteras common stock that has not been tendered and accepted for exchange in the offer will be converted in the merger into the right
to receive, at the election of the holder, the all-cash consideration, the all-stock consideration or the mixed consideration, but the all-cash
consideration and all-stock consideration will be subject to proration so that approximately 65.0% of the aggregate consideration in the merger
will be paid in shares of Annaly common stock and approximately 35.0% of the aggregate consideration in the merger will be paid in cash. A
letter of election and transmittal will be sent to you following the merger to make these elections. The election deadline to make these elections
will be 5:00 p.m. Eastern Time, on the 20th calendar day following the date on which such forms of election and transmittal are mailed. If you do
not make a valid election, you will be treated as if you had made an election to receive the mixed consideration.

 If the offer is completed, will Hatteras continue as a public company?

        No. Annaly is required, on the terms and subject to the satisfaction or waiver of the conditions set forth in the merger agreement, to
consummate the merger promptly following the purchase of shares of Hatteras common stock in the offer. If the merger takes place, Hatteras
will no longer be publicly traded. If, for some reason, the merger does not take place, and Annaly (through the Offeror) purchases all of the
shares of Hatteras common stock validly tendered and not validly withdrawn, there may be so few remaining stockholders and publicly held
shares that Hatteras common stock will no longer be eligible to be traded through the NYSE or other securities exchanges, there may not be an
active public trading market for Hatteras common stock, and Hatteras may no longer be required to make filings with the SEC or otherwise
comply with the SEC rules relating to publicly held companies.

 Will the offer be followed by a merger if all of the shares of Hatteras common stock are not tendered in the offer?

        Yes, unless the conditions to the merger are not satisfied or waived. If the Offeror accepts for payment all of the shares of Hatteras common
stock validly tendered and not validly withdrawn pursuant to the offer, and the other conditions to the merger are satisfied or waived, the merger
will take place promptly after the consummation of the offer. If the merger takes place, Annaly will own 100% of the equity of Hatteras, and all
of the remaining holders of Hatteras common stock, other than Annaly and the Offeror, will have the right to receive the mixed consideration,
the all-cash consideration or the all-stock consideration, in each case without interest and less any applicable withholding taxes, with the form of
such consideration to be subject to further election and proration as described in this document (such consideration, the "common transaction
consideration").
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        Because the merger will be governed by Section 3-106.1 of the Maryland General Corporation Law (the "MGCL"), no stockholder vote
will be required to consummate the merger in the event that the offer is consummated. Annaly is required, on the terms and subject to the
satisfaction or waiver of the conditions set forth in the merger agreement, to consummate the merger promptly following the consummation of
the offer. As such, Annaly does not expect there to be a significant period of time between the consummation of the offer and the consummation
of the merger.

 Does Annaly have the financial resources to complete the offer and the merger?

        Yes. The common transaction consideration will consist of Annaly common stock and cash. The offer and the merger are not conditioned
upon any financing arrangements or contingencies.

 What are the U.S. federal income tax consequences of receiving shares of Annaly common stock and/or cash in exchange for my
shares of Hatteras common stock in the offer and/or the merger?

        The offer and the merger, taken together, are intended to qualify as a "reorganization" within the meaning of Section 368(a) of the Code. If
the offer and the merger, taken together, qualify as a "reorganization" within the meaning of Section 368(a) of the Code, the U.S. federal income
tax consequences to Hatteras stockholders who are U.S. persons and receive shares of Annaly common stock and/or cash in exchange for their
shares pursuant to the offer and/or the merger generally will be as follows:

�
if a Hatteras stockholder receives solely shares of Annaly common stock in exchange for such stockholder's shares, such
stockholder generally will not recognize any gain or loss, except with respect to cash received in lieu of any fractional shares
of Annaly common stock;

�
if a Hatteras stockholder receives solely cash in exchange for such stockholder's shares, such stockholder generally will
recognize gain or loss equal to the difference between the amount of cash received and the stockholder's tax basis in its
Hatteras common stock; and

�
if a Hatteras stockholder receives a combination of Annaly common stock and cash in exchange for such stockholder's
shares, such stockholder generally will recognize gain (but not loss) in an amount equal to the lesser of (1) the sum of the
cash and the fair market value of the Annaly common stock received, minus the stockholder's tax basis in its Hatteras
common stock surrendered, and (2) the amount of cash received.

Non-U.S. holders (as described under "Material U.S. Federal Income Tax Consequences") of Hatteras common stock that receive the common
transaction consideration pursuant to the offer and/or the merger may be subject to U.S. withholding tax with respect to cash received.

Each Hatteras stockholder should read the discussion under "Material U.S. Federal Income Tax Consequences" and should
consult its own tax advisor for a full understanding of the tax consequences of the offer and the merger to such stockholder.

 Will I have the right to have my shares of Hatteras common stock appraised?

        No. Appraisal rights, rights of objecting stockholders or dissenters' rights are not available in connection with the offer or the merger. See
"The Offer�Purpose of the Offer and the Merger; Dissenters' Rights."

 Who should I call if I have questions about the offer?

        You may call Innisfree M&A Incorporated, the information agent, toll free at (888) 750-5834.

 Where can I find more information about Annaly and Hatteras?

        You can find more information about Annaly and Hatteras from various sources described in the section entitled "Where To Obtain More
Information."
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 SUMMARY

This section summarizes certain information presented in greater detail elsewhere in this document. However, this summary does not
contain all of the information that may be important to Hatteras stockholders. You are urged to carefully read the remainder of this document
and the related letter of election and transmittal and the other documents to which we have referred because the information in this section and
in the "Questions and Answers About the Offer and the Merger" section is not complete. See "Where To Obtain More Information."

The Offer (Page 32)

        Annaly and the Offeror are offering, upon the terms and subject to the conditions set forth in this prospectus/offer to exchange and in the
accompanying letter of election and transmittal, to exchange for each outstanding share of Hatteras common stock validly tendered and not
validly withdrawn in the offer:

�
$5.55 in cash; and

�
0.9894 shares of Annaly common stock, together with cash in lieu of any fractional shares of Annaly common stock.

We refer to the above as the "mixed consideration."

        In lieu of receiving the mixed consideration, holders of shares of Hatteras common stock may elect to receive, for each share of Hatteras
common stock that they hold, either (1) $15.85 in cash (we refer to this election as the "all-cash election" and this amount as the "all-cash
consideration") or (2) 1.5226 shares of Annaly common stock, together with cash in lieu of any fractional shares of Annaly common stock (we
refer to this election as the "all-stock election" and this amount as the "all-stock consideration"). The mixed consideration, the all-cash
consideration and the all-stock consideration (as applicable) will be paid without interest and less any applicable withholding taxes.

        Hatteras common stockholders who tender their shares of Hatteras common stock in the offer but who do not make a valid election will
receive the mixed consideration for their shares of Hatteras common stock. Hatteras common stockholders who make the all-cash election or the
all-stock election will be subject to proration so that approximately 65.0% of the aggregate consideration in the offer will be paid in shares of
Annaly common stock and approximately 35.0% of the aggregate consideration in the offer will be paid in cash. See "The Offer�Elections and
Proration" for a description of the proration procedure.

        Hatteras common stockholders will not receive any fractional shares of Annaly common stock in the offer or the merger. No fractional
shares of Annaly common stock will be issuable in the offer or the merger and each Hatteras stockholder who otherwise would be entitled to
receive a fraction of a share of Annaly common stock pursuant to the offer or the merger will be paid an amount in cash (without interest) equal
to such fractional part of a share of Annaly common stock multiplied by the volume weighted average closing sale price per share of Annaly
common stock as reported on the NYSE for the 10 consecutive trading days ending on and including the trading day prior to the time Annaly
accepts for payment shares of Hatteras common stock validly tendered and not validly withdrawn pursuant to the offer. See "The Merger
Agreement�Fractional Shares."

Purpose of the Offer; The Merger; The Merger Consideration (Pages 73 and 86)

        The purpose of the offer is for Annaly to acquire control of, and ultimately the entire equity interest in, Hatteras. The offer is the first step in
Annaly's plan to acquire all of the outstanding shares of Hatteras common stock. Annaly intends to consummate the merger promptly after the
consummation of the offer. The purpose of the merger is for Annaly to acquire all the issued and
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outstanding shares of Hatteras common stock that it did not acquire in the offer, as well as each issued and outstanding share of Hatteras
Series A preferred stock.

        In the merger, each outstanding share of Hatteras common stock that was not acquired by Annaly or the Offeror will be converted into the
mixed consideration or, at the election of the holder of such shares, the all-cash consideration or all-stock consideration, subject to proration so
that approximately 65.0% of the aggregate consideration in the merger will be paid in shares of Annaly common stock and approximately 35.0%
of the aggregate consideration in the merger will be paid in cash. Following the merger, a letter of election and transmittal will be mailed to such
non-tendering stockholders to make these elections. The election deadline to make these elections will be 5:00 p.m. Eastern Time on the
20th calendar day following the date on which the forms of election and transmittal are mailed. If you do not make an election, you will be
treated as if you had made an election to receive the mixed consideration.

        In addition, in the merger, each outstanding share of Hatteras Series A preferred stock will be automatically converted into the right to
receive one newly issued share of Annaly Series E preferred stock, which will have rights, privileges and voting powers substantially the same
as those of the Hatteras Series A preferred stock.

        After the merger, the Hatteras business will be held by the Offeror, and the former Hatteras common stockholders will no longer have any
direct ownership interest in such entity.

        Annaly expects to consummate the merger promptly after the consummation of the offer in accordance with Section 3-106.1 of the MGCL,
and no stockholder vote to approve the offer or the merger, adopt the merger agreement or approve any other action by the Hatteras stockholders
will be required in connection with the merger. See "The Offer�Purpose of the Offer and the Merger; Dissenters' Rights."

Treatment of Hatteras Restricted Stock Awards (Page 91)

        At the effective time of the merger, each Hatteras restricted stock award, other than restricted stock awards held by Hatteras executives
Michael R. Hough, Benjamin M. Hough, Kenneth A. Steele and Frederick J. Boos, II, will automatically be cancelled, with the holder of such
restricted stock award becoming entitled to receive (a) the mixed consideration in respect of each Hatteras share subject to the restricted stock
award immediately prior to the effective time, and (b) a cash payment in lieu of any fractional share of Annaly common stock that such holder
would otherwise be entitled to receive, in each case, less applicable tax withholdings. At the effective time of the merger, each restricted stock
award held by Hatteras executives Michael R. Hough, Benjamin M. Hough, Kenneth A. Steele and Frederick J. Boos, II, will be assumed and
converted automatically into an Annaly restricted stock award in accordance with the terms of the merger agreement.

The Companies (Page 31)

Annaly

Annaly Capital Management, Inc.
1211 Avenue of the Americas
New York, New York 10036

        Annaly is a leading mortgage REIT listed on the NYSE and externally managed by Annaly Management Company LLC. Since its founding
in 1997, Annaly has strived to generate net income for distribution to its stockholders and preserve capital through the prudent selection and
management of its investments, and since its inception has paid $14 billion in dividends to stockholders. Annaly uses its capital coupled with
borrowed funds to invest in real estate related investments earning the spread between the yield on its assets and the cost of its borrowings.
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        Annaly common stock trades under the ticker symbol "NLY" on the NYSE.

Offeror

Ridgeback Merger Sub Corporation
c/o Annaly Capital Management, Inc.
1211 Avenue of the Americas
New York, New York 10036

        The Offeror, a Maryland corporation, is a wholly owned subsidiary of Annaly. The Offeror is newly formed and was organized for the
purpose of making the offer and consummating the merger. The Offeror has engaged in no business activities to date, and it has no material
assets or liabilities of any kind, other than those incidental to its formation and those incurred in connection with the offer and the merger.

Hatteras

Hatteras Financial Corp.
751 W. Fourth St., Suite 400
Winston-Salem, North Carolina 27101

        Hatteras is an externally managed mortgage REIT that invests primarily in single-family residential mortgage real estate assets, such as
mortgage-backed securities, mortgage servicing rights, residential mortgage loans and other financial assets. The majority of Hatteras'
investments have been mortgage-backed securities issued by a U.S. government agency, such as Ginnie Mae, or by a U.S.
government-sponsored enterprise, such as Fannie Mae or Freddie Mac. Hatteras was incorporated in Maryland in September 2007. Hatteras'
common stock trades under the ticker symbol "HTS" on the NYSE.

Annaly's Reasons for the Offer and the Merger (Page 42)

        The purpose of the offer is for Annaly to acquire control of, and ultimately the entire equity interest in, Hatteras. Annaly and the Offeror are
making the offer and Annaly plans to complete the merger because it believes that the acquisition of Hatteras by Annaly will expand and
diversify Annaly's investment portfolio, supporting the continued growth of Annaly's businesses.

Expiration of the Offer (Page 67)

        The offer is scheduled to expire at 5:00 p.m., Eastern Time, on July 11, 2016, unless further extended or terminated. "Expiration date"
means 5:00 p.m., Eastern Time, on July 11, 2016, unless and until the Offeror has extended or terminated the period during which the offer is
open, subject to the terms and conditions of the merger agreement, in which event the term "expiration date" means the latest time and date at
which the offer, as so extended by the Offeror, will expire.

Extension, Termination and Amendment (Page 67)

        Subject to the provisions of the merger agreement and the applicable rules and regulations of the SEC, and unless Hatteras consents
otherwise or the merger agreement is otherwise terminated, the Offeror must (1) extend the offer for one or more successive periods of up to
10 business days each in order to further seek to satisfy the conditions to the offer in the event that any of the offer conditions (other than the
minimum tender condition) have not been satisfied or validly waived as of any then scheduled expiration of the offer, (2) extend the offer for up
to two successive periods of up to 10 business days if each of the offer conditions (other than the minimum tender condition) has been satisfied
or validly waived and the minimum tender condition has not been satisfied as of the scheduled expiration of the offer, and Hatteras requests that
the Offeror so extend the offer, and (3) extend the
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offer for the minimum period required by any rule, regulation, interpretation or position of the SEC or its staff or NYSE which is applicable to
the offer or the merger or to the extent necessary to resolve any comments of the SEC or its staff applicable to the offer, the merger, the
Schedule TO or the related offer documents. However, the Offeror is not required to extend the offer beyond the outside date.

The Offeror will effect any extension, termination, amendment or delay by giving oral or written notice to the exchange agent and
by making a public announcement as promptly as practicable thereafter as described under "The Offer�Extension, Termination and
Amendment."

        In the case of an extension, any such announcement will be issued no later than 9:00 a.m., Eastern Time, on the next business day following
the previously scheduled expiration date. Subject to applicable law (including Rules 14d-4(c) and 14d-6(d) under the U.S. Securities Exchange
Act of 1934, as amended (the "Exchange Act"), which require that any material change in the information published, sent or given to
stockholders in connection with the offer be promptly disseminated to stockholders in a manner reasonably designed to inform them of such
change) and without limiting the manner in which the Offeror may choose to make any public announcement, the Offeror assumes no obligation
to publish, advertise or otherwise communicate any such public announcement of this type other than by issuing a press release. During any
extension, shares of Hatteras common stock previously tendered and not validly withdrawn will remain subject to the offer, subject to the right
of each Hatteras stockholder to withdraw previously tendered shares of Hatteras common stock.

        The merger agreement provides that the merger agreement may be terminated if the offer has not been consummated on or before
11:59 p.m., Eastern Time, on January 10, 2017, and the Offeror may not extend the offer beyond such date without the prior written consent of
Hatteras.

        No subsequent offering period will be available following the expiration of the offer.

Conditions of the Offer (Page 75)

        The offer is subject to certain conditions, including:

�
that Hatteras stockholders have validly tendered and not validly withdrawn in accordance with the terms of the offer and
prior to the expiration of the offer a number of shares of Hatteras common stock that, together with any shares of Hatteras
common stock then owned by Annaly and the Offeror, represents at least one share more than two-thirds of the
then-outstanding shares of Hatteras common stock at any expiration of the offer;

�
the effectiveness of the registration statement on Form S-4 of which document is a part;

�
no material adverse effect on Hatteras and its subsidiaries (as defined in the merger agreement and described under "The
Merger Agreement�Material Adverse Effect") having occurred;

�
no material adverse effect on Annaly and its subsidiaries (as defined in the merger agreement and described under "The
Merger Agreement�Material Adverse Effect") having occurred;

�
the truth and accuracy of Hatteras' representations and warranties made in the merger agreement, subject to specified
materiality standards;

�
Hatteras being in material compliance with their covenants under the merger agreement;

�
the truth and accuracy of Annaly's representations and warranties made in the merger agreement, subject to specified
materiality standards;

�
Annaly and the Offeror being in material compliance with their covenants under the merger agreement;
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�
the listing on the NYSE of the shares of Annaly common stock to be issued in the offer and the merger and the shares of
Annaly Series E preferred stock to be issued in the merger;

�
lack of legal prohibitions;

�
the termination of the Hatteras management agreement;

�
receipt of required approvals of certain governmental authorities and Fannie Mae, Freddie Mac and Ginnie Mae;

�
the receipt of opinions by each of Annaly and Hatteras from their respective legal counsel regarding the tax treatment of the
offer and the merger; and

�
the receipt of opinions by each of Annaly and Hatteras from their respective legal counsel regarding each of Annaly's and
Hatteras' qualification as a REIT.

        Subject to applicable SEC rules and regulations, the Offeror also reserves the right, in its sole discretion, at any time or from time to time to
waive any condition identified as subject to waiver in "The Offer�Conditions of the Offer" by giving oral or written notice of such waiver to the
exchange agent. However, certain specified conditions (including all conditions noted in the immediately preceding list other than third, fifth,
sixth, eleventh and twelfth conditions listed above and other than the receipt by Annaly of the opinions noted above) may only be waived by
Annaly or the Offeror with the express written consent of Hatteras. Pursuant to the merger agreement, Hatteras has the right to require that
Annaly and the Offeror waive the fourth, seventh and eighth conditions listed above and the conditions related to receipt by Hatteras of the
opinions listed above.

Withdrawal Rights (Page 69)

        Tendered shares of Hatteras common stock may be withdrawn at any time prior to the expiration date. Additionally, if the Offeror has not
agreed to accept the shares for exchange on or prior to July 5, 2016, Hatteras common stockholders may thereafter withdraw their shares from
tender at any time after such date until the Offeror accepts the shares for exchange. Once the Offeror accepts shares for exchange pursuant to the
offer, all tenders not previously withdrawn become irrevocable.

Procedure for Tendering (Page 70)

        To validly tender shares of Hatteras common stock pursuant to the offer, Hatteras common stockholders must:

�
deliver a properly completed and duly executed letter of election and transmittal, along with any required signature
guarantees and any other required documents, and certificates for tendered shares of Hatteras common stock to the exchange
agent at its address set forth elsewhere in this document, all of which must be received by the exchange agent prior to the
expiration date; or

�
deliver an agent's message in connection with a book-entry transfer, and any other required documents, to the exchange
agent at its address set forth elsewhere in this document, and shares must be tendered pursuant to the procedures for book
entry tender set forth herein (and a confirmation of receipt of that tender received), and in each case be received by the
exchange agent prior to the expiration date.

        Hatteras common stockholders who hold shares of Hatteras common stock in "street name" through a bank, broker or other nominee holder,
and desire to tender their shares of Hatteras common stock pursuant to the offer, should instruct the nominee holder to do so prior to the
expiration date.
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Exchange of Shares; Delivery of Cash and Annaly Shares (Page 68)

        Upon the terms and subject to the satisfaction or waiver of the conditions of the offer (including, if the offer is extended or amended, the
terms and conditions of any extension or amendment), promptly following the expiration date, the Offeror will accept for exchange, and will
exchange, all shares of Hatteras common stock validly tendered and not validly withdrawn prior to the expiration date.

Elections and Proration (Page 64)

        Hatteras common stockholders may elect to receive the mixed consideration, the all-cash consideration or the all-stock consideration in
exchange for each share of Hatteras common stock validly tendered and not validly withdrawn pursuant to the offer, subject in each case, to the
election procedures and, in the case of elections of the all-cash consideration or the all-stock consideration, to the proration procedures described
in this document and the related letter of election and transmittal, by indicating their elections in the applicable section of the letter of election
and transmittal. If a Hatteras common stockholder decides to change its election after tendering its shares of Hatteras common stock, it must first
validly withdraw the tendered shares of Hatteras common stock and then re-tender the shares prior to the expiration date, with a new letter of
election and transmittal that indicates the revised election. Hatteras common stockholders who tender their shares of Hatteras common stock in
the offer but who do not make a valid election will receive the mixed consideration for their shares of Hatteras common stock.

Certain Legal Matters; Regulatory Approvals (Page 78)

        Annaly and Hatteras conduct operations in a number of jurisdictions where regulatory filings or approvals may be required or advisable in
connection with the completion of the offer and the merger. In particular, Annaly's acquisition of Hatteras' mortgage conduit and mortgage
servicing platforms as a result of the offer and merger will require approval from Fannie Mae and Ginnie Mae, as well as approximately 12 state
licensing regulators. As of July 1, 2016, Annaly and Hatteras have received regulatory approvals from Fannie Mae, Ginnie Mae and all of the
state licensing regulators. As a result, all regulatory approvals required to complete the offer and the merger have been obtained. In addition,
Annaly and Hatteras have provided notice to Freddie Mac, and Freddie Mac must not object to the change of control that would occur as a result
of the completion of the offer.

        Annaly has been advised that the offer and the merger are exempt from the pre-notification and waiting period requirements of the
Hart-Scott-Rodino Antitrust Improvements Act of 1976 (the "HSR Act"). Therefore, we are not attempting to comply with those requirements.
The fact that a transaction is exempt from the requirements of the HSR Act does not preclude the Department of Justice or the Federal Trade
Commission from seeking to prevent the transaction on the ground that it violates the United States antitrust laws. However, we have no reason
to believe that the offer or the merger will be viewed as violating the antitrust laws.

Interests of Certain Persons in the Offer and the Merger (Page 80)

        In considering the recommendation of the Hatteras board of directors that you accept the offer and tender your shares of Hatteras common
stock to the Offeror pursuant to the offer, you should be aware that the Hatteras directors and executive officers may have interests that are
different from, or in addition to, the interests of Hatteras stockholders generally, including, among others, interests in the Hatteras external
manager that will receive a termination fee of $45,411,000 upon the occurrence of the acceptance time, the treatment of outstanding restricted
stock awards held by certain directors and executive officers pursuant to the merger agreement, and the consulting agreements that certain
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directors and executive officers have entered into with Annaly, effective as of the closing of the transactions contemplated by the merger
agreement.

Management Agreement Termination (Page 82)

        In connection with the execution of the merger agreement, Hatteras and the Hatteras external manager entered into an amendment to the
Hatteras management agreement, to which Annaly is a third-party beneficiary, which provides that as of and subject to the acceptance time, the
Hatteras management agreement will terminate, and that Hatteras will pay the Hatteras external manager a termination fee of $45,411,000 prior
to, and conditioned on, such termination. The amendment provides that in addition to the termination fee, Hatteras will pay the Hatteras external
manager for management fees that accrue up to the acceptance time, including for the prorated portion of the month in which the acceptance
time occurs. Hatteras will reimburse the Hatteras external manager for expenses it incurs prior to the acceptance time in the ordinary course of
business and consistent with past practice to the extent reimbursable pursuant to the Hatteras management agreement. Such expense
reimbursement has an aggregate cap of $1.2 million for each calendar quarter beginning April 1, 2016.

        The amendment to the Hatteras management agreement also provides that the Hatteras external manager may not take any action, directly
or indirectly, that is inconsistent with, or that if taken by Hatteras would be in breach of, Hatteras' non-solicitation obligations under the merger
agreement. However, to the extent that Hatteras is permitted to, and in fact does, engage in discussions or negotiations regarding an acquisition
proposal in accordance with the merger agreement, the Hatteras external manager may assist Hatteras in such discussions or negotiations. The
Hatteras external manager further agreed that, other than those actions that Hatteras is permitted to take under the merger agreement or as
required by applicable law, it will not intentionally take any action that would reasonably be expected to cause any of the conditions to the offer
or the merger to fail to be satisfied.

Source and Amount of Funds (Page 83)

        The offer and the merger are not conditioned upon any financing arrangements or contingencies.

        Annaly estimates the aggregate amount of cash consideration required to purchase the outstanding shares of Hatteras common stock and
consummate the merger will be approximately $521 million, plus related fees and expenses. Annaly anticipates that the funds needed to
complete the transactions will be derived from available cash on hand. Neither Annaly nor the Offeror have any specific alternative financing
arrangements or alternative financing plans in connection with the Offer or the Merger. See "The Offer�Source and Amount of Funds."

Dissenters' Rights (Page 73)

        No appraisal rights, rights of objecting stockholders or dissenters' rights are available in connection with the offer or the merger. See "The
Offer�Purpose of the Offer and the Merger; Dissenters' Rights."

Comparative Market Price and Dividend Matters (Page 108)

        Annaly common stock is listed on the NYSE under the symbol "NLY" and Hatteras common stock is listed on the NYSE under the symbol
"HTS." On April 8, 2016, the trading day prior to public announcement of the merger agreement, the closing price per share of Hatteras common
stock on the NYSE was $14.26, and the closing price per share of Annaly common stock on the NYSE was $10.41. On May 4, 2016, the most
recent trading date prior to the mailing of this document, the closing price per share of Hatteras common stock on the NYSE was $15.95, and the
closing price per share of Annaly common stock on the NYSE was $10.45.
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        The market value of the stock portion of the common transaction consideration will change as the market value of Annaly common stock
fluctuates during the offer period and thereafter. Hatteras common stockholders should obtain current market quotations for Hatteras common
stock and Annaly common stock before deciding whether to tender their shares of Hatteras common stock in the offer and before electing the
form of common transaction consideration they wish to receive. See "Comparative Market Price and Dividend Matters."

Ownership of Annaly Common Stock After the Offer and the Merger (Page 73)

        Annaly estimates that former Hatteras common stockholders would own, in the aggregate, approximately 9.21% of the shares of Annaly
common stock outstanding after the merger. For a detailed discussion of the assumptions on which this estimate is based, see "The
Offer�Ownership of Annaly Common Stock After the Offer and the Merger."

Comparison of Stockholders' Rights (Page 169)

        The rights of Annaly common stockholders are different in some respects from the rights of Hatteras common stockholders. Therefore,
Hatteras common stockholders who become Annaly common stockholders as a result of the offer and/or the merger will have different rights
once they become Annaly common stockholders. The differences are described in more detail under "Comparison of Stockholders' Rights."

Material U.S. Federal Income Tax Consequences (Page 121)

        The offer and the merger, taken together, are intended to qualify as a "reorganization" within the meaning of Section 368(a) of the Code. If
the offer and the merger, taken together, qualify as a "reorganization" within the meaning of Section 368(a) of the Code, the U.S. federal income
tax consequences to Hatteras stockholders who receive shares of Annaly common stock and/or cash in exchange for their shares pursuant to the
offer and/or the merger generally will be as follows:

�
if a Hatteras stockholder receives solely shares of Annaly common stock in exchange for such stockholder's shares, such
stockholder generally will not recognize any gain or loss, except with respect to cash received in lieu of a fractional share of
Annaly common stock;

�
if a Hatteras stockholder receives solely cash in exchange for such stockholder's shares, such stockholder generally will
recognize gain or loss equal to the difference between the amount of cash received and the stockholder's tax basis in its
shares; and

�
if a Hatteras stockholder receives a combination of Annaly common stock and cash in exchange for such stockholder's
shares, such stockholder generally will recognize gain (but not loss) in an amount equal to the lesser of (1) the sum of the
cash and the fair market value of the Annaly common stock received, minus the stockholder's tax basis in its shares
surrendered, and (2) the amount of cash received.

        Non-U.S. holders (as described under "Material U.S. Federal Income Tax Consequences") of Hatteras common stock that receive the
common transaction consideration pursuant to the offer and/or the merger may be subject to U.S. withholding tax with respect to cash received.

Each Hatteras stockholder should read the discussion under "Material U.S. Federal Income Tax Consequences" and should
consult its own tax advisor for a full understanding of the tax consequences of the offer and the merger to such stockholder.
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Accounting Treatment (Page 83)

        In accordance with accounting principles generally accepted in the United States ("GAAP"), Annaly will account for the acquisition of
shares through the offer and the merger under the acquisition method of accounting for business combinations.

Questions about the Offer and the Merger

        Questions or requests for assistance or additional copies of this document may be directed to the information agent at the telephone number
and addresses set forth below. Stockholders may also contact their broker, dealer, commercial bank, trust company or other nominee for
assistance concerning the offer.

The information agent for the offer is:

Innisfree M&A Incorporated

501 Madison Avenue, 20th Floor
New York, NY 10022

Stockholders may call toll free: (888) 750-5834
Banks and Brokers may call collect: (212) 750-5833
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 SELECTED HISTORICAL CONSOLIDATED FINANCIAL DATA OF ANNALY

        The following table sets forth summary consolidated financial data for Annaly as of and for each of the five years ended December 31,
2015, 2014, 2013, 2012 and 2011 and as of and for each of the three months ended March 31, 2016 and 2015. All references to "fiscal years,"
unless otherwise noted, refer to the twelve-month fiscal year.

        The summary consolidated financial data as of December 31, 2015 and 2014, and for the years ended December 31, 2015, 2014 and 2013,
were derived from Annaly's audited consolidated financial statements included in its Annual Report on Form 10-K for the period ended
December 31, 2015, previously filed with the SEC on February 26, 2016 and incorporated by reference into this document. The summary
consolidated financial data as of December 31, 2013, 2012 and 2011, and for the years ended December 31, 2012 and 2011, were derived from
Annaly's audited consolidated financial statements not included or incorporated by reference into this document. The summary consolidated
financial data as of and for the three months ended March 31, 2016 was derived from Annaly's unaudited consolidated financial statements
included in its Quarterly Report on Form 10-Q for the period ended March 31, 2016, previously filed with the SEC on May 5, 2016 and
incorporated by reference into this document. The summary consolidated financial data as of and for the three months ended March 31, 2015
was derived from Annaly's unaudited consolidated financial statements included in its Quarterly Report on Form 10-Q for the period ended
March 31, 2015, previously filed with the SEC on May 8, 2015 and which is not included or incorporated by reference into this document.

        Such financial data should be read together with, and is qualified in its entirety by reference to, Annaly's historical consolidated financial
statements and the accompanying notes and the "Management's Discussion and Analysis of Financial Condition and Results of Operations,"
which are set forth in the above-referenced Annual Report on Form 10-K.

For the Quarters Ended
March 31, For the Years Ended December 31,

2016 2015 2015 2014 2013 2012 2011
(dollars in thousands, except per share data)

Statement of Operations Data:
Interest income $ 388,143 $ 519,114 $ 2,170,697 $ 2,632,398 $ 2,918,127 $ 3,259,145 $ 3,579,618
Interest expense 147,447 129,420 471,596 512,659 624,714 667,172 480,326

             
Net interest income 240,696 389,694 1,699,101 2,119,739 2,293,413 2,591,973 3,099,292

              
Realized and unrealized gains (losses) (1,055,553) (828,999) (1,021,351) (2,791,399) 1,598,445 (695,601) (2,575,915)
Other income (loss) (6,115) 13,758 (13,717) 44,044 78,134 110,999 116,339
General and administrative expenses 47,945 50,938 200,240 209,338 232,081 235,559 237,344

              
Income (loss) before income taxes and income
from equity method investment in affiliate (868,917) (476,485) 463,793 (836,954) 3,737,911 1,771,812 402,372
Income (loss) from equity method investment
in affiliate � � � � � � 1,140
Income taxes (837) 14 (1,954) 5,325 8,213 35,912 59,051

              
Net income (loss) (868,080) (476,499) 465,747 (842,279) 3,729,698 1,735,900 344,461
Net income (loss) attributable to
noncontrolling interest (162) (90) (809) (196) � � �

             
Net income (loss) attributable to Annaly (867,918) (476,409) 466,556 (842,083) 3,729,698 1,735,900 344,461
Dividends on preferred stock 17,992 17,992 71,968 71,968 71,968 39,530 16,854

             
Net income (loss) available (related) to
common stockholders $ (885,910) $ (494,401) $ 394,588 $ (914,051) $ 3,657,730 $ 1,696,370 $ 327,607

              
        
             
Net income (loss) per share available (related)
to common stockholders:
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Basic $ (0.96) $ (0.52) $ 0.42 $ (0.96) $ 3.86 $ 1.74 $ 0.37

             
        
             
Diluted $ (0.96) $ (0.52) $ 0.42 $ (0.96) $ 3.74 $ 1.71 $ 0.37
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For the Quarters Ended
March 31, For the Years Ended December 31,

2016 2015 2015 2014 2013 2012 2011
(dollars in thousands, except per share data)

Weighted average number of
common shares outstanding:
Basic 926,813,588 947,669,831 947,062,099 947,539,294 947,337,915 972,902,459 874,212,039

              
        
              
Diluted 926,813,588 947,669,831 947,276,742 947,539,294 995,557,026 1,005,755,057 874,518,938

              
        
              
Statement of Financial Condition
Data:
Cash and cash equivalents $ 2,416,136 $ 1,920,326 $ 1,769,258 $ 1,741,244 $ 552,436 $ 615,789 $ 994,198
Agency mortgage-backed securities 65,439,824 69,388,001 65,718,224 81,565,256 70,388,949 123,963,207 104,251,055
Other investments 8,840,769 4,794,339 7,078,969 3,506,056 8,671,928 8,031,745 3,875,659
Other assets 747,236 2,573,011 624,442 1,542,811 2,309,147 841,554 509,090

              
Total assets 77,443,965 78,675,677 75,190,893 88,355,367 81,922,460 133,452,295 109,630,002

              
        
              
Repurchase agreements 54,448,141 60,477,378 56,230,860 71,361,926 61,781,001 102,785,697 84,097,885
Other secured financing 3,588,326 90,000 1,845,048 � � � �
Other Liabilities 7,749,491 4,983,709 5,209,063 3,659,660 7,736,404 14,742,154 9,739,203

             
Total liabilities 65,785,958 65,551,087 63,284,971 75,021,586 69,517,405 117,527,851 93,837,088

              
Stockholders' equity 11,648,452 13,119,505 11,895,974 13,328,491 12,405,055 15,924,444 15,760,642

              
6.00% Series B Cumulative
Convertible Preferred Stock � � � � � � 32,272

              
Total equity 11,658,007 13,124,590 11,905,922 13,333,781 12,405,055 15,924,444 15,760,642

              
Other Financial Data
Dividends declared per common
share $ 0.30 $ 0.30 $ 1.20 $ 1.20 $ 1.50 $ 2.05 $ 2.44
Ratio of earnings to fixed
charges(1)(2) (2.01)x (0.72)x 1.36x 0.32x 3.39x 2.11x 1.28x
Ratio of earnings to combined fixed
charges and preferred stock
dividends(1)(2) (1.83)x (0.62)x 1.34x 0.36x 3.28x 2.08x 1.28x

(1)
Includes unrealized gains (losses) on Financial Instruments and/or derivatives

(2)
Fixed charges include realized gains (losses) on interest rate swaps
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 SELECTED HISTORICAL CONSOLIDATED FINANCIAL DATA OF HATTERAS

        The following table sets forth summary consolidated financial data for Hatteras as of and for each of the five years ended December 31,
2015, 2014, 2013, 2012 and 2011 and as of and for each of the three months ended March 31, 2016 and 2015. All references to "fiscal years,"
unless otherwise noted, refer to the twelve-month fiscal year.

        The summary consolidated financial data as of December 31, 2015 and 2014, and for the years ended December 31, 2015, 2014 and 2013
was derived from Hatteras' audited consolidated financial statements included in its Annual Report on Form 10-K for the period ended
December 31, 2015, previously filed with the SEC on February 24, 2016 and incorporated by reference into this document. The summary
consolidated financial data as of December 31, 2013, 2012 and 2011, and for the years ended December 31, 2012 and 2011, were derived from
Hatteras' audited consolidated financial statements not included or incorporated by reference into this document. The summary consolidated
financial data as of and for the three months ended March 31, 2016 was derived from Hatteras' unaudited consolidated financial statements
included in its Quarterly Report on Form 10-Q for the period ended March 31, 2016, previously filed with the SEC on May 3, 2016 and
incorporated by reference into this document. The summary consolidated financial data as of and for the three months ended March 31, 2015
was derived from Hatteras' unaudited consolidated financial statements included in its Quarterly Report on Form 10-Q for the period ended
March 31, 2015, previously filed with the SEC on April 30, 2015 and which is not included or incorporated by reference into this document.

        Such financial data should be read together with, and is qualified in its entirety by reference to, Hatteras' historical consolidated financial
statements and the accompanying notes and the "Management's Discussion and Analysis of Financial Condition and Results of Operations,"
which are set forth in the above-referenced Annual Report on Form 10-K.

For the Quarter Ended
March 31, For the Years Ended December 31,

2016 2015 2015 2014 2013 2012 2011
(dollars in thousands, except per share data)

Statement of Operations Data:
Interest income $ 71,137 $ 87,117 $ 313,039 $ 355,754 $ 452,268 $ 506,308 $ 426,120
Interest expense 22,746 27,314 91,438 132,495 197,709 197,064 144,662

              
Net interest income 48,391 59,803 221,601 223,259 254,559 309,244 281,458

              
Realized and unrealized gains (losses) (123,711) (86,088) (145,234) (136,229) (352,727) 64,347 20,576
Other income (loss) 21,597 � 22,912 � (8,102) � �
General and administrative expenses 17,442 8,250 46,885 30,669 27,866 24,346 17,661

              
Income (loss) before income taxes and income
from equity method investment in affiliate (71,165) (34,535) 51,620 56,361 (134,136) 349,245 284,373
Income (loss) from equity method investment in
affiliate � � � � � � �
Income taxes � � � � � � �

              
Net income (loss) (71,165) (34,535) 51,620 56,361 (134,136) 349,245 284,373
Net income (loss) attributable to noncontrolling
interest � � � � � � �

             
Net income (loss) attributable to Hatteras (71,165) (34,535) 51,620 56,361 (134,136) 349,245 284,373
Dividends on preferred stock 5,480 5,481 21,922 21,922 21,922 7,551 �

              
Net income (loss) available (related) to common
stockholders $ (76,645) $ (40,016) $ 29,698 $ 34,439 $ (156,058) $ 341,694 $ 284,373

             
        
              
Net income (loss) per share available (related) to
common stockholders:
Basic $ (0.81) $ (0.41) $ 0.31 $ 0.36 $ (1.59) $ 3.67 $ 3.97
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Diluted $ (0.81) $ (0.41) $ 0.31 $ 0.36 $ (1.59) $ 3.67 $ 3.97
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For the Quarter Ended
March 31, For the Years Ended December 31,

2016 2015 2015 2014 2013 2012 2011
(dollars in thousands, except per share data)

Weighted average number of common
shares outstanding:
Basic 94,850,791 96,783,199 96,665,489 96,603,634 98,337,362 93,185,520 71,708,058

              
        
             
Diluted 94,850,791 96,783,199 96,665,489 96,603,634 98,337,362 93,185,520 71,708,058

             
        
             
Statement of Financial Condition Data:
Cash and cash equivalents $ 705,920 $ 627,673 $ 816,715 $ 627,595 $ 763,326 $ 168,424 $ 347,045
Agency mortgage-backed securities 12,045,571 16,925,004 14,302,230 17,587,010 17,642,532 23,919,251 17,741,873
Other investments 866,195 164,739 792,550 72,712 15,000 15,000 15,000
Other assets 476,819 318,852 226,031 229,483 656,502 2,301,443 482,801

             
Total assets 14,094,505 18,036,268 16,137,526 18,516,800 19,077,360 26,404,118 18,586,719

             
        
             
Repurchase agreements 11,419,354 15,108,538 13,443,883 15,759,831 16,129,683 22,866,429 16,162,375
Other secured financing 63,615 � 74,228 � � � �
Other liabilities 566,165 505,588 476,058 336,173 583,576 464,825 344,156

             
Total liabilities 12,049,134 15,614,126 13,994,169 16,096,004 16,713,259 23,331,254 16,506,531

             
Stockholders' equity 2,045,371 2,422,142 2,143,357 2,420,796 2,364,101 3,072,864 2,080,188

              
Other Financial Data
Dividends declared per common share $ 0.45 $ 0.50 $ 1.90 $ 2.00 $ 2.45 $ 3.30 $ 3.90
Ratio of earnings to fixed
charges(1)(2)(3) (0.57)x 0.19x 1.31x 1.34x 0.34x 2.77x 2.97x
Ratio of earnings to combined fixed
charges and preferred stock
dividends(1)(2)(3) (0.40)x 0.28x 1.28x 1.30x 0.41x 2.71x 2.97x

(1)
Fixed charges consist of interest expense on all indebtedness, including interest rate swaps and maturities of Eurodollar Futures Contracts.

(2)
No preferred stock was outstanding during 2011.

(3)
Earnings for the quarters ended March 31, 2016 and 2015 and for the year ended December 31, 2013 were inadequate to cover fixed charges and
preferred stock dividends by $71,165, $34,535 and $134,136, respectively.
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 SELECTED UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL DATA

        The following selected unaudited pro forma condensed combined financial data has been prepared to reflect the acquisition of Hatteras by
Annaly. On April 11, 2016, Annaly and Hatteras announced that they entered into the merger agreement on April 10, 2016 under which Annaly
has agreed to acquire Hatteras. The transaction has not yet closed.

        The unaudited pro forma condensed combined balance sheet combines the historical consolidated balance sheets of Annaly and Hatteras as
of March 31, 2016, giving effect to the completion of the offer and the merger as if they had occurred on March 31, 2016. The unaudited pro
forma condensed combined statement of operations combines the historical consolidated statements of operations of Annaly and Hatteras for the
three months ended March 31, 2016 and year ended December 31, 2015, in each case giving effect to the completion of the offer and the merger
as if they had occurred on January 1, 2015. The pro forma financial information does not give effect to the costs of any integration activities or
benefits that may result from the realization of future cost savings from operating efficiencies, or any other synergies that may result from the
offer and the merger and changes in interest rates and stock prices.

        The summary selected unaudited pro forma condensed combined financial information is presented for illustrative purposes only and does
not purport to represent what the actual consolidated results of operations or the consolidated financial position of Annaly would have been had
the transactions occurred on the dates noted above, nor is this information necessarily indicative of future consolidated results of operations or
financial position. The following information has been derived from, and should be read in conjunction with, the unaudited pro forma condensed
combined financial statements and the related notes included in this document.

 Selected Unaudited Pro Forma Condensed Combined Statement of Operations

Pro Forma Condensed Consolidated Combined Statement of Income Data

Three Months
ended

March 31, 2016
Year ended

December 31, 2015
(Dollars in thousands)
Pro Forma Condensed Consolidated Combined Statement of Income Data
Net Interest income $ 290,463 $ 1,951,417
Realized and unrealized gains and losses (1,180,640) (1,198,074)
Other Income $ 12,745 $ 4,700
General and administrative expenses 61,952 239,531
Net income before taxes (939,384) 518,512
Net income available to common stockholders (961,857) 427,385

Pro Forma Condensed Consolidated Combined Per Share Data
Net income per share�basic $ (0.94) $ 0.41
Net income per share�diluted (0.94) 0.41
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 Selected Unaudited Pro Forma Condensed Combined Balance Sheet

Pro Forma Condensed Consolidated Combined Statement of Financial
Condition Data

As of
March 31, 2016

(Dollars in thousands)
Cash and cash equivalents $ 2,600,846
Agency mortgage-backed securities 77,582,407
Other investments 9,706,964
Other assets 1,123,375
    
Total assets 91,013,592
    
   
    
Repurchase agreements 65,867,495
Other secured financing 7,863,120
Other liabilities 4,188,177
    
Total liabilities 77,918,792
    
Stockholders' equity 13,085,245
    

 Pro Forma Ratio of Earnings to Fixed Charges (at period end)

For the quarter ended
March 31, 2016

For the year ended
December 31, 2015

(dollars in thousands)
Ratio of earnings to fixed charges:
Fixed charges (interest expense)(1) $ 340,333 $ 1,259,998
Net income (loss) available (attributable) to common shareholders before income taxes
and noncontrolling interest(2) (962,856) 424,622
     
Earnings as adjusted $ (622,523) $ 1,684,620
     
    
      
Ratio of earnings to fixed charges (1.83) 1.34
      
    
     
Ratio of earnings to combined fixed charges and preferred stock dividends:
Fixed charges (interest expense)(1) $ 340,333 $ 1,259,998
Preferred stock dividend 23,472 93,890
     
Combined fixed charges and preferred stock dividends 363,805 1,353,888
Net income (loss) available (attributable) to common shareholders before income taxes
and noncontrolling interest(2) (962,856) 424,622
      
Earnings as adjusted $ (599,051) $ 1,778,510
      
    
     
Ratio of earnings to combined fixed charges and preferred stock dividends (1.65) 1.31
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(1)
Fixed charges include realized gains (losses) on interest rate swaps

(2)
Includes unrealized gains (losses) on Financial Instruments and/or derivatives
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 COMPARATIVE PER SHARE DATA
(UNAUDITED)

        The following table reflects historical information about basic and diluted earnings per share, cash dividends per share of preferred stock,
and cash dividends per share of common stock for the three months ended March 31, 2016 and the fiscal year ended December 31, 2015, on a
historical basis, and for Annaly and Hatteras on an unaudited pro forma combined basis after giving effect to the offer and the merger. In
addition, the following table reflects historical information about book value per share for the three months ended March 31, 2016, on a
historical basis, and for Annaly and Hatteras on an unaudited pro forma combined basis after giving effect to the offer and the merger. The pro
forma data of the combined company assumes the acquisition of 100% of the issued and outstanding shares of Hatteras common stock by
Annaly (through the Offeror) and was derived by combining the historical consolidated financial information of Annaly and Hatteras as
described elsewhere in this document. For a discussion of the assumptions and adjustments made in preparing the pro forma financial
information presented in this document, see "Unaudited Pro Forma Condensed Combined Financial Statements."

        Hatteras stockholders should read the information presented in the following table together with the historical financial statements of
Annaly and Hatteras and the related notes which are incorporated herein by reference, and the "Unaudited Pro Forma Condensed Combined
Financial Statements" appearing elsewhere in this document. The pro forma data is unaudited and for illustrative purposes only. Hatteras
stockholders should not rely on this information as being indicative of the historical results that would have been achieved during the periods
presented had the companies always been combined or the future results that the combined company will achieve after the consummation of the
offer and the merger. This pro forma information is subject to risks and uncertainties, including those discussed in "Risk Factors."

Annaly
Historical

Hatteras
Historical

Pro Forma
Combined

Pro Forma
Equivalent
Hatteras
Share(1)

Net income per share attributable to common stockholders for the three months
ended March 31, 2016:
Basic earnings per share $ (0.96) $ (0.81) $ (0.94) $ (0.93)
Diluted earnings per share $ (0.96) $ (0.81) $ (0.94) $ (0.93)
Cash dividends declared per share common stock for the three months ended
March 31, 2016 $ 0.30 $ 0.45 $ 0.31 $ 0.31
Book value per share as of March 31, 2016 $ 11.61 $ 18.60 $ 11.68 $ 11.55
Net income per share attributable to common stockholders for the year ended
December 31, 2015:
Basic earnings per share $ 0.42 $ 0.31 $ 0.41 $ 0.41
Diluted earnings per share $ 0.42 $ 0.31 $ 0.41 $ 0.41
Cash dividends declared per share of common stock for the year ended
December 31, 2015 $ 1.20 $ 1.90 $ 1.29 $ 1.28

(1)
The Hatteras pro forma equivalent per share amounts were calculated by multiplying the pro forma combined amounts by the
exchange ratio of 0.9894, based on the aggregate stock consideration in the offer and the merger of approximately 65%.
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 RISK FACTORS

Hatteras stockholders should carefully read this document and the other documents referred to or incorporated by reference into this
document, including in particular the following risk factors, in deciding whether to tender shares pursuant to the offer. Additional risks and
uncertainties not presently known to Annaly or Hatteras or that are not currently believed to be important may have adverse effects on the offer,
the merger and the combined company.

 Risk Factors Relating to the Offer and the Merger

The stock portion of the common transaction consideration is fixed and will not be adjusted. Because the market price of Annaly common
stock may fluctuate, Hatteras common stockholders cannot be certain of the market value of the common transaction consideration they will
receive in exchange for their shares of Hatteras common stock in connection with the transactions.

        In connection with the offer and the merger, Hatteras common stockholders will receive, at their election, the mixed consideration, the
all-cash consideration or the all-stock consideration. The mixed consideration and all-stock consideration provide for a fixed number of shares of
Annaly common stock for each share of Hatteras common stock. In addition, Hatteras common stockholders who make the all-cash election or
the all-stock election will be subject to proration so that approximately 65.0% of the aggregate consideration in the offer and merger will be paid
in shares of Annaly common stock and approximately 35.0% of the aggregate consideration in the offer will be paid in cash. As a result, a
portion of the consideration that Hatteras common stockholders who make the all-cash election will receive in the offer and the merger may be a
fixed number of shares of Annaly common stock. Because the number of shares of Annaly common stock being offered as part of the portion of
the common transaction consideration will not vary based on the market value of Annaly common stock, the market value of the common
transaction consideration that you will receive in the offer or the merger that is based on the value of Annaly common stock will vary based on
the price of such stock at the time you receive the common transaction consideration. The market price of Annaly common stock may decline
after the date of this document, after you tender your shares and/or after the offer and the merger are completed.

        A decline in the market price of Annaly common stock could result from a variety of factors, some of which are beyond Annaly's control,
including, among other things, an increase in interest rates, the possibility that Annaly may not achieve the expected benefits of the acquisition
of Hatteras as rapidly or to the extent anticipated, Hatteras' portfolio and businesses may not perform as anticipated following the transactions,
the effect of Annaly's acquisition of Hatteras on Annaly's financial results may not meet the expectations of Annaly, financial analysts or
investors, or the addition and integration of Hatteras' business may be unsuccessful, take longer or be more disruptive than anticipated, as well as
numerous factors affecting Annaly and its businesses that are unrelated to Hatteras, including the price of the securities and loans in Annaly's
existing portfolio.

        Because the offer will not be completed until certain conditions have been satisfied or waived, a significant period of time may pass
between the commencement of the offer, the time you tender your shares and the time that the Offeror accepts your shares for payment. See
"The Offer�Conditions of the Offer." Therefore, at the time you tender your shares of Hatteras common stock pursuant to the offer, you will not
know the exact market value of the stock portion of the common transaction consideration that will be issued if the Offeror accepts such shares
for payment.

        See "Comparative Market Price and Dividend Matters" of this document. You are urged to obtain current market quotations for Hatteras
common stock and Annaly common stock.
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Hatteras common stockholders may not receive all consideration in the form elected.

        Hatteras common stockholders electing to receive either the all-cash consideration or the all-stock consideration in the offer will be subject
to proration so that approximately 65.0% of the aggregate consideration in the offer will be paid in shares of Annaly common stock, and
approximately 35.0% of the aggregate consideration in the offer will be paid in cash. Similarly, Hatteras common stockholders electing to
receive either the all-cash consideration or the all-stock consideration in the merger will be subject to proration so that approximately 65.0% of
the aggregate consideration in the merger will be paid in shares of Annaly common stock, and approximately 35.0% of the aggregate
consideration in the merger will be paid in cash. Accordingly, some of the consideration a Hatteras common stockholder receives in the offer or
the merger may differ from the type of consideration selected and such difference may be significant. This may result in, among other things, tax
consequences that differ from those that would have resulted if the Hatteras common stockholder had received solely the form of consideration
elected. A discussion of the proration mechanism can be found under the heading "The Offer�Elections and Proration" and a discussion of the
material U.S. federal income tax consequences of the offer and the merger can be found under "Material U.S. Federal Income Tax
Consequences."

The offer remains subject to conditions that Annaly cannot control.

        The offer is subject to conditions, including that at least one more share than two thirds of the outstanding shares of Hatteras common stock
have been validly tendered in the offer (and not validly withdrawn), receipt of required regulatory approvals, lack of legal prohibitions, no
material adverse effect (with such term as defined in the merger agreement and described under the section entitled "Merger Agreement�Material
Adverse Effect") having occurred with respect to Hatteras, Annaly and their respective subsidiaries, the truth and accuracy of Hatteras' and
Annaly's representations and warranties made in the merger agreement, subject to specified materiality standards, Hatteras, Annaly and the
Offeror being in material compliance with their covenants under the merger agreement, the listing of the shares of the Annaly common and
preferred stock to be issued in the offer and the merger being authorized for listing on the NYSE, the receipt of opinions by each of Annaly and
Hatteras from their respective legal counsel to the effect that the offer and the merger, taken together, will qualify as a "reorganization" within
the meaning of Section 368(a) of the Code and that each of Annaly and Hatteras (as applicable) meet and, in the case of Annaly, will continue to
meet after closing of the merger, the requirements for qualification as a REIT under the Code, that the management agreement is terminated, and
the registration statement on Form S-4 of which this document is a part, becoming effective. There are no assurances that all of the conditions to
the offer will be satisfied or that the conditions will be satisfied in the time frame expected. If the conditions to the offer are not met, then
Annaly may, subject to the terms and conditions of the merger agreement, allow the offer to expire, or amend or extend the offer. See "The
Offer�Conditions of the Offer" for a discussion of the conditions to the offer.

Hatteras common stockholders who receive Annaly common stock in the offer will become Annaly common stockholders. Annaly common
stock may be affected by different factors and Annaly common stockholders will have different rights than Hatteras common stockholders.

        Upon consummation of the offer, Hatteras common stockholders receiving shares of Annaly common stock will become common
stockholders of Annaly. Annaly's business differs from that of Hatteras, and Annaly's results of operations and the trading price of Annaly
common stock may be adversely affected by factors different from those that would affect Hatteras' results of operations and stock price.

        In addition, holders of shares of Annaly common stock will have rights as Annaly common stockholders that differ from the rights they had
as Hatteras common stockholders before the offer or
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the merger. For a detailed comparison of the rights of Annaly common stockholders to the rights of Hatteras common stockholders, see
"Comparison of Stockholders' Rights."

The receipt of shares of Annaly common stock in the offer and/or the merger may be taxable to Hatteras common stockholders.

        The offer is contingent upon the receipt of an opinion by each of Annaly and Hatteras from their respective legal counsel to the effect that
the offer and the merger, taken together, will qualify as a "reorganization" within the meaning of Section 368(a) of the Code. However, if the
offer and the merger are not treated as component parts of an integrated transaction for U.S. federal income tax purposes, if the merger is not
completed or if the transaction otherwise fails to qualify as a "reorganization" within the meaning of Section 368(a) of the Code, the exchange of
shares of Hatteras common stock for shares of Annaly common stock in the offer and/or the merger will be taxable to such Hatteras common
stockholders for U.S. federal income tax purposes.

        Hatteras common stockholders should consult their tax advisors to determine the specific tax consequences to them of the offer and the
merger, including any federal, state, local, foreign or other tax consequences, and any tax return filing or other reporting requirements.

 Risk Factors Relating to Annaly as the Combined Company

Annaly, as the combined company, may fail to realize all of the anticipated benefits of the merger or those benefits may take longer to realize
than expected.

        The full benefits of the transactions may not be realized as expected or may not be achieved within the anticipated time-frame, or at all.
Failure to achieve the anticipated benefits of the transactions could adversely affect Annaly's results of operations or cash flows, cause dilution
to the earnings per share or book value per share of Annaly, decrease or delay the expected accretive effect of the transactions, and negatively
impact the price of Annaly common stock.

        In addition, Annaly and Hatteras will be required to devote significant attention and resources prior to closing to prepare for the
post-closing operation of Annaly, as the combined company, and Annaly will be required post-closing to devote significant attention and
resources to successfully integrate the Hatteras portfolio and operating businesses into the existing Annaly structure. In particular, prior to the
acquisition, Annaly will have limited experience operating Hatteras' mortgage conduit and servicing platforms and managing Hatteras' mortgage
servicing rights portfolio. These businesses present additional regulatory constraints and pose operational risks different from those that Annaly
has successfully managed in the past. This integration process, coupled with managing new business lines, may disrupt Annaly's businesses and,
if ineffective, would limit the anticipated benefits of the merger and could adversely affect Annaly's results of operations or cash flows, cause
dilution to the earnings per share or book value per share of Annaly, decrease or delay the expected accretive effect of the transactions, and
negatively impact the price of Annaly common stock.

Annaly and Hatteras will incur direct and indirect costs as a result of the offer and the merger.

        Annaly and Hatteras will incur substantial expenses in connection with and as a result of completing the offer and the merger and,
following the completion of the merger, Annaly expects to incur additional expenses in connection with combining the businesses, operations,
policies and procedures of Annaly and Hatteras. Factors beyond Annaly's control could affect the total amount or timing of these expenses,
many of which, by their nature, are difficult to estimate accurately.
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Annaly's and Hatteras' actual financial positions and results of operations may differ materially from the unaudited pro forma financial
data included in this document.

        The pro forma financial information contained in this document is presented for illustrative purposes only and may differ materially from
what Annaly's actual financial position or results of operations would have been had the transactions been completed on the dates indicated. The
pro forma financial information has been derived from the audited and unaudited historical financial statements of Annaly and Hatteras and
certain adjustments and assumptions have been made regarding Annaly, as the combined company, after giving effect to the transactions.
Annaly and Hatteras use different methodologies to measure the value of assets carried at fair value on their respective balance sheets. These
differing methodologies may produce different valuation results for the same or similar assets. The assets and liabilities of Hatteras that are not
carried at fair value have been valued based on various preliminary estimates using assumptions that Annaly management believes are
reasonable, utilizing information currently available. The process for estimating the fair value of acquired assets and assumed liabilities requires
the use of judgment in determining the appropriate assumptions and estimates. These estimates may be revised as additional information
becomes available and as additional analyses are performed, and Annaly has no obligation to use the same methodologies, estimates or
assumptions as those currently used by Hatteras. Differences between preliminary estimates in the pro forma financial information and the final
acquisition accounting will occur and could have a material impact on the pro forma financial information and the financial position and future
results of operations of Annaly, as the combined company.

        In addition, the assumptions used in preparing the pro forma financial information may not prove to be accurate, and other factors may
affect Annaly's financial condition or results of operations following the closing. Any potential decline in Annaly's financial condition or results
of operations may cause significant variations in the share price of Annaly. See "Unaudited Pro Forma Condensed Combined Financial Data."

REITs are subject to a range of complex organizational and operational requirements.

        To qualify as a REIT, each of Annaly and Hatteras must distribute with respect to each taxable year at least 90% of its net income
(excluding capital gains) to its stockholders. A REIT must also meet certain other requirements, including with respect to the nature of its
income and assets, and the ownership of its stock. For any taxable year that Annaly or Hatteras fails to qualify as a REIT, it will not be allowed a
deduction for dividends paid to its stockholders in computing its net taxable income and thus would become subject to U.S. federal, state and
local income tax as if it were a regular taxable corporation. In such an event, Annaly or Hatteras, as the case may be, could be subject to
potentially significant tax liabilities. Unless entitled to relief under certain statutory provisions, Annaly or Hatteras, as the case may be, would
also be disqualified from treatment as a REIT for the four taxable years following the year in which it lost its qualification. If Annaly or Hatteras
failed to qualify as a REIT, the market price of its common stock may decline, and Annaly or Hatteras, as the case may be, may need to reduce
substantially the amount of distributions to its stockholders because of its increased tax liability.

 Risks Related to Annaly's Business

        You should read and consider the risk factors specific to Annaly's business that will also affect Annaly, as the combined company, after the
merger. These risks are described in Part I, Item 1A of Annaly's Annual Report on Form 10-K for the fiscal year ended December 31, 2015, and
in other documents that are incorporated by reference into this document. See "Where To Obtain More Information" for more detail on the
information incorporated by reference in this document.
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 Risks Related to Hatteras' Business

        You should read and consider the risk factors specific to Hatteras' business that will also affect Annaly, as the combined company, after the
merger. These risks are described in Part I, Item 1A of Hatteras' Annual Report on Form 10-K for the fiscal year ended December 31, 2015, and
in other documents that are incorporated by reference into this document. See "Where To Obtain More Information" for more detail on the
information incorporated by reference in this document.
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 FORWARD-LOOKING STATEMENTS

        Information both included and incorporated by reference in this document may contain forward-looking statements, concerning, among
other things, Annaly's and Hatteras' outlook, financial projections and business strategies, all of which are subject to risks, uncertainties and
assumptions. These forward-looking statements are identified by their use of terms such as "intend," "plan," "may," "should," "will,"
"anticipate," "believe," "could," "estimate," "forecast," "expect," "continue," "potential," "opportunity," "project" and similar terms. These
statements are based on certain assumptions and analyses that we believe are appropriate under the circumstances. Should one or more of these
risks or uncertainties materialize, or should the assumptions prove incorrect, actual results may differ materially from those expected, estimated
or projected. Management believes that these forward-looking statements are reasonable. However, we cannot guarantee that we actually will
achieve these plans, intentions or expectations, including completing the offer and the merger on the terms summarized in this document.
Forward-looking statements speak only as of the date they are made, and we undertake no obligation to publicly update or revise any of them in
light of new information, future events or otherwise. Factors that could have a material adverse effect on Annaly's operations and future
prospects or the consummation of the offer and the merger include, but are not limited to:

�
failure to satisfy the conditions to consummate the offer and the merger;

�
the occurrence of any event, change or other circumstance that could give rise to the termination of the merger agreement;

�
the failure of the offer or the merger to close in a timely manner or at all for any other reason;

�
the amount of the costs, fees, expenses and charges related to the offer and the merger (collectively, the "transactions");

�
the ability to successfully integrate Annaly and Hatteras following completion of the transactions;

�
failure to realize the expected benefits of the transactions in a timely manner or at all;

�
effects of the pendency of the transactions on relationships with employees and business partners;

�
general economic and business conditions;

�
global economic growth and activity;

�
industry conditions;

�
changes in interest rates, interest rate spreads and the yield curve;

�
changes in prepayment rates;

�
the availability of mortgage-backed securities and other securities for purchase;

�
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the availability of financing, and, if available, the terms of any financing;

�
the ability to maintain qualification as a REIT for federal income tax purposes;

�
the ability to maintain an exemption from registration under the Investment Company Act of 1940, as amended;

�
changes in program requirements of Fannie Mae, Freddie Mac or Ginnie Mae;

�
the loss of governmental approvals to purchase or service mortgage loans; and

�
changes in laws or regulations.

        These risks and uncertainties, along with the risk factors discussed under "Risk Factors" in this document, should be considered in
evaluating any forward-looking statements contained in this document. All forward-looking statements speak only as of the date of this
document. All subsequent written and oral forward-looking statements attributable to us or any person acting on our behalf are qualified by the
cautionary statements in this section.
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 THE COMPANIES

 Annaly

        Annaly is a leading mortgage REIT listed on the NYSE and externally managed by Annaly Management Company LLC. Since its founding
in 1997, Annaly has strived to generate net income for distribution to its stockholders and preserve capital through the prudent selection and
management of its investments, and since its inception has paid $14 billion in dividends to stockholders. Annaly uses its capital coupled with
borrowed funds to invest in real estate related investments earning the spread between the yield on its assets and the cost of its borrowings.

        Annaly's common stock trades under the ticker symbol "NLY" on the NYSE.

        The address of Annaly's principal executive offices is 1211 Avenue of the Americas, New York, New York 10036. Annaly's telephone
number is (212) 696-0100.

        Annaly also maintains an Internet site at www.annaly.com. Annaly's website and the information contained therein or connected thereto
shall not be deemed to be incorporated herein, and you should not rely on any such information in making an investment decision.

 Offeror

        Ridgeback Merger Sub Corporation, a Maryland corporation, is a wholly owned subsidiary of Annaly. The Offeror is newly formed, and
was organized for the purpose of making the offer and consummating the merger. The Offeror has engaged in no material business activities to
date and it has no material assets or liabilities of any kind, other than those incidental to its formation and those incurred in connection with the
offer and the merger. The Offeror's address is c/o Annaly Capital Management, Inc., 1211 Avenue of the Americas, New York, New York
10036.

 Hatteras

        Hatteras is an externally managed mortgage REIT that invests primarily in single-family residential mortgage real estate assets, such as
mortgage-backed securities, mortgage servicing rights, residential mortgage loans and other financial assets. The majority of Hatteras'
investments have been mortgage-backed securities issued by a U.S. government agency, such as Ginnie Mae, or by a U.S.
government-sponsored enterprise, such as Fannie Mae or Freddie Mac. Hatteras was incorporated in Maryland in September 2007. Hatteras'
common stock trades under the ticker symbol "HTS" on the NYSE.

        The address of Hatteras' principal executive offices is 751 West Fourth Street, Suite 400, Winston-Salem, North Carolina 27101. Hatteras'
telephone number is (336) 760-9391.

        Hatteras also maintains an Internet site at www.hatfin.com. Hatteras' website and the information contained therein or connected thereto
shall not be deemed to be incorporated herein, and you should not rely on any such information in making an investment decision.
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 THE OFFER

 General

        Annaly and the Offeror are offering, upon the terms and subject to the conditions set forth in this prospectus/offer to exchange and in the
accompanying letter of election and transmittal, to exchange for each outstanding share of Hatteras common stock validly tendered and not
validly withdrawn in the offer:

�
$5.55 in cash; and

�
0.9894 shares of Annaly common stock, together with cash in lieu of any fractional shares of Annaly common stock.

We refer to the above as the "mixed consideration."

        In lieu of receiving the mixed consideration, each holder of shares of Hatteras common stock may elect to receive, for each share of
Hatteras common stock that it holds, (1) $15.85 in cash (we refer to this election as the "all-cash election" and this amount as the "all-cash
consideration") or (2) 1.5226 shares of Annaly common stock, together with cash in lieu of any fractional shares of Annaly common stock (we
refer to this election as the "all-stock election" and this amount as the "all-stock consideration"). The mixed consideration, the all-cash
consideration and the all-stock consideration (as applicable) will be paid without interest and less any applicable withholding taxes.

        Each Hatteras common stockholder who validly tenders and does not validly withdraw its shares of Hatteras common stock in the offer that
does not make a valid election will receive the mixed consideration for their shares of Hatteras common stock. Hatteras common stockholders
who make the all-cash election or the all-stock election will be subject to proration so that approximately 65.0% of the aggregate consideration
in the offer will be paid in shares of Annaly common stock and approximately 35.0% of the aggregate consideration in the offer will be paid in
cash. See "The Offer�Elections and Proration" for a description of the proration procedure.

        The purpose of the offer is for Annaly to acquire control of, and ultimately the entire equity interest in, Hatteras. The offer is the first step in
Annaly's plan to acquire all of the outstanding shares of Hatteras common stock. If the offer is completed, Annaly intends to consummate
promptly following the consummation of the offer a merger of Hatteras with and into the Offeror, with the Offeror surviving the merger under
the name "Hatteras Financial Corp." (which we refer to as the "merger"). The purpose of the merger is for Annaly to acquire all of the issued and
outstanding shares of Hatteras common stock that it did not acquire in the offer, as well as each issued and outstanding share of Hatteras
Series A preferred stock. In the merger, each outstanding share of Hatteras common stock that was not acquired by Annaly or the Offeror will be
converted into the mixed consideration or, at the election of the holder of such shares, the all-cash consideration or all-stock consideration,
subject to proration so that approximately 65.0% of the aggregate consideration in the merger will be paid in shares of Annaly common stock
and approximately 35.0% of the aggregate consideration in the merger will be paid in cash.

        In addition, in the merger, each outstanding share of Hatteras Series A preferred stock will be automatically converted into the right to
receive one newly issued share of the Annaly Series E preferred stock, which will have rights, privileges and voting powers substantially the
same as those of the Hatteras Series A preferred stock.

        After the merger, the Hatteras business will be held by the Offeror, and the former Hatteras stockholders will no longer have any direct
ownership interest in the surviving corporation.
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 Background of the Offer and the Merger

        The Hatteras board of directors regularly evaluates Hatteras' strategic direction and ongoing business plans and reviews possible ways of
increasing long-term stockholder value. Since 2013, the residential mortgage REIT sector has faced significant headwinds for a variety of
reasons, including uncertainty regarding the outlook for interest rates and the financial markets generally. As a result, in recent years, the price
per share of Hatteras common stock has traded at a substantial discount to Hatteras' book value per share, which makes raising equity capital to
fund new investments dilutive to stockholders. Because of these circumstances, Hatteras has been and continues to be unable to raise equity
capital on acceptable terms, and accordingly, has been unable to significantly increase its size and scale through capital market transactions.

        In response to these market conditions, the Hatteras board of directors and the Hatteras external manager have considered various
approaches to addressing these challenges to better position Hatteras to continue to deliver appropriate risk-adjusted returns throughout all parts
of the interest rate cycle.

        In 2013, Hatteras began an initiative to acquire and aggregate individual prime jumbo whole mortgage loans with a goal of securitizing
them into non-agency securities. In addition, on August 31, 2015, Hatteras closed its acquisition of Pingora Asset Management, LLC and
Pingora Loan Servicing, LLC (collectively, "Pingora"), a specialized asset manager focused on investing in new-production performing
mortgage servicing rights and master-servicing residential mortgage loans sourced primarily from direct, ongoing relationships with loan
originators. Because Hatteras has been unable to raise equity on acceptable terms, in order to allocate capital to these new investments and
diversify its portfolio, Hatteras has been repositioning its asset base over time by redeploying capital from agency securities into residential
whole loans and mortgage servicing rights.

        In August 2015, Michael R. Hough, the Chairman of the Hatteras board of directors and Chief Executive Officer of Hatteras, was
approached by the representatives of another mortgage REIT having a market capitalization of comparable size to Hatteras ("Company A") with
an interest in exploring a potential merger between the two companies. Mr. Michael Hough subsequently briefed the Hatteras board of directors
regarding these discussions and in early-September 2015, the Hatteras board of directors authorized the execution of a non-disclosure agreement
with Company A, which was executed on September 17, 2015. Following the execution of the non-disclosure agreement, Hatteras and Company
A held very preliminary discussions regarding a potential transaction, but no terms were proposed and no confidential information was
exchanged.

        On November 4, 2015, the Hatteras board of directors held a telephonic meeting with a representative of DLA Piper LLP (US), counsel to
Hatteras ("DLA Piper"), and discussed the relative strategic merits of a potential transaction with Company A. After discussion, Mr. Michael
Hough and Mr. Benjamin M. Hough, Director, President and Chief Operating Officer of Hatteras, excused themselves from the meeting and the
independent members of the Hatteras board of directors continued to meet in executive session. Due to potential conflicts of interest with (a) the
Hatteras external manager as a result of the possible termination of the management agreement in connection with any potential transaction, and
(b) Messrs. Michael R. and Benjamin M. Hough as a result of their ownership interests in the Hatteras external manager, the independent
members of the Hatteras board of directors formed the Hatteras special committee during this meeting, consisting of independent directors Vicki
McElreath, Jeffrey D. Miller (who was later designated as the chairman), and Thomas D. Wren. The independent members of the Hatteras board
of directors determined, among other things, not to approve any potential transaction without the affirmative recommendation of the Hatteras
special committee. In addition, the Hatteras special committee was delegated complete and final authority for dealing with any matters relating
to payments under or in respect of Hatteras' management agreement with the Hatteras external manager, or any other transactions connected
with or related to a potential transaction involving the Hatteras external manager. The Hatteras special
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committee was authorized (i) to hire independent legal and financial advisors, (ii) to consider, evaluate and respond to any proposal that might
be received from Company A regarding a potential transaction, (iii) to consider potential strategic alternatives that might maximize long-term
stockholder value, and (iv) to make recommendations, if any, to the Hatteras board of directors concerning these matters. From its formation on
November 4, 2015 to January 20, 2016, the Hatteras special committee held a number of meetings and other discussions to analyze and consider
a potential transaction with Company A and related matters delegated to it by the Hatteras board of directors.

        On or around November 4, 2015, the Hatteras special committee initiated a search for its own legal and financial advisors to assist the
Hatteras special committee in its consideration of a potential transaction with Company A and other strategic alternatives available to Hatteras.
Shortly thereafter, the Hatteras special committee engaged Hogan Lovells US LLP ("Hogan Lovells") to represent it in connection with the
potential transaction.

        On December 8, 2015, at the regular quarterly board meeting, the Hatteras board of directors met with a representative of DLA Piper, who
was present for a portion of the meeting, and representatives of Hogan Lovells, who were present for the entire meeting, and discussed, among
other things, the Hatteras board of directors' fiduciary duties in the context of any potential transaction with Company A and the appropriate
roles of management and the Hatteras special committee in negotiating and evaluating any strategic alternatives. Messrs. Michael and Benjamin
Hough and the representative of DLA Piper excused themselves from the portion of the board meeting involving discussion of the Hatteras
management agreement and related matters.

        During December 2015, the Hatteras special committee, together with representatives of DLA Piper and Hogan Lovells, considered the
qualifications of several investment banks with significant experience advising mortgage REITs to potentially serve as the financial advisor to
the Hatteras special committee. The Hatteras special committee's criteria for selecting an investment bank to act as the Hatteras special
committee's financial advisor included, among other things, the absence of material conflicts of interest between the investment bank and
Company A, the Hatteras external manager and its affiliates and Hatteras, including with respect to Hatteras' financing arrangements, its
institutional knowledge of the commercial and residential mortgage REIT industries, its capacity to provide the functions of a full-service
investment bank, including its knowledge of the trading market for mortgage-backed securities, and the investment banking team's past
experience advising other companies in connection with similar transactions. Based on this criteria, the Hatteras special committee selected
Goldman, Sachs & Co. ("Goldman Sachs") to be interviewed at the upcoming meeting of the Hatteras special committee on January 5, 2016.
During the interview, the Hatteras special committee assessed Goldman Sachs' experience in the mortgage REIT industry, its views on the
current state of the financial markets, as well as potential strategic alternatives that might be available to Hatteras to enhance Hatteras' long-term
stockholder value, including remaining independent and the advantages and disadvantages of a potential transaction with Company A. After this
interview and after careful consideration of other information, on January 5, 2016, the Hatteras special committee determined to engage
Goldman Sachs to act as its financial advisor in connection with a potential transaction with Company A or other strategic alternatives.

        Also, on January 5, 2016, Hatteras executed an amended and restated non-disclosure agreement with Company A. The amended and
restated non-disclosure agreement with Company A provides generally that, for a period of 18 months, Company A will not make an unsolicited
acquisition offer for Hatteras, but explicitly provides that this prohibition "shall be inoperative and of no force or effect if a Competing
Transaction occurs" with respect to Hatteras. A "Competing Transaction" is defined to include the merger agreement between Hatteras, Annaly
and the Offeror.

        During January 2016, there was a significant deterioration in market conditions for mortgage REITs and stock trading prices across the
industry fell to depressed levels, including the Hatteras
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common stock, which decreased 17% from its high closing price to its low closing price during the month. At a special committee meeting in
mid-January 2016, the Hatteras special committee discussed with Mr. Michael Hough current market conditions and concluded that a strategic
transaction with Company A would not be attractive at such valuations.

        On or around January 20, 2016, the Hatteras special committee held a telephonic meeting with Mr. Michael Hough and a representative of
DLA Piper. Mr. Michael Hough updated the Hatteras special committee on his discussions with the managing director of Company A and
reported that he and the managing director of Company A had acknowledged that a possible strategic business combination would be difficult to
accomplish in light of current market conditions and the depressed common stock trading levels and would not be in the best interests of their
respective stockholders. The Hatteras special committee, therefore, determined to terminate discussions with Company A and instructed
Mr. Michael Hough to confirm the termination of discussions with Company A, which Mr. Michael Hough did with the managing director of
Company A on January 20, 2016. Hatteras and Company A never discussed pricing or valuations, and no due diligence materials were
exchanged between Hatteras and Company A.

        On January 27, 2016, Kevin G. Keyes, the Chief Executive Officer and President of Annaly, called Mr. Michael Hough to arrange for an
in-person meeting, the purpose of which was not discussed. On February 11, 2016, Mr. Michael Hough and Mr. Keyes met, and Mr. Keyes
raised the possibility of exploring a potential merger between the two companies. No specific terms were discussed or negotiated. After the
meeting on February 11, 2016, Mr. Michael Hough reported to Mr. Miller, chairman of the Hatteras special committee, on his meeting with
Mr. Keyes.

        On February 18, 2016, Annaly sent a presentation to Hatteras for the Hatteras board of directors, which was distributed by Mr. Michael
Hough to the Hatteras special committee. The presentation outlined the strategic considerations for a proposed transaction, including that the
transaction consideration may be composed of cash and Annaly common stock, but did not propose any specific financial terms.

        On February 19, 2016, the Hatteras special committee held a telephonic meeting with Mr. Michael Hough and a representative of DLA
Piper. The Hatteras special committee discussed the potential opportunity for a transaction with Annaly and asked Mr. Michael Hough to call a
special meeting of the Hatteras board of directors to discuss the opportunity with the full board. The Hatteras special committee distributed the
Annaly presentation to the other members of the Hatteras board of directors on February 22, 2016. On February 22, 2016, the Hatteras board of
directors held a telephonic meeting with representatives of DLA Piper, who were present for a portion of the meeting. After discussion,
Messrs. Michael and Benjamin Hough and the representatives of DLA Piper excused themselves from the meeting and the independent members
of the Hatteras board of directors continued to meet in executive session. During the discussion, the independent members of the Hatteras board
of directors reauthorized the Hatteras special committee (a) to consider, evaluate and respond to any proposal that might be received from
Annaly regarding the transaction, (b) to explore potential strategic alternatives that might maximize long-term stockholder value, (c) to evaluate
and negotiate the terms of a potential transaction with Annaly or any alternative transaction, and (d) to make recommendations, if any, to the
Hatteras board of directors regarding such matters. The independent members of the Hatteras board of directors also determined not to approve a
transaction without the affirmative recommendation of the Hatteras special committee and to delegate to the Hatteras special committee
complete, and final authority for dealing with any matters relating to payments under or in respect of Hatteras management agreement with the
Hatteras external manager, or any other transactions connected with or related to a potential transaction involving the Hatteras external manager.
The independent members of the Hatteras board of directors also authorized the negotiation of an appropriate mutual non-disclosure agreement
to permit the exchange of confidential information in connection with each party's respective evaluation of a potential transaction.
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        On February 22, 2016, Annaly's legal advisor, Wachtell, Lipton, Rosen & Katz ("Wachtell Lipton") sent an initial draft of a non-disclosure
agreement to DLA Piper, which DLA Piper shared with Hogan Lovells, and DLA Piper, in consultation with Hogan Lovells, reviewed and
negotiated the agreement. On February 26, 2016, Annaly and Hatteras entered into a mutual non-disclosure agreement. Shortly thereafter,
Annaly, Wachtell Lipton and Wells Fargo Securities, LLC ("Wells Fargo") and Sandler O'Neill & Partners, L.P. ("Sandler O'Neill"), Annaly's
financial advisors, were granted access to an electronic data room containing certain non-public information concerning Hatteras' business and
operations in order to facilitate their respective due diligence investigation of Hatteras.

        On February 29, 2016, Hatteras, Goldman Sachs and DLA Piper were provided access to an electronic data room containing certain
non-public information concerning Annaly's business and operations in order to facilitate the Hatteras board of directors' reverse due diligence
investigation of Annaly. Hogan Lovells was provided access to the same electronic data room concerning Annaly's business and operations on
March 5, 2016. In early March 2016, Weiner Brodsky Kider PC ("Weiner Brodsky"), was retained by Hatteras as its mortgage regulatory legal
counsel to assist with its reverse due diligence investigation of Annaly with respect to mortgage regulatory matters and mortgage regulatory
matters related to the proposed transaction.

        During the period from February 26, 2016 through the signing of the merger agreement, representatives of Annaly and Hatteras, and their
respective legal and financial advisors, engaged in their due diligence investigations of one another.

        On March 7, 2016, a proposed merger agreement prepared by Wachtell Lipton was provided to DLA Piper and Hogan Lovells that
reflected a potential transaction structured as an exchange offer in which the Hatteras common stockholders would have the right to receive a
fixed amount of cash and shares of Annaly common stock. The draft merger agreement did not contain the amount of cash or stock that would
be payable in a potential transaction. The draft merger agreement proposed a termination fee payable by Hatteras in specified circumstances,
including if the merger agreement was terminated in order to accept a superior proposal, was in an amount equal to 4% of the transaction equity
value. The draft merger agreement also included a no-shop covenant, with a fiduciary out for a superior proposal and an ability for the Hatteras
board of directors to change its recommendation for an intervening event, as well the ability for Annaly to make a matching offer each time a
third party submits a superior proposal or in the case of an intervening event. In addition, the draft merger agreement contemplated that the
shares of Hatteras Series A preferred stock would be exchanged for shares of a newly designated Annaly Series E preferred stock with
substantially the same terms as the existing terms of the Hatteras Series A preferred stock. The draft merger agreement included a provision that
the Hatteras external manager agree to terminate the management agreement in connection with the consummation of the offer and the merger.

        On March 10, 2016, the Hatteras special committee met with certain members of the Hatteras management team and representatives of
DLA Piper, who were present for a portion of the meeting, and representatives of Goldman Sachs and Hogan Lovells, who were present for the
entire meeting, to discuss the possible transaction. The representatives of Goldman Sachs made a presentation regarding Annaly, its current
management, strategy and portfolio, and the strategic considerations with respect to a transaction with Annaly. The members of the Hatteras
management team and the representatives of DLA Piper excused themselves from the portion of the board meeting involving discussion of the
management agreement and related matters.

        On March 17, 2016, Annaly's financial advisors hosted a due diligence call to discuss the methodology and process used by each of Annaly
and Hatteras for valuing their respective assets, including fixed-rate and adjustable rate agency securities, and Hatteras' methodology and process
for valuing mortgage servicing rights.
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        On March 18, 2016, Annaly delivered to Hatteras' financial and legal advisors and Mr. Michael Hough a preliminary non-binding
indicative proposal for a strategic transaction with Hatteras in which Hatteras common stockholders would receive $15.25 per share of Hatteras
common stock comprised of $3.81 in cash and 1.09894 shares of Annaly common stock, such that the total consideration would be comprised of
25% cash and 75% Annaly common stock. The proposal indicated that Annaly would assume the existing notional amount of $287,500,000 of
the Hatteras Series A preferred stock. In addition, the proposal stated that Annaly would be willing to pay the Hatteras external manager, in
consideration for the termination of the Hatteras management agreement, the termination fee provided for under the existing terms of the
management agreement between Hatteras and the Hatteras external manager, subject to additional commercial arrangements in respect of the
Hatteras external manager and its executives. Under the existing terms of the Hatteras management agreement, Hatteras was obligated to pay to
the Hatteras external manager a termination fee in cash equal to four times the average annual management fee earned by the Hatteras external
manager during the two-year period immediately preceding the date of termination in the event of a termination for any reason other than for
cause.

        On March 21, 2016, at the quarterly board dinner, the Hatteras board of directors met to discuss the transaction and the proposal received
from Annaly. Also, on March 21, 2016, Hogan Lovells provided the Hatteras special committee, at its request, a summary of the vesting
provisions of the equity awards held by the Hatteras external manager and its executives. On March 22, 2016, at its regular quarterly meeting,
the Hatteras board of directors met with representatives of Goldman Sachs, DLA Piper and Hogan Lovells and discussed the proposal received
from Annaly. Specifically, at the March 22, 2016 meeting, the Hatteras board of directors, including the members of the Hatteras special
committee, and its advisors, discussed whether such proposal (i) proposed a sufficient amount of consideration for each outstanding share of
Hatteras common stock, (ii) provided the optimal mix of stock and cash consideration, (iii) included an appropriate termination fee in the case of
a termination of the merger agreement under specified circumstances, and (iv) adequately addressed the treatment of ordinary quarterly
dividends. Also at the March 22, 2016 meeting, the Hatteras board of directors, including the members of the Hatteras special committee, and its
advisors, discussed the state of the mortgage REIT industry, Hatteras' earnings and book value projections and other potential strategic
alternatives available to Hatteras, including remaining independent.

        Upon completion of the Hatteras board of directors meeting on March 22, 2016, the Hatteras special committee met with the other
independent members of the Hatteras board of directors and representatives of Hogan Lovells and continued to discuss the proposal received
from Annaly. During the discussion, a representative of Hogan Lovells provided the Hatteras special committee an overview of the payments
and other benefits that would be provided to the Hatteras external manager and its executives pursuant to the Annaly proposal, including a
termination payment provided to the Hatteras external manager in consideration for the termination of the management agreement, vesting of
Hatteras equity awards, and certain post-closing transition services arrangements. Hogan Lovells also discussed retention payments to
employees of the Hatteras external manager upon closing of the transaction and severance payments to employees of Hatteras. The Hatteras
special committee discussed whether negotiating reductions in such payments might increase the consideration that Annaly would be willing to
pay to the Hatteras stockholders. At the conclusion of the March 22, 2016 meetings, the Hatteras special committee instructed representatives of
Goldman Sachs to (i) communicate to Annaly that the Hatteras special committee considered the proposal from Annaly to be financially
inadequate and (ii) suggest that the advisors of Hatteras, the Hatteras special committee and Annaly engage in further diligence and negotiations.
Shortly after the March 22, 2016 meetings, representatives of Goldman Sachs communicated these messages to representatives of Wells Fargo
and Sandler O'Neill. Thereafter, representatives of Goldman Sachs, Wells Fargo and Sandler O'Neill engaged in multiple discussions regarding
Annaly's financial valuation of Hatteras' assets and explored possible improvements in the proposed transaction terms.
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        On March 24, 2016, representatives of Annaly and Hatteras, and their respective advisors, including Wells Fargo, Sandler O'Neill,
Goldman Sachs, Wachtell Lipton, DLA Piper and Weiner Brodsky, met to discuss the due diligence investigations, including questions arising
from the due diligence investigation of Hatteras and reverse due diligence investigation of Annaly. The representatives also discussed the
methodology for valuing Hatteras' assets, including agency securities and mortgage servicing rights.

        On March 28, 2016, DLA Piper and Hogan Lovells held a conference call to discuss the terms of the draft merger agreement. On March 29,
2016, DLA Piper submitted a revised draft of the merger agreement to Wachtell Lipton. At the specific request of the Hatteras special
committee, the revised draft provided for an exchange offer that permitted Hatteras common stockholders to elect to receive either a mix of cash
and Annaly common stock or all Annaly common stock as consideration in the transaction, provided that the total amount of cash consideration
to be paid out could not exceed 25% of the total consideration. The termination fee payable by Hatteras in specified circumstances, including if
the agreement was terminated in order to accept a superior proposal, was proposed to be 2.5% of the transaction equity value, except in order to
accept a superior proposal with a party that submitted a superior proposal during a 30-day "go-shop period" following signing (during which
time Hatteras would have been permitted to solicit alternative proposals), in which case the termination fee payable by Hatteras would be 1% of
the transaction value.

        Following receipt of the revised merger agreement, Wachtell Lipton, Wells Fargo and Sandler O'Neill communicated issues raised in the
revised merger agreement to DLA Piper, Hogan Lovells and Goldman Sachs. On March 30, 2016, representatives of Wachtell Lipton, DLA
Piper and Hogan Lovells held a conference call to discuss the open legal issues on the merger agreement.

        On March 31, 2016, Wachtell Lipton delivered to Goldman Sachs, DLA Piper and Hogan Lovells a revised draft merger agreement, which
reflected a transaction structured as an exchange offer in which the Hatteras stockholders would have the right to elect to receive a fixed amount
of cash, a fixed number of shares of Annaly common stock or a mix of a fixed amount of cash and shares of Annaly common stock. Elections
for either all cash or all shares of Annaly common stock would be subject to proration so that total consideration would not exceed 25% cash and
75% stock. The termination fee payable by Hatteras in specified circumstances, including if the agreement was terminated in order to accept a
superior proposal, was proposed to be 4% of the transaction value. The revised merger agreement removed the ability of Hatteras to solicit
alternative proposals after the signing of the merger agreement, but retained a fiduciary out for a superior proposal subject to payment of a
termination fee.

        Also on March 31, 2016, Wachtell Lipton delivered to Goldman Sachs, DLA Piper, Hogan Lovells and Rogers & Hardin LLP ("Rogers &
Hardin"), counsel for the Hatteras external manager, a proposal from Annaly regarding the treatment of the Hatteras management agreement and
related matters, in which Annaly proposed to pay to the Hatteras external manager a termination fee of approximately $74 million for the
termination of the Hatteras management agreement, a payment of approximately $3 million for retention and severance costs for employees of
the Hatteras external manager and a transition services agreement that the Annaly external manager would enter into with the Hatteras external
manager, with a minimum payment of $3 million for actual transition services to be performed.

        From the last two weeks of March 2016 until the signing of the merger agreement on April 10, 2016, representatives of Rogers & Hardin
engaged in discussions with representatives of Wachtell Lipton with respect to the proposed termination of the management agreement and
related matters. This included discussion regarding the continued provision of services by the executive officers of the Hatteras external manager
following the closing of the transaction as well as the potential implications of such agreements and the possibility of Annaly or its affiliates
acquiring the Hatteras external
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manager. Annaly advised that it was not interested in acquiring the Hatteras external manager and would require that the Hatteras external
manager agree to terminate the management agreement as a condition to the transaction and that the Hatteras external manager and its executive
officers agree to other covenants for the benefit of Annaly.

        On April 3, 2016, the Hatteras special committee held a telephonic meeting with Mr. Michael Hough and representatives of DLA Piper,
who were present for a portion of the meeting, and representatives of Goldman Sachs and Hogan Lovells, who were present for the entire
meeting, to discuss the revised provisions of the merger agreement, including the ability for Hatteras common stockholders to elect the form of
consideration received and the termination fee, and to discuss certain diligence items. After discussion, Mr. Michael Hough and the
representatives of DLA Piper excused themselves from the meeting and the Hatteras special committee met in executive session with its
advisors. During the discussion, the Hatteras special committee directed the representatives from Goldman Sachs to communicate to Annaly's
representatives their views on a number of transaction terms, including that the current financial terms of the proposal were still not adequate
and that the proposed termination fee payable if the merger agreement was terminated in specified circumstances was too high. The Hatteras
special committee also directed its chairman, Mr. Miller, to engage in negotiations with Mr. Michael Hough regarding a possible reduction in the
termination fee and other benefits that would be received by the Hatteras external manager and its executives, to the extent such reductions could
result in an increase in the consideration offered by Annaly to the holders of Hatteras common stock. In addition, to ensure continuity in Hatteras
operations, the Hatteras special committee approved in principle the payment of reasonable retention payments by Hatteras to employees of
Hatteras and the Hatteras external manager, with respect to services that would be provided prior to closing, if the transaction were approved.
The Hatteras special committee delegated to its chairman, Mr. Miller, the authority to negotiate the details of such retention payments with
Mr. Michael Hough.

        On April 3, 2016, representatives from Goldman Sachs as directed by the Hatteras special committee engaged in discussions with Annaly
and its advisors regarding the open business issues, including the amount of consideration, the cash/equity split of the consideration, the amount
of the termination fee payable if the merger agreement was terminated in specified circumstances, and the terms of the termination of the
Hatteras management agreement and related matters.

        On April 4, 2016, after discussions with Mr. Michael Hough regarding employee retention payments, Mr. Miller communicated to
Mr. Michael Hough that the Hatteras special committee would only approve retention payments for certain employees of Hatteras and the
Hatteras external manager (excluding the executive officers of Hatteras, Michael R. Hough, Benjamin M. Hough, Kenneth A. Steele and
Frederick J. Boos, II) of up to one times each such employee's base salary. In addition, Mr. Miller communicated to Mr. Michael Hough that
given the current level of consideration being proposed to be paid to the Hatteras stockholders in the proposed transaction, it would be likely that
the Hatteras special committee would not recommend the transaction unless the consideration was increased, including as a result of agreed
upon reductions in payments to the Hatteras external manager and its executives.

        On April 4, 2016, the Hatteras special committee also formally confirmed the engagement of Goldman Sachs to act as its financial advisor
in connection with the transaction and its consideration of other strategic alternatives. Goldman Sachs provided a disclosure letter to the Hatteras
special committee relating to certain investment banking and team member relationships with Annaly and Hatteras, and after deliberation with
representatives of Hogan Lovells, the Hatteras special committee determined that such relationships would not impact Goldman Sachs' ability to
provide financial advice to the Hatteras special committee in connection with the proposed transaction or the Hatteras special committee's
review of other strategic alternatives. On April 5, 2016, the Hatteras special committee executed an engagement letter to formally engage
Goldman Sachs as financial advisor to the Hatteras
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special committee in connection with the transaction and the Hatteras special committee's consideration of other strategic alternatives.

        On April 6, 2016, the Hatteras special committee held a telephonic meeting with Messrs. Michael and Benjamin Hough and representatives
from Goldman Sachs, DLA Piper and Hogan Lovells to discuss the status of pricing discussions among Goldman Sachs, Wells Fargo and
Sandler O'Neill, including the asset valuation metrics impacting the pricing determination. A representative of Goldman Sachs informed the
Hatteras special committee that based on his discussions with Annaly's financial advisors he believed that Annaly would consider increasing its
offer to between $15.40 and $15.50 per share, but would not increase beyond that. The Hatteras special committee directed Goldman Sachs to
inform Annaly's representatives that the offer was financially inadequate and that the Hatteras special committee intended to discontinue any
further negotiations until at least after Hatteras had released its quarterly financial results.

        On the morning of April 7, 2016, Mr. Keyes requested a telephonic meeting with the Hatteras special committee. The Hatteras special
committee agreed and later that afternoon Mr. Keyes made a presentation to the Hatteras special committee and a representative from Hogan
Lovells at which he described Annaly's business and diversification strategy. He also outlined a best and final offer from Annaly valued at
$15.85 per share, with 40% of the total consideration in the form of cash and 60% of the total consideration in the form of Annaly common
stock. The Hatteras common stockholders would continue to have the right to elect to receive a fixed amount of cash, a fixed number of shares
of Annaly common stock or a mix of a fixed amount of cash and shares of Annaly common stock. Elections for either all cash or all shares of
Annaly common stock would be subject to proration so that total consideration would not exceed 40% cash and 60% shares of Annaly common
stock. The offer assumed that the Hatteras external manager would agree to reduce the termination fee from the level provided for in the
management agreement to approximately three times the average annual management fee. In addition, Annaly would enter into post-closing
consulting arrangements with the Hatteras executive officers, pursuant to which they perform various services for Annaly post-closing, and
Annaly would provide certain severance protections to employees of Hatteras that would join Annaly in connection with the proposed
transaction. Mr. Keyes outlined for the Hatteras special committee his views on the strategic advantages of the combination for Hatteras
stockholders, including portfolio and business line diversification, improved liquidity, improved access to capital and the possibility of growing
Hatteras' operating businesses, and responded to questions from the Hatteras special committee on Annaly's risk and diversification strategy. The
Hatteras special committee discussed the revised proposal after Mr. Keyes departed the meeting.

        A telephonic meeting of the Hatteras board of directors was held on April 7, 2016 following the meeting between Mr. Keyes and the
Hatteras special committee in order to update the entire Hatteras board of directors on the revised offer and the meeting with Mr. Keyes.
Representatives from DLA Piper, who were present for a portion of the meeting, Goldman Sachs and Hogan Lovells attended. A representative
from Goldman Sachs provided a presentation on the financial terms of the revised offer. After discussion, Messrs. Michael and Benjamin Hough
and the representatives of DLA Piper excused themselves from the meeting, and a telephonic meeting of the Hatteras special committee was
convened. The other independent members of the Hatteras board of directors and representatives of Goldman Sachs and Hogan Lovells attended
the meeting. The Hatteras special committee discussed the updated proposal and solicited the input of Goldman Sachs and Hogan Lovells,
including with respect to the relative advantages and disadvantages of the transaction over continuing as an independent company, outstanding
diligence issues and open issues in the draft merger agreement. The Hatteras special committee also reviewed the state of negotiations relating to
the termination of the management agreement, severance arrangements for Hatteras employees, retention bonuses for employees of the Hatteras
external manager, and consulting arrangements between Annaly and certain executives of the Hatteras external manager. After deliberating, the
Hatteras special committee
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directed its chair, Mr. Miller, to inform Mr. Keyes that the Hatteras special committee could support the revised proposal subject to the
percentage of stock consideration being increased to 65%, the termination fee payable if the merger agreement was terminated in specified
circumstances being reduced to 3%, and satisfaction of certain outstanding financial diligence items.

        On April 8, 2016, Mr. Miller had individual telephone conferences with each independent member of the Hatteras board of directors to
review the current terms of the transaction and to confirm support for the proposed transaction subject to the changes discussed at the April 7,
2016 meeting. After these discussions, on April 8, 2016, Mr. Miller informed Mr. Keyes by telephone that the Hatteras special committee could
support the revised proposal subject to the conditions noted above, and Mr. Keyes subsequently called Mr. Miller to inform him that the
transaction based on the terms discussed, including an increase in the stock percentage to 65% of total consideration and a reduction in the
termination fee to 3%, was acceptable to Annaly. Mr. Keyes also indicated that Annaly would address the open financial diligence items.
Mr. Miller communicated these updates to Messrs. Michael and Benjamin Hough and the other members of the Hatteras board of directors.

        Annaly's revised proposal was conditioned on the Hatteras external manager agreeing to amend the terms of the Hatteras management
agreement to provide for, among other things, the termination of the management agreement in connection with the closing of the transaction for
a reduced termination fee and the Hatteras external manager's release of all claims that it may have under the management agreement against
Hatteras and its subsidiaries and Annaly and its affiliates. On April 9 and 10, 2016, representatives of Rogers & Hardin and Wachtell Lipton
engaged in negotiations regarding the terms of such amendment to the management agreement. In addition, representatives of Rogers & Hardin
and Wachtell Lipton negotiated the economic and other terms of consulting agreements pursuant to which each of the Hatteras executive
officers, Michael R. Hough, Benjamin M. Hough, Kenneth A. Steele and Frederick J. Boos II, would provide certain consulting services to
Annaly during a consulting period ending 30 months following the closing of the merger, during which term each of them also agreed to certain
non-competition and other covenants.

        On the morning of April 10, 2016, the Hatteras special committee and Hatteras board of directors convened to consider the best and final
offer from Annaly, as modified by the conversations between Mr. Miller and Mr. Keyes. All members of the Hatteras board of directors were
present at the meeting. Also participating were representatives of Goldman Sachs, DLA Piper and Hogan Lovells. Representatives of Hogan
Lovells reviewed with the Hatteras board of directors its fiduciary duties in considering a merger of Hatteras with Annaly. Representatives of
DLA Piper then provided a detailed review of the terms of the proposed merger agreement with Annaly. Representatives of Goldman Sachs
reviewed its financial analysis of the proposed transaction. Following this presentation, Goldman Sachs delivered its oral opinion, subsequently
to be confirmed in writing, that, as of April 10, 2016 and based upon and subject to various assumptions made, procedures followed, matters
considered, and qualifications and limitations upon the review undertaken in preparing its written opinion, the (i) $15.85 in cash, (ii) 1.5226
shares of Annaly common stock or (iii) $5.55 in cash and 0.9894 shares of Annaly common stock, collectively referred to as the "Aggregate
Consideration", to be paid to the holders (other than Annaly and its affiliates) of shares of Hatteras common stock, taken in the aggregate,
pursuant to the merger agreement, was fair from a financial point of view to such holders. For more information about Goldman Sachs' opinion,
see below under the heading "�Opinion of Hatteras' Financial Advisor." In connection with the services it provided to the Hatteras special
committee, Goldman advised the Hatteras special committee that, in the past two years, its investment banking division had not performed any
financial advisory and/or underwriting services for Annaly or its affiliates for which it had received or earned compensation.

        After discussion, the Hatteras board of directors meeting was then temporarily adjourned, Messrs. Michael and Benjamin Hough and the
representatives of DLA Piper were excused and the Hatteras special committee convened a meeting to consider whether to recommend that the
Hatteras
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board of directors approve the transaction and to approve any payments under or in respect of the Hatteras management agreement with the
Hatteras external manager, or any other transactions connected with or related to the transaction involving the Hatteras external manager. Each
independent member of the Hatteras board of directors and representatives of Goldman Sachs and Hogan Lovells attended the meeting. After
careful deliberation, the Hatteras special committee (i) unanimously recommended that the offer and merger and the other transactions
contemplated by the merger agreement, on the terms set forth therein, be submitted to and approved by the Hatteras board of directors,
(ii) approved and authorized Hatteras to enter into the agreement terminating the Hatteras management agreement at the closing of the proposed
transaction and to comply with the terms thereof, including the payment of the reduced management agreement termination fee from the amount
provided for in the management agreement of the four times the average annual management fee to approximately three times the average
annual management fee, and (iii) approved the provisions of the merger agreement providing for or relating to payments to the Hatteras external
manager and its employees.

        The Hatteras board of directors meeting reconvened immediately after the Hatteras special committee meeting was adjourned. All members
of the Hatteras board of directors and representatives of Goldman Sachs, DLA Piper and Hogan Lovells were present when the meeting
reconvened. After discussing the relative merits of the transaction (see below under the heading "�Hatteras' Reasons for the Offer and the Merger
and Recommendation of the Hatteras Board"), the Hatteras board of directors unanimously (a) determined that the terms of the merger
agreement and the transaction, including the offer the merger and the issuance of Annaly common stock in connection therewith, were fair to
and in the best interests of Hatteras and its stockholders, (b) declared the offer, the merger, and the other transactions contemplated by the
merger agreement advisable, (c) approved the execution and delivery by Hatteras of the merger agreement, the performance by Hatteras of its
covenants and agreements contained in the merger agreement and the consummation of the offer, the merger and the other transactions
contemplated by the merger agreement on the terms and subject to the conditions contained therein, and (iv) resolved to recommend that
Hatteras' stockholders accept the offer and tender their shares of Hatteras common stock to Annaly in the offer. The Hatteras board of directors
also adopted a resolution authorizing an amendment to Hatteras' bylaws to provide that the Circuit Court of Baltimore City, Maryland would be
the exclusive forum for derivative claims brought on behalf of Hatteras, claims asserting breaches of fiduciary duties or arising from the MGCL
or Hatteras' charter or bylaws, and certain other types of claims. The Hatteras board of directors also approved as part of its approval of the offer
and the merger and the merger agreement the proposed retention and severance plans for employees of Hatteras and the Hatteras external
manager described above.

        On April 10, 2016, following the Hatteras board of directors meetings, Mr. Miller informed Mr. Keyes by telephone that the Hatteras board
of directors, acting on the unanimous recommendation of the special committee, approved the proposed merger of Hatteras and Annaly

        Following the telephone call between Mr. Miller and Mr. Keyes, Annaly, Hatteras and the Hatteras external manager and their respective
advisors finalized the merger agreement and related schedules and agreements, including the articles supplementary designating the Annaly
Series E preferred stock, and the merger agreement, the amendment to the management agreement and the consulting agreements were executed.

        Prior to the opening of markets in the United States on April 11, 2016, Annaly and Hatteras jointly announced the transaction.

 Annaly's Reasons for the Offer and the Merger

        In reaching its decision to approve the offer, the merger, the merger agreement and the other transactions contemplated by the merger
agreement, Annaly's board of directors consulted with
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Annaly's senior management team and external manager, as well as Annaly's outside advisors, and considered a number of factors, including the
following material factors (not in any relative order of importance), which it viewed as supporting its decision to approve the offer, the merger,
the merger agreement and the other transactions contemplated by the merger agreement:

�
the fact that Hatteras' portfolio consists primarily of agency adjustable rate mortgage-backed securities and the expectation
that these assets will be complementary to Annaly's existing portfolio, which is comprised primarily of fixed rate
mortgage-backed securities;

�
the expectation that the combined company's enhanced capital base will support the continued growth of all businesses;

�
the expectation that the acquisition would create incremental efficiency and growth opportunities;

�
the fact that the offer and merger are expected to be accretive to Annaly's common equity book value per share and core
earnings;

�
the expectation that the merger and offer would further enhance Annaly's leadership position in the fragmented mortgage
REIT market;

�
the amount and form of consideration to be paid in the offer and merger, including the fact that the exchange ratio and
aggregate mix of consideration to be paid are fixed;

�
the view that the terms and conditions of the merger agreement and the transactions contemplated therein, including the
representations, warranties, covenants, closing conditions and termination provisions, are comprehensive and favorable to
completing the proposed transaction;

�
the anticipated short time period from announcement to completion achievable through the exchange offer structure and the
expectation that the satisfaction of the conditions to consummation of the offer and the merger will be satisfied on a timely
basis;

�
the fact that the merger agreement places limitations on Hatteras' ability to seek a superior proposal and requires Hatteras to
pay Annaly a termination fee of approximately $44.95 million if Annaly or Hatteras terminates the merger agreement under
certain circumstances and Hatteras consummates or enters into an agreement with respect to a competing acquisition
proposal within a specified time period after termination of the merger agreement;

�
that former Hatteras common stockholders will own in the aggregate approximately 9.21% of the outstanding shares of
Annaly common stock after completion of the offer and the merger;

�
the scope and results of the due diligence investigation of Hatteras conducted by Annaly management and outside advisors,
and the results of that investigation;

�
current financial market conditions and forecast and the current and historical market prices, and trading information with
respect to, shares of Annaly and Hatteras common stock; and

�
the recommendation of Annaly's management and external manager in favor of the offer and the merger.
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        The Annaly board of directors also considered a variety of uncertainties and risks and other potentially negative factors concerning the
transactions, including the following (not in any relative order of importance):

�
the risk that the acquisition of Hatteras might not be completed in a timely manner or at all and the attendant adverse
consequences for Annaly's and Hatteras' businesses as a result of the pendency of the acquisition and operational disruption;
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�
costs associated with the offer and the merger;

�
the risk that the offer and merger may not be consummated despite the parties' efforts or that the closing of the transactions
may be unduly delayed due to regulatory processes or other factors outside of the parties' control;

�
the risks associated with the occurrence of events which may materially and adversely affect the operations or financial
condition of Hatteras and its subsidiaries, which may not entitle Annaly to terminate the merger agreement;

�
the risk that the potential benefits of the acquisition may not be fully or partially achieved, or may not be achieved within the
expected time frame;

�
the challenges and difficulties relating to combining the portfolios and operations of Annaly and Hatteras;

�
the risk of diverting Annaly's management's focus and resources from other strategic opportunities and from operational
matters while working to implement the transaction with Hatteras, and other potential disruption associated with combining
the companies, and the potential effects of such diversion and disruption on the businesses of Annaly and Hatteras;

�
the effects of general competitive, economic, political and market conditions and fluctuations on Annaly, Hatteras or the
combined company; and

�
various other risks associated with the acquisition and the businesses of Annaly, Hatteras and the combined company, some
of which are described under "Risk Factors."

        The Annaly board of directors concluded that the potential negative factors associated with the acquisition were outweighed by the
potential benefits that it expected Annaly to achieve as a result of the offer and the merger. Accordingly, the Annaly board of directors approved
the merger agreement, the offer, the merger and the other transactions contemplated by the merger agreement.

        The foregoing discussion of the information and factors considered by the Annaly board of directors is not intended to be exhaustive, but
includes the material factors considered by the Annaly board of directors. In view of the variety of factors considered in connection with its
evaluation of the acquisition, the Annaly board of directors did not find it practicable to, and did not, quantify or otherwise assign relative
weights to the specific factors considered in reaching its determination. In addition, individual directors may have given different weights to
different factors. The Annaly board of directors did not undertake to make any specific determination as to whether any factor, or any particular
aspect of any factor, supported or did not support its ultimate determination. The Annaly board of directors based its determination on the
totality of the information presented.

 Hatteras' Reasons for the Offer and the Merger; Recommendation of the Hatteras Board of Directors

        The Hatteras board of directors, acting upon the unanimous recommendation of the Hatteras special committee, has unanimously
(i) determined that the terms of the merger agreement and the transactions, including the offer, the merger and the issuance of shares of Annaly
common stock in connection therewith, are fair to, and in the best interests of, Hatteras and its stockholders, (ii) declared the offer, the merger
and the other transactions contemplated by the merger agreement advisable, (iii) approved the execution and delivery by Hatteras of the merger
agreement, the performance by Hatteras of its covenants and agreements contained in the merger agreement and the consummation of the offer,
the merger and the other transactions contemplated by the merger agreement on the terms and subject to the conditions contained therein, and
(iv) resolved to recommend that Hatteras stockholders accept the offer and tender their shares of Hatteras common stock to Annaly in the offer.
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        In evaluating the merger agreement and the transactions contemplated by the merger agreement, including the offer, the merger and the
issuance of shares of Annaly common stock in connection therewith, the Hatteras special committee and the Hatteras board of directors
consulted with their financial and legal advisors, including Goldman Sachs, as financial advisor to the Hatteras special committee, DLA Piper, as
counsel to Hatteras, and Hogan Lovells, as counsel to the Hatteras special committee, as well as members of Hatteras' senior management.

        In the course of reaching a determination that the offer and the merger are fair to, and in the best interests of, Hatteras and its stockholders,
and a recommendation that the holders of Hatteras common stock accept the offer and tender their shares of Hatteras common stock to Annaly in
the offer, the Hatteras special committee and the Hatteras board of directors considered numerous factors, including the following material
factors and benefits of the offer and the merger, each of which the Hatteras special committee and the Hatteras board of directors believed
supported its unanimous determination and recommendation:

�
Recommendation of the Hatteras Special Committee.  The Hatteras board of directors considered the unanimous
recommendation of the Hatteras special committee that the Hatteras board of directors determine that the terms of the merger
agreement and the transactions contemplated by the merger agreement, including the offer, the merger and the issuance of
shares of Annaly common stock in connection therewith, are fair to, and in the best interests of, Hatteras and its stockholders
and declare the offer, the merger and the other transactions contemplated by the merger agreement advisable, as well as the
independence of the members of the Hatteras special committee making such recommendation and the independence,
experience and expertise of Goldman Sachs as the financial advisor to the Hatteras special committee.

�
Industry and Business Considerations.  The Hatteras special committee and the Hatteras board of directors considered the
current and historical industry conditions and the financial condition, results of operations, business, and financing prospects
of Hatteras, including the following:

�
the challenges facing the residential mortgage REIT sector in general, including significant uncertainty regarding
the outlook for interest rates as well as uncertainty regarding the outlook for the financial markets generally;

�
the challenges facing Hatteras in particular, including that, since 2013, the price per share of Hatteras common
stock has traded at a substantial discount to Hatteras' book value per share, which makes raising equity capital to
fund new investments dilutive to shareholders and has made it difficult for Hatteras to significantly increase its
size and scale through capital market transactions; and

�
the general views of the members of the Hatteras special committee and the Hatteras board of directors with
respect to the business, financial condition, current business strategy and prospects of Hatteras, including the
potential challenges for Hatteras to continue to access financing resources on acceptable terms.

�
Offer Price and Right to Participate in Annaly's Future Growth.  The Hatteras special committee and the Hatteras board of
directors considered:

�
the fact that the value of the consideration represents a premium of approximately 24% to the 60-day
volume-weighted average price of Hatteras common stock ending on April 8, 2016, the last trading day before
Hatteras entered into the merger agreement;

�
the fact that for each outstanding share of Hatteras common stock accepted for payment in the offer or converted
and exchanged in the merger the holder thereof will be entitled to receive at least 65% of the consideration in
Annaly common stock and, therefore, participate in benefits of the combined company;
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�
the fact that in lieu of receiving the mixed consideration, holders of shares of Hatteras common stock may elect to
receive, for each share of Hatteras common stock that they hold, the all-cash consideration or the all-stock
consideration, in each case, subject to proration;

�
the belief of the Hatteras special committee that as a result of negotiations between the parties it had obtained
Annaly's best and final offer for the Hatteras common stock, which was $0.60 per share higher than Annaly's
initial proposal; and

�
the offer and the merger are expected to be immediately accretive to Annaly's earnings per share and will not be
dilutive to Annaly's book value.

�
Benefits of Combining with Annaly of Increased Scale, Portfolio Diversity and other Operating Considerations. The
Hatteras special committee and the Hatteras board of directors considered the following benefits and operating
considerations in combining with Annaly:

�
the increased portfolio diversification of the combined company, taking into account Annaly's diversified portfolio
of agency and non-agency mortgage-backed securities, commercial real estate debt and equity and commercial
credit and Hatteras' portfolio of adjustable-rate agency and non-agency mortgage-backed securities, residential
whole loans and mortgage servicing rights;

�
the potential access to capital and asset acquisition opportunities resulting from the scale and resources of the
combined company, the fact that Annaly's average expenses have historically been a lower percentage of assets
and equity than other residential mortgage REITs, and the potential for increased capital allocation alternatives for
the combined company;

�
the potential access to additional financing resources that would not be available to Hatteras as a stand-alone
company; and

�
the continuing access to an external manager with broad expertise and resources to invest across a range of asset
classes at a cost that has historically been a lower percentage of assets and equity than other residential mortgage
REITs.

�
Opinion of Goldman Sachs and Related Analysis.  The Hatteras special committee and the Hatteras board of directors
considered the oral opinion of Goldman Sachs, subsequently confirmed in writing, dated April 10, 2016, that, as of such
date, based upon and subject to the assumptions made, procedures followed, matters considered, and qualifications and
limitations upon the review undertaken by Goldman Sachs in preparing its written opinion, as set forth in such written
opinion, the Aggregate Consideration to be paid to the holders (other than Annaly or its affiliates) of the shares of Hatteras
common stock, taken in the aggregate, pursuant to the merger agreement was fair from a financial point of view to such
holders, as more fully described below in "�Opinion of Hatteras' Financial Advisor." The Hatteras special committee and
Hatteras board of directors were aware that Goldman Sachs will become entitled to certain fees upon consummation of the
offer and merger, as more fully described below in "�Opinion of Hatteras' Financial Advisor."

�
Other Terms of the Merger Agreement.  The Hatteras special committee and the Hatteras board of directors considered
certain other terms of the merger agreement, which are more fully described in the section entitled "Merger Agreement."
Certain provisions of the merger
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agreement that the Hatteras special committee and Hatteras board of directors considered important included:

�
the merger agreement provides for the prompt commencement of the offer, which may enable holders of Hatteras
common stock who tender their shares into the offer to receive their consideration more quickly than in a
transaction structured as a one-step merger;

�
the ability to respond to unsolicited acquisition proposals by the Hatteras board of directors, upon the
recommendation of the Hatteras special committee and determination that the failure to take such action would be
inconsistent with the directors' fiduciary duties under applicable law, and to engage in negotiations or discussions
with third parties regarding alternative transactions under certain circumstances (see "Merger Agreement�No
Solicitation of Other Offers by Hatteras");

�
the right of the Hatteras board of directors to change or withdraw its recommendation to holders of Hatteras
common stock, following receipt of an unsolicited superior proposal or upon the occurrence of certain other
intervening events and upon the recommendation of the Hatteras special committee and determination that the
failure to take such action would be inconsistent with the directors' fiduciary duties under applicable law (see
"Merger Agreement�No Solicitation of Other Offers by Hatteras");

�
the right of the Hatteras board of directors to terminate the merger agreement and to accept a superior proposal, if
certain conditions are met, subject to the payment of the termination fee to Annaly (see "Merger
Agreement�Termination of the Merger Agreement�Termination by Hatteras");

�
the fact that Offeror's obligations to purchase (and Annaly's obligation to cause the Offeror to purchase) the shares
of Hatteras common stock tendered in the offer and to close the merger are subject to limited conditions, and that
the offer and the merger are reasonably likely to be consummated; and

�
the fact that the Offeror must generally extend the offer for one or more periods until the offer conditions have
been satisfied.

        The Hatteras special committee in making its recommendation to the Hatteras board of directors and the Hatteras board of directors in
making its determination also identified and considered the following potentially negative factors in its deliberations:

�
Fluctuations in the Price of Annaly Common Stock.  The Hatteras special committee and the Hatteras board of directors
considered the fact that holders of shares of Hatteras common stock who receive shares of Annaly common stock in the offer
or the merger will receive a fixed number of shares of Annaly common stock, which is based on the Hatteras common stock
being valued at $15.85 per share based upon the closing price of Annaly common stock on April 8, 2016, and such number
of shares will not be adjusted for any decrease in the trading price of shares of Annaly common stock between the date of the
merger agreement and the completion of the offer or the merger, and the fact that Hatteras is not permitted to terminate the
merger agreement solely because of changes in the market price of shares of Annaly common stock;

�
Non-Solicitation Covenant.  The Hatteras special committee and the Hatteras board of directors considered the fact that the
merger agreement imposes restrictions on soliciting and responding to competing acquisition proposals from third parties;

�
Termination Fee.  The Hatteras special committee and the Hatteras board of directors considered that the termination fee of
$44,948,637.45 payable in cash to Annaly if the merger agreement is terminated under certain circumstances, including if
the merger agreement is terminated in order for the Hatteras board of directors to accept a superior proposal, may discourage
third
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parties that may otherwise have an interest in a business combination with, or an acquisition of, Hatteras from pursuing such
a transaction;

�
Interim Operating Covenants.  The Hatteras special committee and the Hatteras board of directors considered that the
merger agreement imposes restrictions on the conduct of the business of Hatteras and its subsidiaries prior to the
consummation of the merger (see "Merger Agreement�Conduct of Business Before Completion of the Merger�Restrictions on
Hatteras' Operations");

�
Risks the Offer and Merger May Not Be Completed.  The Hatteras special committee and the Hatteras board of directors
considered the following factors in connection with the risk that the offer and the merger not be completed:

�
the risk that the conditions to the offer may not be satisfied and that, therefore, shares of Hatteras common stock
may not be purchased pursuant to the offer and the merger may not be consummated; and

�
the risks and costs to Hatteras of the adverse effect of the resulting public announcement of any termination of the
merger agreement on the market price of shares of Hatteras common stock, and operating results of Hatteras,
particularly in light of the diversion of management resources from operational matters and other strategic
opportunities and the costs incurred in connection with the transaction;

�
Potential Conflict of Interest Relating to Termination of Management Agreement.  The Hatteras special committee and the
Hatteras board of directors considered the potential conflict of interest created as a result of the termination of the
management agreement in connection with the transaction and the resulting payment of a termination fee to the Hatteras
external manager.

�
Interests of Directors and Executive Officers.  The Hatteras special committee and the Hatteras board of directors considered
the interests of certain directors and executive officers in the merger, including the proposed consulting agreements between
Annaly and each of Hatteras' executive officers, Michael R. Hough, Benjamin M. Hough, Kenneth A. Steele and
Frederick J. Boos, II, each as more fully described in "The Offer�Interests of Certain Persons in the Offer and the Merger;"

�
Regulatory Approvals.  The Hatteras special committee and the Hatteras board of directors considered the period of time
necessary to obtain the regulatory approvals that would be required to consummate the offer; and

�
Cash Component of Consideration.  The Hatteras special committee and the Hatteras board of directors considered that the
holders of Hatteras common stock who receive cash consideration, either because of an affirmative election or because of
subsequent proration, will have that portion of their investment in Hatteras liquidated at a discount to Hatteras' book value
per share and, with respect to that portion of their investment, will not be able to participate in the future benefits of the
combined company and the fact that the receipt of cash will be a taxable transaction for U.S. federal income tax purposes.

�
Other Risks of the Offer and the Merger.  The Hatteras special committee and the Hatteras board of directors also considered
the following additional risks:

�
the substantial costs to be incurred in connection with the transaction;

�
the absence of appraisal rights for holders of Hatteras common stock under Maryland law; and

�

Edgar Filing: ANNALY CAPITAL MANAGEMENT INC - Form S-4/A

68



the risks described in the section entitled "Risk Factors".

48

Edgar Filing: ANNALY CAPITAL MANAGEMENT INC - Form S-4/A

69



Table of Contents

        Although the foregoing discussion sets forth the material factors considered by the Hatteras special committee in making its
recommendation to the Hatteras board of directors and the Hatteras board of directors in reaching its determination, it does not include all of the
factors considered by either the Hatteras special committee or the Hatteras board of directors, and each director may have considered different
factors or given different weights to different factors. In view of the variety of factors and the amount of information considered, neither the
Hatteras special committee nor the Hatteras board of directors found it practicable to, and did not, make specific assessments of, quantify or
otherwise assign relative weights to the specific factors considered in reaching its recommendation. Both the Hatteras special committee and the
Hatteras board of directors realized that there can be no assurance about future results, including results expected or considered in the factors
above. However, both the Hatteras special committee and the Hatteras board of directors concluded that the potential positive factors described
above significantly outweighed the negative factors described above. The recommendations were made after consideration of all of the factors as
a whole.

        THE HATTERAS BOARD OF DIRECTORS, ACTING UPON THE UNANIMOUS RECOMMENDATION OF THE HATTERAS
SPECIAL COMMITTEE, HAS UNANIMOUSLY DETERMINED THAT THE TERMS OF THE MERGER AGREEMENT AND THE
TRANSACTION, INCLUDING THE OFFER, THE MERGER AND THE ISSUANCE OF SHARES OF ANNALY COMMON STOCK IN
CONNECTION THEREWITH, WERE FAIR TO, AND IN THE BEST INTERESTS OF, HATTERAS AND ITS STOCKHOLDERS,
DECLARED THE OFFER, THE MERGER AND THE OTHER TRANSACTIONS CONTEMPLATED BY THE MERGER AGREEMENT
ADVISABLE, APPROVED THE EXECUTION AND DELIVERY BY HATTERAS OF THE MERGER AGREEMENT, THE
PERFORMANCE BY HATTERAS OF ITS COVENANTS AND AGREEMENTS CONTAINED IN THE MERGER AGREEMENT AND
THE CONSUMMATION OF THE OFFER, THE MERGER AND THE OTHER TRANSACTIONS CONTEMPLATED BY THE MERGER
AGREEMENT ON THE TERMS AND SUBJECT TO THE CONDITIONS CONTAINED THEREIN, AND RECOMMENDS THAT
HATTERAS STOCKHOLDERS ACCEPT THE OFFER AND TENDER THEIR SHARES OF HATTERAS COMMON STOCK TO
ANNALY IN THE OFFER.

        In considering the Hatteras special committee's recommendation and the Hatteras board of directors' determination with respect to the offer
and the merger, you should be aware that the Hatteras external manager and certain executive officers of Hatteras and the Hatteras external
manager have arrangements that cause them to have interests in the transaction that are different from, or are in addition to, the interests of
Hatteras stockholders generally. See "The Offer�Interests of Certain Persons in the Offer and the Merger."

 Opinion of Hatteras' Financial Advisor

        At a meeting of the Hatteras special committee and the Hatteras board of directors held on April 10, 2016, Goldman Sachs rendered its oral
opinion to the Hatteras special committee and Hatteras board of directors, subsequently confirmed in writing dated April 10, 2016, that, as of
such date and based upon and subject to various assumptions made, procedures followed, matters considered, and qualifications and limitations
upon the review undertaken in preparing Goldman Sachs' written opinion as set forth in such written opinion, the Aggregate Consideration (as
defined in the section entitled "�Background of the Offer and the Merger") to be paid to the holders (other than Annaly and its affiliates) of the
shares of Hatteras common stock, taken in the aggregate, pursuant to the merger agreement, was fair from a financial point of view to such
holders. The merger agreement provides that the Aggregate Consideration is subject to proration and certain other procedures and limitations, as
to which Goldman Sachs expressed no opinion.

The full text of the written opinion of Goldman Sachs, dated April 10, 2016, which sets forth the assumptions made, procedures
followed, matters considered, qualifications and limitations on the
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review undertaken in connection with the opinion, is attached to this document as Annex B. The summary of Goldman Sachs' opinion
contained in this document is qualified in its entirety by reference to the full text of Goldman Sachs' written opinion. Goldman Sachs'
advisory services and opinion were provided for the information and assistance of the Hatteras special committee and Hatteras board of
directors in connection with their consideration of the offer and the merger (the "transaction") and the opinion does not constitute a
recommendation as to whether or not any holder of shares of Hatteras common stock should tender such shares in connection with the
offer or how any holder of shares of Hatteras common stock should make any election with respect to the offer or the merger or any
other matter.

        In connection with rendering the opinion described above and performing its related financial analyses, Goldman Sachs reviewed, among
other things:

�
the merger agreement;

�
annual reports to stockholders and Annual Reports on Form 10-K of Hatteras and Annaly for the five years ended
December 31, 2015;

�
certain interim reports to stockholders and Quarterly Reports on Form 10-Q of Hatteras and Annaly;

�
certain other communications from Hatteras and Annaly to their respective stockholders;

�
certain publicly available research analyst reports for Hatteras and Annaly; and

�
certain internal financial analyses for Hatteras prepared by its management, certain Wall Street analyst forecasts for Annaly,
certain internal financial analyses and forecasts for Annaly prepared by the management of Annaly, and certain financial
analyses and forecasts for Annaly, pro forma for consummation of the transaction, prepared by the management of Hatteras,
in each case, as approved for Goldman Sachs' use by Hatteras, which are referred to as the "Forecasts", including certain cost
synergies expected by the management of Hatteras to result from the transaction and as approved for Goldman Sachs' use by
Hatteras, which are referred to as the "Synergies".

        Goldman Sachs also held discussions with members of the senior managements of Hatteras and Annaly regarding their assessment of the
strategic rationale for, and the potential benefits of, the transaction and the past and current business operations, financial condition and future
prospects of Annaly and with members of the senior management of Hatteras regarding their assessment of the past and current business
operations, financial condition and future prospects of Hatteras; reviewed the reported price and trading activity for the shares of Hatteras
common stock and shares of Annaly common stock; compared certain financial and stock market information for Hatteras and Annaly with
similar information for certain other companies the securities of which are publicly traded; reviewed the financial terms of certain recent
business combinations in the residential mortgage REIT industry; and performed such other studies and analyses, and considered such other
factors, as Goldman Sachs deemed appropriate.

        For purposes of rendering the opinion described above, Goldman Sachs, with the consent of Hatteras, relied upon and assumed the accuracy
and completeness of all of the financial, legal, regulatory, tax, accounting and other information provided to, discussed with or reviewed by,
Goldman Sachs, without assuming any responsibility for independent verification thereof. In that regard, Goldman Sachs assumed, with the
consent of Hatteras, that the Forecasts, including the Synergies, had been reasonably prepared on a basis reflecting the best currently available
estimates and judgments of the management of Hatteras. Goldman Sachs did not make an independent evaluation or appraisal of the assets and
liabilities (including any contingent, derivative or other off-balance-sheet assets and liabilities) of Hatteras or Annaly or any of their respective
subsidiaries, nor was any evaluation or
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appraisal of the assets or liabilities of Hatteras or Annaly or any of their respective subsidiaries furnished to Goldman Sachs. Goldman Sachs
assumed that all governmental, regulatory or other consents and approvals necessary for the consummation of the transaction will be obtained
without any adverse effect on Hatteras or Annaly or on the expected benefits of the transaction in any way meaningful to its analysis. Goldman
Sachs also assumed that the transaction will be consummated on the terms set forth in the merger agreement, without the waiver or modification
of any term or condition the effect of which would be in any way meaningful to its analysis.

        Goldman Sachs' opinion did not address the underlying business decision of Hatteras to engage in the transaction, or the relative merits of
the transaction as compared to any strategic alternatives that may be available to Hatteras; nor did it address any legal, regulatory, tax or
accounting matters. Goldman Sachs' opinion addressed only the fairness from a financial point of view to the holders (other than Annaly and its
affiliates) of shares of Hatteras common stock, as of the date of its opinion, of the Aggregate Consideration to be paid to such holders pursuant
to the merger agreement. Goldman Sachs did not express any view on, and its opinion did not address, any other term or aspect of the merger
agreement or the transaction or any term or aspect of any other agreement or instrument contemplated by the merger agreement or entered into
or amended in connection with the transaction, including, the fairness of the transaction to, or any consideration received in connection therewith
by, the holders of any other class of securities, creditors, or other constituencies of Hatteras; nor as to the fairness of the amount or nature of any
compensation to be paid or payable to any of the officers, directors or employees of Hatteras or Annaly, or class of such persons, in connection
with the transaction, whether relative to the Aggregate Consideration to be paid to the holders (other than Annaly and its affiliates) of shares of
Hatteras common stock pursuant to the Agreement or otherwise. Goldman Sachs did not express any opinion as to the prices at which shares of
Annaly common stock will trade at any time or as to the impact of the transaction on the solvency or viability of Hatteras or Annaly or the
ability of Hatteras or Annaly to pay their respective obligations when they come due. Goldman Sachs' opinion was necessarily based on
economic, monetary, market and other conditions as in effect on, and the information made available to Goldman Sachs as of, the date of its
opinion and Goldman Sachs assumed no responsibility for updating, revising or reaffirming its opinion based on circumstances, developments or
events occurring after the date of its opinion. Goldman Sachs' advisory services and its opinion were provided for the information and assistance
of the Hatteras special committee and Hatteras board of directors in connection with their consideration of the transaction and its opinion does
not constitute a recommendation as to whether or not any holder of shares of Hatteras common stock should tender such shares in connection
with the offer or how any holder of shares of Hatteras common stock should make any election with respect to the offer or the merger or any
other matter. Goldman Sachs' opinion was approved by a fairness committee of Goldman Sachs.

Summary of Financial Analyses

        The following is a summary of the material financial analyses presented by Goldman Sachs to the Hatteras special committee and Hatteras
board of directors in connection with rendering the opinion described above. The following summary, however, does not purport to be a
complete description of the financial analyses performed by Goldman Sachs, nor does the order of analyses described represent relative
importance or weight given to those analyses by Goldman Sachs. Some of the summaries of the financial analyses include information presented
in tabular format. The tables must be read together with the full text of each summary and are alone not a complete description of Goldman
Sachs' financial analyses. Except as otherwise noted, the following quantitative information, to the extent that it is based on market data, is based
on market data as it existed on or before April 8, 2016 (the last trading day prior to the announcement of the transaction) and is not necessarily
indicative of current market conditions.
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        For purposes of its analyses, Goldman Sachs calculated an implied consideration per share to be paid to the holders of shares of Hatteras
common stock pursuant to the merger agreement based on the closing price for the Annaly common stock of $10.41 on April 8, 2016 by adding
the $5.55 in cash to the implied value for 0.9894 shares of Annaly common stock (determined by multiplying 0.9894 by the April 8, 2015
closing price for the Annaly common stock) to derive an implied consideration per Share in the transaction of $15.85.

Historical Stock Trading Analysis

        Goldman Sachs compared the Aggregate Consideration to (i) the closing price of the shares of Hatteras common stock as of April 8, 2016,
(ii) the volume weighted average trading price of the shares of Hatteras common stock for the 30-trading day period ended April 8, 2016 and
(iii) the volume weighted average trading price of the shares of Hatteras common stock for the 52-week period ended April 8, 2016.

        This analysis indicated that the Aggregate Consideration represented:

�
a premium of 11.2% to the closing price of $14.26 per Share as of April 8, 2016;

�
a premium of 10.5% to the volume weighted average trading price of $14.35 per Share for the 30-trading day period ended
April 8, 2016; and

�
a premium of 6.5% to the volume weighted average trading price of $14.88 per Share for the 52-week period ended April 8,
2016.

Selected Companies Analysis

        Goldman Sachs reviewed and compared certain financial information for Hatteras and Annaly to corresponding financial information,
ratios and public market multiples for the following publicly traded corporations in the residential mortgage REIT industry with a market
capitalization greater than $750 million as of April 8, 2016 (which we collectively refer to as the selected companies):

�
American Capital Agency Corp.

�
Two Harbors Investment Corp.

�
New Residential Investment

�
MFA Financial Inc.

�
Chimera Investment Corp.

�
Invesco Mortgage Capital Inc.

�
CYS Investments

�
Redwood Trust Inc.

�
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�
Capstead Mortgage Corp.

�
Armour Residential REIT

        Although none of the selected companies is directly comparable to Hatteras, the companies included were chosen because they are publicly
traded companies with operations and scale that for purposes of analysis may be considered similar to certain operations of Hatteras.

        Goldman Sachs reviewed and compared various financial multiples and ratios. The multiples and ratios of Hatteras were based on
information regarding shares outstanding provided by Hatteras'
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management as of April 7, 2016, Hatteras' SEC filings and Bloomberg market data as of April 8, 2016. The multiples and ratios of Annaly were
based on information regarding shares of Annaly common stock outstanding provided by Hatteras' management as of April 3, 2016, Annaly's
SEC filings and Bloomberg market data as of April 8, 2016. The multiples and ratios of the selected companies were based on SEC filings and
Bloomberg market data as of April 8, 2016. With respect to Hatteras and each of the selected companies, Goldman Sachs calculated:

�
price per share as of April 8, 2016 as a multiple of book value per share as of December 31, 2015, which we refer to as
"P/BV"; and

�
the implied dividend yield by annualizing the dividends paid in the most recent quarter.1

        The following table presents the results of these analyses:

Selected Companies

Range Median Hatteras Annaly
P/BV 0.64x - 0.96x 0.86x 0.74x 0.89x
Annualized Dividend Yield 8.8% - 18.2% 12.8% 12.6% 11.5%

Selected Companies P/BV
Annualized

Dividend Yield
American Capital Agency Corp. 0.83x 12.8%
Two Harbors Investment Corp. 0.76x 12.0%
New Residential Investment. 0.96x 15.8%
MFA Financial Inc. 0.92x 11.7%
Chimera Investment Corp. 0.86x 14.2%
Invesco Mortgage Capital Inc. 0.71x 13.2%
CYS Investments 0.87x 12.7%
Redwood Trust Inc. 0.86x 8.8%
PennyMac Mortgage Investment. 0.64x 14.4%
Capstead Mortgage Corp. 0.86x 10.6%
Armour Residential REIT 0.78x 18.2%
        Goldman Sachs, using its professional judgment, applied the range of P/BV multiples to Hatteras' book value per share as of February 29,
2016 of $18.72, as provided by the management of Hatteras, to derive a range of implied values per share of Hatteras' common stock of $12.06
to $17.91. Goldman Sachs, using its professional judgment, applied the range of annualized dividend yields to the annualized dividend paid by
Hatteras in the most recent quarter of $0.45, as provided by the management of Hatteras, to derive a range of implied values per share of
Hatteras' common stock of $9.87 to $20.38.

(1)
American Capital Agency Corp. and Armour Residential REIT pay dividends monthly; dividends in the most recent quarter were
calculated based on dividends per share over the course of the quarter.
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Selected Precedent Transactions Analysis

        Goldman Sachs analyzed certain publicly available information relating to the acquisition transactions listed below involving target
companies in the residential and commercial mortgage REIT industry:

Date
Announced Acquiror Target
03-02-2016 Armour Residential REIT

("ARR")
Javelin Mortgage Investment
Corp. ("JMI")

02-26-2016 Apollo Commercial Real Estate
Finance ("ARI")

Apollo Residential
Mortgage, Inc. ("AMTG")

        Although none of the selected transactions is directly comparable to the transaction, the target companies in the selected transactions were
companies that, for purposes of analysis, may be considered similar to Hatteras.

        For the above selected transactions, based on information obtained from SEC filings and Capital IQ, Goldman Sachs calculated and
reviewed the final announced transaction price as a multiple of the target company's last reported book value as of, in the case of the transaction
between ARR and JMI, ten business days before the expiration of the applicable tender offer, and in the case of the transaction between ARI and
AMTG, December 31, 2015, which we refer to as "Target P/BV".

        The following table presents the results of this analysis:

Low Mean High
Target P/BV 0.87x 0.88x 0.89x

Transaction Target P/BV
ARR/JMI 0.87x
ARI/AMTG 0.89x
        From the transactions above, Goldman Sachs, using its professional judgment, applied the range of multiples to Hatteras' book value per
share as of February 29, 2016 of $18.72, as provided by the management of Hatteras, to derive a range of implied values per share of Hatteras'
common stock of $16.28 to $16.66.

Illustrative Discounted Dividend Analysis of Hatteras

        Goldman Sachs performed an illustrative dividend discount model analysis on Hatteras using the Forecasts and certain publicly available
information. Goldman Sachs calculated estimates of the net present value of estimated dividend streams for the period beginning with the second
quarter of 2016 through 2017, as set forth in the Forecasts, and a range of illustrative terminal values, and applied discount rates ranging from
5.3% to 12.6%. The range of discount rates from 5.3% to 12.6% used by Goldman Sachs was determined by taking into account an estimate of
Hatteras' cost of equity, which was derived by application of the Capital Asset Pricing Model, which requires certain company-specific inputs,
including a beta for Hatteras, as well as certain financial metrics for the United States financial markets generally, and Hatteras' dividend yield.
The terminal values were calculated using two methodologies: (i) the required dividend yields methodology and (ii) the P/BV ratio
methodology. Using a range of implied terminal values calculated by applying a historical 3-year dividend yield range for Hatteras of 9.8% to
16.1% to the projected dividends per share for calendar year 2017 according to the Forecasts, this analysis resulted in a range of implied present
values per share of Hatteras' common stock of $10.92 to $18.12. Using a range of implied terminal P/BV values calculated by applying a
historical 3-year range for Hatteras of 0.57x to 0.99x to Hatteras' projected book value per share of
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Hatteras' common stock as of December 31, 2017 as set forth in the Forecasts, this analysis resulted in a range of implied present values per
share of Hatteras' common stock of $11.39 to $19.89.

Illustrative Pro Forma Combined Company Discounted Dividend Analysis

        Goldman Sachs performed an illustrative dividend discount model analysis on Hatteras and Annaly on a pro forma basis, which we refer to
as the combined company, using the Forecasts and certain public information. Goldman Sachs calculated estimates of the net present value of
the estimated dividend streams of the combined company for the period beginning with the second quarter of 2016 through 2017, as set forth in
the Forecasts, and assuming a dividend payout ratio of 100% per Hatteras management, and a range of illustrative terminal values for the
combined company, and applied discount rates ranging from 3.9% to 11.6%. The range of discount rates from 3.9% to 11.6% used by Goldman
Sachs was determined by taking into account an estimate of the combined company's weighted average cost of equity, which was derived by
application of the Capital Asset Pricing Model, which requires certain company-specific inputs, including a beta for the combined company, as
well as certain financial metrics for the United States financial markets generally, and the combined company's weighted average dividend yield.
The terminal values were calculated using two methodologies: (i) the required dividend yields methodology and (ii) the P/BV ratio
methodology. Using a range of implied terminal values calculated by applying a weighted average historical 3-year dividend yield range for the
combined company of 10.0% to 15.1% to the combined company's estimated dividends per share for calendar year 2017, this analysis resulted in
range of implied present values per share of Hatteras' common stock of $13.71 to $18.36. Using a range of implied terminal P/BV values
calculated by applying a weighted average historical 3-year range for the combined company of 0.70x to 1.01x to the combined company's
estimated book value per share as of December 31, 2017, this analysis resulted in a range of implied present values per share of Hatteras'
common stock of $14.14 to $18.60.

Illustrative Pro Forma Accretion/Dilution Analysis.

        Goldman Sachs performed illustrative pro forma analyses of the potential financial impact of the merger on the book value per share for
holders of shares of Hatteras and Annaly common stock, earnings per share for holders of shares of Annaly common stock, and dividends per
share for holders of shares of Hatteras common stock using the Forecasts and Synergies. Goldman Sachs compared the book value per share of
Hatteras and the book value per share of Annaly, in each case, on a standalone basis, to the projected book value per share of the pro forma
combined company. This analysis indicated the combination would be dilutive to the holders of shares of Hatteras common stock and accretive
to holders of shares of Annaly common stock on a book value per share basis. For each of the calendar years 2016 and 2017, Goldman Sachs
compared the projected earnings per share of Annaly common stock on a standalone basis to the projected earnings per share of the pro forma
combined company. This analysis indicated the combination would be accretive to the holders of shares of Annaly common stock on an earnings
per share basis in each of the calendar years 2016 and 2017. Goldman Sachs compared the dividends per share of Hatteras common stock on a
standalone basis to the projected dividends per share of the pro forma combined company as of the closing of the merger. This analysis indicated
the combination would be accretive to the holders of shares of Annaly common stock on a dividends per share basis as of the closing of the
merger.

General

        The preparation of a fairness opinion is a complex process and is not necessarily susceptible to partial analysis or summary description.
Selecting portions of the analyses or of the summary set forth above, without considering the analyses as a whole, could create an incomplete
view of the processes underlying the opinion of Goldman Sachs. In arriving at its fairness determination, Goldman Sachs considered the results
of all of the analyses and did not attribute any particular weight to any factor or
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analysis considered by it. Rather, Goldman Sachs made its determination as to fairness on the basis of its experience and professional judgment
after considering the results of all of its analyses. No company or transaction used in the above analyses as a comparison is directly comparable
to Hatteras or Annaly or the contemplated transaction.

        Goldman Sachs prepared these analyses for purposes of providing its opinion to the Hatteras special committee and the Hatteras board of
directors as to the fairness from a financial point of view to the holders of shares of Hatteras common stock, as of the date of its opinion, of the
Aggregate Consideration to be paid to the holders (other than Annaly and its affiliates) of shares of Hatteras common stock pursuant to the
merger agreement. These analyses do not purport to be appraisals nor do they necessarily reflect the prices at which businesses or securities
actually may be sold. Analyses based upon forecasts of future results are not necessarily indicative of actual future results, which may be
significantly more or less favorable than suggested by these analyses. Because these analyses are inherently subject to uncertainty, being based
upon numerous factors or events beyond the control of the parties or their respective advisors, none of Hatteras, Annaly, the Offeror, Goldman
Sachs or any other person assumes responsibility if future results are materially different from those forecast.

        The Aggregate Consideration payable to holders of shares of Hatteras common stock was determined through arm's-length negotiations
between Hatteras and Annaly and was approved by the Hatteras board of directors upon the recommendation of the Hatteras special committee.
Goldman Sachs provided advice to the Hatteras special committee and the Hatteras board of directors during these negotiations. Goldman Sachs
did not, however, recommend any specific amount of consideration to the Hatteras special committee or the Hatteras board of directors or that
any specific amount of consideration constituted the only appropriate consideration for the proposed transaction. As described above, Goldman
Sachs' opinion to the Hatteras special committee and Hatteras board of directors was one of many factors taken into consideration by the
Hatteras special committee and the Hatteras board of directors in making their determination to approve the merger agreement. The foregoing
summary does not purport to be a complete description of the analyses performed by Goldman Sachs in connection with the delivery of its
fairness opinion to the Hatteras special committee and the Hatteras board of directors and is qualified in its entirety by reference to its written
opinion attached as Annex B to this document.

        Goldman Sachs and its affiliates are engaged in advisory, underwriting and financing, principal investing, sales and trading, research,
investment management and other financial and non-financial activities and services for various persons and entities. Goldman Sachs and its
affiliates and employees, and funds or other entities they manage or in which they invest or have other economic interests or with which they
co-invest, may at any time purchase, sell, hold or vote long or short positions and investments in securities, derivatives, loans, commodities,
currencies, credit default swaps and other financial instruments of Hatteras, Annaly, any of their respective affiliates and third parties, including
Atlantic Capital Advisors LLC and Annaly Management Company LLC or any currency or commodity that may be involved in the transaction.
Goldman Sachs has acted as financial advisor to the Hatteras special committee in connection with, and has participated in certain of the
negotiations leading to, the transaction. Goldman Sachs has provided certain financial advisory and/or underwriting services to Hatteras and/or
its affiliates from time to time. During the two year period ended April 10, 2016, no financial advisory and/or underwriting services were
provided to Hatteras and/or its affiliates by Goldman Sachs' Investment Banking Division for which Goldman Sachs received compensation.
Goldman Sachs has also provided certain financial advisory and/or underwriting services to Annaly and/or its affiliates from time to time.
During the two year period ended April 10, 2016, no financial advisory and/or underwriting services were provided to Annaly and/or its
affiliates by Goldman Sachs' Investment Banking Division for which Goldman Sachs received compensation. Goldman Sachs may also in the
future provide financial advisory and/or underwriting services to Hatteras, Annaly, Atlantic
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Capital Advisors LLC and Annaly Management Company LLC for which Goldman Sachs' Investment Banking Division may receive
compensation.

        The Hatteras special committee selected Goldman Sachs as its financial advisor due to its familiarity with Hatteras, as well as its reputation,
capabilities and substantial experience in transactions of this nature. Pursuant to a letter agreement, dated April 5, 2016, the Hatteras special
committee engaged Goldman Sachs to act as its financial advisor in connection with the exploration of Hatteras' strategic alternatives including a
possible sale of all or a portion of Hatteras. Pursuant to the terms of this engagement letter, Hatteras has agreed to pay Goldman Sachs a
transaction fee based on the total consideration paid in the transaction. Based on information available as of the date of announcement of the
transaction, the transaction fee, all of which is contingent upon consummation of the transaction, is estimated to be approximately $11 million.
In addition, Hatteras has agreed to reimburse Goldman Sachs for its expenses, including attorneys' fees and disbursements, and to indemnify
Goldman Sachs and related persons against various liabilities, including certain liabilities under the federal securities laws.

 Hatteras Unaudited Prospective Financial Information

        Hatteras does not publicly disclose projections as to future interest income, performance, earnings or other results due to, among other
reasons, the uncertainty and subjectivity of the underlying assumptions and estimates as well as the high likelihood that actual results will vary
from any such estimates. As a result, Hatteras does not endorse the unaudited prospective financial information included in this document as a
reliable indication of future results.

        The Hatteras limited unaudited prospective financial information is being included in this document solely because it was among the
financial information made available to Hatteras' financial advisor for its use in connection with its financial analyses and opinion. Certain of the
limited unaudited prospective financial information (as identified below) was also made available to Annaly and its financial advisors. While the
limited unaudited prospective financial information presented below was reviewed by the chairperson of the Hatteras special committee, such
information was not reviewed or approved by the Hatteras board of directors, and is not the result of any formal internal review or process. As
such, the unaudited prospective financial information may vary significantly from subsequent forecasts, financial plans, guidance and/or actual
results due to a number of factors, including (but not limited to) changes in the Hatteras investment portfolio and changes in interest rates,
trading activity, market valuations, general market and economic conditions, capital commitments, other unexpected changes that cannot be
predicted with any certainty, or at all, and the other factors described below. Although presented with numerical specificity, the limited
unaudited prospective financial information reflects numerous assumptions and estimates as to future events made by the management of
Hatteras.

        Additionally, Hatteras' future financial results may also materially differ from those expressed in the unaudited prospective financial
information due to numerous factors that are beyond Hatteras', Annaly's or anyone else's ability to control or predict, including with respect to
the interest rate environment, industry performance, competitive factors, industry consolidation, general business, economic, regulatory, market
and financial conditions, as well as matters specific to Hatteras' business, including with respect to Hatteras' investment and capital allocation
strategy and future business initiatives. The assumptions underlying the unaudited prospective financial information may not prove to have been,
or may no longer be, accurate.

        Hatteras' management estimated the unaudited prospective financial information in the context of the business, economic, regulatory,
market and financial conditions that existed at that time, and the unaudited prospective financial information has not been updated to reflect
revised prospects for Hatteras' business and investment portfolio, changes in general business, economic, regulatory, market
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and financial conditions, or any other transaction or event that has occurred or that may occur and that was not anticipated at the time such
unaudited prospective financial information was prepared.

        Specifically, the unaudited prospective financial information is based on the Hatteras audited balance sheet and investment portfolio as of
December 31, 2015 and does not take into account any circumstances or events occurring after January 1, 2016, and specifically does not
include any financial consequences resulting from the April 11, 2016 announcement of the offer and the merger or subsequent integration
planning activities to follow. Additionally, the unaudited prospective financial information does not give effect to any other changes that may
result from the offer, the merger or the other transactions contemplated by the merger agreement.

        Moreover, the unaudited prospective financial information was based upon several assumptions, and the realization of any or all of these
assumptions is less than certain. As such, stockholders are cautioned not to place undue, if any, reliance on the unaudited prospective financial
information included in this document, including in making a decision as to whether to tender their shares of Hatteras common stock in the offer.
The following are among the assumptions used for preparing the unaudited prospective financial information:

�
interest rate changes through the prospective periods based on Hatteras' expectations for future increases in the overall level
of interest rates and the shape of the yield curve;

�
changes in principal repayment rates based on the overall level of interest rates assumptions above and the resulting yield
and reinvestment rates;

�
the repositioning of the Hatteras investment portfolio through sales of adjustable-rate agency securities and the redeployment
of capital from such sales into mortgage servicing rights;

�
a reduction in leverage and Eurodollar futures contracts in connection with the repositioning of the Hatteras investment
portfolio, resulting in a decrease in the overall size of the investment portfolio;

�
changes in portfolio net interest margins or net interest spreads as a result of the expected changes in the overall level of
interest rates referenced above; and

�
no material changes in net duration measures.

        Given the uncertainty of the aforementioned assumptions, actual results are likely to differ from the unaudited prospective financial
information, and such differences may be material.

        THE UNAUDITED PROSPECTIVE FINANCIAL INFORMATION PRESENTED IN THIS DOCUMENT HAS NOT BEEN AND WILL
NOT BE UPDATED SINCE THE DATE OF ITS PREPARATION TO REFLECT CIRCUMSTANCES EXISTING AFTER THE DATE OF
ITS PREPARATION OR TO REFLECT THE OCCURRENCE OF FUTURE EVENTS, EVEN IN THE EVENT THAT ANY OR ALL OF
THE ASSUMPTIONS UNDERLYING SUCH PROSPECTIVE FINANCIAL INFORMATION ARE NO LONGER APPROPRIATE, EXCEPT
AS MAY BE REQUIRED BY LAW.

        The inclusion of this information should not be regarded as an indication that Hatteras, the Hatteras board of directors, Goldman Sachs, the
Offeror, Annaly, the Annaly board of directors or any other recipient of this information considered, or now considers, it to be necessarily
predictive of actual future results. There can be no assurance that the prospective results will be realized or that actual results will not be
significantly higher or lower than estimated.

        Since the unaudited prospective financial information included in this document covers multiple quarterly periods, such information by its
nature becomes less predictive with each successive quarterly period. Holders of shares of Hatteras common stock are urged to review the
section of this document titled "Risk Factors" and SEC filings of Hatteras for a description of risk factors with respect to the business of
Hatteras. See "Forward-Looking Statements," "Risk Factors" and "Where to Obtain More Information."
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        The unaudited prospective financial information was not prepared with a view toward public disclosure, nor was it prepared with a view
toward compliance with published guidelines of the SEC or the guidelines established by the American Institute of Certified Public Accountants
for preparation and presentation of prospective financial information.

        Ernst & Young LLP has not audited, reviewed, compiled or performed any procedures with respect to the accompanying unaudited
prospective financial information (or unaudited prospective financial information presented under the heading "Annaly Unaudited Prospective
Financial Information") for the purpose of its inclusion herein, and accordingly, Ernst & Young LLP does not express an opinion or provide any
form of assurance on such information or its achievability, and assumes no responsibility for, and disclaims any association with, the unaudited
prospective financial information. The Ernst & Young LLP report incorporated by reference into this document relates to Hatteras' historical
financial information. It does not extend to the unaudited prospective financial information of Hatteras and should not be read to do so.

        The inclusion of the unaudited prospective financial information below should not be deemed an admission or representation by Hatteras,
the Offeror, Annaly, Goldman Sachs, or any of their affiliates with respect to such information or that such information is or was viewed by any
such person as material information regarding Hatteras, and in fact Hatteras views such information as non-material because such information is
based on preliminary assessments of future performance and involves inherent risks and uncertainties.

        The unaudited prospective financial information is not being included in this document to influence your decision whether to tender your
shares of Hatteras common stock in the offer, but because such information was provided to Goldman Sachs and Annaly.

        The unaudited prospective financial information should be evaluated, if at all, in conjunction with the historical financial statements and
other information regarding Hatteras contained in Hatteras' public filings with the SEC. In light of the foregoing factors and the uncertainties
inherent in the unaudited prospective financial information, stockholders are cautioned not to place undue, if any, reliance on the unaudited
prospective financial information included in this document, including in making a decision as to whether to tender their shares of Hatteras
common stock in the offer.
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        The following table presents limited unaudited prospective financial data with respect to Hatteras that was made available to Goldman
Sachs and Annaly in connection with their evaluation of the offer and the merger.

Quarterly

2016 2017
$ in thousands, except per share amounts Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Total Interest Income $ 82,970 $ 77,204 $ 75,644 $ 76,855 $ 80,930 $ 81,301 $ 81,728 $ 82,602
MSR Net Income $ 12,778 $ 18,320 $ 21,193 $ 19,821 $ 21,851 $ 22,114 $ 22,610 $ 19,577
Total Interest Expense(1) $ 38,980 $ 36,211 $ 35,097 $ 41,061 $ 49,756 $ 52,059 $ 51,438 $ 49,979
Net Interest Income(1) $ 56,768 $ 59,313 $ 61,741 $ 55,615 $ 53,025 $ 51,357 $ 52,900 $ 52,200
Share Based Compensation Expense 1,099 1,182 1,065 1,006 1,006 1,006 976 823
Net Income(1) $ 47,649 $ 49,848 $ 52,222 $ 45,992 $ 43,559 $ 42,141 $ 43,964 $ 43,667
Preferred Dividend 5,480 5,480 5,480 5,480 5,480 5,480 5,480 5,480
Core Earnings Per Share of Common
Stock(2) $ 0.45 $ 0.47 $ 0.49 $ 0.43 $ 0.40 $ 0.39 $ 0.41 $ 0.40
Dividend Declared(3) 42,169 44,368 46,741 40,511 38,078 36,660 38,484 38,186

(1)
Total interest expense, net interest income and net income were adjusted to exclude certain items, including mark-to-market losses
related to futures contracts and amortization of interest rate swap balances. In addition, general and administrative expenses related to
the Hatteras subsidiaries were not included in expenses as they are non-core items. Non-GAAP financial measures should not be
considered in isolation from, or as a substitute for, financial information presented in compliance with GAAP, and non-GAAP
financial measures used in the above unaudited prospective financial information may not be comparable to similarly titled amounts
used by other companies or persons.

(2)
Core earnings per share of common stock represents a non-GAAP financial measure. Hatteras defines core earnings as effective net
interest margin (as defined below) plus MSR income net of amortization, management fee income and gain from mortgage loans held
for sale, less adjusted operating expenses (which exclude transaction costs, amortization of intangible assets and change in
representation and warranty reserve) and dividends on preferred stock. Hatteras defines effective net interest margin as net interest
margin determined in accordance with GAAP, adjusted to exclude reclassification of deferred swap losses included in interest
expense, to include interest rate swap monthly net settlements, to include swap equivalent gains and losses related to futures contracts,
and to include TBA dollar roll income. Non-GAAP financial measures should not be considered in isolation from, or as a substitute
for, financial information presented in compliance with GAAP, and non-GAAP financial measures used in the above unaudited
prospective financial information may not be comparable to similarly titled amounts used by other companies or persons.

(3)
Dividends declared assumes the Hatteras board of directors declares quarterly per share dividends on the Hatteras common stock in an
amount equal to the Hatteras' core earnings per share for each quarter.

        The following tables present additional limited unaudited prospective financial data with respect to Hatteras that was made available to
Goldman Sachs in connection with its evaluation of the offer and the merger.
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 Transaction Assumptions�Cost Synergies

Quarterly

2016 2017
$ in millions, except per share amounts H1 Q3 Q4 Q1 Q2 Q3 Q4
(+) Hatteras Management Fee $ 8.0 $ 4.0 $ 4.0 $ 4.0 $ 4.0 $ 4.0 $ 4.0
(+) Hatteras Expenses and G&A Synergies 6.8 3.3 3.3 3.4 3.4 3.3 3.2
(�) Annaly Management Fee (6.8) (3.4) (3.4) (3.4) (3.4) (3.4) (3.4)
(�) Opportunity Cost of Cash from Transaction
@2.9% (7.6) (3.8) (3.8) (3.8) (3.8) (3.8) (3.8)

 Discounted Dividend Analysis�Pro Forma Forecast

Quarterly

2016 2017
$ in millions H1 Q3 Q4 Q1 Q2 Q3 Q4
Dividends Paid $ 628 $ 305 $ 305 $ 312 $ 301 $ 302 $ 296

        Please see the section below entitled "Opinion of Hatteras' Financial Advisor�Summary of Financial Analysis�Illustrative Pro Forma
Combined Company Discounted Dividend Analysis" for more information regarding the foregoing "Discounted Dividend Analysis�Pro Forma
Forecast".

 Annaly Unaudited Prospective Financial Information

        Annaly does not publicly disclose projections as to future interest income, performance, earnings or other results due to, among other
reasons, the uncertainty and subjectivity of the underlying assumptions and estimates as well as the high likelihood that actual results will vary
from any such estimates. As a result, Annaly does not endorse the unaudited prospective financial information included in this document as a
reliable indication of future results.

        Annaly is including the limited unaudited prospective financial information in this document solely because it was among the financial
information made available to Goldman Sachs and the Hatteras board of directors in connection with their evaluation of the offer and the
merger. The limited unaudited prospective financial information presented below was not reviewed or approved by the Annaly board of
directors, and is not the result of any formal internal review or process. As such, the unaudited prospective financial information may vary
significantly from subsequent forecasts, financial plans, guidance and/or actual results due to a number of factors, including (but not limited to)
changes in interest rates, trading activity, market valuations, general market and economic conditions, capital commitments, other unexpected
changes that cannot be predicted with any certainty or at all, and the other factors described below. Although presented with numerical
specificity, the limited unaudited prospective financial information reflects numerous assumptions and estimates as to future events made by the
management of Annaly.

        Additionally, Annaly's future financial results may also materially differ from those expressed in the unaudited prospective financial
information due to numerous factors that are beyond Annaly's, the combined company's or anyone else's ability to control or predict, including
with respect to the interest rate environment, industry performance, competitive factors, industry consolidation, general business, economic,
regulatory, market and financial conditions, as well as matters specific to Annaly's business, including with respect to future business initiatives.
The assumptions underlying the unaudited prospective financial information may not prove to have been, or may no longer be, accurate.

        Annaly's management estimated the unaudited prospective financial information in the context of the business, economic, regulatory,
market and financial conditions that existed at that time, and the
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unaudited prospective financial information has not been updated to reflect revised prospects for Annaly's business, changes in general business,
economic, regulatory, market and financial conditions, or any other transaction or event that has occurred or that may occur and that was not
anticipated at the time such unaudited prospective financial information was prepared.

        Specifically, the unaudited prospective financial information does not take into account any circumstances or events occurring after April 8,
2016, the date it was prepared, and specifically does not include any financial consequences resulting from the April 11, 2016 announcement of
the offer and the merger or subsequent integration planning activities to follow. Additionally, the unaudited prospective financial information
does not give effect to any other changes that may result from the offer, the merger or the other transactions contemplated by the merger
agreement.

        Moreover, the unaudited prospective financial information was based upon several assumptions, and the realization of any or all of these
assumptions is less than certain. As such, stockholders are cautioned not to place undue, if any, reliance on the unaudited prospective financial
information included in this document, including in making a decision as to whether to tender their shares of Hatteras common stock in the offer.
The following are among the assumptions used for preparing the unaudited prospective financial information:

�
static interest rates through the prospective periods with no change in overall level of interest rates or shape of the yield
curve;

�
no material changes in overall size of portfolio assets;

�
no material changes in leverage;

�
no material changes in portfolio net interest margins or net interest spreads; and

�
no material changes in hedge ratio or net duration measures.

        Given the relatively static nature of the aforementioned assumptions, actual results are likely to differ from the unaudited prospective
financial information, and such differences may be material.

        THE UNAUDITED PROSPECTIVE FINANCIAL INFORMATION PRESENTED IN THIS DOCUMENT HAS NOT BEEN AND WILL
NOT BE UPDATED SINCE THE DATE OF ITS PREPARATION TO REFLECT CIRCUMSTANCES EXISTING AFTER THE DATE OF
ITS PREPARATION OR TO REFLECT THE OCCURRENCE OF FUTURE EVENTS, EVEN IN THE EVENT THAT ANY OR ALL OF
THE ASSUMPTIONS UNDERLYING SUCH PROSPECTIVE FINANCIAL INFORMATION ARE NO LONGER APPROPRIATE, EXCEPT
AS MAY BE REQUIRED BY LAW.

        The inclusion of this information should not be regarded as an indication that the Offeror, Annaly, its board of directors, Goldman Sachs,
Hatteras, its board of directors or any other recipient of this information considered, or now considers, it to be necessarily predictive of actual
future results. There can be no assurance that the prospective results will be realized or that actual results will not be significantly higher or
lower than estimated.

        Since the unaudited prospective financial information included in this document covers multiple quarterly periods, such information by its
nature becomes less predictive with each successive quarterly period. Holders of shares of Hatteras common stock are urged to review the
section of this document titled "Risk Factors" and SEC filings of Annaly for a description of risk factors with respect to the business of Annaly.
See "Forward-Looking Statements," "Risk Factors" and "Where to Obtain More Information".

        The unaudited prospective financial information was not prepared with a view toward public disclosure, nor was it prepared with a view
toward compliance with published guidelines of the SEC or
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the guidelines established by the American Institute of Certified Public Accountants for preparation and presentation of prospective financial
information.

        Ernst & Young LLP has not audited, reviewed, compiled or performed any procedures with respect to the accompanying unaudited
prospective financial information (or unaudited prospective financial information presented under the heading "Hatteras Unaudited Prospective
Financial Information") for the purpose of its inclusion herein, and accordingly, Ernst & Young LLP does not express an opinion or provide any
form of assurance on such information or its achievability, and assumes no responsibility for, and disclaims any association with, the unaudited
prospective financial information. The Ernst & Young LLP report incorporated by reference into this document relates to Annaly's historical
financial information. It does not extend to the prospective financial information of Annaly and should not be read to do so.

        The inclusion of the unaudited prospective financial information below should not be deemed an admission or representation by Annaly,
the Offeror, Hatteras, Goldman Sachs, or any of their affiliates with respect to such information or that such information is or was viewed by any
such person as material information regarding Annaly, and in fact Annaly views such information as non-material because such information is
based on preliminary assessments of future performance and involves inherent risks and uncertainties.

        The unaudited prospective financial information is not being included in this document to influence your decision whether to tender your
shares of Hatteras common stock in the offer, but because such information was provided to Hatteras' board of directors and Hatteras' financial
advisor.

        The unaudited prospective financial information should be evaluated, if at all, in conjunction with the historical financial statements and
other information regarding Annaly contained in Annaly's public filings with the SEC. In light of the foregoing factors and the uncertainties
inherent in the unaudited prospective financial information, stockholders are cautioned not to place undue, if any, reliance on the unaudited
prospective financial information included in this document, including in making a decision as to whether to tender their shares of Hatteras
common stock in the offer.

        The following table presents the limited unaudited prospective financial data with respect to Annaly that were made available to Goldman
Sachs and Hatteras in connection with their evaluation of the offer and the merger:

For the quarter ending

In Thousands
September 30,

2016
December 31,

2016
March 31,

2017
June 30,

2017
September 30,

2017
December 31,

2017
Interest Income $ 471,912 $ 481,248 $ 489,660 $ 486,495 $ 484,878 $ 481,652
Normalized Core
Income(1) $ 258,127 $ 264,205 $ 273,674 $ 264,242 $ 262,988 $ 257,508

(1)
Normalized Core Income represents a non-GAAP measure and is defined as net income (loss) excluding gains or losses on disposals
of investments and termination of interest rate swaps, unrealized gains or losses on interest rate swaps and agency interest-only
mortgage-backed securities, net gains and losses on trading assets, impairment losses, net income (loss) attributable to noncontrolling
interest and certain other non-recurring gains or losses and inclusive of dollar role income (a component of net gains and losses on
trading assets), excluding a component of premium amortization representing the change in estimated long-term constant prepayment
rates.

        In addition to the information provided in the table above, in connection with Hatteras' and Goldman Sachs' evaluation of the offer and the
merger, Annaly informed Goldman Sachs that, under current market conditions and subject to the assumptions and factors described herein, the
consensus
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estimate of research analysts for Annaly's Normalized Core Income per share of $1.15 was a reasonable approximation for Annaly's prospective
results for the year ended December 31, 2016.

        Normalized Core Income, as referenced above, may be considered a non-GAAP financial measure. Non-GAAP financial measures should
not be considered in isolation from, or as a substitute for, financial information presented in compliance with GAAP, and non-GAAP financial
measures used in the above unaudited prospective financial information may not be comparable to similarly titled amounts used by other
companies or persons.

 Elections and Proration

        Hatteras common stockholders electing the mixed consideration will not be subject to proration; however, holders electing the all-cash
consideration or the all-stock consideration may receive a different form of consideration than selected. Hatteras common stockholders who
make the all-cash election or the all-stock election will be subject to proration so that approximately 35.0% of the aggregate consideration in the
offer will be paid in cash and approximately 65.0% of the aggregate consideration in the offer will be paid in shares of Annaly common stock.
Hatteras common stockholders who validly tender and do not validly withdraw their shares of Hatteras common stock in the offer but who do
not make a valid election will receive the mixed consideration for their shares of Hatteras common stock. See "Consequences of Tendering with
No Election" for more information.

        The number of shares of Hatteras common stock eligible to receive the all-cash consideration in the offer will be equal to 35.0% multiplied
by the sum of the total number of shares making an all-cash election in the offer and the total number of shares making an all-stock election in
the offer (such product is referred to as the "maximum all-cash shares in offer").

        The number of shares of Hatteras common stock eligible to receive the all-stock consideration in the offer will be equal to 65.0% multiplied
by the sum of the total number of shares making an all-cash election in the offer and the total number of shares making an all-stock election in
the offer (such product is referred to as the "maximum all-stock shares in offer").

Over-Election of Cash

        If the aggregate number of shares attributable to holders of Hatteras common stock making an all-cash election in the offer is greater than
the maximum all-cash shares in offer, such shares will be subject to proration. To determine the amount of proration, an "offer cash proration
factor" will apply. The "offer cash proration factor" will be equal to:

�
the maximum all-cash shares in offer

divided by
�

the aggregate number of shares of Hatteras common stock for which an all-cash election in the offer has been made.

        Proration will be calculated so that for each Hatteras common stockholder making an all-cash election, the number of shares of Hatteras
common stock entitled to the all-cash consideration will be equal to the number of shares of Hatteras common stock for which such stockholder
has made an all-cash election, multiplied by the offer cash proration factor (as calculated above), rounded down to the nearest share. The shares
of Hatteras common stock that do not receive the all-cash consideration as a result of such proration will instead receive the all-stock
consideration.

        If following proration a Hatteras common stockholder would be entitled to receive a fractional share of Annaly common stock, such
stockholder will instead receive an amount in cash (without interest) equal to the amount of such fraction multiplied by the volume weighted
average closing sale
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price per share of Annaly common stock as reported on the NYSE for the 10 consecutive trading days ending on and including the trading day
prior to the acceptance time.

Over-Election of Cash Example

For purposes of this example, assume the following:

�
there are 100,000,000 outstanding shares of Hatteras common stock;

�
Hatteras stockholders make a mixed election with respect to 50,000,000 (or 50%) shares of Hatteras common stock;

�
Hatteras stockholders make the all-cash election with respect to 30,000,000 (or 30%) shares of Hatteras common stock;

�
Hatteras stockholders make the all-stock election with respect to 20,000,000 (or 20%) shares of Hatteras common stock; and

�
The 10-day volume weighted average closing sale price per share of Annaly common stock as reported on the NYSE for the
10 consecutive trading days ending on and including the trading day prior to the acceptance time is $10.41 per share.

        In this example, without proration, there would be an over-election of cash because the number of shares of Hatteras common stock making
the all-cash election is 30,000,000, which is greater than 17,500,000, which is the maximum all-cash shares in offer (calculated as follows:
0.35 × (30,000,000 + 20,000,000)). To adjust for the over-election, the number of shares of Hatteras common stock making the all-cash election
will be multiplied by the offer cash proration factor of 0.5833, with the resulting number of shares rounded down to the nearest share. The offer
cash proration factor is calculated by dividing 17,500,000 (which is the maximum all-cash shares in offer) by 30,000,000 (which is the aggregate
number of shares of Hatteras common stock making an all-cash election in the offer).

        In this example, a Hatteras stockholder who makes an all-cash election for 100 shares of Hatteras common stock would be entitled to
receive the all-cash consideration for 58 of those shares (calculated as follows: 100 shares × 0.5833 offer cash proration factor, rounded down to
the nearest share), and the all-stock consideration for the remaining 42 of those shares. This equates to $919.30 in cash (calculated as follows: 58
shares × $15.85 all-cash consideration per share) plus 63.9492 shares of Annaly common stock (calculated as follows: 42 shares × 1.5226 shares
of Annaly common stock, the all-stock consideration per share). Because fractional shares of Annaly common stock will be converted to cash,
the number of actual shares of Annaly common stock such holder would be entitled to receive would be 63, with the additional 0.9492 shares of
Annaly common stock converted into $9.88 in cash (calculated as follows: 0.9492 × $10.41).

        See "Risk Factors�Risk Factors Relating to the Offer and the Merger�Hatteras common stockholders may not receive all consideration in the
form elected."

Over-Election of Stock

        If the aggregate number of shares attributable to holders of Hatteras common stock making an all-stock election in the offer is greater than
the maximum all-stock shares in offer, such shares will be subject to proration. To determine the amount of proration, an "offer stock proration
factor" will apply. The "offer stock proration factor" will be equal to:

�
the maximum all-stock shares in offer

divided by
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�
the aggregate number of shares of Hatteras common stock for which an all-stock election in the offer has been made.

        Proration will be calculated so that for each Hatteras common stockholder making an all-stock election, the number of shares of Hatteras
common stock entitled to the all-stock consideration will be equal to the number of shares of Hatteras common stock for which such stockholder
has made an all-stock election, multiplied by the offer stock proration factor (as calculated above), rounded down to the nearest share. The
shares of Hatteras common stock that do not receive the all-stock consideration as a result of proration will instead receive the all-cash
consideration.

        If following proration a Hatteras common stockholder would be entitled to receive a fractional share of Annaly common stock, such
stockholder will instead receive an amount in cash (without interest) equal to the amount of such fraction multiplied by the volume weighted
average closing sale price per share of Annaly common stock as reported on the NYSE for the 10 consecutive trading days ending on and
including the trading day prior to the acceptance time.

Over-Election of Stock Example

For purposes of this example, assume the following:

�
there are 100,000,000 outstanding shares of Hatteras common stock;

�
Hatteras stockholders make the mixed election with respect to 20,000,000 (or 20%) shares of Hatteras common stock;

�
Hatteras stockholders make the all-cash election with respect to 10,000,000 (or 10%) shares of Hatteras common stock;

�
Hatteras stockholders make the all-stock election with respect to 70,000,000 (or 70%) shares of Hatteras common stock; and

�
The 10-day volume weighted average closing sale price per share of Annaly common stock as reported on the NYSE for the
10 consecutive trading days ending on and including the trading day prior to the acceptance time is $10.41 per share.

        In this example, without proration, there would be an over-election of stock because the number of shares of Hatteras common stock
making the all-stock election is 70,000,000, which is greater than 52,000,000, which is the maximum all-stock shares in offer (calculated as
follows: 0.65 × (10,000,000 + 70,000,000)). To adjust for the over-election, the number of shares of Hatteras common stock making the
all-stock election will be multiplied by the offer stock proration factor of 0.7429, with the resulting number of shares rounded down to the
nearest share. The offer stock proration factor is calculated by dividing 52,000,000 (which is the maximum all-stock shares in offer) by
70,000,000 (which is the aggregate number of shares of Hatteras common stock making an all-stock election in the offer).

        In this example, a Hatteras stockholder who makes an all-stock election for 100 shares of Hatteras common stock would be entitled to
receive the all-stock consideration for 74 of those shares (calculated as follows: 100 shares × 0.7429 offer stock proration factor, rounded down
to the nearest share), and the all-cash consideration for the remaining 26 of those shares. This equates to $412.10 in cash (calculated as follows:
26 shares × $15.85 all-cash consideration per share) plus 112.6724 shares of Annaly common stock (calculated as follows: 74 shares × 1.5226
shares of Annaly common stock, the all-stock consideration per share). Because fractional shares of Annaly common stock will be converted to
cash, the number of actual shares of Annaly common stock such holder would be entitled to receive would be 112, with the additional 0.6724
shares converted into $7.00 in cash (calculated as follows: 0.6724 × $10.41).

        See "Risk Factors�Risk Factors Relating to the Offer and Merger�Hatteras common stockholders may not receive all consideration in the
form elected."
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 Consequences of Tendering with No Election

        Hatteras common stockholders who validly tender and do not validly withdraw their shares of Hatteras common stock in the offer that do
not make an election will be deemed to have elected to receive the mixed consideration.

 Distribution of Offering Materials

        This document, the related letter of election and transmittal and other relevant materials will be delivered to record holders of shares of
Hatteras common stock and to brokers, dealers, commercial banks, trust companies and similar persons whose names, or the names of whose
nominees, appear on Hatteras' stockholder list or, if applicable, who are listed as participants in a clearing agency's security position listing, so
that they can in turn send these materials to beneficial owners of shares of Hatteras common stock.

 Expiration of the Offer

        The offer is scheduled to expire at 5:00 p.m., Eastern Time, on July 11, 2016, unless further extended or terminated. "Expiration date"
means 5:00 p.m., Eastern Time, on July 11, 2016, unless and until the Offeror has extended or terminated the period during which the offer is
open, subject to the terms and conditions of the merger agreement, in which event the term "expiration date" means the latest time and date at
which the offer, as so extended by the Offeror, will expire.

 Extension, Termination and Amendment

        Subject to the provisions of the merger agreement and the applicable rules and regulations of the SEC, and unless Hatteras consents
otherwise or the merger agreement is otherwise terminated, the Offeror must (1) extend the offer for one or more successive periods of up to 10
business days each in order to further seek to satisfy the conditions to the offer in the event that any of the conditions to the offer (other than the
minimum tender condition) have not been satisfied or validly waived as of any then-scheduled expiration of the offer, (2) extend the offer for up
to two successive periods of up to 10 business days if each of the offer conditions (other than the minimum tender condition) has been satisfied
or validly waived and the minimum tender condition has not been satisfied as of the scheduled expiration of the offer, and Hatteras requests that
the Offeror so extend the offer, and (3) extend the offer for the minimum period required by any rule, regulation, interpretation or position of the
SEC or its staff or NYSE which is applicable to the offer or the merger or to the extent necessary to resolve any comments of the SEC or its staff
applicable to the offer, the merger, the Schedule TO or the related offer documents. However, the Offeror is not required to extend the offer
beyond the outside date.

        The merger agreement prohibits the Offeror and Annaly from making certain changes to the offer or waiving certain conditions to the offer
without the express written consent of Hatteras. Changes to the offer that require the express written consent of Hatteras include changes (i) to
the terms or conditions to the offer that change the form of consideration to be paid in the offer, (ii) that decrease the consideration in the offer or
the number of shares sought in the offer, (iii) that extend the offer (other than extensions required by law or SEC or NYSE regulation, extensions
of up to 10 business days each if either any of the conditions to the offer (other than the minimum tender condition) have not been satisfied or
validly waived as of the then-scheduled expiration date of the offer in order to seek the satisfaction of such conditions, or all of the conditions
(other than the minimum tender condition) have been satisfied or validly waived as of the then-scheduled expiration date of the offer in order to
seek the satisfaction of the minimum tender condition, and extensions for any period necessary to meet the notice requirements for a short form
merger pursuant to Section 3-106.1(e)(1) of the MGCL), (iv) that impose conditions in the offer not included in the merger agreement, or (v) that

67

Edgar Filing: ANNALY CAPITAL MANAGEMENT INC - Form S-4/A

90



Table of Contents

amend or modify any other terms or conditions of the offer in a manner adverse to Hatteras common stockholders. Conditions to the offer that
the Offeror and Annaly may not waive without the express written consent of Hatteras include (i) the minimum tender condition,
(ii) effectiveness of the registration statement on Form S-4 of which this document is a part, (iii) there not having occurred a material adverse
effect (with such term as defined in the merger agreement and described under "Merger Agreement�Material Adverse Effect") with respect to
Annaly, (iv) the accuracy of Annaly's representations and warranties, (v) Annaly and the Offeror's compliance with covenants under the merger
agreement, (vi) the approval for listing on the NYSE of the shares of Annaly common and preferred stock to be issued in the offer and the
merger, (vii) lack of legal prohibitions, (viii) the receipt of an opinion by Hatteras from its legal counsel to the effect that the offer and the
merger, taken together, will qualify as a "reorganization" within the meaning of Section 368(a) of the Code, and (ix) the receipt of a written
opinion by Hatteras from Annaly's legal counsel to the effect that Annaly since inception has and through the expiration date of the offer meets
the requirements for REIT qualification under the Code, and that the proposed method of operation of Annaly will enable Annaly to continue to
meet the requirements for qualification as a REIT under the Code.

        The Offeror will effect any extension, termination, amendment or delay by giving oral or written notice to the exchange agent and by
making a public announcement as promptly as practicable thereafter. In the case of an extension, any such announcement will be issued no later
than 9:00 a.m., Eastern Time, on the next business day following the previously scheduled expiration date. Subject to applicable law (including
Rules 14d-4(c) and 14d-6(d) under the Exchange Act, which require that any material change in the information published, sent or given to
stockholders in connection with the offer be promptly disseminated to stockholders in a manner reasonably designed to inform them of such
change) and without limiting the manner in which the Offeror may choose to make any public announcement, the Offeror assumes no obligation
to publish, advertise or otherwise communicate any such public announcement of this type other than by issuing a press release.

        If the Offeror materially changes the terms of the offer or the information concerning the offer, or if the Offeror waives a material condition
of the offer, the Offeror will extend the offer to the extent legally required under the Exchange Act. If, prior to the expiration date, the Offeror
changes the percentage of shares being sought or the consideration offered, that change will apply to all Hatteras common stockholders whose
shares are accepted for exchange pursuant to the offer. If, at the time notice of that change is first published, sent or given to Hatteras common
stockholders, the offer is scheduled to expire at any time earlier than the 10th business day from and including the date that such notice is first so
published, sent or given, the Offeror will extend the offer until the expiration of that 10 business day period. For purposes of the offer, a
"business day" means any day other than a Saturday, Sunday or federal holiday and consists of the time period from 12:01 a.m. through
12:00 midnight, Eastern Time.

        No subsequent offering period will be available after the offer.

 Exchange of Shares; Delivery of Cash and Annaly Shares

        Annaly has retained Computershare as the depositary and exchange agent for the offer and the merger (the "exchange agent") to handle the
exchange of shares for the common transaction consideration in each of the offer and the merger. In addition, the exchange agent will handle the
exchange of shares of Hatteras Series A preferred stock for the shares of Annaly Series E preferred stock.

        Upon the terms and subject to the satisfaction or waiver of the conditions of the offer (including, if the offer is extended or amended, the
terms and conditions of any such extension or amendment), the Offeror will accept for exchange, and will exchange, shares validly tendered and
not validly withdrawn promptly after the expiration date. In all cases, a Hatteras stockholder will receive
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consideration for tendered shares of Hatteras common stock only after timely receipt by the exchange agent of certificates for those shares, or a
confirmation of a book-entry transfer of those shares into the exchange agent's account at The Depository Trust Company ("DTC"), a properly
completed and duly executed letter of election and transmittal, or an agent's message in connection with a book-entry transfer, and any other
required documents.

        For purposes of the offer, the Offeror will be deemed to have accepted for exchange shares validly tendered and not validly withdrawn if
and when it notifies the exchange agent of its acceptance of those shares pursuant to the offer. The exchange agent will deliver to the applicable
Hatteras common stockholders any cash and shares of Annaly common stock issuable in exchange for shares validly tendered and accepted
pursuant to the offer promptly after receipt of such notice. The exchange agent will act as the agent for tendering Hatteras common stockholders
for the purpose of receiving cash and shares of Annaly common stock from the Offeror and transmitting such cash and stock to the tendering
Hatteras common stockholders. Hatteras common stockholders will not receive any interest on any cash that the Offeror pays in the offer, even if
there is a delay in making the exchange.

        If the Offeror does not accept any tendered shares of Hatteras common stock for exchange pursuant to the terms and conditions of the offer
for any reason, or if certificates are submitted representing more shares than are tendered for, the Offeror will return certificates for such
unexchanged shares without expense to the tendering stockholder or, in the case of shares tendered by book-entry transfer into the exchange
agent's account at DTC pursuant to the procedures set forth below in "�Procedure for Tendering," the shares to be returned will be credited to an
account maintained with DTC as soon as practicable following expiration or termination of the offer.

 Withdrawal Rights

        Hatteras common stockholders can withdraw tendered shares of Hatteras common stock at any time until the expiration date and, if the
Offeror has not agreed to accept the shares for exchange on or prior to July 5, 2016, Hatteras common stockholders can thereafter withdraw their
shares from tender at any time after such date until the Offeror accepts shares for exchange.

        For the withdrawal of shares to be effective, the exchange agent must receive a written notice of withdrawal from the Hatteras stockholder
at one of the addresses set forth elsewhere in this document, prior to the expiration date. The notice must include the Hatteras stockholder's
name, address, social security number, the certificate number(s), the number of shares to be withdrawn and the name of the registered holder, if
it is different from that of the person who tendered those shares, and any other information required pursuant to the offer or the procedures of
DTC, if applicable.

        A financial institution must guarantee all signatures on the notice of withdrawal, unless the shares to be withdrawn were tendered for the
account of an eligible institution. Most banks, savings and loan associations and brokerage houses are able to provide signature guarantees. An
"eligible institution" is a financial institution that is a participant in the Securities Transfer Agents Medallion Program.

        If shares have been tendered pursuant to the procedures for book-entry transfer discussed under the section entitled "�Procedure for
Tendering," any notice of withdrawal must specify the name and number of the account at DTC to be credited with the withdrawn shares and
must otherwise comply with DTC's procedures. If certificates have been delivered or otherwise identified to the exchange agent, the name of the
registered holder and the serial numbers of the particular certificates evidencing the shares withdrawn must also be furnished to the exchange
agent, as stated above, prior to the physical release of such certificates.

        The Offeror will decide all questions as to the form and validity (including time of receipt) of any notice of withdrawal in its sole
discretion, and its decision will be final and binding to the fullest extent permitted by law, subject to the rights of holders of shares of Hatteras
common stock to challenge such
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decision in a court of competent jurisdiction. None of the Offeror, Annaly, Hatteras, the exchange agent, the information agent or any other
person is under any duty to give notification of any defects or irregularities in any tender or notice of withdrawal or will incur any liability for
failure to give any such notification. Any shares validly withdrawn will be deemed not to have been validly tendered for purposes of the offer.
However, a Hatteras stockholder may re-tender withdrawn shares by following the applicable procedures discussed under the section "�Procedure
for Tendering" at any time prior to the expiration date.

 Procedure for Tendering

        For a Hatteras common stockholder to validly tender shares of Hatteras common stock held of record pursuant to the offer, a Hatteras
common stockholder must:

�
if such shares are in certificated form, deliver to the exchange agent a properly completed and duly executed letter of
election and transmittal, along with any required signature guarantees and any other documents required by the letter of
election and transmittal, and certificates for tendered shares of Hatteras common stock held in certificate form, at one of its
addresses set forth elsewhere in this document before the expiration date; or

�
if such shares are in electronic book-entry form, deliver an agent's message in connection with a book-entry transfer, and any
other required documents, to the exchange agent at its address set forth elsewhere in this document and follow the other
procedures for book-entry tender set forth herein, all of which must be received by the exchange agent prior to the expiration
date.

        If shares of Hatteras common stock are held in "street name" (i.e., through a broker, dealer, commercial bank, trust company or other
nominee), those shares may be tendered by the nominee holding such shares by book-entry transfer through DTC. To validly tender such shares
held in street name, Hatteras common stockholders should instruct such nominee to do so prior to the expiration date.

        The term "agent's message" means a message transmitted by DTC to, and received by, the exchange agent and forming a part of a
book-entry confirmation, which states that DTC has received an express acknowledgment from the DTC participant tendering the shares that are
the subject of such book-entry confirmation, that such participant has received and agrees to be bound by the terms of the letter of election and
transmittal and that the Offeror may enforce that agreement against such participant.

        The exchange agent has established an account with respect to the shares at DTC in connection with the offer, and any financial institution
that is a participant in DTC may make book-entry delivery of shares by causing DTC to transfer such shares prior to the expiration date into the
exchange agent's account in accordance with DTC's procedure for such transfer. However, although delivery of shares may be effected through
book-entry transfer at DTC, the letter of election and transmittal with any required signature guarantees, or an agent's message, along with any
other required documents, must, in any case, be received by the exchange agent at one of its addresses set forth on the back cover of this
document prior to the expiration date. The Offeror cannot assure Hatteras common stockholders that book-entry delivery of shares will be
available. If book-entry delivery is not available, Hatteras common stockholders must tender shares by means of delivery of Hatteras share
certificates. We are not providing for guaranteed delivery procedures and, therefore, you must allow sufficient time for the necessary
tender procedures to be completed during normal business hours of DTC prior to the expiration date. Tenders received by the exchange
agent after the expiration date will be disregarded and of no effect.

        Signatures on all letters of election and transmittal must be guaranteed by an eligible institution, except in cases in which shares are
tendered either by a registered holder of shares who has not completed the box entitled "Special Issuance Instructions" or the box entitled
"Special Delivery Instructions" on the letter of election and transmittal or for the account of an eligible institution.
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        If the certificates for shares are registered in the name of a person other than the person who signs the letter of election and transmittal, or if
certificates for unexchanged shares are to be issued to a person other than the registered holder(s), the certificates must be endorsed or
accompanied by appropriate stock powers, in either case signed exactly as the name or names of the registered owner or owners appear on the
certificates, with the signature(s) on the certificates or stock powers guaranteed by an eligible institution.

The method of delivery of Hatteras share certificates and all other required documents, including delivery through DTC, is at the
option and risk of the tendering Hatteras stockholder, and delivery will be deemed made only when actually received by the exchange
agent. If delivery is by mail, the Offeror recommends registered mail with return receipt requested and properly insured. In all cases,
Hatteras stockholders should allow sufficient time to ensure timely delivery.

        To prevent U.S. federal backup withholding, each Hatteras stockholder that is a U.S. person (as defined in the Code), other than a
stockholder exempt from backup withholding, must provide the exchange agent with its correct taxpayer identification number and certify that it
is not subject to backup withholding of U.S. federal income tax by completing the Internal Revenue Service ("IRS") Form W-9 included in the
letter of election and transmittal. Certain stockholders (including, among others, certain foreign persons) are not subject to these backup
withholding requirements. In order for a Hatteras stockholder that is a foreign person to qualify as an exempt recipient for purposes of U.S.
federal backup withholding, the stockholder must submit an IRS Form W-8BEN or IRS Form W-8BEN-E, as applicable, or other applicable IRS
Form W-8, signed under penalties of perjury, attesting to such person's exempt status. In addition, Hatteras stockholders that are foreign persons
may be subject to U.S. federal withholding tax at a rate of 30% (or such lower rate as may be specified by an applicable income tax treaty) with
respect to cash received pursuant to the offer and/or the merger. See the discussion under "Material U.S. Federal Income Tax Consequences."

The tender of shares pursuant to any of the procedures described above will constitute a binding agreement between the Offeror
and the tendering Hatteras stockholder upon the terms and subject to the satisfaction or waiver of the conditions of the offer (including,
if the offer is extended or amended, the terms and conditions of any such extension or amendment).

 No Guaranteed Delivery

We are not providing for guaranteed delivery procedures and, therefore, Hatteras common stockholders must allow sufficient time
for the necessary tender procedures to be completed during normal business hours of DTC prior to the expiration date. Hatteras
common stockholders must tender their shares of Hatteras common stock in accordance with the procedures set forth in this document. In all
cases, the Offeror will exchange shares tendered and accepted for exchange pursuant to the offer only after timely receipt by the exchange agent
of certificates for shares (or timely confirmation of a book-entry transfer of such shares into the exchange agent's account at DTC as described
above), a properly completed and duly executed letter of election and transmittal (or an agent's message in connection with a book-entry
transfer) and any other required documents.

 Grant of Proxy

        By executing a letter of election and transmittal as set forth above, a Hatteras stockholder irrevocably appoints the Offeror's designees as
such Hatteras stockholder's attorneys-in-fact and proxies, each with full power of substitution, to the full extent of such stockholder's rights with
respect to its shares tendered and accepted for exchange by the Offeror and with respect to any and all other shares and other securities issued or
issuable in respect of those shares on or after the expiration date. That appointment is effective, and voting rights will be affected, when and only
to the extent that the Offeror accepts tendered shares of Hatteras common stock for exchange pursuant to the offer and deposits with the
exchange agent the cash consideration or the shares of Annaly common stock
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consideration for such shares. All such proxies will be considered coupled with an interest in the tendered shares of Hatteras common stock and
therefore will not be revocable. Upon the effectiveness of such appointment, all prior proxies that the Hatteras stockholder has given will be
revoked, and such stockholder may not give any subsequent proxies (and, if given, they will not be deemed effective). The Offeror's designees
will, with respect to the shares for which the appointment is effective, be empowered, among other things, to exercise all of such stockholder's
voting and other rights as they, in their sole discretion, deem proper at any annual, special or adjourned meeting of the Hatteras' stockholders or
otherwise.

        The Offeror reserves the right to require that, in order for shares to be deemed validly tendered, immediately upon the exchange of such
shares, the Offeror must be able to exercise full voting rights with respect to such shares. However, prior to acceptance for exchange by the
Offeror in accordance with terms of the offer, the appointment will not be effective, and the Offeror will have no voting rights as a result
of the tender of shares.

 Fees and Commissions

        Tendering registered Hatteras stockholders who tender shares directly to the exchange agent will not be obligated to pay any charges or
expenses of the exchange agent or any brokerage commissions. Tendering Hatteras stockholders who hold Hatteras shares through a broker or
bank should consult that institution as to whether or not such institution will charge the stockholder any service fees in connection with tendering
shares pursuant to the offer. Except as set forth in the instructions to the letter of election and transmittal, transfer taxes on the exchange of
shares pursuant to the offer will be paid by the Offeror.

 Matters Concerning Validity and Eligibility

        The Offeror will determine questions as to the validity, form, eligibility (including time of receipt) and acceptance for exchange of any
tender of shares, in its sole discretion, and its determination will be final and binding to the fullest extent permitted by law, subject to the rights
of holders of shares of Hatteras common stock to challenge such determination in a court of competent jurisdiction. The Offeror reserves the
absolute right to reject any and all tenders of shares that it determines are not in the proper form or the acceptance of or exchange for which may
be unlawful. The Offeror also reserves the absolute right to waive any defect or irregularity in the tender of any shares. No tender of shares will
be deemed to have been validly made until all defects and irregularities in tenders of such shares have been cured or waived. None of the
Offeror, Annaly, Hatteras the exchange agent, the information agent nor any other person will be under any duty to give notification of any
defects or irregularities in the tender of any shares or will incur any liability for failure to give any such notification. The Offeror's interpretation
of the terms and conditions of the offer (including the letter of election and transmittal and instructions thereto) will be final and binding to the
fullest extent permitted by law.

Hatteras common stockholders who have any questions about the procedure for tendering shares in the offer should contact the
information agent at the address and telephone number set forth elsewhere in this document.

 Announcement of Results of the Offer

        Annaly will announce the final results of the offer, including whether all of the conditions to the offer have been satisfied or waived and
whether the Offeror will accept the tendered shares of Hatteras common stock for exchange, as promptly as practicable following the expiration
date. The announcement will be made by a press release in accordance with applicable securities laws and stock exchange requirements.
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 Ownership of Annaly Common Stock After the Offer and the Merger

        It is estimated that former common stockholders of Hatteras will own in the aggregate approximately 9.21% of the outstanding shares of
common stock of Annaly immediately following the consummation of the offer and the merger, assuming that:

�
Annaly acquires through the offer and the merger 100% of the outstanding shares of Hatteras common stock;

�
Annaly issues 93,856,396 shares of Annaly common stock as part of the consideration in the offer and the merger; and

�
immediately following completion of the offer and the merger, there are 1,018,709,529 shares of Annaly common stock
outstanding (calculated by adding 924,853,133, the number of shares of Annaly common stock outstanding as of April 10,
2016, plus 93,856,396, the number of shares of Annaly common stock estimated to be issued as part of the offer and merger
consideration).

 Purpose of the Offer and the Merger; Dissenters' Rights

Purpose of the Offer and the Merger

        The purpose of the offer is for Annaly to acquire control of, and ultimately the entire equity interest in, Hatteras. The offer, as the first step
in the acquisition of Hatteras, is intended to facilitate the acquisition of Hatteras. The purpose of the merger is for Annaly to acquire all
outstanding shares of Hatteras common stock not tendered pursuant to the offer, as well as to acquire each issued and outstanding share of
Hatteras Series A preferred stock. If the offer is successful, Annaly intends to consummate the merger promptly after the consummation of the
offer. After the merger, the Hatteras business will be held in a wholly owned subsidiary of Annaly, and the former Hatteras stockholders will no
longer have any direct ownership interest in the surviving corporation.

No Stockholder Approval

        If the offer is consummated, Annaly is not required to and will not seek the approval of Hatteras' remaining public stockholders before
effecting the merger. Section 3-106.1 of the MGCL provides that following consummation of a successful tender offer for any and all of the
outstanding shares of the target corporation, and subject to certain other statutory requirements, if the acquiring corporation owns at least the
percentage of the shares, and of each class or series of the shares, of the target corporation that would otherwise be required to approve a merger
involving the target corporation, and the other stockholders receive the same consideration for their stock in the merger as was payable in the
tender offer, the acquiring corporation can effect a merger without the action of the other stockholders of the target corporation. Accordingly, if
Annaly consummates the offer, it intends to effect the closing of the merger without a vote of the Hatteras stockholders in accordance with
Section 3-106.1 of the MGCL.

No Rights of Objecting Stockholders

        Pursuant to Hatteras' charter, no appraisal rights, rights of objecting stockholders or dissenters' rights are available to Hatteras stockholders
in connection with the offer or the merger.

"Going Private" Transactions

        The SEC has adopted Rule 13e-3 under the Exchange Act, which is applicable to certain "going private" transactions, and which may under
certain circumstances be applicable to the merger or another business combination following the purchase of shares pursuant to the offer in
which the Offeror seeks to acquire the remaining shares not held by it. The Offeror believes that Rule 13e-3 will not be applicable to the merger
because it is anticipated that the merger will be effected within one year following the consummation of the offer and, in the merger,
stockholders will receive the same consideration as that paid in the offer.
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 Plans for Hatteras

        In connection with the offer, Annaly has reviewed and will continue to review various possible business strategies that it might consider in
the event that the Offeror acquires control of Hatteras, whether pursuant to the offer, the merger or otherwise. Following a review of additional
information regarding Hatteras, these changes could include, among other things, changes in Hatteras' business, operations, personnel, employee
benefit plans, corporate structure, capitalization and management.

Delisting and Termination of Registration

        If Hatteras qualifies for termination of registration under the Exchange Act after the offer is consummated, Annaly intends to seek to have
Hatteras withdraw the Hatteras common stock and preferred stock from listing on the NYSE and to terminate the registration of Hatteras
common stock and preferred stock under the Exchange Act. See "�Effect of the Offer on the Market for Hatteras Shares; NYSE Listing;
Registration Under the Exchange Act; Margin Regulations."

Board of Directors and Management

        Upon consummation of the merger, the directors and officers of the Offeror immediately prior to the merger will be the directors and
officers of the surviving corporation from and after the effective time of the merger.

 Effect of the Offer on the Market for the Hatteras Shares; NYSE Listing; Registration Under the Exchange Act; Margin Regulations

Effect of the Offer on the Market for Hatteras Shares

        If the offer is successful, there will be no market for the Hatteras common stock because the Offeror intends to consummate the merger
promptly following the consummation of the offer.

NYSE Listing

        The Hatteras common stock and the Hatteras Series A preferred stock are currently listed on the NYSE. Immediately following the
consummation of the merger (which is expected to occur promptly following the consummation of the offer), the Hatteras common stock and the
Hatteras Series A preferred stock will no longer meet the requirements for continued listing on the NYSE because the only stockholder of the
surviving corporation will be Annaly. The NYSE requires, among other things, that any listed shares have at least 400 total stockholders.
Immediately following the consummation of the merger, Annaly expects to cause the delisting of the Hatteras common stock and preferred stock
from the NYSE.

Margin Regulations

        The shares of Hatteras common stock are currently "margin securities" under the Regulations of the Board of Governors of the Federal
Reserve System (the "Federal Reserve Board"), which designation has the effect, among other effects, of allowing brokers to extend credit on
the collateral of shares of Hatteras common stock. Depending upon factors similar to those described above regarding the market for Hatteras
common stock and stock listing, it is possible that, following the offer, the shares of Hatteras common stock would no longer constitute "margin
securities" for the purposes of the margin regulations of the Federal Reserve Board and, therefore, could no longer be used as collateral for loans
made by brokers.
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Registration under the Exchange Act

        The Hatteras common stock and preferred stock are currently registered under the Exchange Act. Such registration may be terminated upon
application by Hatteras to the SEC if Hatteras shares are neither listed on a national securities exchange nor held by 300 or more holders of
record. Termination of registration of Hatteras shares under the Exchange Act would substantially reduce the information required to be
furnished by Hatteras to its stockholders and to the SEC and would make certain provisions of the Exchange Act no longer applicable to
Hatteras, such as the short-swing profit recovery provisions of Section 16(b) of the Exchange Act, the requirement of furnishing a proxy
statement pursuant to Section 14(a) of the Exchange Act in connection with meetings of stockholders and the related requirement of furnishing
an annual report to stockholders and the requirements of Rule 13e-3 under the Exchange Act with respect to "going private" transactions.
Furthermore, the ability of "affiliates" of Hatteras and persons holding "restricted securities" of Hatteras to dispose of such securities pursuant to
Rule 144 promulgated under the Securities Act may be impaired. If registration of Hatteras shares under the Exchange Act were terminated,
Hatteras shares would no longer be "margin securities" or be eligible for listing on the NYSE as described above. After consummation of the
offer and the merger, Annaly and the Offeror currently intend to cause Hatteras to terminate the registration of Hatteras shares under the
Exchange Act as soon as the requirements for termination of registration are met.

 Conditions of the Offer

        Notwithstanding any other provisions of the offer and in addition to the Offeror's rights to extend, amend or terminate the offer in
accordance with the terms and conditions of the merger agreement, the Offeror and Annaly are not required to accept for exchange or, subject to
any applicable rules and regulations of the SEC (including Rule 14e-1(c) under the Exchange Act), exchange the common transaction
consideration for any tendered shares of Hatteras common stock, if at any expiration of the offer any of the following conditions have not been
satisfied or waived:

�
Minimum Tender Condition�Hatteras stockholders having validly tendered and not validly withdrawn in accordance with the
terms of the offer and prior to the expiration of the offer a number of shares of Hatteras common stock that, together with
any shares of Hatteras common stock then owned by Annaly and the Offeror, represents at least one share more than
two-thirds of the then-outstanding shares of Hatteras common stock at any expiration of the offer.

�
Effectiveness of Form S-4�The registration statement on Form S-4, of which this document is a part, having become
effective under the Securities Act, and must not be the subject of any stop order or proceeding seeking a stop order, at any
expiration of the offer;

�
No Hatteras Material Adverse Effect�There not having occurred any change, effect, development, circumstance, condition,
state of facts, event or occurrence after the date of the merger agreement that would reasonably be expected to have,
individually or in the aggregate, a material adverse effect on Hatteras (with such term as defined in the merger agreement
and described under "Merger Agreement�Material Adverse Effect");

�
No Annaly Material Adverse Effect�There not having occurred change, effect, development, circumstance, condition, state
of facts, event or occurrence after the date of the merger agreement that would reasonably be expected to have, individually
or in the aggregate, a material adverse effect on Annaly (with such term as defined in the merger agreement and described
under "Merger Agreement�Material Adverse Effect");

�
Accuracy of Hatteras' Representations and Warranties�The representations and warranties of Hatteras contained in the
merger agreement must be true and correct as of the expiration of the offer as though made on and as of the expiration of the
offer (except for representations and
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warranties that by their terms speak specifically as of the date of the merger agreement or another date, in which case as of
such date), except where the failure of such representations and warranties to be true and correct (without giving effect to
any qualification as to materiality or material adverse effect) have not had and would not reasonably be expected to have,
individually or in the aggregate, a material adverse effect on Hatteras (with such term as defined in the merger agreement
and described under "Merger Agreement�Material Adverse Effect"); provided that (1) Hatteras' representations and
warranties related to its organization, qualification and existence, that no dissenters' or appraisal rights will be available to
holders of shares of Hatteras common or preferred stock in the merger, Hatteras' authority to enter into the merger
agreement, that no approval of the merger is required by Hatteras common or preferred stockholders, enforceability of the
merger agreement, undisclosed liabilities, that no material adverse effect on Hatteras (with such term as defined in the
merger agreement and described under "Merger Agreement�Material Adverse Effect") having occurred from December 31,
2015 through April 10, 2016 (the date of the merger agreement), its qualification as a REIT under the Code, state takeover
statutes, its exemption under the Investment Company Act of 1940, as amended (the "Investment Company Act"), and
brokers must be true and correct in all respects, (2) Hatteras' representations and warranties related to its subsidiaries, equity
awards schedule, voting debt or other agreements, and the opinion of its financial advisor must be true and correct in all
material respects, and (3) Hatteras' representations and warranties related to its capitalization must be true and correct in all
respects, except for any de minimis exceptions;

�
Hatteras' Compliance with Covenants�Hatteras must have in all material respects performed or complied with the
obligations, agreements and covenants required to be performed or complied with by it under the merger agreement at or
prior to the expiration of the offer;

�
Accuracy of Annaly's and the Offeror's Representations and Warranties�The representations and warranties of Annaly and
the Offeror contained in the merger agreement must be true and correct as of the expiration of the offer as though made on
and as of the expiration of the offer (except for representations and warranties that by their terms speak specifically as of the
date of the merger agreement or another date, in which case as of such date), except where the failure of such representations
and warranties to be true and correct (without giving effect to any qualification as to materiality or material adverse effect)
have not had and would not reasonably be expected to have, individually or in the aggregate, a material adverse effect on
Annaly (with such term as defined in the merger agreement and described under "Merger Agreement�Material Adverse
Effect"); provided that (1) Annaly's representations and warranties related to existence, authority to enter into the merger
agreement, enforceability of the merger agreement, undisclosed liabilities, that no material adverse effect on Annaly (with
such term as defined in the merger agreement and described under "Merger Agreement�Material Adverse Effect") having
occurred from December 31, 2015 through April 10, 2016 (the date of the merger agreement), its qualification as a REIT
under the Code, and its exemption under the Investment Company Act must be true and correct in all respects, (2) Annaly's
representations and warranties related to the ownership of subsidiary shares, certain outstanding securities and voting
agreements must be true and correct in all material respects, and (3) Annaly's representations related to its capitalization and
voting debt must be true and correct in all respects, except for any di minimis exceptions;

�
Annaly's and Offeror's Compliance with Covenants�Annaly and the Offeror must have in all material respects performed or
complied with the agreements or covenants required to be performed or complied with by them under the merger agreement
on or prior to the expiration of the offer;

76

Edgar Filing: ANNALY CAPITAL MANAGEMENT INC - Form S-4/A

99



Table of Contents

�
Listing of Annaly Common Stock and Annaly Preferred Stock�The shares of Annaly common stock to be issued in the offer
and the merger and the shares of Annaly Series E preferred stock to be issued in the merger having been approved for listing
on the NYSE, subject to official notice of issuance;

�
No Legal Prohibition�No law, order or injunction restraining or enjoining or otherwise prohibiting the consummation of the
offer or the merger must have been enacted, issued, promulgated or granted by a governmental entity of competent
jurisdiction;

�
Management Agreement Termination�The Hatteras management agreement must have been terminated in accordance with
the terms of the amendment to the Hatteras management agreement entered into on April 10, 2016;

�
Regulatory Approvals�The required approvals of certain governmental authorities and Fannie Mae and Ginnie Mae must
have been obtained at or prior to the expiration of the offer and Freddie Mac must not have notified Annaly and Hatteras of
any objection to the change of control that would occur as a result of the completion of the offer;

�
Hatteras Transaction Tax Opinion�Hatteras must have received an opinion of DLA Piper LLP (US), counsel to Hatteras, in
form and substance reasonably satisfactory to Hatteras, dated as of the date of the expiration of the offer, to the effect that,
based on facts, representations and assumptions described or referred to in such opinion, the offer and the merger, taken
together, will qualify as a "reorganization" within the meaning of Section 368(a) of the Code;

�
REIT Tax Opinion with Respect to Annaly�Hatteras shall have received a written opinion of K&L Gates LLP, tax counsel to
Annaly, in form and substance reasonably satisfactory to Hatteras, dated as of the date of the expiration of the offer, to the
effect that, based on facts, representations and assumptions described or referred to in such opinion, at all times since the
taxable year ended December 31, 1997 and through the date of the expiration of the offer, Annaly has been organized and
operated in conformity with the requirements for qualification as a REIT under the Code, and the proposed method of
operation of Annaly will enable Annaly to continue to meet the requirements for qualification as a REIT under the Code;

�
Annaly Transaction Tax Opinion�Annaly must have received an opinion of Wachtell, Lipton, Rosen & Katz, counsel to
Annaly, in form and substance reasonably satisfactory to Annaly, dated as of the date of the expiration of the offer, to the
effect that, based on facts, representations and assumptions described or referred to in such opinion, the offer and the merger,
taken together, will qualify as a "reorganization" within the meaning of Section 368(a) of the Code;

�
REIT Tax Opinion with Respect to Hatteras�Annaly shall have received a written opinion of Hunton & Williams LLP, tax
counsel to Hatteras, in form and substance reasonably satisfactory to Hatteras, dated as of the date of the expiration of the
offer, to the effect that, based on facts, representations and assumptions described or referred to in such opinion, at all times
since the taxable year ended December 31, 2007 and through the date of the expiration of the offer, Hatteras has been
organized and operated in conformity with the requirements for qualification as a REIT under the Code;

�
Officer's Certificate�Annaly must have received from Hatteras, a certificate dated as of the expiration date of the offer and
signed by Hatteras' Chief Executive Officer or Chief Financial Officer certifying as to the satisfaction of the conditions
related to the accuracy of Hatteras'
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representations and warranties, Hatteras' compliance with covenants and the absence of a Hatteras material adverse effect;
and

�
No Termination of the Merger Agreement�the merger agreement will not have been terminated in accordance with its terms.

        The foregoing conditions are in addition to, and not a limitation of, the rights of Annaly and the Offeror to extend, terminate or modify the
offer in accordance with the terms and conditions of the merger agreement. The conditions to the offer are for the sole benefit of Annaly and the
Offeror and may be asserted by Annaly or the Offeror regardless of the circumstances giving rise to any such condition (other than as a result of
any action or inaction by Annaly or the Offeror that is completely within the control of Annaly or the Offeror), or may be waived by Annaly or
the Offeror, by express and specific action to that effect, in whole or in part, at any time and from time to time, in each case. However, certain
specified conditions may only be waived by Annaly or the Offeror with the express written consent of Hatteras. These conditions include the
minimum tender condition, the effectiveness of the registration statement on Form S-4 of which this document is a part, the absence of an
Annaly material adverse effect, the accuracy of Annaly's and the Offeror's representations and warranties, Annaly's and Offeror's compliance
with covenants, the shares of Annaly common and preferred stock to be issued in the offer and the merger having been approved for listing on
the NYSE, lack of legal prohibitions, the receipt of an opinion by Hatteras from its legal counsel to the effect that the offer and the merger, taken
together, will qualify as a "reorganization" within the meaning of Section 368(a) of the Code, and the receipt of a written opinion by Hatteras
from Annaly's tax counsel, dated as of the date of the expiration of the offer, to the effect that at all times since the year of inception of Annaly
through the date of the expiration of the offer, Annaly has been organized and operated in conformity with the requirements for qualification as a
REIT under the Code and that the proposed method of operation of Annaly will enable Annaly to continue to meet the requirements for
qualification as a REIT under the Code. Pursuant to the merger agreement, Hatteras has the right to require that Annaly and the Offeror waive
the conditions relating to the absence of an Annaly material adverse effect, the accuracy of Annaly's and the Offeror's representations and
warranties, Annaly's and Offeror's compliance with covenants, the receipt of an opinion by Hatteras from its legal counsel to the effect that the
offer and the merger, taken together, will qualify as a "reorganization" within the meaning of Section 368(a) of the Code, and the receipt of a
written opinion by Hatteras from Annaly's tax counsel, dated as of the date of the expiration of the offer, to the effect that at all times since the
year of inception of Annaly through the date of the expiration of the offer, Annaly has been organized and operated in conformity with the
requirements for qualification as a REIT under the Code and that the proposed method of operation of Annaly will enable Annaly to continue to
meet the requirements for qualification as a REIT under the Code. There is no financing condition to the offer.

 Certain Legal Matters; Regulatory Approvals

Regulatory Approvals

        Annaly and Hatteras conduct operations in a number of jurisdictions where regulatory filings or approvals may be required or advisable in
connection with the completion of the offer and the merger. In particular, Annaly's acquisition of Hatteras' mortgage conduit and mortgage
servicing platforms as a result of the offer and merger will require approval from Fannie Mae and Ginnie Mae, as well as approval of licensing
regulators in approximately 12 states. In addition, Annaly and Hatteras have provided notice to Freddie Mac, and Freddie Mac must not object to
the change of control that would occur as a result of the completion of the offer. It is a condition to the closing of the offer that these regulatory
approvals are obtained, which condition may be waived by Annaly in its sole discretion. The merger agreement provides that the parties must
use their reasonable best efforts to obtain the approvals that are necessary, proper or advisable to consummate the offer and the merger. Annaly
and Hatteras have submitted applications or made notice filings, as applicable, for these approvals. As of
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July 1, 2016, Annaly and Hatteras have received regulatory approvals from Fannie Mae, Ginnie Mae and all of the state licensing regulators. As
a result, all regulatory approvals required to complete the offer and the merger have been obtained.

        Although we do not expect regulatory authorities to raise any significant objections in connection with their review of the offer and merger,
we cannot assure you that we will obtain all required regulatory approvals or that these regulatory approvals will not contain terms, conditions or
restrictions that would be detrimental to the combined company after the completion of the offer and the merger.

        Annaly has been advised that the offer and the merger are exempt from the pre-notification and waiting period requirements of the HSR
Act. Therefore, we are not attempting to comply with those requirements. The fact that a transaction is exempt from the requirements of the HSR
Act does not preclude the Department of Justice or the Federal Trade Commission from seeking to prevent the transaction on the ground that it
violates the United States antitrust laws. However, we have no reason to believe that the offer or the merger will be viewed as violating the
antitrust laws.

Litigation

        Subsequent to the public announcement of the proposed acquisition of Hatteras by Annaly, four civil actions (the "Actions") were filed
challenging the proposed transaction and/or the disclosures made in connection therewith. On or about June 30, 2016, the parties to the Actions
entered into a Memorandum of Understanding (the "MOU") providing for the settlement of the Actions. Hatteras and the other named
defendants have vigorously denied, and continue vigorously to deny, that they have committed or aided and abetted in the commission of any
violation of law or engaged in any of the wrongful acts that were or could have been alleged in the Actions, and expressly maintain that, to the
extent applicable, they diligently and scrupulously complied with their fiduciary duties, obligations under the Securities Exchange Act of 1934
and other legal duties. While Hatteras and the other named defendants in the Actions believe that no supplemental disclosure is required under
applicable law, in order to (i) avoid the burden, inconvenience, expense and distraction of further litigation in connection with the Actions,
(ii) finally put to rest and terminate all of the claims that were or could have been asserted against the defendants in the Actions and (iii) permit
the proposed transaction to proceed without risk of an injunction being entered or damages being awarded, Hatteras has agreed, without
admitting any liability or wrongdoing, pursuant to the terms of the MOU, to make certain supplemental disclosures related to the proposed
transaction, all of which are set forth below. The settlement will not affect the amount of consideration to be paid in the proposed transaction.
The MOU and this filing should not be deemed an admission of the legal necessity or materiality of any of the disclosures set forth below.

        The MOU contemplates that the parties will enter into a stipulation of settlement. The stipulation of settlement will be subject to customary
conditions, including approval by the United States District Court for the Middle District of North Carolina (the "Court") following notice to
Hatteras's stockholders. In the event that the parties enter into a stipulation of settlement, a hearing will be scheduled at which the Court will
consider the fairness, reasonableness and adequacy of the settlement. If the settlement is finally approved by the Court, it will resolve and release
all claims by stockholders of Hatteras challenging any aspect of the proposed transaction or any disclosures made in connection therewith,
pursuant to terms that will be set forth in the notice sent to Hatteras's stockholders prior to final approval of the settlement. In addition, in
connection with the settlement, the parties contemplate that plaintiffs' counsel will file a petition in the Court for an award of attorneys' fees and
expenses to be paid by Hatteras or its successor. The settlement is contingent upon, among other things, the acquisition of Hatteras by Annaly
becoming effective under Maryland law. There can be no assurance that the Court will approve the settlement. In the event that the settlement is
not approved or that the conditions are not satisfied, the settlement may be terminated.
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 Interests of Certain Persons in the Offer and the Merger

        Hatteras' directors and executive officers may have interests in the offer, the merger, and the other transactions contemplated by the merger
agreement that are different from, or in addition to, the interests of the Hatteras stockholders generally. These interests may create actual or
potential conflicts of interest. The Hatteras board of directors was aware of these interests during its deliberations and considered them, among
other matters, in approving the merger agreement and the transactions contemplated by the merger agreement, as more fully discussed below in
"The Offer�Hatteras' Reasons for the Offer and the Merger; Recommendation of the Hatteras Board of Directors." Since Hatteras' named
executive officers are its only executive officers, the disclosure set forth below relates to Hatteras' directors and named executive officers. Two
of Hatteras' named executive officers, Michael R. Hough and Benjamin M. Hough, are also directors.

Consideration for Hatteras Restricted Stock Awards in the Merger

        As of May 4, 2016, Hatteras' directors and executive officers held outstanding Hatteras restricted stock awards under the Hatteras equity
incentive plans covering a total of 678,806 shares of Hatteras common stock. Pursuant to, and as further described in, the merger agreement, at
the effective time of the merger, each Hatteras restricted stock award held by a Hatteras non-executive director that is outstanding and unvested
immediately prior to the effective time of the merger will automatically be cancelled, with the holder of such restricted stock award becoming
entitled to receive the mixed consideration in respect of each share of Hatteras common stock subject to the restricted stock award immediately
prior to the effective time. Hatteras non-executive directors who otherwise would be entitled to receive a fractional share of Annaly common
stock in respect of their restricted stock awards will instead receive an amount in cash (without interest) equal to the amount of such fraction
multiplied by the volume weighted average closing sale price per share of Annaly common stock as reported on the NYSE for the 10
consecutive trading days ending on and including the trading day prior to the acceptance time.

        At the effective time of the merger, each restricted stock award held by Hatteras executive officers Michael R. Hough, Benjamin M. Hough,
Kenneth A. Steele and Frederick J. Boos, II that is outstanding and unvested immediately prior to the effective time of the merger will be
assumed and converted automatically into a restricted stock award with respect to the number of shares of Annaly common stock equal to the
product obtained by multiplying the total number of shares of Hatteras common stock subject to such restricted stock award immediately prior to
the effective time of the merger by 1.5226, with any fractional shares rounded to the nearest whole share. Each such assumed restricted stock
award will vest in accordance with the terms of the consulting agreement between the holder of such restricted stock award and Annaly entered
into on the date of the merger agreement, and will otherwise have the same terms and conditions as such restricted stock award had immediately
prior to the effective time of the merger.

        The estimated aggregate value, based on a price per share of Hatteras common stock of $15.87, which is the average closing price per share
of Hatteras common stock on the NYSE over the first five business days following the first public announcement of the merger on April 11,
2016, of (i) the unvested restricted stock awards held by the Hatteras executive officers as of May 4, 2016 is $9,798,186, and (ii) the unvested
restricted stock awards held by the Hatteras non-employee directors as of May 4, 2016 is $974,466.

Consulting Agreements

        Concurrently with the execution of the merger agreement, Annaly entered into consulting agreements with each of Michael R. Hough, the
Chief Executive Officer of Hatteras and the Hatteras external manager, Benjamin M. Hough, the President and Chief Operating Officer of
Hatteras and the
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Hatteras external manager, Kenneth A. Steele, Chief Financial Officer, Secretary and Treasurer of Hatteras and the Hatteras external manager,
and Frederick J. Boos, II, Executive Vice President and Chief Investment Officer of Hatteras and the Hatteras external manager, providing for
monthly consulting fees in the amount of $250,000, $234,000, $105,500, and $73,500, respectively, in consideration for consulting services to
be rendered to Annaly during a consulting period ending 30 months following the date of the closing of the transactions contemplated by the
merger agreement (or such earlier termination date as is permitted under the terms of the agreements). During the consulting period, each
consultant will be available to render services for at least 20 hours per week. Pursuant to their respective consulting agreements, each of
Michael R. Hough, Benjamin M. Hough, Kenneth A. Steele and Frederick J. Boos, II agreed not to own, manage, control, be employed by or
consult with a publicly-traded mortgage REIT during such consulting period, subject to specified exceptions. The consulting agreements are
conditioned on, and will be effective upon, the closing of the transactions contemplated by the merger agreement.

Hatteras Management Agreement

        In connection with the execution of the merger agreement, Hatteras and the Hatteras external manager entered into an amendment to the
Hatteras management agreement, to which Annaly is a third-party beneficiary, which provides that as of and subject to the acceptance time, the
Hatteras management agreement will terminate, and that Hatteras will pay the Hatteras external manager a termination fee of $45,411,000 prior
to, and conditioned on, such termination. The Hatteras executive officers also serve as executive officers of the Hatteras external manager and
own all of the equity interest in the Hatteras external manager. For more information, see "�Management Agreement Termination" below.

Hatteras Special Committee Fees

        Each member of the Hatteras special committee earns cash committee fees in connection with their service on the Hatteras special
committee. Each member of the Hatteras special committee receives $2,500 per telephonic meeting and $5,000 per in-person meeting. In
addition, the chairman of the Hatteras special committee was paid an additional fee of $10,000.

Indemnification of Directors and Officers

        The merger agreement provides that Annaly will cause the ultimate surviving company of the merger to indemnify and hold harmless, to
the fullest extent permitted under applicable law and provided pursuant to organizational documents of Hatteras or its subsidiaries, or any
indemnification agreements in existence as of the time of the merger agreement that were provided to Annaly (including the Hatteras
management agreement), each current and former director, officer and agent of Hatteras and its subsidiaries against costs and expenses in
connection with claims asserted or claimed prior to, at or after the effective time of the merger, in respect of acts or omissions occurring or
alleged to have occurred at or prior to the effective time of the merger, based on or arising out of the fact that such person is or was serving as an
officer, director, employee or agent of Hatteras or its subsidiaries or any other entity if such service was at the request or for the benefit of
Hatteras or any of its subsidiaries. In addition, for a period of six years following the effective time of the merger, Annaly and Offeror are
required to maintain in effect the provisions in any organizational documents of Hatteras and its subsidiaries and contracts (including the
Hatteras management agreement) of Hatteras and its subsidiaries regarding elimination of liability, indemnification, and advancement of
expenses in favor of the current and former directors, officers, and agents of Hatteras and its subsidiaries that are in existence as of the time of
the merger agreement and were provided to Annaly prior to the date of the merger agreement, except to the extent that any such contract
provides for an earlier termination. For a more complete description of the indemnification of the officers and

81

Edgar Filing: ANNALY CAPITAL MANAGEMENT INC - Form S-4/A

104



Table of Contents

directors of Hatteras and its subsidiaries, see "The Merger Agreement�Directors' and Officers' Indemnification."

 Certain Relationships With Hatteras

        As of the date of this document, Annaly does not own any shares of Hatteras common stock. Neither Annaly nor the Offeror have effected
any transaction in securities of Hatteras in the past 60 days. To the best of Annaly's and the Offeror's knowledge, after reasonable inquiry, none
of the persons listed on Annex C hereto, nor any of their respective associates or majority-owned subsidiaries, beneficially owns or has the right
to acquire any securities of Hatteras or has effected any transaction in securities of Hatteras during the past 60 days.

 Management Agreement Termination

        In connection with the execution of the merger agreement, Hatteras and the Hatteras external manager entered into an amendment to the
Hatteras management agreement, to which Annaly is a third-party beneficiary, which provides that as of and subject to the acceptance time, the
Hatteras management agreement will terminate, and that Hatteras will pay the Hatteras external manager a termination fee of $45,411,000 prior
to, and conditioned on, such termination. The amendment provides that in addition to the termination fee, Hatteras will pay the Hatteras external
manager for management fees that accrue up to the acceptance time, including for the prorated portion of the month in which the acceptance
time occurs. Hatteras will reimburse the Hatteras external manager for expenses it incurs prior to the acceptance time in the ordinary course of
business and consistent with past practice to the extent reimbursable pursuant to the Hatteras management agreement. Such expense
reimbursement has an aggregate cap of $1.2 million for each calendar quarter beginning April 1, 2016.

        The amendment to the Hatteras management agreement also provides that the Hatteras external manager may not take any action, directly
or indirectly, that is inconsistent with, or that if taken by Hatteras would be in breach of, Hatteras' non-solicitation obligations under the merger
agreement. However, to the extent that Hatteras is permitted to, and in fact does, engage in discussions or negotiations regarding an acquisition
proposal in accordance with the merger agreement, the Hatteras external manager may assist Hatteras in such discussions or negotiations. The
Hatteras external manager further agreed that, other than those actions that Hatteras is permitted to take under the merger agreement or as
required by law, it will not intentionally take any action that would reasonably be expected to cause any of the conditions to the offer or the
merger to fail to be satisfied.

        The amendment to the Hatteras management agreement also provides that the Hatteras external manager will not take any action with
respect to its employees or agents whose compensation is reimbursed by Hatteras, that if taken by Hatteras with respect to its own employees,
would be in violation of Hatteras' covenants under the merger agreement with respect to compensation, granting or vesting of equity awards,
employee benefit plans, employment or severance arrangements, termination of employees or funding for rabbi trusts or similar arrangements.
The Hatteras external manager agreed to comply with its obligations under the merger agreement with respect to retention payments for certain
of the Hatteras external manager's employees.

        Except for those rights that pursuant to the express terms of the amendment to the Hatteras management agreement survive the termination,
including the payment of certain accrued management fees and expenses, the amendment to the Hatteras management agreement provides that
the Hatteras external manager and its affiliates fully and unconditionally release any claims or liabilities whatsoever that they may have against
Hatteras and its subsidiaries and Annaly and its subsidiaries and affiliates arising under, or pursuant to, the Hatteras management agreement.
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 Source and Amount of Funds

        The offer and the merger are not conditioned upon any financing arrangements or contingencies.

        Annaly estimates the aggregate amount of cash consideration required to purchase the outstanding shares of Hatteras common stock and
consummate the merger will be approximately $521 million, plus related fees and expenses. Annaly anticipates that the funds needed to
complete the transactions will be derived from available cash on hand. Neither Annaly nor the Offeror have any specific alternative financing
arrangements or alternative financing plans in connection with the Offer or the Merger.

 Fees and Expenses

        Annaly has retained Innisfree M&A Incorporated as information agent in connection with the offer and the merger. The information agent
may contact holders of shares by mail, email, telephone, facsimile and personal interview and may request brokers, dealers and other nominee
stockholders to forward material relating to the offer and the merger to beneficial owners of shares. Annaly will pay the information agent
reasonable and customary compensation for these services in addition to reimbursing the information agent for its reasonable out-of-pocket
expenses. Annaly agreed to indemnify the information agent against certain liabilities and expenses in connection with the offer, including
certain liabilities under the U.S. federal securities laws.

        In addition, Annaly has retained Computershare as exchange agent in connection with the offer and the merger. Annaly will pay the
exchange agent reasonable and customary compensation for its services in connection with the offer and the merger, will reimburse the
exchange agent for its reasonable out-of-pocket expenses and will indemnify the exchange agent against certain liabilities and expenses,
including certain liabilities under the U.S. federal securities laws.

        Annaly will reimburse brokers, dealers, commercial banks and trust companies and other nominees, upon request, for customary clerical
and mailing expenses incurred by them in forwarding offering materials to their customers. Except as set forth above, neither Annaly nor the
Offeror will pay any fees or commissions to any broker, dealer or other person for soliciting tenders of shares pursuant to the offer.

 Accounting Treatment

        In accordance with accounting principles generally accepted in the United States, Annaly will account for the acquisition of shares through
the offer and the merger under the acquisition method of accounting for business combinations.

 Stock Exchange Listing

        Shares of Annaly common stock and preferred stock are listed on the NYSE. Annaly intends to submit a supplemental listing application to
list on the NYSE the shares of Annaly common stock and Annaly Series E preferred stock that Annaly will issue in the offer and the merger.
Such listing is a condition to completion of the offer.

 Resale of Annaly Common Stock

        All shares of Annaly common stock and/or Annaly Series E preferred stock (as applicable) received by Hatteras stockholders as
consideration in the offer and/or the merger will be freely tradable for purposes of the Securities Act, except for Annaly common stock and/or
preferred stock received by any person who is deemed an "affiliate" of Annaly at the time of the closing of the merger. Annaly common stock
and/or preferred stock held by an affiliate of Annaly may be resold or otherwise transferred without registration in compliance with the volume
limitations, manner of sale requirements, notice requirements and other requirements under Rule 144 or as otherwise permitted
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under the Securities Act. This document does not cover resales of Annaly common stock and/or preferred stock received upon completion of the
merger by any person, and no person is authorized to make any use of this document in connection with any resale.

 Exchange Agent Contact Information

        The contact information for the exchange agent for the offer and the merger is:

By First Class, Registered or Certified Mail: By Express or Overnight Delivery:
Computershare Trust Company, N.A. Computershare Trust Company, N.A.
c/o Voluntary Corporate Actions c/o Voluntary Corporate Actions
PO Box 43011 250 Royall Street, Suite V
Providence, RI 02940-3011 Canton, MA 02021
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 MERGER AGREEMENT

The following summary describes certain material provisions of the merger agreement entered into by Annaly, the Offeror, and Hatteras, a
copy of which is attached hereto as Annex A. This summary may not contain all of the information about the merger agreement that is important
to Hatteras common stockholders, and Hatteras common stockholders are encouraged to read the merger agreement carefully in its entirety.
The legal rights and obligations of the parties are governed by the specific language of the merger agreement and not this summary.

 The Offer

        Pursuant to the terms of the merger agreement, the Offeror is offering to exchange for each outstanding share of Hatteras common stock
validly tendered and not validly withdrawn in the offer:

�
$5.55 in cash; and

�
0.9894 shares of Annaly common stock.

We refer to the above as the "mixed consideration."

        In lieu of receiving the mixed consideration, holders of shares of Hatteras common stock may elect to receive, for each share of Hatteras
common stock that they hold, (1) $15.85 in cash (we refer to this election as the "all-cash election" and this amount as the "all-cash
consideration") or (2) 1.5226 shares of Annaly common stock (we refer to this election as the "all-stock election" and this amount as the
"all-stock consideration"). The mixed consideration, the all-cash consideration and the all-stock consideration (as applicable) will be paid
without interest and less any applicable withholding taxes.

        See "The Offer�Elections and Proration" for a detailed description of the proration procedures applicable to the offer.

        The Offeror's obligation to accept for exchange and to exchange shares of Hatteras common stock validly tendered and not validly
withdrawn in the offer is subject to the satisfaction or waiver by the Offeror of certain conditions, including the valid tender of at least one share
more than two-thirds of the shares of Hatteras common stock outstanding as of the expiration of the offer, including any shares of Hatteras
common stock then owned by Annaly and the Offeror (the "minimum tender condition"), as more fully described under "The Offer�Conditions of
the Offer."

        Under the merger agreement, unless Hatteras consents otherwise or the merger agreement is otherwise terminated, the Offeror must extend
the offer:

�
for any period required by law, or by any rule, regulation, interpretation or position of the SEC, the SEC's staff or NYSE
applicable to the offer or merger, or to the extent necessary to resolve any comments of the SEC or its staff applicable to the
offer, the Schedule TO, the registration statement of which this document is a part, or any other related document;

�
for one or more successive periods of up to 10 business days each (or such longer period as may be agreed by Hatteras) if
any of the conditions to the offer (other than the minimum tender condition) have not been satisfied or validly waived as of
any then-scheduled expiration of the offer in order to permit satisfaction of such condition or conditions; and

�
for up to two successive periods of up to 10 business days each if each condition to the offer (other than the minimum tender
condition) has been satisfied or validly waived and the minimum tender condition has not been satisfied as of any
then-scheduled expiration of the offer, and Hatteras requests that the Offeror so extend the offer.

        No extension will impair, limit or otherwise restrict the right of the parties to terminate the merger agreement pursuant to its terms.
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        The merger agreement may be terminated by either Annaly or Hatteras if the acceptance time has not occurred by 11:59 p.m., Eastern
Time, on January 10, 2017, which is referred to as the "outside date" (as described below under "�Termination"). The Offeror will not be required
to extend the offer beyond the outside date.

        The "acceptance time" for purposes of the merger agreement is the time that the Offeror accepts for payment all shares of Hatteras common
stock that are validly tendered and not validly withdrawn in the offer.

        For a more complete description of the offer, see "The Offer."

 The Merger

        The merger agreement provides that, promptly following the acceptance time, the parties will effect the merger of Hatteras with and into
the Offeror, with the Offeror continuing as the surviving corporation in the merger, under the name "Hatteras Financial Corp." After the merger,
the surviving corporation will be a wholly owned subsidiary of Annaly, and the former Hatteras stockholders will not have any direct equity
ownership interest in the surviving corporation.

 Completion and Effectiveness of the Merger

        Under the merger agreement, the closing of the merger must occur as promptly as practicable after the acceptance time, and in any case no
later than the third business day after satisfaction or permitted waiver of the conditions to closing of the merger, unless Annaly or Hatteras
agrees otherwise in writing (see "�Conditions to the Merger"). The merger will become effective at the time the articles of merger are accepted
for record by the State Department of Assessments and Taxation of Maryland unless a later date (not to exceed 30 days after the acceptance for
record of the articles of merger) is specified therein.

 Merger Consideration for Common Stock

General

        In the merger, Hatteras common stockholders will have the opportunity to elect to receive the mixed consideration, the all-cash
consideration or the all-stock consideration, subject to proration of the all-cash consideration or the all-stock consideration, in each case without
interest and less any applicable withholding taxes (such consideration, the "common transaction consideration").

Election Procedures

        Each Hatteras common stockholder as of immediately prior to the consummation of the merger will be entitled to elect to receive the mixed
consideration, the all-cash consideration or the all-stock consideration. The election will be made on a form of election and transmittal that will
be mailed promptly after the effective time of the merger to record holders of shares of Hatteras common stock and to brokers, dealers,
commercial banks, trust companies and similar persons who names, or the names of whose nominees, appear on Hatteras' stockholder list or, if
applicable, who are listed as participants in a clearing agency's security position listing, so that they can complete the forms of election and
transmittal on behalf of beneficial owners of shares of Hatteras common stock. To make such election, Hatteras common stockholders must
submit an effective, properly completed form of election and transmittal to the exchange agent before 5:00 p.m. Eastern Time, on the
20th calendar day following the date on which the forms of election are mailed (the "merger election deadline"). Holders of record of shares of
Hatteras common stock who hold such shares as nominees, trustees or in other representative capacities may submit multiple forms of election
on behalf of their respective beneficial holders.
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        Any form of election and transmittal may be revoked or changed by the person who submitted such form of election by written notice
received by the exchange agent prior to the merger election deadline. If a form of election and transmittal is revoked prior to the merger election
deadline, the shares of Hatteras common stock represented by such form of election and transmittal will be deemed to have elected to receive the
mixed consideration, unless a subsequent form of election and transmittal is properly submitted prior to the merger election deadline.

        The exchange agent will have reasonable discretion to determine whether any election, revocation or change has been properly or timely
made and to disregard immaterial defects in any form of election and transmittal, and any good-faith decisions of the exchange agent regarding
such matters will be binding and conclusive. The exchange agent will have no obligation to notify any person of a defect in such person's form
of election.

Consequences of Failing to Make an Election in the Merger

        Hatteras common stockholders with shares to be converted into the common transaction consideration in the merger who do not make an
election will be deemed to have elected to receive the mixed consideration.

Proration

        Hatteras common stockholders electing the mixed consideration will not be subject to proration; however, holders electing the all-cash
consideration or the all-stock consideration may receive a different form of consideration than selected. Hatteras common stockholders who
make the all-cash election or the all-stock election will be subject to proration so that approximately 35.0% of the aggregate consideration in the
merger will be paid in cash and approximately 65.0% of the aggregate consideration in the merger will be paid in shares of Annaly common
stock.

        The number of shares of Hatteras common stock eligible to receive the all-cash consideration in the merger will be equal to 35.0%
multiplied by the sum of the total number of shares making an all-cash election in the merger and the total number of shares making an all-stock
election in the merger (such product is referred to as the "maximum all-cash shares in merger").

        The number of shares of Hatteras common stock eligible to receive the all-stock consideration in the merger will be equal to 65.0%
multiplied by the sum of the total number of shares making an all-cash election in the merger and the total number of shares making an all-stock
election in the merger (such product is referred to as the "maximum all-stock shares in merger").

Over-Election of Cash

        If the aggregate number of shares attributable to holders of Hatteras common stock making an all-cash election in the merger is greater than
the maximum all-cash shares in merger, such shares will be subject to proration. To determine the amount of proration, a "merger cash proration
factor" will apply. The "merger cash proration factor" will be equal to:

�
the maximum all-cash shares in merger
divided by

�
the aggregate number of shares of Hatteras common stock for which an all-cash election in the merger has been made.

        Proration will be calculated so that for each Hatteras common stockholder making an all-cash election, the number of shares of Hatteras
common stock entitled to the all-cash consideration will be equal to the number of shares of Hatteras common stock for which such stockholder
has made an all-cash election, multiplied by the merger cash proration factor (as calculated above), rounded down to
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the nearest share. The shares of Hatteras common stock that do not receive the all-cash consideration as a result of such proration will instead
receive the all-stock consideration.

        If following proration a Hatteras common stockholder would be entitled to receive a fractional share of Annaly common stock, such
stockholder will instead receive an amount in cash (without interest) equal to the amount of such fraction multiplied by the volume weighted
average closing sale price per share of Annaly common stock as reported on the NYSE for the 10 consecutive trading days ending on and
including the trading day prior to the acceptance time.

Over-Election of Cash Example

For purposes of this example, assume the following:

�
there are 20,000,000 outstanding shares of Hatteras common stock;

�
Hatteras stockholders make a mixed election with respect to 10,000,000 (or 50%) shares of Hatteras common stock;

�
Hatteras stockholders make the all-cash election with respect to 6,000,000 (or 30%) shares of Hatteras common stock;

�
Hatteras stockholders make the all-stock election with respect to 4,000,000 (or 20%) shares of Hatteras common stock; and

�
The 10-day volume weighted average closing sale price per share of Annaly common stock as reported on the NYSE for the
10 consecutive trading days ending on and including the trading day prior to the acceptance time is $10.41 per share.

        In this example, without proration, there would be an over-election of cash because the number of shares of Hatteras common stock making
the all-cash election is 6,000,000, which is greater than 3,500,000, which is the maximum all-cash shares in merger (calculated as follows:
0.35 × (6,000,000 + 4,000,000)). To adjust for the over-election, the number of shares of Hatteras common stock making the all-cash election
will be multiplied by the merger cash proration factor of 0.5833, with the resulting number of shares rounded down to the nearest share. The
merger cash proration factor is calculated by dividing 3,500,000 (which is the maximum all-cash shares in merger) by 6,000,000 (which is the
aggregate number of shares of Hatteras common stock making an all-cash election in the merger).

        In this example, a Hatteras stockholder who makes an all-cash election for 100 shares of Hatteras common stock would be entitled to
receive the all-cash consideration for 58 of those shares (calculated as follows: 100 shares × 0.5833 merger cash proration factor, rounded down
to the nearest share), and the all-stock consideration for the remaining 42 of those shares. This equates to $919.30 in cash (calculated as follows:
58 shares × $15.85 all-cash consideration per share) plus 63.9492 shares of Annaly common stock (calculated as follows: 42 shares × 1.5226
shares of Annaly common stock, the all-stock consideration per share). Because fractional shares of Annaly common stock will be converted to
cash, the number of actual shares of Annaly common stock such holder would be entitled to receive would be 63, with the additional 0.9492
shares of Annaly common stock converted into $9.88 in cash (calculated as follows: 0.9492 × $10.41).

        See "Risk Factors�Risk Factors Relating to the Offer and the Merger�Hatteras common stockholders may not receive all consideration in the
form elected."

Over-Election of Stock

        If the aggregate number of shares attributable to holders of Hatteras common stock making an all-stock election in the merger is greater
than the maximum all-stock shares in merger, such shares will
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be subject to proration. To determine the amount of proration, a "merger stock proration factor" will apply. The "merger stock proration factor"
will be equal to:

�
the maximum all-stock shares in merger

divided by

�
the aggregate number of shares of Hatteras common stock for which an all-stock election in the merger has been made.

        Proration will be calculated so that for each Hatteras common stockholder making an all-stock election, the number of shares of Hatteras
common stock entitled to the all-stock consideration will be equal to the number of shares of Hatteras common stock for which such stockholder
has made an all-stock election, multiplied by the merger stock proration factor (as calculated above), rounded down to the nearest share. The
shares of Hatteras common stock that do not receive the all-stock consideration as a result of proration will instead receive the all-cash
consideration.

        If following proration a Hatteras common stockholder would be entitled to receive a fractional share of Annaly common stock, such
stockholder will instead receive an amount in cash (without interest) equal to the amount of such fraction multiplied by the volume weighted
average closing sale price per share of Annaly common stock as reported on the NYSE for the 10 consecutive trading days ending on and
including the trading day prior to the acceptance time.

Over-Election of Stock Example

For purposes of this example, assume the following:

�
there are 20,000,000 outstanding shares of Hatteras common stock;

�
Hatteras stockholders make the mixed election with respect to 4,000,000 (or 20%) shares of Hatteras common stock;

�
Hatteras stockholders make the all-cash election with respect to 2,000,000 (or 10%) shares of Hatteras common stock;

�
Hatteras stockholders make the all-stock election with respect to 14,000,000 (or 70%) shares of Hatteras common stock; and

�
The 10-day volume weighted average closing sale price per share of Annaly common stock as reported on the NYSE for the
10 consecutive trading days ending on and including the trading day prior to the acceptance time is $10.41 per share.

        In this example, without proration, there would be an over-election of stock because the number of shares of Hatteras common stock
making the all-stock election is 14,000,000, which is greater than 10,400,000, which is the maximum all-stock shares in merger (calculated as
follows: 0.65 × (2,000,000 + 14,000,000)). To adjust for the over-election, the number of shares of Hatteras common stock making the all-stock
election will be multiplied by the merger stock proration factor of 0.7429, with the resulting number of shares rounded down to the nearest share.
The merger stock proration factor is calculated by dividing 10,400,000 (which is the maximum all-stock shares in merger) by 14,000,000 (which
is the aggregate number of shares of Hatteras common stock making an all-stock election in the merger).

        In this example, a Hatteras stockholder who makes an all-stock election for 100 shares of Hatteras common stock would be entitled to
receive the all-stock consideration for 74 of those shares (calculated as follows: 100 shares × 0.7429 merger stock proration factor, rounded
down to the nearest share), and the all-cash consideration for the remaining 26 of those shares. This equates to $412.10 in cash (calculated as
follows: 26 shares × $15.85 all-cash consideration per share) plus 112.6724 shares of
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Annaly common stock (calculated as follows: 74 shares × 1.5226 shares of Annaly common stock, the all-stock consideration per share).
Because fractional shares of Annaly common stock will be converted to cash, the number of actual shares of Annaly common stock such holder
would be entitled to receive would be 112, with the additional 0.6724 shares covered into $7.00 in cash (calculated as follows: 0.6724 × $10.41).

        See "Risk Factors�Hatteras common stockholders may not receive all consideration in the form elected."

 No Rights of Objecting Stockholders

        Pursuant to Hatteras' charter, Hatteras stockholders will not be entitled to rights of objecting stockholders as a result of the offer or merger.

 Treatment of Shares of Hatteras Preferred Stock

        The merger agreement provides that each issued and outstanding share of Hatteras Series A preferred stock issued and outstanding as of
immediately prior to the effective time of the merger, will be automatically converted into the right to receive one newly issued share of Annaly
Series E preferred stock, which will have rights, privileges and voting powers substantially the same as those of the Hatteras Series A preferred
stock.

 Exchange of Hatteras Stock Certificates or Book-Entry Shares for the Merger Consideration

        Annaly has retained Computershare as the depositary and exchange agent for the offer and the merger to handle the exchange of shares of
Hatteras common stock for the common transaction consideration, and to handle the exchange of shares of Hatteras Series A preferred stock for
the shares of Annaly Series E preferred stock, as applicable.

        To effect the exchange of shares of Hatteras common stock, promptly after the effective time of the merger, Annaly will cause the exchange
agent to mail to each record holder of shares of Hatteras common stock a form of election and letter of transmittal and instructions for
surrendering the book-entry shares and/or the stock certificates that formerly represented shares for the common transaction consideration. See
"�Merger Consideration for Common Stock�Election Procedures." After surrender to the exchange agent of book-entry shares and/or certificates
that formerly represented shares of Hatteras common stock for cancellation, together with an executed form of election and transmittal, the
record holder of the surrendered book-entry shares and/or certificates will be entitled to receive the applicable common transaction
consideration. To effect the exchange of shares of Hatteras Series A preferred stock, promptly after the effective time of the merger, the
exchange agent will mail to each record holder of Hatteras Series A preferred stock a form of letter of transmittal and instructions for
surrendering the book-entry shares and/or stock certificates that formerly represented shares for the shares of Annaly Series E preferred stock.
After surrender to the exchange agent of book-entry shares and/or certificates that formerly represented Hatteras Series A preferred stock for
cancellation, together with an executed form of letter of transmittal, the record holder of the surrendered book-entry shares and/or certificates
will be entitled to receive shares of Annaly Series E preferred stock.

        After the effective time of the merger, each book-entry share and stock certificate formerly representing shares of Hatteras common stock
and Hatteras Series A preferred stock that has not been surrendered will represent only the right to receive upon such surrender the applicable
common transaction consideration and shares of Annaly Series E preferred stock to which such applicable holder is entitled by virtue of the
merger and any dividends or other distributions payable to such holder upon such surrender.
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 Fractional Shares

        Annaly will not issue fractional shares of Annaly common stock in the offer or the merger. Instead, each holder of shares of Hatteras
common stock who otherwise would be entitled to receive a fractional share of Annaly common stock will be entitled to receive an amount of
cash (without interest) equal to such fractional part of a share of Annaly common stock multiplied by the volume weighted average closing sale
price per share of Annaly common stock as reported on the NYSE for the 10 consecutive trading days ending on and including the trading day
prior to the acceptance time.

 Treatment of Hatteras Restricted Stock Awards

        At the effective time of the merger, each Hatteras restricted stock award, other than restricted stock awards held by Hatteras executives
Michael R. Hough, Benjamin M. Hough, Kenneth A. Steele and Frederick J. Boos, II, will automatically be cancelled, with the holder of such
restricted stock award becoming entitled to receive the mixed consideration in respect of each shares of Hatteras common stock subject to the
restricted stock award immediately prior to the effective time, less applicable tax withholdings. The applicable taxes required to be withheld will
first reduce the cash portion of the aggregate mixed consideration to be received by the holder in respect of such restricted stock awards, and if
the cash portion is insufficient, any shortfall will be satisfied by reducing the stock portion of the aggregate mixed consideration to be received
by the holder in respect of such restricted stock award, with the value of the stock portion for purposes of such deduction determined based on
the volume weighted average closing sale price of Annaly common stock as reported on the NYSE for the 10 consecutive trading days ending on
and including the trading day prior to the acceptance time. Holders of Hatteras restricted stock awards who otherwise would be entitled to
receive a fractional share of Annaly common stock will instead receive an amount in cash (without interest) equal to the amount of such fraction
multiplied by the volume weighted average closing sale price per share of Annaly common stock as reported on the NYSE for the 10
consecutive trading days ending on and including the trading day prior to the acceptance time, less any applicable tax withholding.

        At the effective time of the merger, each restricted stock award held by Hatteras executives Michael R. Hough, Benjamin M. Hough,
Kenneth A. Steele and Frederick J. Boos, II will be assumed and converted automatically into a restricted stock award with respect to the
number of shares of Annaly common stock equal to the product obtained by multiplying the total number of shares of Hatteras common stock
subject to such restricted stock award immediately prior to the effective time of the merger by 1.5226, with any fractional shares rounded to the
nearest whole share. Each such restricted stock award will vest in accordance with the terms of the consulting agreement between the holder of
such restricted stock award and Annaly entered into on the date of the merger agreement, and will otherwise have the same terms and conditions
as such restricted stock award had immediately prior to the effective time of the merger.

 Representations and Warranties

        The merger agreement contains customary representations and warranties of the parties. These include representations and warranties of
Hatteras with respect to:

�
organization and qualification;

�
subsidiaries;

�
capitalization;

�
corporate authority relative to the merger agreement and the transactions;

�
due execution, delivery and enforceability of the merger agreement and transactions, including the merger;
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�
required consents and approvals;

�
no violations;

�
SEC filings;

�
financial statements;

�
internal controls and procedures;

�
the absence of undisclosed liabilities;

�
absence of certain changes or events;

�
compliance with applicable laws;

�
permits;

�
employee benefit plans;

�
tax matters;

�
labor matters;

�
investigations;

�
litigation;

�
intellectual property;

�
real property;

�
material contracts;

�
mortgage backed securities;

�
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�
insurance;

�
information supplied;

�
opinion of financial advisor to the Hatteras special committee;

�
state takeover statutes;

�
the Investment Company Act;

�
finders and brokers; and

�
Pingora MSR Opportunity Fund I.

        The merger agreement also contains customary representations and warranties of Annaly and the Offeror, including among other things:

�
organization and qualification;

�
subsidiaries;

�
capitalization;

�
corporate authority relative to the merger agreement and transactions;

�
due execution and delivery and enforceability of the merger agreement and the transactions, including the merger,

�
required consents and approvals;
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�
no violations;

�
SEC filings;

�
financial statements;

�
internal controls and procedures;

�
the absence of undisclosed liabilities;

�
absence of certain changes or events;

�
compliance with applicable laws;

�
permits;

�
investigations;

�
litigation;

�
information supplied;

�
availability of sufficient funds to consummate the offer and merger;

�
tax matters;

�
Annaly's lack of ownership of shares of Hatteras common stock; and

�
the Investment Company Act.

        The representations and warranties contained in the merger agreement are generally qualified by "material adverse effect," as defined in the
merger agreement and described below under "�Material Adverse Effect." The representations and warranties contained in the merger agreement
will expire at the effective time of the merger. The representations, warranties and covenants made by Hatteras in the merger agreement are
qualified by information contained in the confidential disclosure schedules delivered to Annaly and the Offeror in connection with the execution
of the merger agreement and by filings that Hatteras has made with the SEC prior to the date of the merger agreement. The representations,
warranties and covenants made by Annaly and the Offeror in the merger agreement are qualified by information contained in the confidential
disclosure schedules delivered to Hatteras in connection with the execution of the merger agreement and by filings that Annaly has made with
the SEC prior to the date of the merger agreement. Stockholders are not third-party beneficiaries of these representations and warranties under
the merger agreement and should not rely on the representations, warranties and covenants or any descriptions thereof as characterizations of the
actual state of facts or condition of Hatteras or any of its affiliates or of Annaly or any of its affiliates.
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 Material Adverse Effect

        A "material adverse effect" with respect to Annaly or Hatteras, means (1) any material adverse effect on the ability of such party to
consummate the transactions contemplated by the merger agreement by the outside date, or (2) any change, effect, development, circumstance,
condition, state of facts, event or occurrence that, individually or in the aggregate, has had or would reasonably be expected to have a material
adverse effect on the financial condition, business, assets, liabilities or operations of such party and its subsidiaries, taken as a whole; provided,
however, with respect to clause (2), no such change, effect, development, circumstance, condition, state of facts, event or occurrence resulting or
arising from any of the following will be deemed to constitute a material adverse effect or will be taken into account when determining whether
a material adverse effect exists or has occurred or is reasonably expected to exist or occur:

(a)
any changes in general U.S. or global economic conditions;
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(b)
conditions (or changes therein) in any industry or industries in which such party operates;

(c)
general legal, tax, economic, political and/or regulatory conditions, or changes therein, including any changes affecting
financial, credit, foreign exchange or capital market conditions;

(d)
any changes in U.S. GAAP or interpretation thereof;

(e)
any adoption, implementation, promulgation, repeal, modification, amendment, reinterpretation, change or proposal of any
applicable law of or by any governmental entity;

(f)
any failure by such party to meet internal or published projections or internal budgets, plans or forecasts, in and of itself
(provided that the facts or occurrences giving rise or contributing to such failure that are not otherwise excluded from the
definition of a "material adverse effect" may be taken into account);

(g)
any change, effect, development, circumstance, condition, state of facts, event or occurrence arising out of changes in
geopolitical conditions, acts of terrorism or sabotage, war, armed hostility, weather or other force majeure events, including
a material worsening of conditions threatened or existing as of the date of the merger agreement;

(h)
with respect to Annaly only, any change in the trading price of Annaly common stock (provided that the facts or occurrences
giving rise or contributing to such change that are not otherwise excluded from the definition of a "material adverse effect"
may be taken into account);

(i)
the execution and delivery of the merger agreement or the consummation of the offer and the merger, or the public
announcement of the merger agreement, including any litigation arising out of or relating to the merger agreement or the
transactions contemplated by the merger agreement; and

(j)
any action or failure to take any action that is consented to or requested by the other party, in each case, in writing;

provided that with respect to the exceptions in clauses (a), (b), (c), (d), (e) and (g), if the change, effect, development, circumstance, condition,
state of facts, event or occurrence has had a disproportionate adverse impact on such party relative to other companies of comparable size
operating in the same industry, then the incremental impact of such event shall be taken into account for the purpose of determining whether a
"material adverse effect" has occurred.

 No Solicitation of Other Offers by Hatteras

        Under the terms of the merger agreement, subject to certain exceptions described below, Hatteras has agreed that, from the date of the
merger agreement until the earlier of the acceptance time or the date the merger agreement is validly terminated, Hatteras will not, and will
cause its subsidiaries, directors, officers, employees and other representatives not to, directly or indirectly:

�
solicit, initiate, encourage or facilitate (including by way of providing non-public information) any inquiry, proposal or offer,
or the making, submission or announcement of any inquiry, proposal or offer, in each case which constitutes or would be
reasonably expected to lead to an "acquisition proposal" (as defined in the merger agreement and as described below);

�
participate in any negotiations regarding, or furnish to any person any non-public information relating to Hatteras or any of
its subsidiaries in connection with, an actual or potential acquisition proposal; or

�
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        In addition, under the merger agreement, Hatteras has agreed that it will:

�
immediately cease, and will cause its subsidiaries and its and their respective directors, officers, employees and other
representatives to cease, any and all existing discussions or negotiations, or provision of any non-public information to any
party, with respect to any acquisition proposal or potential acquisition proposal;

�
promptly request that each person that previously executed a confidentiality agreement with Hatteras relating to an
acquisition proposal or a potential acquisition proposal promptly destroy or return to Hatteras all non-public information
relating to such acquisition proposal, Hatteras, or Hatteras' businesses or assets; and

�
take no action to exempt any person (other than Annaly or the Offeror) from the restrictions on business combinations in any
applicable state takeover statute or, with respect to a person who has made or is considering making an acquisition proposal,
the stock ownership limitations contained in Hatteras' charter and bylaws or otherwise cause such restrictions or limitations
not to apply.

        Under the merger agreement, Hatteras is obligated to notify Annaly within 24 hours after receiving any acquisition proposal, any proposals
or inquiries that would reasonably be expected to lead to an acquisition proposal, or any inquiry or request for non-public information relating to
Hatteras or any subsidiary by any person who has made or would reasonably be expected to make any acquisition proposal. The notice must
indicate the identity of the person making the proposal, inquiry or request and the material terms and conditions of any such proposal or offer or
the nature of the information requested pursuant to any such inquiry or request, including copies of all written requests, proposals,
correspondence or offers (including any proposed agreements received by Hatteras). Hatteras also must keep Annaly informed, on a prompt and
timely basis, of the status and material terms of any such acquisition proposal or potential proposal (including any amendments or proposed
amendments), and as to the nature of any information requested and must provide to Annaly copies of all written materials received or sent by
Hatteras related to such proposal, inquiry or request. Hatteras also must promptly provide Annaly with any material non-public information
concerning Hatteras provided to any other person in connection with any acquisition proposal that was not previously provided to Annaly.

        Notwithstanding the prohibitions described above, if Hatteras receives prior to the acceptance time an unsolicited, written acquisition
proposal that did not result from a breach of Hatteras' non-solicitation obligations, Hatteras is permitted to furnish non-public information to
such person and engage in discussions or negotiations with such person with respect to the acquisition proposal, as long as:

�
the Hatteras board of directors, upon the recommendation of the Hatteras special committee, determines in good faith, after
consulting with Hatteras' outside legal and financial advisors, that such proposal constitutes, or would reasonably be
expected to result in, a "superior proposal" (as defined in the merger agreement and described below);

�
the Hatteras board of directors determines in good faith, after consulting with Hatteras' outside legal and financial advisors,
that the failure to take such action would be inconsistent with the directors' fiduciary duties under applicable law; and

�
prior to providing any such information, the person making the acquisition proposal enters into a confidentiality agreement
containing terms that are no less favorable in the aggregate to Hatteras than those contained in the confidentiality agreement
between Annaly and Hatteras (provided that the confidentiality agreement is not required to include a standstill provision)
and that does not in any way restrict Hatteras or its representatives from complying with its disclosure obligations under the
merger agreement.
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If Hatteras decides to begin providing information or to engage in discussions or negotiations concerning an acquisition proposal, it must notify
Annaly in writing within 24 hours after making such decision.

        An "acquisition proposal" for purposes of the merger agreement means any offer, proposal or indication of interest from any person or
group (other than Annaly or a subsidiary of Annaly) at any time relating to any transaction or series of related transactions involving:

�
any acquisition or purchase of more than 20% of any class of Hatteras voting or equity securities;

�
any tender offer (including a self-tender offer) or exchange offer that would result in any person or group beneficially
owning more than 20% of any class of Hatteras voting or equity securities if consummated;

�
any merger, consolidation, share exchange, business combination, joint venture, recapitalization or reorganization, or any
similar transaction, in each case involving Hatteras and any other person, if it would result in the Hatteras stockholders prior
to such transaction holding less than 80% of the equity interests in the surviving or resulting entity of such transaction; or

�
any sale, lease (other than in the ordinary course of business), exchange, transfer or other disposition to any person or group
of more than 20% of the consolidated assets of Hatteras and its subsidiaries (measured by their fair market value).

        A "superior proposal" for purposes of the merger agreement means a bona fide acquisition proposal which the Hatteras board of directors
determines in good faith (after consultation with Hatteras' outside legal and financial advisors) to be more favorable to the Hatteras stockholders
from a financial point of view than the offer and the merger, taking into account all relevant factors (including all the terms and conditions of
such proposal (including the transaction consideration, conditionality, timing, certainty of financing and likelihood of consummation of such
proposals) and the merger agreement (and any changes to the terms of the merger agreement proposed by Annaly in response to any acquisition
proposal). When determining whether an offer constitutes a superior proposal, references in the definition of the term "acquisition proposal" to
"20%" will be changed to be references to "662/3%" and references to "80%" will be changed to be references to "331/3%."

 Change of Recommendation

        The merger agreement requires the Hatteras board of directors to recommend that Hatteras common stockholders accept the offer and
tender their shares of Hatteras common stock in the offer. The Hatteras board of directors (including any committee) may not, and may not
resolve or agree to (any of the following being a "change of recommendation"):

�
approve or recommend, or propose publicly to approve or recommend, any acquisition proposal;

�
withdraw, change, amend, modify or qualify, in a manner adverse to Annaly, the recommendation of the Hatteras board of
directors in favor of the offer and the merger, or propose publicly to do any of the foregoing;

�
fail to publicly recommend against an acquisition proposal within 10 business days of being requested to do so by Annaly, if
such acquisition proposal is an exchange or tender offer that has been commenced;

�
fail to reaffirm the recommendation of the Hatteras board of directors in favor of the offer and the merger within 10 business
days of being requested to do so by Annaly if an acquisition proposal has been publicly disclosed; or
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�
enter into any merger agreement, acquisition agreement, reorganization agreement, letter of intent or similar agreement or
document relating to, or any other agreement or commitment providing for, any acquisition proposal.

        Notwithstanding the foregoing, the Hatteras board of directors may take such actions if, prior to the acceptance time:

�
an intervening event (as defined in the merger agreement and described below) has occurred, and the Hatteras board of
directors, upon the recommendation of the Hatteras special committee, has determined in good faith (after consultation with
Hatteras' outside financial advisors and outside legal counsel) that failure to make such change of recommendation would be
inconsistent with the directors' fiduciary duties under applicable law; or

�
Hatteras has received an unsolicited acquisition proposal which the Hatteras board of directors, upon recommendation of the
Hatteras special committee, has determined in good faith (after consultation with Hatteras' outside financial and legal
advisors) both (a) that such unsolicited acquisition proposal is a superior proposal, and (b) that failure to make a change of
recommendation and terminate the merger agreement would be inconsistent with the Hatteras directors' fiduciary duties
under applicable law, and in such case the Hatteras board of directors must also cause Hatteras to terminate the merger
agreement in order to enter into a definitive agreement providing for such unsolicited acquisition proposal.

        Prior to making a change of recommendation for any reason set forth above, Hatteras must give Annaly three business days' prior written
notice of its intent to make a change of recommendation. The notice must specify in reasonable detail the reasons for any change in
recommendation due to an intervening event or the material terms and conditions of the acquisition proposal for any change in recommendation
due to a superior proposal. In each case, Hatteras must negotiate in good faith, and cause its representatives (including its executive officers) to
negotiate in good faith (and to the extent Annaly desires to negotiate, and does negotiate, Annaly must cause its representatives (including its
executive officers) to negotiate in good faith), any proposal from Annaly to amend the merger agreement in a way that would eliminate the need
to make a change of recommendation, and the Hatteras board of directors must make the required determination regarding its fiduciary duties
again at the end of such three business day negotiation period after in good faith taking into account any amendments proposed by Annaly. With
respect to any change of recommendation due to a superior proposal, each time there is any material amendment, revision or change to the terms
of the then-existing superior proposal (including any revision to the amount, form or mix of consideration proposed to be received by Hatteras'
stockholders as a result of such superior proposal, whether or not material), Hatteras must give notice to Annaly of such amendment, revision or
change and the three business day period described above will be extended until at least two business days after the time Annaly receives such
notice, and Hatteras must not make a change of recommendation prior to the end of each such extended period.

        An "intervening event" for purposes of the merger agreement is any event, change in circumstance or development first occurring or arising
after the date of the merger agreement that is material to Hatteras and its subsidiaries (taken as a whole) and was not known or reasonably
foreseeable by the Hatteras board of directors as of or prior to the date of the merger agreement. However, the following may not be an
intervening event for purposes of the merger agreement: (a) the receipt, existence or terms of an acquisition proposal or any matter relating
thereto or a consequence thereof, or (b) changes in the market price or trading volume of Hatteras common stock or Annaly common stock or
the fact that Hatteras meets or exceeds (or that Annaly fails to meet or exceed) internal or published projections, forecasts or revenue or earnings
predictions for any period.

        Nothing in the merger agreement prohibits the Hatteras board of directors from taking and disclosing to the Hatteras stockholders a position
contemplated by Rules 14d-9 and 14e-2(a) or
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Item 1012(a) of Regulation M-A promulgated under the Exchange Act, if failure to do so would violate applicable law, or from making any
"stop, look and listen" communication to Hatteras' stockholders pursuant to Rule 14d-9(f) promulgated under the Exchange Act (except if such
disclosure is a change of recommendation, the disclosure may only be made to the extent otherwise permitted under the merger agreement, as
described above).

 Conduct of Business Before Completion of the Merger

Restrictions on Hatteras' Operations

        The merger agreement provides for certain restrictions on Hatteras' and its subsidiaries' activities until either the completion of the merger
or the termination of the merger agreement. In general, unless required by law, specifically permitted or required by the merger agreement,
otherwise approved in writing by Annaly (which approval may not be unreasonably withheld, conditioned or delayed), or reasonably necessary
(as determined in the reasonable judgment of Hatteras upon advice of counsel) for Hatteras to maintain its qualification as a REIT under the
Code for any period or portion of a period ending on or prior to the effective time of the merger or to avoid incurring entity level income or
excise taxes under the Code, Hatteras is required to:

�
maintain its status as a REIT;

�
conduct, and cause its subsidiaries to conduct, its and their respective businesses in all material respects in the ordinary
course consistent with past practice, and use commercially reasonable efforts to preserve intact its and their respective
present business organizations, goodwill and ongoing businesses and its and their respective present relationships with
customers, suppliers, vendors governmental entities, program lenders and other people with which it and they have material
business relationships; and

�
maintain compliance with a liquidity ratio test measuring the ratio of aggregate fair value of unencumbered mortgage-backed
securities issued or guaranteed by a U.S. government agency, unencumbered factor payment receivables due from a U.S.
government agency and unrestricted cash and cash equivalents to the aggregate amount of outstanding indebtedness of
Hatteras and its subsidiaries in respect of repurchase agreements, warehouse facilities, "to be announced" contracts and
similar financing arrangements.

        In addition, unless required by law, specifically permitted or required by the merger agreement, otherwise approved in writing by Annaly
(which approval may not be unreasonably withheld, conditioned or delayed), or reasonably necessary (as determined in the reasonable judgment
of Hatteras upon advice of counsel) for Hatteras to maintain its qualification as a REIT under the Code for any period or portion of a period
ending on or prior to the effective time of the merger or to avoid incurring entity level income or excise taxes under the Code, none of Hatteras
nor any Hatteras subsidiary may, among other things, directly or indirectly (subject to specified exceptions):

�
amend, waive, rescind or otherwise change its organizational documents or those of any of the entities comprising Pingora
MSR Opportunity Fund I (together, "Fund I"), or with respect to any person who has made or is considering making an
acquisition proposal, waive the stock ownership limitation contained in Hatteras' charter;

�
authorize, declare or pay any dividends or distributions on its outstanding capital stock, other than, among other exceptions,
(a) regular quarterly cash dividends on its outstanding shares of common stock with declaration, record and payment dates
consistent with past practice and at a rate not to exceed a quarterly rate of $0.45 per share, (b) dividends expressly provided
in the merger agreement, as described below under "�Additional Dividends," and (c) dividends on the outstanding shares of
the Hatteras Series A preferred stock, with declaration, record and
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payment dates consistent with past practice, at a rate not to exceed a quarterly rate as specified by the terms of the Hatteras
Series A preferred stock;

�
enter into any agreement with respect to voting or registration of its capital stock or other equity interests;

�
split, combine, subdivide, reduce or reclassify any shares of its capital stock or other equity interests, or redeem, purchase, or
otherwise acquire any of its capital stock or other equity interests;

�
issue or authorize the issuance of any securities in substitution of its capital stock or other equity interests;

�
(a) increase the compensation or benefits payable to any of its directors, executive officers or employees, (b) grant any
severance pay or termination pay to any director, executive officer or employee, (c) pay or award, or commit to pay or
award, any bonuses or incentive compensation to any director, executive officer or employee, (d) enter into any
employment, severance or retention agreement, (e) establish, adopt, enter into, amend or terminate any collective bargaining
agreement or Hatteras benefit plan or arrangement that would be a Hatteras benefit plan if in existence on the date of the
merger agreement, (f) take any action to amend or waive any performance or vesting criteria or accelerate vesting,
exercisability or funding under any Hatteras benefit plan, (g) terminate the employment of any employee other than for
cause, (h) hire any new employees or (i) provide any funding for any "rabbi trust," or similar arrangement;

�
take any action that would increase the absolute size of the asset base of Hatteras and its subsidiaries or Fund I by more than
10% over the absolute size of the asset base of Hatteras and its subsidiaries or Fund I as of the date of the merger agreement,
excluding any increases in the size of the asset base resulting from mark to market valuation adjustments;

�
acquire, authorize or announce an intention to so acquire, or enter into any agreements providing for any acquisitions of, any
assets or equity interests in any person, entity or business or division thereof, or otherwise engage in any mergers,
consolidations, acquisitions or business combinations, other than (a) acquisitions of agency mortgage-backed securities in
the ordinary course of business consistent with past practice, (b) acquisitions of mortgage loans and non-agency
mortgage-backed securities, provided that at no time is the aggregate notional value of Hatteras and its subsidiaries' portfolio
of such mortgage loans and non-agency mortgage-backed securities more than $500 million in the aggregate, or
(c) acquisitions of mortgage servicing rights for an aggregate purchase price of more than $45 million in any calendar
month;

�
restructure, reorganize, dissolve or liquidate;

�
make loans, advances or capital contributions to, or investments in, any other person or entity, other than advances for
reimbursable employee expenses in the ordinary course of business consistent with past practices;

�
sell, lease, license, assign, abandon, permit to lapse, transfer, exchange, swap or otherwise dispose of, or subject to a lien
(other than a permitted lien), any properties, rights or assets (including shares of Hatteras or its subsidiaries), other than sales
of assets in the ordinary course of business, not for speculative purposes and consistent with the capital allocation plans with
respect to mortgage servicing rights publicly disclosed by Hatteras prior to the date of the merger agreement, so long as such
dispositions do not exceed a cumulative aggregate of $300 million in notional value in any 30-day period based on trade
dates, and excluding the monthly sale of agency flow new production mortgage-backed securities;
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�
enter into specified "material contracts" (as defined in the merger agreement) or modify, amend or terminate any material
contract or waive, release or assign any rights or claims thereunder;

�
make or commit to make any capital expenditure, other than in accordance with Hatteras' budget previously disclosed to
Annaly;

�
waive, release, assign, compromise or settle any claim, litigation, investigation or proceeding;

�
change any financial accounting policies, practices, principles or procedures, or any method of reporting income, deductions
or other material items for financial accounting purposes;

�
(a) make or change any material tax election, (b) adopt or change any tax accounting period or material method of tax
accounting, (c) file any amended tax return if the filing of such amended tax return would result in a material increase in the
taxes payable by Hatteras or any of its subsidiaries, (d) settle or compromise any material liability for taxes or any tax audit
or other proceeding relating to a material amount of taxes, (e) enter into any closing or similar agreement with any tax
authority, (f) surrender any right to claim a material refund of taxes, or (g) except in the ordinary course of business, agree to
an extension or waiver of the statute of limitations with respect to a material amount of taxes;

�
take any action, or fail to take any action, which action or failure would reasonably be expected to cause (a) Hatteras to fail
to qualify as a REIT or (b) any Hatteras subsidiary to cease being treated as a partnership or disregarded entity for U.S.
federal income tax purposes or a qualified REIT subsidiary or a taxable REIT subsidiary under the applicable provisions of
Section 856 of the Code, or if such subsidiary was not treated as a taxable REIT subsidiary as of the date of the merger
agreement, to be so treated;

�
redeem, repurchase, prepay, defease, incur, assume, endorse, guarantee or otherwise become liable for, or modify in any
material respect, the terms of any indebtedness, derivatives or hedging arrangements, or issue or sell any debt securities or
rights to acquire any debt securities;

�
fail to maintain all financial books and records in all material respects in accordance with GAAP (or any interpretation
thereof);

�
fail to duly and timely file all material reports and other material documents required to be filed with the NYSE, SEC or any
governmental entity or program lender, subject to extensions permitted by law or applicable rules and regulations;

�
enter into any transactions or contracts with any affiliates or other person that would be required to be disclosed by Hatteras
under Item 404 of Regulation S-K of the SEC, or with the Hatteras external manager or its affiliates;

�
enter into any transactions or contracts that would restrict the ability of Annaly and the Offeror to engage after the
acceptance time or the effective time of the merger in all activities in which Hatteras was engaged as of the date of the
merger agreement;

�
take any action, or fail to take any action, which action or failure would reasonably be expected to cause Hatteras or any of
its subsidiaries to be required to be registered as an investment company under the Investment Company Act;

�
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subsidiaries to fail to be eligible for relief from certain provisions of the Dodd-Frank Wall Street Reform and Consumer
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�
enter into any new line of business;

�
fail to pay the premiums on or cancel Hatteras' insurance policies;
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�
amend in any material respect the investment policy of Hatteras or any of its subsidiaries in effect as of the date of the
merger agreement, or fail to comply with such investment policy;

�
enter into any contract providing for the engagement by Pingora Loan Servicing, LLC of one or more sub-servicers to
service existing or new mortgage servicing rights held by Pingora Loan Servicing, LLC;

�
conduct the business of Fund I other than in accordance with its governing documents and in the ordinary course of business
consistent with past practice, or take any action or fail to take any action which action or failure could reasonably be
expected to result in Hatteras or any subsidiary incurring more than $10,000 of cost or liability;

�
enter into any partnership agreement, limited liability company agreement or other similar agreement with any entity that is
not a wholly owned subsidiary, or distribute or otherwise make available any offering document for purposes of, or make
any commitments with respect to, obtaining equity capital; or

�
agree or authorize, in writing or otherwise, to take any of the foregoing actions.

Restrictions on Annaly's Operations

        The merger agreement provides for certain restrictions on Annaly's and its subsidiaries' activities until either the completion of the merger
or the termination of the merger agreement. In general, unless required by law, specifically permitted or required by the merger agreement,
otherwise approved in writing by Hatteras (which approval may not be unreasonably withheld, conditioned or delayed), or reasonably necessary
(as determined in the reasonable judgment of Annaly upon advice of counsel) for Annaly to maintain its qualification as a REIT under the Code
for any period or portion of a period ending on or prior to the effective time of the merger or to avoid incurring entity level income or excise
taxes under the Code, Annaly is required to maintain its status as a REIT and conduct, and cause its subsidiaries to conduct, its and their
respective businesses in all material respects in the ordinary course consistent with past practice, and use commercially reasonable efforts to
preserve intact its and their respective present business organizations, goodwill and ongoing businesses and its and their respective present
relationships with customers, suppliers, vendors, governmental entities and other people with which it and they have material business relations.

        In addition, unless required by law, specifically permitted or required by the merger agreement, otherwise approved in writing by Hatteras
(which approval may not be unreasonably withheld, conditioned or delayed), or reasonably necessary (as determined in the reasonable judgment
of Annaly upon advice of counsel) for Annaly to maintain its qualification as a REIT under the Code for any period or portion of a period ending
on or prior to the effective time of the merger or to avoid incurring entity level income or excise taxes under the Code, none of Annaly nor any
Annaly subsidiary may, among other things, directly or indirectly (subject to specified exceptions):

�
authorize, declare or pay any dividends or distributions on its outstanding capital stock, other than (a) regular quarterly cash
dividends on its outstanding shares of common stock with declaration, record and payment dates consistent with past
practice, (b) dividends expressly provided in the merger agreement, as described below in "�Additional Dividends," and
(c) dividends on the outstanding shares of its Series A, Series C and Series D cumulative redeemable preferred stock, with
declaration, record and payment dates consistent with past practice, at a rate not to exceed a quarterly rate as specified by the
terms of its Series A, Series C and Series D cumulative redeemable preferred stock, respectively;

�
split, combine, reduce or reclassify any shares of its capital stock;
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�
amend Annaly's charter or bylaws in a way that would be material and adverse to the holders of Hatteras common stock
relative to the treatment of existing holders of Annaly common stock;

�
fail to duly and timely file all material reports and other material documents required to be filed with the NYSE, SEC or any
program lender, subject to extensions permitted by law or applicable rules and regulations;

�
take any action, or fail to take any action, which action or failure would reasonably be expected to cause Annaly to fail to
qualify as a REIT; or

�
agree or authorize, in writing or otherwise to take any of the foregoing actions.

 Additional Dividends

        The merger agreement provides that Hatteras will declare a dividend to its stockholders, with a record and payment date as of the close of
business on the last business day prior to the acceptance time. The per share dividend amount will be the per share amount of Hatteras' then-most
recent quarterly dividend, prorated for the number of days between the record date of Hatteras' last dividend, plus any additional amount
required to satisfy the requirements for REIT distributions under the Code and to avoid the imposition of income tax and excise tax under the
Code. It is expected that Annaly will pay a comparable stub-period dividend as of the close of business on the last business day prior to the
acceptance time.

 Access

        The merger agreement provides that during the period prior to the effective time of the merger, Hatteras and Annaly will give each other
and each other's representatives reasonable access during normal business hours and upon reasonable advance notice to all of their respective
properties, offices, contracts, personnel, books and records, and will furnish promptly to the other party all information concerning their
business, properties and personnel as the other party reasonably requests, including with respect to Hatteras, information about its financing,
hedging activities, portfolio risk and portfolio activities. However, neither party is required to disclose information that may not be disclosed
pursuant to contractual or legal restrictions or to avoid loss of legal privileges, provided that the disclosing party will use commercially
reasonable efforts to make alternative arrangements for disclosure that do not violate such restrictions or to the maximum extent possible that
does not result in loss of a privilege.

 Existing Financing Cooperation

        The merger agreement provides that Hatteras and its subsidiaries are required to, and are required to use their reasonable best efforts to
cause their representatives to, (a) cooperate with Annaly and the Offeror in connection with the replacement, backstopping or amendment, as of
the effective time of the merger, of outstanding financial guaranties, letters of credit, letters of guaranty, surety bonds and other similar
instruments and obligations of Hatteras and its subsidiaries, including granting any waivers in respect thereof and facilitating the migration of
such financial products to the facilities of Annaly or its affiliates and the satisfaction or amendment, as of the effective time of the merger, of
derivative financial instruments or arrangements (including any swaps, caps, floors, futures, forward contracts and option agreements), and
(b) obtain and deliver to Annaly, no later than three business days prior to the effective time of the merger, customary payoff letters for any
indebtedness of Hatteras or any of its subsidiaries.

 Other Agreements

        Under the merger agreement, Annaly and Hatteras are required to use reasonable best efforts to prepare and file or otherwise provide all
documentation to effect all necessary applications, notices,
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petitions, filings, and other documents in order to consummate the offer or the merger; and obtain all waiting period expirations or terminations,
consents, clearances, waivers, licenses, orders, registrations, approvals, permits, and authorizations necessary or advisable to be obtained from
any third party and/or any governmental entity and/or program lender in order to consummate the offer or the merger.

 Employee Matters

        For at least six months following the effective time of the merger, the Offeror will provide or cause to be provided to all employees of
Hatteras or its subsidiaries as of immediately prior to the effective time of the merger (other than certain excluded employees), who remain or
become employed by the surviving corporation or its affiliates (each, a "continuing employee") after the closing of the merger (a) compensation
at a rate of base salary or wages, as applicable, not less favorable than the rate of base salary or wages paid by Hatteras or its affiliates
immediately prior to the effective time of the merger and (b) other benefits that are either substantially similar in the aggregate to the benefits
provided by Hatteras or its affiliates immediately prior to the effective time of the merger, or substantially similar in the aggregate to the benefits
provided by Annaly and its affiliates to their employees who are similarly situated, as determined in Annaly's sole discretion. Annaly has agreed
to make a lump sum cash severance payment to each continuing employee who is terminated without cause within six months following the
effective time of the merger, and to pay a lump sum cash bonus to each continuing employee who remains employed with Annaly or its
subsidiaries through the date that is six months following the effective time of the merger, in each case calculated as described in the merger
agreement, provided that the aggregate value of such lump sum cash severance payments and cash bonuses shall not exceed $3,532,007.

        In connection with the transactions contemplated by the merger agreement, the Hatteras external manager has agreed to make certain
retention payments to its employees, subject to such employees' continued employment with the Hatteras external manager through the effective
time of the merger. Annaly will pay to the Hatteras external manager the aggregate amount of all such retention payments as of the effective
time of the merger, and the Hatteras external manager shall make such payments to the designated individuals.

        Annaly has agreed to (a) ensure that no limitations or exclusions as to pre-existing conditions, evidence of insurability or good health,
waiting periods or actively-at-work exclusions or other limitations or restrictions on coverage are applicable to any continuing employees or
their dependents or beneficiaries under any welfare benefit plans in which such continuing employees or their dependents or beneficiaries may
be eligible to participate following the effective time of the merger, except to the extent that such exclusions, limitations or restrictions would
apply under the analogous benefit plan in which a continuing employee was a participant or was eligible to participate immediately prior to the
effective time, and (b) provide that any costs or expenses incurred by continuing employees (and their dependents or beneficiaries) up to (and
including) the effective time of the merger shall be taken into account for purposes of satisfying applicable deductible, co-payment, coinsurance,
maximum out-of-pocket provisions and like adjustments or limitations on coverage under any such welfare benefit plans, except to the extent
such exclusions, limitations or restrictions would apply or costs or expenses would not be taken into account for such purposes under the
analogous benefit plan in which any such continuing employee was a participant or was eligible to participate immediately prior to the effective
time of the merger.

        For purposes of eligibility to participate, vesting credit, eligibility to commence benefits and benefit accrual under all employee benefit
plans, policies and practices that Annaly and its affiliates maintain or sponsor, Annaly will give credit to continuing employees for their service
with Hatteras, its affiliates and their predecessors prior to the effective time of the merger, except for benefit accrual under any defined benefit
pension plan and any credit that would result in the duplication of benefits.
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 Directors' and Officers' Indemnification

        Under the merger agreement, for a period of no less than six years after the effective time of the merger, Annaly and the Offeror must
indemnify and hold harmless, to the fullest extent permitted under applicable law and provided pursuant to organizational documents of Hatteras
or its subsidiaries, or any indemnification agreements in existence as of the time of the merger agreement that were provided to Annaly
(including the Hatteras management agreement), each current and former director, officer and agent of Hatteras and its subsidiaries against costs
and expenses in connection with claims asserted or claimed prior to, at or after the effective time of the merger, in respect of acts or omissions
occurring or alleged to have occurred at or prior to the effective time of the merger, based on or arising out of the fact that such person is or was
serving as an officer, director, employee or agent of Hatteras or its subsidiaries or any other entity if such service was at the request or for the
benefit of Hatteras or any of its subsidiaries. In addition, for a period of six years following the effective time of the merger, Annaly and Offeror
are required to maintain in effect the provisions in any organizational documents of Hatteras and its subsidiaries and contracts (including the
Hatteras management agreement) of Hatteras and its subsidiaries regarding elimination of liability, indemnification, and advancement of
expenses in favor of the current and former directors, officers, and agents of Hatteras and its subsidiaries that are in existence as of the time of
the merger agreement and were provided to Annaly prior to the date of the merger agreement, except to the extent that any such contract
provides for an earlier termination.

        At or prior to the acceptance time, Hatteras is required to purchase a directors' and officers' liability insurance "tail" insurance program for a
period of six years after the effective time of the merger with respect to acts or omissions committed at or prior to the effective time of the
merger, including the transactions contemplated by the merger agreement, with a one-time cost not in excess of 300% of the last aggregate
annual premium paid by Hatteras for its directors' and officers' liability insurance prior to the date of the merger agreement. If the cost of such
"tail" policy would be in excess of such 300% threshold, Hatteras will be permitted to purchase as much coverage as reasonably practicable for
such amount. Following the effective time of the merger, Annaly will cause such "tail" policy to be maintained in full force and effect for its full
term, and cause all obligations thereunder to be honored by the Offeror.

 Conditions to the Merger

        The respective obligations of Hatteras, Annaly and the Offeror to complete the merger under the merger agreement are subject to the
satisfaction or waiver of the following conditions:

�
the Offeror having accepted for payment all shares of Hatteras common stock validly tendered in the offer and validly
withdrawn;

�
no governmental entity with jurisdiction over the matter having issued or granted any order or injunction that is in effect as
of immediately prior to the effective time of the merger which has the effect of restraining, enjoining or otherwise
prohibiting the consummation of the merger; and

�
no governmental entity with jurisdiction over the matter having enacted, issued or promulgated any law that is in effect as of
immediately prior to the effective time of the merger that has the effect of restraining, enjoining or otherwise prohibiting the
consummation of the merger.
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 Termination of the Merger Agreement

Termination by Annaly or Hatteras

        The merger agreement may be terminated at any time before the acceptance time:

�
by mutual written consent of Annaly and Hatteras;

�
by either Annaly or Hatteras, if:

�
any governmental entity of competent jurisdiction has issued a final, non-appealable order, injunction, decree or
ruling permanently restraining, enjoining or otherwise prohibiting the consummation of the offer and/or the
merger;

�
the acceptance time has not occurred on or before 11:59 p.m., Eastern Time, on January 10, 2017 (the "outside
date"); provided that such termination right is not available to any party whose action or failure to fulfill any
obligation under the merger agreement has proximately caused any of the conditions to the closing of the offer to
fail to be satisfied and such action or failure to act constitutes a material breach of the merger agreement; or

�
the offer shall have terminated or expired in accordance with its terms (subject to the rights and obligations of
Annaly to extend the offer) without Offeror having accepted for payment any shares of Hatteras common stock
tendered pursuant to the offer; provided that such termination right is not available to any party whose action or
failure to fulfill any obligation under the merger agreement has proximately caused any of the conditions to the
closing of the offer to fail to be satisfied and such action or failure to act constitutes a material breach of the
merger agreement.

Termination by Hatteras

        The merger agreement may be terminated at any time before the acceptance time by Hatteras:

�
in order for Hatteras to effect a change of recommendation in accordance with the merger agreement and enter into a
definitive agreement providing for a superior proposal, as long as (a) Hatteras has complied with its obligations to provide
notice to, and negotiate with, Annaly regarding amendments to the merger agreement, as described under "�Change of
Recommendation" and (b) immediately prior (and as a condition) to such termination, Hatteras pays to Annaly the
termination fee of $44,948,637.45; or

�
if (a) Annaly and/or the Offeror has breached, failed to perform or violated their respective covenants or agreements under
the merger agreement or any of the representations and warranties of Annaly and the Offeror have become inaccurate, in
each case in a manner that would give rise to the failure of any of the conditions to the consummation of the offer related to
Annaly's and/or the Offeror's compliance with their covenants and agreements or the accuracy of Annaly's and/or the
Offeror's representations and warranties to be satisfied, (b) such breach, failure to perform, violation or inaccuracy is not
capable of being cured by the outside date, or, if capable of being cured by the outside date, is not cured by Annaly and/or
the Offeror within 30 calendar days following receipt of written notice from Hatteras, and (c) Hatteras is not then in material
breach of the merger agreement.

Termination by Annaly and the Offeror

        The merger agreement may be terminated at any time before the acceptance time by Annaly if:

�
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�
(a) Hatteras has breached, failed to perform or violated its covenants or agreements under the merger agreement or any of
the representations and warranties of Hatteras have become inaccurate, in each case in a manner that would give rise to the
failure of any of the conditions to the consummation of the offer related to Hatteras' compliance with its covenants and
agreements or the accuracy of Hatteras' representations and warranties to be satisfied, (b) such breach, failure to perform,
violation or inaccuracy is incapable of being cured by the outside date or, if capable of being cured by the outside date, is not
cured by Hatteras within 30 calendar days following receipt of written notice from Annaly, and (c) Annaly and the Offeror
are not then in material breach of the merger agreement.

 Termination Fee and Expenses

        Except as set forth below, all fees and expenses incurred in connection with the merger agreement, the offer, and the merger will be paid by
the party incurring such fee or expense.

Termination Fee

        The merger agreement provides that Hatteras will pay Annaly a termination fee of $44,948,637.45 (the "termination fee") if:

�
Annaly terminates the merger agreement because of a change of recommendation by Hatteras or the Hatteras board of
directors (or any committee thereof);

�
Annaly terminates the merger agreement because Hatteras or the Hatteras board of directors (or any committee thereof) has
breached its non-solicitation/no change of recommendation obligations under the merger agreement in any material respect;

�
Hatteras terminates the merger agreement in order to effect a change of recommendation and enter into a definitive
agreement providing for a superior proposal; or

�
(a) either Annaly or Hatteras terminates the merger agreement as a result of having reached the outside date or Annaly
terminates the merger agreement as a result of a breach, failure to perform or violation by Hatteras of its covenants or
agreements under the merger agreement that gives rise to the failure of any of the conditions to the consummation of the
offer related to Hatteras' compliance with its covenants and agreements to be satisfied (and such breach, failure, or violation
is incapable of being cured by the outside date or, if capable of being cured by such time, is not cured within 30 days after
receiving written notice from Annaly), (b) an acquisition proposal has been publicly disclosed after the date of the merger
agreement and prior to the date of such termination, and (c) within 12 months of such termination any acquisition proposal is
consummated or a definitive agreement with respect to any acquisition proposal is entered into and such acquisition proposal
is thereafter consummated (with references to "20%" and "80%" in the definition of acquisition proposal being replaced with
references to "50%" for this purpose).

        In no event will Hatteras be obligated to pay the termination fee on more than one occasion.

 Effect of Termination

        In the event of the valid termination of the merger agreement prior to the acceptance time for the offer in accordance with the terms of the
merger agreement, the merger agreement will become null and void, and there will be no liability or further obligation on the part of Annaly, the
Offeror or Hatteras, except that the confidentiality agreement and certain miscellaneous provisions of the merger agreement shall survive and
provided that no party will be relieved of liability for fraud or any willful breach of the merger agreement prior to such termination or any
requirement to pay the termination fee.
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 Amendments; Enforcement and Remedies; Extensions and Waivers

Amendments

        The merger agreement may be amended, modified, or supplemented by written agreement of the parties at any time.

Enforcement and Remedies

        Under the merger agreement, the parties have agreed that, prior to the valid termination of the merger agreement, each party will be entitled
to:

�
an injunction or injunctions to prevent or remedy any breaches or threatened breaches of the merger agreement by any other
party;

�
a decree or order of specific performance specifically enforcing the terms and provisions of the merger agreement; and

�
any further equitable relief.

Extensions and Waivers

        Under the merger agreement, at any time prior to the effective time of the merger, any party may:

�
extend the time for the performance of any of the obligations or other acts of the other parties;

�
waive any inaccuracies in the representations and warranties of the other parties; and

�
waive compliance by the other parties with any of the agreements or conditions contained in the merger agreement.
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 COMPARATIVE MARKET PRICE AND DIVIDEND MATTERS

 Market Price History

        Annaly common stock is listed on the NYSE under the symbol "NLY," and Hatteras common stock is listed on the NYSE under the symbol
"HTS." The following table sets forth, for the periods indicated, as reported by the NYSE, the per share high and low sales prices of each
company's common stock.

Annaly Common Stock Hatteras Common Stock

High Low Dividend High Low Dividend
2013
First Calendar Quarter $ 16.18 $ 14.12 $ 0.45 $ 28.14 $ 25.56 $ 0.70
Second Calendar Quarter $ 16.00 $ 12.16 $ 0.40 $ 27.79 $ 24.57 $ 0.70
Third Calendar Quarter $ 12.69 $ 10.63 $ 0.35 $ 24.78 $ 17.73 $ 0.55
Fourth Calendar Quarter $ 12.22 $ 9.66 $ 0.30 $ 19.77 $ 16.26 $ 0.50
2014
First Calendar Quarter $ 11.51 $ 9.92 $ 0.30 $ 19.85 $ 16.82 $ 0.50
Second Calendar Quarter $ 11.87 $ 10.78 $ 0.30 $ 20.40 $ 18.74 $ 0.50
Third Calendar Quarter $ 11.95 $ 10.66 $ 0.30 $ 19.90 $ 17.96 $ 0.50
Fourth Calendar Quarter $ 11.65 $ 10.68 $ 0.30 $ 19.29 $ 18.14 $ 0.50
2015
First Calendar Quarter $ 11.09 $ 10.29 $ 0.30 $ 18.82 $ 17.58 $ 0.50
Second Calendar Quarter $ 10.55 $ 9.19 $ 0.30 $ 18.79 $ 16.30 $ 0.50
Third Calendar Quarter $ 10.59 $ 9.17 $ 0.30 $ 17.17 $ 15.07 $ 0.45
Fourth Calendar Quarter $ 10.35 $ 8.98 $ 0.30 $ 15.95 $ 13.15 $ 0.45
2016
First Calendar Quarter $ 10.48 $ 8.25 $ 0.30 $ 14.74 $ 10.54 $ 0.45
Second Calendar Quarter (through May 26,
2016) $ 11.13 $ 10.16 � $ 16.65 $ 14.08 �

        On April 8, 2016, the last trading day prior to public announcement of the merger agreement, the closing price per share of Hatteras
common stock on the NYSE was $14.26, and the closing price per share of Annaly common stock on the NYSE was $10.41. On May 4, 2016,
the most recent trading date prior to the mailing of this document, the closing price per share of Hatteras common stock on the NYSE was
$15.95, and the closing price per share of Annaly common stock on the NYSE was $10.45. The market value of the stock portion of the common
transaction consideration will change as the market value of Annaly common stock fluctuates during the offer period and thereafter. Hatteras
common stockholders should obtain current market quotations for shares of Hatteras common stock and shares of Annaly common stock before
deciding whether to tender their shares of Hatteras common stock in the offer and before electing the form of common transaction consideration
they wish to receive.

 Dividends

        In accordance with our requirement for maintaining REIT status, Annaly will distribute to stockholders aggregate dividends equaling at
least 90% of our REIT taxable income for each taxable year and will endeavor to distribute at least 100% of our REIT taxable income so as not
to be subject to tax. Distributions of economic profits from our enterprise could be classified as return of capital due to differences between book
and tax accounting rules. Annaly may make additional returns of capital when the potential risk-adjusted returns from new investments fail to
exceed our cost of capital. Subject to the limitations of applicable securities and state corporation laws, Annaly can return capital by making
purchases of its own stock or through payment of dividends.
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        Annaly has not established a minimum dividend payment level and its ability to pay dividends may be adversely affected. In addition,
unrealized changes in the estimated fair value of available-for-sale investments may have a direct effect on dividends. All distributions will be
made at the discretion of Annaly's board of directors and will depend on our earnings, our financial condition, maintenance of our REIT status
and such other factors as Annaly's board of directors may deem relevant from time to time.

        The merger agreement provides that Hatteras will declare a dividend to its stockholders, with a record and payment date as of the close of
business on the last business day prior to the acceptance time. The per share dividend amount will be the per share amount of Hatteras' then-most
recent quarterly dividend, prorated for the number of days between the record date of Hatteras' last dividend and the last business day prior to the
acceptance time, plus any additional amount required to satisfy the requirements for REIT distributions under the Code and to avoid the
imposition of income tax and excise tax under the Code. It is expected that Annaly will pay a comparable stub-period dividend as of the close of
business on the last business day prior to the acceptance time.
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 UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL STATEMENTS

        The following unaudited pro forma condensed combined financial statements have been prepared to reflect the acquisition of Hatteras by
Annaly (through the Offeror) using the acquisition method of accounting and giving effect to the related pro forma adjustments described in the
accompanying notes. The purchase price is allocated to the underlying acquired assets and liabilities assumed by Annaly based on their
respective estimated fair values. The unaudited pro forma condensed combined balance sheet combines the historical consolidated balance
sheets of Annaly and Hatteras as of March 31, 2016, giving effect to the completion of the offer and the merger as if they had occurred on
March 31, 2016. The unaudited pro forma condensed combined statement of operations combines the historical consolidated statements of
operations of Annaly and Hatteras for the three months ended March 31, 2016 and year ended December 31, 2015, in each case, giving effect to
the completion of the offer and the merger as if they had occurred on January 1, 2015. The pro forma condensed combined financial information
should be read in conjunction with the audited financial statements and the sections entitled "Business" and "Management's Discussion and
Analysis of Financial Condition and Results of Operations" in Annaly's Annual Report on Form 10-K for the year ended December 31, 2015 and
the unaudited financial statements for the quarter ended March 31, 2016 contained in Annaly's Quarterly Report on Form 10-Q, and audited
financial statements in Hatteras' Annual Report on Form 10-K for the year ended December 31, 2015 and the unaudited financial statements for
the quarter ended March 31, 2016 contained in Hatteras' Quarterly Report on Form 10-Q, which are incorporated by reference herein. See
"Where to Obtain More Information".

        The unaudited pro forma financial statements have been prepared under GAAP. The Offeror has been determined to be the accounting
acquirer, and will establish a new basis of accounting for all identifiable assets acquired and liabilities assumed at fair value as of the date of the
consummation of the transaction. Accordingly, the consideration paid to acquire Hatteras will be allocated to the underlying net assets in
proportion to their respective fair values. Any excess of the estimated fair value of the net assets acquired over the purchase price will be
recorded as a bargain purchase gain. The values of assets carried at fair value by Annaly and Hatteras respectively are based upon each of
Annaly's and Hatteras' specific valuation methodologies. These differing methodologies may produce different valuation results for the same or
similar assets. Accordingly, the unaudited pro forma adjustments are preliminary, have been made solely for the purpose of providing pro forma
financial statements, and are subject to revision based on a final determination of fair value as of the date of acquisition. Differences between
these preliminary estimates and the final acquisition accounting may have a material impact on the accompanying pro forma financial statements
and Annaly's future results of operations and financial position.

        The historical consolidated financial statements have been adjusted in the unaudited pro forma condensed combined statement of earnings
to give effect to pro forma events that are (1) directly attributable to the acquisition of Hatteras by Annaly, (2) factually supportable, and
(3) expected to have a continuing impact on the results of operations. The unaudited pro forma condensed combined balance sheet includes
adjustments which give effect to events directly attributable to the transaction and factually supportable regardless of whether they have a
continuing impact or are nonrecurring.

        The pro forma condensed combined financial statements have been prepared to give effect to the following:

�
the acquisition of Hatteras by Annaly;

�
the offer and merger consideration in respect of each outstanding share of Hatteras common stock being 35.0% cash and
65.0% shares of Annaly common stock;

�
conversion of each share of Hatteras Series A preferred stock into the right to receive a share of Annaly Series E preferred
stock; and
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�
Annaly's assumption of Hatteras restricted stock awards held by certain Hatteras executives and the automatic conversion of
such awards into Annaly restricted stock awards in accordance with the terms of the merger agreement.

        The pro forma condensed combined statements of earnings do not include certain non-recurring transaction costs that Annaly expects to
incur in connection with the acquisition. These costs, estimated at $83.7 million, include a termination fee paid to Hatteras' external manager,
transaction advisory services and other expenses related to employee costs, costs to consolidate certain operations, costs to merge information
technology systems, and other one-time transaction related costs. Annaly expects to fund these costs through cash from operations. Due to the
scope and complexity of these activities, the amount of these costs could increase or decrease materially and the timing of incurrence could
change. Pro forma effect has been given to the incurrence of all acquisition-related transaction costs in the unaudited pro forma condensed
combined balance sheet as of March 31, 2016.

        The unaudited pro forma condensed combined financial information is presented for illustrative purposes only and does not purport to
represent what the results of operations or financial position of Annaly would actually have been had the acquisition occurred on the dates noted
above, or the impact of potential business model changes, or to project the results of operations or financial position of Annaly for any future
periods. The pro forma condensed combined financial information also does not consider any potential effects of changes in market conditions
on revenues, expense efficiencies, asset dispositions, and share repurchases, among other factors. In addition, as explained in more detail in the
accompanying notes, the preliminary allocation of the pro forma purchase price reflected in the pro forma condensed combined financial
information is subject to adjustment and may vary significantly from the actual purchase price allocation that will be recorded upon completion
of the merger. The pro forma condensed combined financial information also may not be useful in predicting the future financial condition and
results of operations of Annaly, as the combined company. The actual financial position and results of operations may differ significantly from
the pro forma amounts reflected herein due to a variety of factors.

        The pro forma financial information does not give effect to the costs of any integration activities or benefits that may result from the
realization of future cost savings from operating efficiencies, or any other synergies that may result from the offer and the merger and changes in
interest rates and stock prices.
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Annaly Unaudited Pro Forma Condensed Combined Balance Sheet

As of March 31, 2016

(in thousands)

At March 31, 2016
Annaly

(as reported)
Hatteras

(as reported)
Reclassification

Adjustments Notes
Transaction
Adjustments Notes

Combined
Pro Forma

ASSETS

Cash and cash equivalents $ 2,416,136 $ 705,920 $ � $ (521,210) (a) $ 2,600,846
Investments:
Agency mortgage-backed securities 65,439,824 12,045,571 97,012 (a) � 77,582,407
Other investments 8,840,769 866,195 � � 9,706,964
Derivatives at fair value 170,761 20,207 � � 190,968
Receivables and other assets 576,475 456,612 (97,012) (a) (3,668) (b) 932,407
              
Total assets $ 77,443,965 $ 14,094,505 $ � $ (524,878) $ 91,013,592
             
         
              
LIABILITIES AND
STOCKHOLDERS' EQUITY

Liabilities:
Repurchase agreements $ 54,448,141 $ 11,419,354 $ � $ � $ 65,867,495
Other secured financing 7,738,955 124,165 � � 7,863,120
Derivatives at fair value 2,852,132 419,282 � � 3,271,414
Payables and other liabilities 746,730 86,333 � 83,700 (c) 916,763
             
Total liabilities 65,785,958 12,049,134 � 83,700 77,918,792
             
Stockholders' Equity:
7.875% Series A Cumulative
Redeemable Preferred Stock 177,088 � � � 177,088
7.625% Series A Cumulative
Redeemable Preferred Stock � 278,252 � (278,252) (d) �
7.625% Series C Cumulative
Redeemable Preferred Stock 290,514 � � � 290,514
7.50% Series D Cumulative
Redeemable Preferred Stock 445,457 � � � 445,457
7.625% Series E Cumulative
Redeemable Preferred Stock 287,500 (d) 287,500
Common stock 9,249 95 � 834 (e) 10,178
Additional paid-in capital 14,573,760 2,424,741 � (1,462,135) (f) 15,536,366
Accumulated other comprehensive
income (loss) 640,366 133,338 � (133,338) (g) 640,366
Accumulated deficit (4,487,982) (791,055) � 976,813 (h) (4,302,224)
             
Total stockholders' equity 11,648,452 2,045,371 � (608,578) 13,085,245
Noncontrolling interest 9,555 � � � 9,555
              
Total equity 11,658,007 2,045,371 � (608,578) 13,094,800
             
Total liabilities and equity $ 77,443,965 $ 14,094,505 $ � $ (524,878) $ 91,013,592
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See the accompanying notes to the unaudited pro forma condensed combined financial statements.
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Annaly Unaudited Pro Forma Condensed Combined Statement of Earnings

For the Three Months Ended March 31, 2016

(in thousands, except share information)

For the quarter ended
March 31, 2016

Annaly
(as reported)

Hatteras
(as reported)

Reclassification
Adjustments Notes

Transaction
Adjustments Notes

Combined
Pro Forma

Net interest income:
Interest income $ 388,143 $ 71,137 $ � $ � $ 459,280
Interest expense 147,447 22,746 (1,376) (a) � 168,817
               
Net interest income 240,696 48,391 1,376 � 290,463
               
Realized and unrealized gains (losses) (1,055,553) (123,711) (1,376) (a) � (1,180,640)
Other income (loss) (6,115) 21,597 (2,737) (b) � 12,745
General and administrative expenses 47,945 17,442 (2,737) (b) (698) (a) 61,952
              
Income (loss) before income taxes (868,917) (71,165) � 698 (939,384)
Income taxes (837) � � � (837)
               
Net income (loss) (868,080) (71,165) � 698 (939,547)
Net income (loss) attributable to
noncontrolling interest (162) � � � (162)
              
Net income (loss) attributable to
stockholders (867,918) (71,165) � 698 (938,385)
Dividends on preferred stock 17,992 5,480 � � 23,472
              
Net income (loss) available (related)
to common stockholders $ (885,910) $ (76,645) $ � $ 698 $ (961,857)
              
          
               
Net income (loss) per share available
(related) to common stockholders:
Basic $ (0.96) $ (0.81) $ (0.94)
               
          
              
Diluted $ (0.96) $ (0.81) $ (0.94)
               
          
              
Weighted average number of
common shares outstanding:
Basic 926,813,588 94,850,791 (994,395) (b) 1,020,669,984
              
          
               
Diluted 926,813,588 94,850,791 (994,395) (b) 1,020,669,984
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See the accompanying notes to the unaudited pro forma condensed combined financial statements.
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Annaly Unaudited Pro Forma Condensed Combined Statement of Earnings

For the Year Ended December 31, 2015

(in thousands, except share information)

For the year ended
December 31, 2015

Annaly
(as reported)

Hatteras
(as reported)

Reclassification
Adjustments Notes

Transaction
Adjustments Notes

Combined
Pro Forma

Net interest income:
Interest income $ 2,170,697 $ 313,039 $ � $ � $ 2,483,736
Interest expense 471,596 91,438 (30,715) (a) 532,319

               
Net interest income 1,699,101 221,601 30,715 � 1,951,417

               
Realized and unrealized gains and (losses) (1,021,351) (146,008) (30,715) (a) � (1,198,074)
Other income (loss) (13,717) 22,912 (4,495) (b) � 4,700
General and Administrative expenses 200,240 46,885 (4,495) (b) (3,099) (a) 239,531

              
Income (loss) before income taxes 463,793 51,620 � 3,099 518,512

              
Income taxes (1,954) � � � (1,954)

              
Net income (loss) 465,747 51,620 � 3,099 520,466
Net income (loss) attributable to
noncontrolling interest (809) � � � (809)

               
Net income (loss) attributable to
stockholders 466,556 51,620 � 3,099 521,275
Dividends on preferred stock 71,968 21,922 � � 93,890

              
Net income (loss) available (related) to
common stockholders $ 394,588 $ 29,698 $ � $ 3,099 $ 427,385

              
          
               
Net income (loss) per share available
(related) to common stockholders:
Basic $ 0.42 $ 0.31 $ 0.41

              
          
               
Diluted $ 0.42 $ 0.31 $ 0.41

              
          
               
Weighted average number of common
shares outstanding:
Basic 947,062,099 96,665,489 (2,809,093) (b) 1,040,918,495

              
          
               
Diluted 947,276,742 96,665,489 (2,809,093) (b) 1,041,133,138
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Notes to Annaly Unaudited Pro Forma Condensed Combined Financial Information

Note 1�Basis of presentation

        The unaudited pro forma condensed combined financial information and explanatory notes have been prepared to illustrate the effects of
Annaly's acquisition of Hatteras under the acquisition method of accounting with the Offeror, a directly wholly owned subsidiary of Annaly,
treated as the acquirer. The pro forma condensed combined financial information is presented for illustrative purposes only and does not
necessarily indicate the financial results of the combined companies had the companies actually been combined at the beginning of each period
presented, nor does it necessarily indicate the results of operations in future periods or the future financial position of the combined entities.
Under the acquisition method of accounting, the acquired assets and liabilities of Hatteras, as of the effective date of the acquisition, will be
recorded by Annaly at their respective fair values and the fair value of Hatteras' net assets over the purchase consideration will be recognized as
a bargain purchase.

        Annaly's acquisition of Hatteras will be effected through an exchange offer for all of the outstanding shares of Hatteras common stock,
followed by a merger in which Annaly will acquire the remaining outstanding shares of Hatteras common stock not tendered in the offer. In each
of the offer and merger, Hatteras common stockholders may elect to receive consideration with respect to each share of Hatteras common stock
that they own in three different forms: (a) 65.0% Annaly common stock and 35.0% cash; (b) all cash or (c) all Annaly common stock. Hatteras
common stockholders who make an all-cash election or an all-stock election will be subject to proration so that approximately 65.0% of the
aggregate consideration in each of the offer and merger will be paid in Annaly common stock, and 35.0% of the aggregate consideration in each
of the offer and the merger will be paid in cash. In the merger, each outstanding share of Hatteras Series A preferred stock will be automatically
converted into the right to receive one newly issued share of Annaly Series E preferred stock, which will have rights, privileges and voting
powers substantially the same as those of the Hatteras Series A preferred stock. Also in the merger, Annaly will assume Hatteras restricted stock
awards held by certain Hatteras executives, which will convert automatically into Annaly restricted stock awards in accordance with the terms of
the merger agreement.

Note 2�Accounting Policies

        The accounting policies of Hatteras are in the process of being reviewed in detail to ensure conformity with Annaly's accounting policies.
Upon completion of such review, additional conforming adjustments or financial statement reclassification may be determined.

Note 3�Preliminary purchase price allocation

        On April 10, 2016, Annaly entered into the merger agreement to acquire Hatteras through the offer and the merger in which the aggregate
consideration paid will be $521.2 million in cash, $963.5 million in shares of Annaly common stock, assuming that the price per share of Annaly
common stock is $10.37, and $287.5 million in shares of Annaly Series E preferred stock. The unaudited pro forma condensed combined
financial information includes various assumptions, including those related to the preliminary purchase price allocation of the assets acquired
and liabilities assumed of Hatteras based on Annaly management's best estimates of fair value. For financial assets and financial liabilities
carried at fair value in Hatteras' historical financial instruments, the best information available to Annaly management was the historical fair
value information reported by Hatteras and thus no adjustments were made to these balances. The final purchase price allocation may be
adjusted to factor in differences in valuation methodologies or Annaly management's assumptions. Further, the final purchase price allocation
may vary based on final appraisals, valuations and analyses of the fair value of the acquired assets and assumed liabilities. Accordingly, the pro
forma adjustments are preliminary and
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Notes to Annaly Unaudited Pro Forma Condensed Combined Financial Information (Continued)

Note 3�Preliminary purchase price allocation (Continued)

have been made solely for illustrative purposes. The excess of the fair value of net assets acquired over the purchase price is recognized as a
bargain purchase gain. Estimated fair value adjustments included in the pro forma financial statements are based upon available information and
certain assumptions considered reasonable, and may be revised as additional information becomes available.

        The purchase price is contingent on Annaly's common stock price per share at the closing dates of each of the offer and the merger, which
have not yet occurred. Based on the closing trading price of shares of Annaly common stock on the NYSE on April 8, 2016, the last trading day
before the public announcement of the signing of the acquisition agreement, the value of the acquisition consideration per share of Hatteras
common stock was $15.85. Based on the closing trading price of shares of Annaly common stock on the NYSE on April 28, 2016, the value of
the acquisition consideration per share of Hatteras common stock was $15.81.

        A 10% increase or decrease in the price per share of Annaly common stock based on the closing trading price of shares of Annaly common
stock on April 28, 2016 would result in the value of the acquisition consideration per share of Hatteras common stock ranging from $16.84 to
$14.78. Further, a 10% increase or decrease in the price per share of Annaly common stock would result in a corresponding bargain purchase
adjustment of approximately $97 million.
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Notes to Annaly Unaudited Pro Forma Condensed Combined Financial Information (Continued)

Note 3�Preliminary purchase price allocation (Continued)

        The following table shows the preliminary allocation of the purchase price for Hatteras to the acquired identifiable assets, liabilities
assumed and the preliminary bargain purchase:

Pro Forma Purchase Price(1)
Estimated Hatteras shares outstanding (includes performance shares and restricted stock awards) 93,911,803
Cash consideration (per Hatteras share) $ 5.55
Estimated cash portion of purchase price $ 521,210
Estimated Hatteras shares outstanding 93,911,803
Exchange ratio 0.9894
Total Annaly common shares issued 92,916,338
Annaly's share price $ 10.37
Equity portion of purchase price (based upon April 28, 2016 Annaly closing share price) 963,535
Exchange of Hatteras preferred stock for Annaly preferred stock 278,252
Preferred stock fair value adjustment 9,248
     
Total estimated consideration to be paid $ 1,772,245

Hatteras Net Assets at Fair Value
Assets acquired:
Cash and short-term investments $ 705,920
Agency mortgage-backed securities and credit risk transfer securities 12,253,604
Loans 387,534
Mortgage servicing rights 316,176
Other intangibles 17,067
Other assets 410,536
    
Total assets acquired $ 14,090,837
Liabilities assumed:
Repurchase agreements $ 11,419,354
Other borrowings 124,165
Other liabilities 505,615
    
Total liabilities assumed $ 12,049,134
     
Net assets acquired $ 2,041,703
     
Preliminary bargain purchase $ 269,458

(1)
Totals may not add up due to rounding

        The pro forma allocation of the purchase price reflected in the pro forma condensed combined financial information is subject to adjustment
and may vary from the actual purchase price allocation that will be recorded at the time the acquisition is completed. Adjustments may include,
but not be limited to, changes in (i) Hatteras' balance sheet through the effective time of the acquisition; (ii) the aggregate value of acquisition
consideration paid if the price of shares of Annaly common stock varies from the assumed $10.37 per share, which represents the closing share
price of Annaly common stock on April 28, 2016; (iii) total acquisition-related expenses if consummation and/or implementation costs
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Notes to Annaly Unaudited Pro Forma Condensed Combined Financial Information (Continued)

Note 3�Preliminary purchase price allocation (Continued)

vary from currently estimated amounts; and (iv) the underlying values of assets and liabilities if market conditions differ from current
assumptions and differences in valuation methodologies or Annaly management's assumptions.

Note 4�Pro forma adjustments

        This note should be read in conjunction with "Note 1�Basis of presentation" and "Note 3�Preliminary purchase price allocation." The pro
forma adjustments are based on Annaly management's preliminary estimates and assumptions that are subject to change. The following
adjustments have been reflected in the unaudited pro forma condensed combined financial information:

Adjustments to the pro forma condensed combined balance sheet as of March 31, 2016

        Reclassification adjustments:

(a)
Unsettled purchased mortgage-backed securities and Principal payments receivable of Hatteras have been reclassified to
Agency mortgage-backed securities to conform to Annaly's presentation.

        Transaction adjustments:

(a)
Adjustment represents cash consideration paid of $521.2 million.

(b)
Adjustment to eliminate goodwill of Hatteras.

(c)
Adjustment includes estimated transaction-related costs totaling $83.7 million, which includes the termination fee for the
management contract, transaction advisory services, cost of equity awards, and other miscellaneous costs.

(d)
Adjustment to reflect the exchange of Annaly preferred stock for Hatteras preferred stock.

(e)
Adjustments to eliminate the historical common stock of Hatteras at par value of $95 thousand and to record the issuance of
Annaly common stock to Hatteras stockholders at par value of $0.9 million, computed as the estimated number of Annaly
common shares issued in connection with the transaction of 92,916,338 multiplied by Annaly's par value per share of $0.01.

(f)
Adjustments to eliminate the historical additional paid-in capital of Hatteras of $2.4 billion and to record the issuance of
Annaly common stock to Hatteras stockholders in excess of par value of $962.6 million, computed as the estimated equity
portion of the purchase price, as reported in Note 3-Preliminary purchase price allocation, totaling $963.5 million less the
par value of Annaly common shares issued of $0.9 million.

(g)
Adjustment to eliminate the accumulated other comprehensive income (loss) for Hatteras' Agency Mortgage Backed
Securities.

(h)
Adjustment to reflect the recognition of a preliminary bargain purchase gain totaling $269.5 million and the elimination of
Hatteras' historical accumulated deficit of $791.1 million, reduced by transaction-related costs totaling $83.7 million.
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Notes to Annaly Unaudited Pro Forma Condensed Combined Financial Information (Continued)

Note 4�Pro forma adjustments (Continued)

Adjustments to the pro forma condensed combined statements of earnings for the quarter ended March 31, 2016

        Reclassification adjustments:

(a)
Deferred swap net loss of Hatteras has been reclassified to Unrealized gains (losses) on interest rate swaps to conform to
Annaly's presentation.

(b)
Servicing expense and securitization deal costs have been reclassified to other income (loss) to conform to Annaly's
presentation.

        Transaction adjustments:

(a)
Represents an adjustment to the management fee based upon pro forma adjustments to stockholders' equity and Annaly's
management fee rate, computed as follows:

Equity portion of purchase price 963,535
Plus: 7.625% Series E Cumulative Redeemable Preferred Stock 287,500
    
Total Annaly equity issued in connection with the transaction 1,251,035
Multiplied by: quarterly management fee paid to Annaly manager (1.05% × 1/4) 0.2625%
    
Estimated incremental quarterly management fee paid to Annaly manager 3,284
Less: historical Hatteras management fee for the quarter ended March 31, 2016 3,982
    
Pro forma adjustment to management fee for the quarter ended March 31, 2016 (698)
    
   
    

(b)
Represents an adjustment to weighted average number of basic and diluted common shares outstanding to eliminate the
Hatteras weighted average number of basic and diluted common shares outstanding of 94,850,791 shares and to record the
issuance of 92,916,338 shares of Annaly common stock to Hatteras stockholders and Annaly's assumption of Hatteras
restricted stock awards held by certain Hatteras executives and the automatic conversion of such awards into 940,058
Annaly restricted stock awards in accordance with the terms of the merger agreement.

Adjustments to the pro forma condensed combined statements of earnings for the year ended December 31, 2015

        Reclassification adjustments:

(a)
Reclassification of deferred swap net loss of Hatteras has been reclassified to Unrealized gains (losses) on interest rate swaps
to conform to Annaly's presentation.

(b)
Servicing income and securitization deal costs of Hatteras have been reclassified to Other income (loss) to conform to
Annaly's presentation.
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Notes to Annaly Unaudited Pro Forma Condensed Combined Financial Information (Continued)

Note 4�Pro forma adjustments (Continued)

        Transaction adjustments:

(a)
Represents an adjustment to the management fee based upon pro forma adjustments to stockholders' equity and Annaly's
management fee rate, computed as follows:

Equity portion of purchase price 963,535
Plus: 7.625% Series E Cumulative Redeemable Preferred Stock 287,500
    
Total Annaly equity issued in connection with the transaction 1,251,035
Multiplied by: annual management fee paid to Annaly manager 1.05%
    
Estimated incremental annual management fee paid to Annaly manager 13,136
Less: historical Hatteras management fee for the year ended December 31, 2015 16,235
    
Pro forma adjustment to management fee for the year ended December 31, 2015 (3,099)
    
   
    

(b)
Represents an adjustment to weighted average number of basic and diluted common shares outstanding to eliminate the
Hatteras weighted average number of basic and diluted common shares outstanding of 96,665,489 shares and to record the
issuance of 92,916,338 shares of Annaly common stock to Hatteras stockholders and Annaly's assumption of Hatteras
restricted stock awards held by certain Hatteras executives and the automatic conversion of such awards into 940,058
Annaly restricted stock awards in accordance with the terms of the merger agreement.

120

Edgar Filing: ANNALY CAPITAL MANAGEMENT INC - Form S-4/A

155



Table of Contents

 MATERIAL U.S. FEDERAL INCOME TAX CONSEQUENCES

        The following is a discussion of the material U.S. federal income tax consequences of the offer and the merger, taken together, to holders of
Hatteras common stock and the material U.S. federal income tax consequences generally relating to Annaly's qualification and taxation as a
REIT and to the ownership and disposition of Annaly common stock. This summary is based on provisions of the Code, final, temporary or
proposed Treasury Regulations promulgated thereunder, judicial opinions, published positions of the IRS and all other applicable authorities, all
as in effect as of the date of this document and all of which are subject to change, possibly with retroactive effect. Any such change could affect
the accuracy of the statements and conclusions set forth in this document.

        For purposes of this discussion, the term "U.S. holder" means a beneficial owner of Hatteras common stock or Annaly common stock, as
applicable, that is, for U.S. federal income tax purposes:

�
an individual who is a citizen or resident of the United States;

�
a corporation, or other entity taxable as a corporation for U.S. federal income tax purposes, created or organized under the
laws of the United States, any state thereof, or the District of Columbia;

�
an estate, the income of which is subject to U.S. federal income tax regardless of its source; or

�
a trust if (1) a court within the United States is able to exercise primary supervision over the administration of the trust and
one or more U.S. persons have the authority to control all substantial decisions of the trust or (2) it has a valid election in
effect under applicable Treasury Regulations to be treated as a U.S. person.

        For purposes of this discussion, the term "non-U.S. holder" means a beneficial owner of Hatteras common stock or Annaly common stock,
as applicable, that is neither a U.S. holder nor a partnership for U.S. federal income tax purposes.

        If an entity or arrangement that is treated as a partnership for U.S. federal income tax purposes holds Hatteras common stock or Annaly
common stock, as applicable, the tax treatment of a partner in such entity generally will depend on the status of the partner, the activities of the
partnership and certain determinations made at the partner level. If you are a partner in a partnership holding Hatteras common stock or Annaly
common stock, as applicable, please consult your tax advisor.

        This discussion only addresses holders of Hatteras common stock or Annaly common stock, as applicable, that hold their shares as capital
assets within the meaning of Section 1221 of the Code (generally, property held for investment). Further, this summary does not address all
aspects of U.S. federal income taxation that may be relevant to a holder in light of the holder's particular circumstances or that may be applicable
to holders subject to special treatment under U.S. federal income tax law (including, for example, financial institutions, dealers in securities,
traders in securities that elect mark-to-market treatment, insurance companies, mutual funds, partnerships or other flow-through entities and their
partners or members, U.S. expatriates, holders liable for the alternative minimum tax or the tax on net investment income, holders whose
functional currency is not the U.S. dollar, persons holding a 10% or more (by vote or value) beneficial interest in Annaly, holders who hold their
Hatteras common stock (or, following the offer and the merger, Annaly common stock) as part of a hedge, straddle, constructive sale or
conversion transaction, holders who acquired their Hatteras common stock (or, in connection with the offer and/or the merger, Annaly common
stock) through the exercise of employee stock options or other compensation arrangements and, except to the extent discussed below,
tax-exempt organizations and non-U.S. holders).

This summary is for general information only, is not tax advice and is not intended to constitute a complete description of all tax
consequences relating to the offer and the merger or all tax considerations applicable to holders of Annaly common stock. The U.S.
federal income tax treatment of
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Annaly as a REIT and holders of Annaly common stock depends in some instances on determinations of fact and interpretations of
complex provisions of U.S. federal income tax law for which no clear precedent or authority may be available. In addition, the tax
consequences of the offer and the merger and of holding and disposing of Annaly common stock to any particular holder will depend on
the holder's particular tax circumstances. Hatteras stockholders are urged to consult their tax advisors regarding the particular tax
consequences (including the application and effect of any state, local or non-U.S. income and other tax laws) of the offer and the merger
and of acquiring, holding and disposing of Annaly common stock.

 Material U.S. Federal Income Tax Consequences of the Offer and the Merger

        The following is a summary of the material U.S. federal income tax consequences of the offer and the merger to holders of Hatteras
common stock. Except to the extent specifically discussed below, this summary does not address the tax consequences of any transaction other
than the offer and the merger. In addition, no information is provided herein with respect to the tax consequences of the offer and the merger
under applicable state, local or non-U.S. laws or federal laws other than those pertaining to the U.S. federal income tax.

 Treatment of the Offer and the Merger as a "Reorganization"

        It is a condition to the consummation of the offer that each of Annaly and Hatteras receive an opinion from their respective legal counsel to
the effect that the offer and the merger, taken together, will qualify as a "reorganization" within the meaning of Section 368(a) of the Code. Such
opinions will be based on factual representations contained in letters provided by Annaly and Hatteras, and on certain customary factual
assumptions, all of which must continue to be true and accurate as of the consummation of the offer. However, no ruling has been or will be
sought from the IRS as to the U.S. federal income tax consequences of the offer and the merger. Consequently, there can be no assurance that
the offer and the merger, taken together, will qualify as a reorganization for U.S. federal income tax purposes. There also can be no assurance
that the IRS will not disagree with, or challenge, any of the conclusions described below.

 Consequences of the Offer and the Merger to U.S. Holders

        If the offer and the merger, taken together, qualify as a "reorganization" within the meaning of Section 368(a) of the Code, the U.S. federal
income tax consequences to U.S. holders who receive shares of Annaly common stock and/or cash in exchange for shares pursuant to the offer
and/or the merger generally will be as follows:

U.S. Holders Who Receive Solely Annaly Common Stock

        A U.S. holder of Hatteras common stock who exchanges all of its Hatteras common stock solely for shares of Annaly common stock will
not recognize gain or loss for U.S. federal income tax purposes, except with respect to cash received in lieu of a fractional share of Annaly
common stock. The aggregate tax basis of the shares of Annaly common stock received (including any fractional shares deemed received and
exchanged for cash) will be equal to the U.S. holder's aggregate tax basis in the Hatteras common stock surrendered. The holding period of the
Annaly common stock received (including any fractional shares deemed received and exchanged for cash) will include the U.S. holder's holding
period of the Hatteras common stock surrendered (see "�Cash in Lieu of a Fractional Share"). If a U.S. holder acquired different blocks of
Hatteras common stock at different times and different prices, such U.S. holder should consult its tax advisor as to the determination of the tax
bases and holding periods of the shares of Annaly common stock received in the merger.
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        U.S. holders electing to receive the all-stock consideration in the offer may be subject to proration (see "The Offer�Elections and Proration"),
which may result in the receipt of a portion of the merger consideration in cash, in addition to Annaly common stock. See "�U.S. Holders Who
Receive a Combination of Shares of Annaly Common Stock and Cash" for a general description of the U.S. tax consequences to U.S. holders of
the receipt of Annaly common stock and cash.

U.S. Holders Who Receive Solely Cash

        The exchange of Hatteras common stock solely for cash generally will result in recognition of gain or loss by the U.S. holder in an amount
equal to the difference between the amount of cash received and the U.S. holder's tax basis in the Hatteras common stock surrendered. The gain
or loss recognized will be long-term capital gain or loss if, as of the date of the exchange, the U.S. holder's holding period for the Hatteras
common stock surrendered exceeds one year. The deductibility of capital losses is subject to limitations. In some cases, if a U.S. holder actually
or constructively owns Annaly common stock after the merger, the cash received could be treated as having the effect of the distribution of a
dividend under the tests set forth in Section 302 of the Code, in which case such U.S. holder may have dividend income up to the amount of the
cash received. In such cases, U.S. holders that are corporations should consult their tax advisors regarding the potential applicability of the
"extraordinary dividend" provisions of the Code.

        U.S. holders electing to receive the all-cash consideration in the offer may be subject to proration (see "The Offer�Elections and Proration"),
which may result in the receipt of a portion of the merger consideration in Annaly common stock, in addition to cash. See "�U.S. Holders Who
Receive a Combination of Shares of Annaly Common Stock and Cash" for a general description of the U.S. tax consequences to U.S. holders of
the receipt of Annaly common stock and cash.

U.S. Holders Who Receive a Combination of Shares of Annaly Common Stock and Cash

        A U.S. holder who receives a combination of Annaly common stock and cash (other than cash in lieu of a fractional share of Annaly
common stock) pursuant to the offer and/or the merger will generally recognize gain (but not loss) in an amount equal to the lesser of (1) the
sum of the amount of cash (other than cash received in lieu of a fractional share of Annaly common stock) and the fair market value of the
Annaly common stock received, minus the adjusted tax basis of the Hatteras common stock surrendered in exchange therefor, and (2) the
amount of cash received by the U.S. holder.

        If a U.S. holder of Hatteras common stock acquired different blocks of shares at different times or at different prices, any gain or loss will
be determined separately with respect to each block of Hatteras common stock, and such U.S. holder's basis and holding period in its Annaly
common stock received in the offer and/or the merger may be determined with reference to each identifiable block of Hatteras common stock.
Any such U.S. holder should consult its tax advisor regarding the manner in which cash and shares of Annaly common stock received in the
offer and/or the merger should be allocated among different blocks of Hatteras common stock and with respect to identifying the bases or
holding periods of particular shares of Annaly common stock received. Any recognized gain generally will be long-term capital gain if, as of the
date of the exchange, the U.S. holder's holding period with respect to the Hatteras common stock surrendered exceeds one year. In some cases, if
the U.S. holder actually or constructively owns Annaly common stock other than Annaly common stock received in the transaction, the
recognized gain could be treated as having the effect of the distribution of a dividend under the tests described in Section 302 of the Code, in
which case such gain would be treated as dividend income. In such cases, U.S. holders that are corporations should consult their tax advisors
regarding the potential applicability of the "extraordinary dividend" provisions of the Code. The aggregate tax basis of the Annaly common
stock received (including any fractional shares deemed received and exchanged for cash) by a U.S. holder that exchanges its Hatteras common
stock for a combination of Annaly
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common stock and cash will be equal to the U.S. holder's aggregate adjusted tax basis of the shares surrendered, reduced by the amount of cash
received by the U.S. holder (excluding any cash received instead of fractional shares of Annaly common stock) and increased by the amount of
gain, if any, recognized by the U.S. holder (excluding any gain recognized with respect to cash received in lieu of fractional shares of Annaly
common stock) on the exchange.

        The holding period of the Annaly common stock received (including any fractional shares deemed received and exchanged for cash) will
include the holding period of the Hatteras common stock surrendered. U.S. holders receiving a combination of Annaly common stock and cash
should consult their tax advisors regarding the manner in which cash and Annaly common stock should be allocated among the U.S. holder's
shares and the manner in which the above rules would apply in the U.S. holder's particular circumstances.

Cash in Lieu of a Fractional Share

        A U.S. holder that receives cash in lieu of a fractional share of Annaly common stock generally will be treated as having received such
fractional share in the offer and/or the merger and then as having received cash in exchange for such fractional share. Gain or loss generally will
be recognized based on the difference between the amount of cash received in lieu of the fractional share and the tax basis allocated to such
fractional share of Annaly common stock. Such gain or loss generally will be long-term capital gain or loss if, as of the date of the exchange, the
holding period for such shares is greater than one year.

 Consequences of the Offer and the Merger to Non-U.S. Holders

        If the offer and the merger, taken together, qualify as a "reorganization" within the meaning of Section 368(a) of the Code, a non-U.S.
holder's gain or loss from offer and/or the merger will be determined in the same manner as that of a U.S. holder. A non-U.S. holder will not be
subject to U.S. federal income taxation on any gain recognized from the receipt of the exchange consideration, unless (1) the gain is effectively
connected with a U.S. trade or business of the non-U.S. holder, (2) the non-U.S. holder is an individual who has been present in the United
States for 183 days or more during the taxable year of disposition and certain other conditions are satisfied, or (3) the non-U.S. holder's Hatteras
common stock constitutes a "U.S. real property interest," (a "USRPI"), within the meaning of the Foreign Investment in Real Property Tax Act
of 1980 ("FIRPTA").

        A non-U.S. holder whose gain is effectively connected with the conduct of trade or business in the United States (and, if required by an
applicable income tax treaty, the non-U.S. holder maintains a permanent establishment in the United States to which such gain is attributable)
will be subject to U.S. federal income tax on such gain on a net basis in the same manner as a U.S. holder. In addition, a non-U.S. holder that is a
corporation may be subject to a branch profits tax equal to 30% (or lesser rate under an applicable income tax treaty) on the after-tax amount of
such effectively connected gain.

        If the non-U.S. holder is an individual who has been present in the United States for 183 days or more during the taxable year of disposition
and certain other conditions are satisfied, that holder will be subject to a 30% tax on the holder's net capital gains.

        If the non-U.S. holder's Hatteras common stock constitutes a USRPI under FIRPTA, such non-U.S. holder will be subject to U.S. federal
income tax on the gain recognized in the exchange on a net basis in the same manner as a U.S. holder. The Hatteras common stock will not be
treated as a USRPI to a non-U.S. holder under FIRPTA if (1) Hatteras is treated as a "domestically controlled REIT" on the effective date of the
exchange, (2) the non-U.S. holder owned (after application of certain constructive ownership rules) not more than 10% of the Hatteras common
stock at any time during the five years preceding the effective date of the exchange, or (3) Hatteras is not and has not been at any time during the
shorter of (i) the five years preceding the effective date of the exchange
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and (ii) the non-U.S. holder's holding period for its Hatteras common stock, a United States real property holding corporation (a "USRPHC").
Hatteras believes that it is and, at the effective time of the exchange, will be a "domestically controlled REIT," although there can be no
assurances to such effect.

        A non-U.S. holder that receives cash in lieu of a fractional share of Annaly common stock generally will be treated as having received such
fractional share in the offer and/or the merger and then as having received cash in exchange for such fractional share. Gain or loss generally will
be recognized based on the difference between the amount of cash received in lieu of the fractional share and the tax basis allocated to such
fractional share of Annaly common stock and will be subject to U.S. federal income taxation in a manner described below in "�Material U.S.
Federal Income Tax Considerations Applicable to Our Treatment as a REIT and to Holders of Our Common Stock�Taxation of Non-U.S.
Stockholders�Dispositions of Our Common Stock."

 Information Reporting and Backup Withholding

        Information reporting and backup withholding may apply to payments made in connection with the offer and/or the merger. Backup
withholding will not apply, however, to a holder who (a) in the case of a U.S. holder, furnishes a correct taxpayer identification number and
certifies that it is not subject to backup withholding on IRS Form W-9 or successor form, (b) in the case of a non-U.S. holder, furnishes an
applicable IRS Form W-8 or substitute or successor form, or (c) is otherwise exempt from backup withholding and complies with other
applicable rules and certification requirements. Any amounts withheld under the backup withholding rules may be allowed as a refund or a credit
against such holder's U.S. federal income tax liability provided the required information is furnished to the IRS on a timely basis.

 Material U.S. Federal Income Tax Considerations Applicable to Our Treatment as a REIT and to Holders of Our Common Stock

        We have elected to be taxed as a REIT under Sections 856 through 860 of the Code commencing with our short taxable year ended on
December 31, 1997. We believe that we were organized and have operated and will continue to operate in such a manner as to qualify for
taxation as a REIT under the U.S. federal income tax laws, but no assurances can be given that we will operate in a manner so as to qualify or
remain qualified as a REIT. This section discusses the laws governing the U.S. federal income tax treatment of a REIT and the owners of REIT
stock. These laws are highly technical and complex.

        If we qualify as a REIT, we generally will not be subject to U.S. federal income tax on our taxable income that we currently distribute to
our stockholders, but taxable income generated by our domestic "taxable REIT subsidiaries" ("TRSs") will be subject to regular U.S. federal
(and applicable state and local) corporate income tax. However, we will be subject to U.S. federal tax in the following circumstances:

�
We will pay U.S. federal income tax on our taxable income, including net capital gain, that we do not distribute to
stockholders during, or within a specified time period after, the calendar year in which the income is earned.

�
We may be subject to the "alternative minimum tax."

�
We will pay U.S. federal income tax at the highest corporate rate on (1) net income from the sale or other disposition of
property acquired through foreclosure, which we refer to as foreclosure property, that we hold primarily for sale to
customers in the ordinary course of business, and (2) other non-qualifying income from foreclosure property.
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�
We will pay a 100% tax on net income earned from sales or other dispositions of property, other than foreclosure property,
that we hold primarily for sale to customers in the ordinary course of business.

�
If we fail to satisfy the 75% gross income test or the 95% gross income test, as described below under "�Gross Income Tests,"
but nonetheless continue to qualify as a REIT because we meet other requirements, we will be subject to a 100% tax on the
greater of (1) the amount by which we fail the 75% gross income test and (2) the 95% gross income test, multiplied, in either
case, by a fraction intended to reflect our profitability.

�
If we fail to satisfy the asset tests by more than a de minimis amount, as described below under "�Asset Tests," as long as the
failure was due to reasonable cause and not to willful neglect, we dispose of the assets or otherwise comply with such asset
tests within six months after the last day of the quarter in which we identify such failure and we file a schedule with the IRS
describing the assets that caused such failure, we will pay a tax equal to the greater of $50,000 or the highest federal income
tax rate applicable to U.S. corporations (currently 35%) of the net income from the non-qualifying assets during the period in
which we failed to satisfy such asset tests.

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

�
We may be required to pay monetary penalties to the IRS in certain circumstances, including if we fail to meet
recordkeeping requirements intended to monitor our compliance with rules relating to the composition of a REIT's
stockholders, as described below in "�Requirements for Qualification."

�
If we fail to distribute during a calendar year at least the sum of: (i) 85% of our REIT ordinary income for the year, (ii) 95%
of our REIT capital gain net income for the year and (iii) any undistributed taxable income from earlier periods, we will pay
a 4% nondeductible excise tax on the excess of the required distribution over the sum of the amount we actually distributed
and any retained amounts on which income tax has been paid at the corporate level.

�
We may elect to retain and pay U.S. federal income tax on our net long-term capital gain. In that case, a stockholder would
be taxed on its proportionate share of our undistributed long-term capital gain (to the extent that we make a timely
designation of such gain to the stockholder) and would receive a credit or refund for its proportionate share of the tax we
paid.

�
We will be subject to a 100% excise tax on transactions between us and any of our TRSs that are not conducted on an
arm's-length basis.

�
If (a) we recognize excess inclusion income for a taxable year as a result of our ownership of a 100% equity interest in a
taxable mortgage pool (a "TMP") or our ownership of a residual interest in a "real estate mortgage investment conduit" (a
"REMIC") and (b) one or more organizations described in Section 860E of the Code (a "Disqualified Organization") is the
record owner of shares of our stock during that year, then we will be subject to tax at the highest corporate U.S. federal
income tax rate on the portion of the excess inclusion income that is allocable to the Disqualified Organizations. We do not
anticipate owning REMIC residual interests; we may, however, own 100% of the equity interests in one or more
collateralized debt obligation ("CDO") offerings or one or more trusts formed in connection with our securitization
transactions, but we intend to structure each CDO offering and each securitization transaction so that the issuing entity
would not be classified as a TMP. See "�Taxable Mortgage Pools."
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�
If we acquire any asset from a C corporation, or a corporation that generally is subject to full corporate-level tax, in a merger
or other transaction in which we acquire a basis in the asset that is determined by reference either to the C corporation's basis
in the asset or to another asset, we will pay tax at the highest corporate U.S. federal income tax rate if we recognize gain on
the sale or disposition of the asset during the 5-year period after we acquire the asset. The amount of gain on which we will
pay tax is the lesser of (1) the amount of gain that we recognize at the time of the sale or disposition, and (2) the amount of
gain that we would have recognized if we had sold the asset at the time we acquired it, assuming that the C corporation will
not elect in lieu of this treatment to an immediate tax when the asset is acquired.

        In addition, notwithstanding our qualification as a REIT, we may also have to pay certain state and local income taxes because not all states
and localities treat REITs in the same manner as they are treated for U.S. federal income tax purposes. Moreover, as further described below,
any domestic TRS in which we own an interest will be subject to federal, state and local corporate income tax on its taxable income. We could
also be subject to tax in situations and on transactions not presently contemplated.

 Requirements for Qualification

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

1.
It is managed by one or more trustees or directors.

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

3.
It would be taxable as a domestic corporation but for the REIT provisions of the U.S. federal income tax laws.

4.
It is neither a financial institution nor an insurance company subject to special provisions of the U.S. federal income tax
laws.

5.
At least 100 persons are beneficial owners of its shares or ownership certificates.

6.
Not more than 50% in value of its outstanding shares or ownership certificates is owned, directly or indirectly, by five or
fewer individuals, which the U.S. federal income tax laws define to include certain entities, during the last half of any
taxable year. For purposes of this requirement, indirect ownership will be determined by applying attribution rules set out in
section 544 of the Code, as modified by section 856(h) of the Code.

7.
It elects to be taxed as a REIT, or has made such election for a previous taxable year, and satisfies all relevant filing and
other administrative requirements that must be met to elect and maintain REIT qualification.

8.
It meets certain other qualification tests, described below, regarding the nature of its income and assets.

        We must meet requirements 1 through 4 during our entire taxable year and must meet requirement 5 during at least 335 days of a taxable
year of 12 months, or during a proportionate part of a taxable year of less than 12 months. If we comply with all the requirements for
ascertaining the ownership of our outstanding stock in a taxable year and have no reason to know that we violated requirement 6, we will be
deemed to have satisfied requirement 6 for that taxable year. For purposes of determining share ownership under requirement 6, an "individual"
generally includes a supplemental unemployment compensation benefits plan, a private foundation, or a portion of a trust permanently set aside
or used exclusively for charitable purposes. An "individual" generally does not include a trust that is a qualified employee pension or profit
sharing trust under the U.S. federal income tax laws, however, and beneficiaries of such a trust will be treated as owning our common stock in
proportion to their actuarial interests in the trust for purposes of requirement 6.
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        We believe that our stock is held with sufficient diversity of ownership to satisfy requirements 5 and 6. In addition, our charter restricts the
ownership and transfer of our common stock so we should continue to satisfy these requirements.

        To monitor compliance with the share ownership requirements, we generally are required to maintain records regarding the actual
ownership of our shares. To do so, we must demand written statements each year from the record holders of significant percentages of our
common stock pursuant to which the record holders must disclose the actual owners of the shares (i.e., the persons required to include our
dividends in their gross income). We must maintain a list of those persons failing or refusing to comply with this demand as part of our records.
We could be subject to monetary penalties if we fail to comply with these recordkeeping requirements. If a holder fails or refuses to comply with
the demands, such holder will be required by Treasury Regulations to submit a statement with such holder's tax return disclosing its actual
ownership of our shares and other information. In addition, we must satisfy all relevant filing and other administrative requirements that must be
met to elect and maintain REIT qualification and use a calendar year for U.S. federal income tax purposes. We intend to continue to comply with
these requirements.

 Subsidiary Entities

Qualified REIT Subsidiaries

        A corporation that is a "qualified REIT subsidiary" is not treated as a corporation separate from its parent REIT. All assets, liabilities, and
items of income, deduction and credit of a qualified REIT subsidiary are treated as assets, liabilities, and items of income, deduction and credit
of the REIT, including for purposes of the gross income and asset tests applicable to REITs (see "�Gross Income Tests" and "�Asset Tests"). A
qualified REIT subsidiary is a corporation, other than a TRS, all of the stock of which is owned, directly or indirectly, by the REIT. Thus, in
applying the requirements described herein, any qualified REIT subsidiary that we own will be ignored, and all assets, liabilities, and items of
income, deduction and credit of such subsidiary will be treated as our assets, liabilities, and items of income, deduction and credit. If we own
100% of the equity interests in a CDO issuer or other securitization vehicle that is treated as a corporation for tax purposes, that CDO issuer or
other securitization vehicle would be a qualified REIT subsidiary, unless we and the CDO issuer or other securitization vehicle jointly elect to
treat the CDO issuer or other securitization vehicle as a TRS. It is anticipated that CDO financings we enter into will be treated as qualified
REIT subsidiaries.

Other Disregarded Entities and Partnerships

        An unincorporated domestic entity, such as a partnership, limited liability company, or trust that has a single owner generally is not treated
as an entity separate from its parent for U.S. federal income tax purposes, including for purposes of the gross income and asset tests applicable to
REITs. An unincorporated domestic entity with two or more owners generally is treated as a partnership for U.S. federal income tax purposes.
Our proportionate share of the assets, liabilities, and items of income of any partnership, joint venture or limited liability company that is treated
as a partnership for U.S. federal income tax purposes in which we acquire an interest, directly or indirectly, will be treated as our assets and
gross income for purposes of applying the various REIT qualification requirements. For purposes of the 10% value test (see "�Asset Tests"), our
proportionate share is based on our proportionate interest in the equity interests and certain debt securities issued by the partnership. For all of
the other asset and income tests, our proportionate share is based on our proportionate interest in the capital interests in the partnership.

        If a disregarded subsidiary of ours ceases to be wholly owned�for example, if any equity interest in the subsidiary is acquired by a person
other than us or another disregarded subsidiary of ours�the subsidiary's separate existence would no longer be disregarded for U.S. federal income
tax purposes.
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Instead, the subsidiary would have multiple owners and would be treated as either a partnership or a taxable corporation. Such an event could,
depending on the circumstances, adversely affect our ability to satisfy the various asset and gross income requirements applicable to REITs,
including the requirement that REITs generally may not own, directly or indirectly, more than 10% of the securities of another corporation. See
"�Asset Tests" and "�Gross Income Tests."

Taxable REIT Subsidiaries

        A REIT is permitted to own up to 100% of the stock of one or more TRSs. A TRS is a fully taxable corporation that may earn income that
would not be qualifying income if earned directly by the parent REIT. The subsidiary and the REIT must jointly elect to treat the subsidiary as a
TRS. A corporation with respect to which a TRS directly or indirectly owns more than 35% of the voting power or value of the stock will
automatically be treated as a TRS. We generally may not own more than 10%, as measured by voting power or value, of the securities of a
corporation that is not a qualified REIT subsidiary (or another REIT) unless we and such corporation elect to treat such corporation as a TRS.
Overall, no more than 25% (20% for taxable years beginning after December 31, 2017) of the value of a REIT's assets may consist of stock or
securities of one or more TRSs.

        The separate existence of a TRS or other taxable corporation, unlike a qualified REIT subsidiary or other disregarded subsidiary as
discussed above, is not ignored for U.S. federal income tax purposes. Accordingly, a domestic TRS would generally be subject to U.S. federal
corporate income tax (and applicable state and local taxes) on its earnings, which may reduce the cash flow generated by us and our subsidiaries
in the aggregate and our ability to make distributions to our stockholders.

        A REIT is not treated as holding the assets of a TRS or other taxable subsidiary corporation or as receiving any income that the subsidiary
earns. Rather, the stock issued by the subsidiary is an asset in the hands of the REIT, and the REIT generally recognizes as income the
dividends, if any, that it receives from the subsidiary. This treatment can affect the gross income and asset test calculations that apply to the
REIT, as described below. Because a parent REIT does not include the assets and income of such subsidiary corporations in determining the
parent's compliance with the REIT requirements, such entities may be used by the parent REIT to undertake indirectly activities that the REIT
rules might otherwise preclude it from doing directly or indirectly through pass-through subsidiaries or render commercially unfeasible (for
example, activities that give rise to certain categories of income such as non-qualifying hedging income or inventory sales).

        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 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, 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.

 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
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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 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.

        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
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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 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.

Excess Mortgage Servicing Rights

        We also invest in excess mortgage servicing rights ("MSR"), which represent the portion of the servicing fee paid to mortgage servicers in
excess of the reasonable compensation that would be charged for mortgage servicing in an arm's-length transaction. In private letter rulings
issued to taxpayers, the IRS has ruled substantially to the effect that interest received in respect of an excess MSR will be considered interest on
obligations secured by mortgages on real property for purposes of the 75% gross income test. Private letter rulings cannot be relied upon by
persons other than the taxpayer to which they were issued. Nonetheless, we treat income from any excess MSR that have terms consistent with
those described in such private letter rulings as qualifying income for purposes of the 75% gross income test. In the event that such income were
determined not to qualify for the 75% gross income test, we could be subject to a penalty tax or we could fail to qualify as a REIT if such
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income, together with our other income that does not qualify for the 75% gross income test, were to exceed 25% of our gross income for any
taxable year.

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.

�
We, or an actual or constructive owner of 10% or more of our common 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.

�
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.
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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 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.

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.
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        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.

        Some of the debt instruments or MBS that we acquire may have been issued with original issue discount. In general, 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 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 stockholders.

        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
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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.

        Fourth, no more than 25% (20% for taxable years beginning after December 31, 2017) of the value of our total assets may consist of the
securities of one or more TRSs.

        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.
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        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 estimate the value of our assets to ensure compliance with the asset tests. We
will 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 the 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 No. 2 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
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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:

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

�
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.

        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 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
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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.

        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.

        Under certain circumstances, we may be able to rectify a failure to meet the distribution requirement for a year by paying "deficiency
dividends" to stockholders in a later year, which may be included in our deduction for 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
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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 receive any such income, we
intend to make an election to treat the related property as foreclosure property.

 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
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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 instrument having an issue price equal to the fair market
value of our investment on the day we acquired it and a yield to maturity equal to 120% of the long-term applicable federal rate in effect on the
date we acquired our interest. The term "applicable federal rate" refers to rates that are based 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
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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
non-U.S. holders 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
common 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 Holders of Our Common Stock

Taxable U.S. Stockholders

        This section summarizes the taxation of U.S. holders that are not tax-exempt organizations.

Distributions

        As long as we qualify as a REIT, distributions to U.S. holders out of our current or accumulated earnings and profits (and not designated as
capital gain dividends) will be includible in their gross income as ordinary income. Dividends we pay to a corporate U.S. holder will not be
eligible for the dividends received deduction. In addition, distributions we make to non-corporate U.S. holders 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, non-corporate U.S. holders 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.

        Distributions that we designate as capital gain dividends will be taxed as long-term capital gains to U.S. holders (to the extent that they do
not exceed our actual net capital gain for the taxable year) without regard to the period for which such holders have owned our common stock.
However, corporate U.S. holders 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 a U.S. holder
will (i) include its proportionate share of the undistributed net capital gains in income, (ii) receive a credit for its share of the U.S. federal income
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tax we pay and (iii) increase its adjusted tax basis in our common stock by the difference between its share of the capital gain and its share of the
credit.

        Distributions in excess of our current and accumulated earnings and profits will not be taxable to a U.S. holder to the extent that the
distributions do not exceed such U.S. holder's adjusted tax basis in our common stock, but rather, will reduce such U.S. holder's adjusted tax
basis in our common stock. To the extent that such distributions exceed a U.S. holder's adjusted tax basis in our common stock, such U.S. holder
must include such distributions in gross income as long-term capital gain (or short-term capital gain if the such 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 a U.S. holder must treat the January distribution as
though it 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 a U.S. holder 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 U.S. holders and do not offset U.S. holders' income from other sources, nor would they affect the
character of any distributions that a U.S. holder receives from us; rather, a U.S. holder 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 our holders as excess inclusion income. A U.S. holder's taxable income can never be less than the
sum of such holder's 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 Common Stock

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

        In the event that a U.S. holder recognizes a loss upon a disposition of our common 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, with a resulting
requirement for such U.S. holder to separately disclose the loss-generating transaction to 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
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significant penalties for failure to comply with these requirements. U.S. holders should consult their tax advisors concerning any possible
disclosure obligation with respect to the receipt or disposition of our common stock, or transactions that might be undertaken directly or
indirectly by us. Moreover, U.S. holders 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 are required to be include in taxable income with respect to our common stock, including taxable distributions and the income
recognized with respect to undistributed net capital gain, and any gain recognized upon a disposition of our common stock, will not be treated as
passive activity income. U.S. holders may not offset any passive activity losses they may have, such as losses from limited partnerships in which
a U.S holder has invested, with income recognized with respect to our shares of common stock. Generally, income recognized with respect to
our common stock will be treated as investment income for purposes of the investment interest limitations.

Passive Activity Losses and Investment Interest Limitations

        Distributions we make and gain arising from the sale or exchange by a U.S. holder of our common stock will not be treated as passive
activity income. As a result, U.S. holders will not be able to apply any "passive losses" against income or gain relating to our common stock.
Distributions made by us, to the extent they do not constitute a return of capital, generally will be treated as investment income for purposes of
computing the investment interest limitation. A U.S. holder that elects to treat capital gain dividends, capital gains from the disposition of stock
or qualified dividend income as investment income for purposes of the investment interest limitation will be taxed at ordinary income rates on
such amounts.

Medicare Tax on Unearned Income

        U.S. holders that are individuals, estates or trusts are subject to an additional 3.8% U.S. federal income tax on, among other things,
dividends on and capital gains from the sale or other disposition of stock. U.S. holders should consult their tax advisors regarding the effect, if
any, of this legislation on their ownership and disposition of our common stock.

Tax-Exempt U.S. Holders

        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, tax-exempt entities are subject to taxation on their "unrelated business taxable income"
("UBTI"). Provided that a tax-exempt U.S. holder (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 U.S. holders generally should
not constitute UBTI.

        To the extent that we are (or a part of us, or a disregarded subsidiary of ours is) a TMP, a portion of the dividends paid to a tax-exempt U.S.
holder 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 U.S. holders 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 U.S. holder's allocable share of
any excess inclusion income that we recognize will be subject to tax as UBTI. 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 of such attribution.

        Tax-exempt U.S. holders that are social clubs, voluntary employee benefit associations, supplemental unemployment benefit trusts and
qualified group legal services plans, exempt from
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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 common 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 stock or (b) a group of pension trusts individually holding more
than 10% of our stock collectively owns more than 50% of the value of our stock. However, the restrictions on ownership and transfer of our
stock are designed to, among other things, prevent a tax-exempt entity from owning more than 10% of the value of our stock, thus making it
unlikely that we will become a pension-held REIT.

Non-U.S. Holders

        The following is a summary of certain U.S. federal income and estate tax consequences of the ownership and disposition of our common
stock applicable to a non-U.S. holder.

        For most non-U.S. investors, an 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 non-U.S. holder 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 non-U.S. holder will be subject to U.S.
withholding tax at the rate of 30% (unless reduced by an applicable income tax treaty). In general, a non-U.S. holder will not be considered
engaged in a U.S. trade or business solely as a result of its ownership of our common stock. In cases where the dividend income from a non-U.S.
holder's investment in our common stock is (or is treated as) effectively connected with the non-U.S. holder's conduct of a U.S. trade or
business, the non-U.S. holder generally will be subject to U.S. tax at graduated rates, in the same manner as U.S. holders are taxed with respect
to such dividends (and may also be subject to the 30% branch profits tax in the case of a corporate non-U.S. holder). If a non-U.S. holder is the
record holder of shares of our common stock, we plan to withhold U.S. income tax at the rate of 30% on the gross amount of any distribution
paid to a non-U.S. holder unless:

�
a lower income treaty rate applies and the non-U.S. holder provides us with an IRS Form W-8BEN (or other applicable IRS
Form W-8) evidencing eligibility for that reduced rate; or

�
the non-U.S. holder 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.
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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 non-U.S. holder 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 non-U.S. holder's adjusted tax basis in
our common stock at the time of the distribution and, as described below, the non-U.S. holder would otherwise be taxable on any gain from a
disposition of our common 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
non-U.S. holder 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 non-U.S. holder.

Capital Gain Dividends

        Under FIRPTA, a distribution made by us to a non-U.S. holder, to the extent attributable to gains from dispositions of USRPIs held by us
directly or through pass-through subsidiaries, or USRPI capital gains, will be considered effectively connected with a U.S. trade or business of
the non-U.S. holder and will be subject to U.S. federal income tax at the rates applicable to U.S. holders, without regard to whether the
distribution is designated as a capital gain dividend. In addition, we will be required to withhold tax equal to 35% (20% to the extent provided in
Treasury Regulations) of the amount of capital gain dividends to the extent the dividends constitute USRPI capital gains. Distributions subject to
FIRPTA may also be subject to a 30% branch profits tax in the hands of a non-U.S. holder that is a corporation. However, the 35% (20% to the
extent provided in Treasury Regulations) withholding tax will not apply to any capital gain dividend with respect to (1) any class of shares
which is regularly traded on an established securities market located in the United States if the non-U.S. holder did not own more than 10% of
such class of stock at any time during the one-year period ending on the date of such dividend or (2) a non-U.S. holder which is treated as a
"qualified shareholder" or "qualified foreign pension fund" as discussed below. Instead, any capital gain dividend to a qualified shareholder or a
non-U.S. holder described in clause (1) of the preceding sentence will be treated as a distribution subject to the rules discussed above under
"�Taxation of Non-U.S. Stockholders�Ordinary Dividend Distributions." Also, the branch profits tax will not apply to such a distribution. Capital
gain dividends received by a non-U.S. holder from a REIT that are not USRPI capital gains generally are not subject to U.S. federal income or
withholding tax, unless either (1) the non-U.S. holder's investment in our common stock is effectively connected with a U.S. trade or business
conducted by such non-U.S. holder (in which case the non-U.S. holder will be subject to the same treatment as U.S. holders with respect to such
gain and, in the case of a non-U.S. holder that is a corporation, may also be subject to the 30% branch profits tax on such gain in addition to the
application of the income tax) or (2) the non-U.S. holder 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 (in which case the non-U.S. holder will be subject to a 30% tax on the
individual's net capital gain for the year).

Dispositions of Our Common Stock

        Unless our common stock constitutes a USRPI, a sale of our common stock by a non-U.S. holder 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 purpose, interest in real property solely in the capacity as a
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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 common 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 non-U.S. holder's sale of a class of our common 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 non-U.S. holder 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 common stock were subject to taxation under FIRPTA, the non-U.S. holder generally would be subject to the
same treatment as a U.S. holder with respect to such gain and the purchaser of the common stock could be required to withhold 15% 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 non-U.S. holder in two cases. First, if the non-U.S.
holder's investment in our common stock is effectively connected with a U.S. trade or business conducted by such non-U.S. holder, the non-U.S.
holder will generally be subject to the same treatment as a U.S. holder with respect to such gain. Second, if the non-U.S. holder 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.

Qualified Shareholders

        Subject to the exception discussed below, any distribution to a "qualified shareholder" who holds our common stock directly or indirectly
(through one or more partnerships) generally will not be subject to U.S. federal income tax as income effectively connected with a U.S. trade or
business and thus will not be subject to special withholding rules under FIRPTA. However, a qualified shareholder will be subject to FIRPTA
withholding on distributions to the extent certain non-U.S. investors of such qualified shareholder that are not also qualified shareholders hold
interests in the qualified shareholder (other than interests solely as a creditor) and hold more than 10% of our common stock (whether or not by
reason of the investor's ownership in the qualified shareholder).

        In addition, a sale of shares of our common stock by a qualified shareholder who holds such shares directly or indirectly (through one or
more partnerships) generally will not be subject to U.S. federal income tax under FIRPTA. As with distributions, a qualified shareholder will be
subject to FIRPTA withholding on a sale of such stock to the extent certain non-U.S. investors of such qualified shareholder that are not also
qualified shareholders hold interests in the qualified shareholder (other than interests solely as a creditor) and hold more than 10% of our
common stock (whether or not by reason of the investor's ownership in the "qualified shareholder").

        A "qualified shareholder" is a foreign person that (i) either is eligible for the benefits of a comprehensive income tax treaty which includes
an exchange of information program and whose principal class of interests is listed and regularly traded on one or more recognized stock
exchanges (as defined in such comprehensive income tax treaty), or is a foreign partnership that is created or organized under foreign law as a
limited partnership in a jurisdiction that has an agreement for the exchange of information with respect to taxes with the United States and has a
class of limited partnership units representing greater than 50% of the value of all the partnership units that is
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regularly traded on the NYSE or NASDAQ markets, (ii) is a qualified collective investment vehicle (defined below), and (iii) maintains records
on the identity of each person who, at any time during the foreign person's taxable year, is the direct owner of 5% or more of the class of
interests or units (as applicable) described in (i), above.

        A "qualified collective investment vehicle" is a foreign person that (i) would be eligible for a reduced rate of withholding under the
comprehensive income tax treaty described above, even if such entity holds more than 10% of the stock of such REIT, (ii) is publicly traded, is
treated as a partnership under the Code, is a withholding foreign partnership, and would be treated as a "United States real property holding
corporation" if it were a domestic corporation, or (iii) is designated as such by the Secretary of the Treasury and is either (a) fiscally transparent
within the meaning of Section 894 of the Code, or (b) required to include dividends in its gross income, but is entitled to a deduction for
distributions to its investors.

Qualified Foreign Pension Funds

        Any distribution to a "qualified foreign pension fund" (or an entity all of the interests of which are held by a qualified foreign pension fund)
who holds our common stock directly or indirectly (through one or more partnerships) will not be subject to U.S. federal income tax as income
effectively connected with a U.S. trade or business and thus will not be subject to special withholding rules under FIRPTA. In addition, a sale of
shares of our common stock by a qualified foreign pension fund that holds such shares directly or indirectly (through one or more partnerships)
will not be subject to U.S. federal income tax under FIRPTA.

        A "qualified foreign pension fund" is any trust, corporation, or other organization or arrangement (i) which is created or organized under the
law of a country other than the United States, (ii) which is established to provide retirement or pension benefits to participants or beneficiaries
that are current or former employees (or persons designated by such employees) of one or more employers in consideration for services
rendered, (iii) which does not have a single participant or beneficiary with a right to more than 5% of its assets or income, (iv) which is subject
to government regulation and provides annual information reporting about its beneficiaries to the relevant tax authorities in the country in which
it is established or operates, and (v) with respect to which, under the laws of the country in which it is established or operates, (a) contributions
to such organization or arrangement that would otherwise be subject to tax under such laws are deductible or excluded from the gross income of
such entity or taxed at a reduced rate, or (b) taxation of any investment income of such organization or arrangement is deferred or such income is
taxed at a reduced rate.

 Backup Withholding and Information Reporting

        We report to our U.S. holders and the IRS the amount of dividends paid during each calendar year and the amount of any tax withheld.
Under the backup withholding rules, a U.S. holder may be subject to backup withholding with respect to dividends paid unless the holder comes
within an exempt category and, when required, demonstrates this fact or provides a taxpayer identification number or social security number,
certifies as to no loss of exemption from backup withholding and otherwise complies with applicable requirements of the backup withholding
rules. A U.S. holder that does not provide his or her correct taxpayer identification number or social security number may also be subject to
penalties imposed by the IRS. Backup withholding is not an additional tax. In addition, we may be required to withhold a portion of capital gain
distribution to any U.S. holder who fails to certify their non-foreign status.

        We must report annually to the IRS and to each non-U.S. holder the amount of dividends paid to such holder and the tax withheld with
respect to such dividends, regardless of whether withholding was required. Copies of the information returns reporting such dividends and
withholding may also be made
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available to the tax authorities in the country in which the non-U.S. holder resides under the provisions of an applicable income tax treaty. A
non-U.S. holder may be subject to backup withholding unless applicable certification requirements are met.

        Payment of the proceeds of a sale of our common stock within the United States is subject to both backup withholding and information
reporting unless the beneficial owner certifies under penalties of perjury that it is a non-U.S. stockholder (and the payor does not have actual
knowledge or reason to know that the beneficial owner is a U.S. person) or the holder otherwise establishes an exemption. Payment of the
proceeds of a sale of our common stock conducted through certain U.S. related financial intermediaries is subject to information reporting (but
not backup withholding) unless the financial intermediary has documentary evidence in its records that the beneficial owner is a non-U.S.
stockholder and specified conditions are met or an exemption is otherwise established. Backup withholding is not an additional tax. Any
amounts withheld under the backup withholding rules may be allowed as a refund or a credit against such holder's U.S. federal income tax
liability provided the required information is timely furnished to the IRS.

 Foreign Accounts

        Federal legislation imposes withholding taxes on certain types of payments made to "foreign financial institutions" and certain other
non-U.S. entities. Under this legislation, the failure to comply with additional certification, information reporting and other specified
requirements could result in withholding tax being imposed on payments of dividends and sales proceeds to U.S. holders who own shares of our
common stock through foreign accounts or foreign intermediaries and certain non-U.S. stockholders. Under Treasury Regulations and
administrative guidance, a 30% withholding tax is imposed on payments made with respect to dividends on, and after December 31, 2018, with
respect to gross proceeds from the sale or other disposition of, our common stock paid to a foreign financial institution or to a foreign entity
other than a financial institution, unless (i) the foreign financial institution undertakes certain diligence and reporting obligations or (ii) the
foreign entity that is not a financial institution either certifies it does not have any substantial U.S. owners or furnishes identifying information
regarding each substantial U.S. owner. If the payee is a foreign financial institution (that is not otherwise exempt), it must either enter into an
agreement with the U.S. Treasury Department requiring, among other things, that it undertake to identify accounts held by certain U.S. persons
or U.S.-owned foreign entities, annually report certain information about such accounts, and withhold 30% on payments to account holders
whose actions prevent it from complying with these reporting and other requirements, or in the case of a foreign financial institution that is
resident in a jurisdiction that has entered into an intergovernmental agreement to implement this legislation comply with the revised diligence
and reporting obligations of such intergovernmental agreement. Holders of our common stock should consult their tax advisors regarding this
legislation.

 Legislative or Other Actions Affecting REITs

        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 the U.S. Treasury Department. No assurance can be given as to whether, when, or in what form, U.S. federal income tax laws applicable
to us and our stockholders may be enacted. Changes to the U.S. federal income tax laws and interpretations of U.S. federal income tax laws
could adversely affect an investment in shares of our common stock. Several REIT rules were recently amended under the Protecting Americans
from Tax Hikes Act of 2015 (the "PATH Act"), which was enacted December 18, 2015, some of which are discussed herein. These rules were
enacted with varying effective dates, some of which are retroactive. Each stockholder should consult its tax advisor regarding the effect of the
PATH Act on its particular circumstances.
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 DESCRIPTION OF ANNALY CAPITAL STOCK

The following discussion is a summary of the terms of the capital stock of Annaly and should be read in conjunction with the section
entitled "Comparison of Stockholders' Rights." The summary set forth below does not purport to be complete and is subject to and qualified in
its entirety by reference to relevant provisions of the MGCL, Annaly's charter and Annaly's bylaws. You are urged to read those documents
carefully. Copies of Annaly's charter and Annaly's bylaws are incorporated by reference as exhibits to the registration statement on Form S-4,
of which this document forms a part, and will be sent to stockholders of Annaly and Hatteras upon request. See "Where to Obtain More
Information."

 General

        Annaly's charter provides that the total number of shares of stock of all classes which it has the authority to issue is 2,000,000,000 shares of
capital stock, par value $0.01 per share. Of these shares of capital stock, 1,956,937,500 shares are classified as shares of common stock,
7,412,500 shares are classified as shares of 7.875% Series A Cumulative Redeemable Preferred Stock (the "Annaly Series A preferred stock"),
4,600,000 shares are classified as shares of 6.00% Series B Cumulative Convertible Preferred Stock (the "Annaly Series B preferred stock"),
12,650,000 shares are classified as shares of 7.625% Series C Cumulative Redeemable Preferred Stock (the "Annaly Series C preferred stock")
and 18,400,000 shares are classified as shares of 7.50% Series D Cumulative Redeemable Preferred Stock (the "Annaly Series D preferred
stock"). On April 3, 2012, Annaly completed the conversion of all of the outstanding shares of Annaly Series B preferred stock into shares of
Annaly common stock.

        Annaly's board of directors may classify and reclassify any unissued shares of capital stock by setting or changing in any one or more
respects the preferences, conversion or other rights, voting powers, restrictions, limitations as to dividends, qualifications or terms or conditions
of redemption of such shares of stock.

        As of the effective time of the merger, Annaly's board of directors will reclassify 11,500,000 shares of capital stock currently classified as
common stock into 11,500,000 shares of the Annaly Series E preferred stock.

        As of April 30, 2016, Annaly had 924,862,679 shares of common stock outstanding. In addition, as of March 31, 2016, there were
7,412,500 shares of Annaly Series A preferred stock outstanding, 12,000,000 shares of Annaly Series C preferred stock outstanding and
18,400,000 shares of Annaly Series D preferred stock outstanding.

        All shares of Annaly common stock to be issued in connection with the offer and the merger will be duly authorized, fully paid and
nonassessable. The shares of Annaly Series E preferred stock to be issued in connection with the merger will also be duly authorized, fully paid
and nonassessable.

 Description of Common Stock

Voting

        Each of holder of shares of Annaly common stock is entitled to one vote for each share held of record on each matter submitted to a vote of
common stockholders.

        Annaly's bylaws provide that annual stockholders' meetings will be held on the date and at the time and place determined by Annaly's board
of directors, and special meetings may be called by Annaly's board of directors, the chairman of the board of directors, the President, the chief
executive officer, or generally the secretary of Annaly upon the written request of stockholders entitled to cast not less than a majority of the
votes that all stockholders are entitled to cast at the meeting. Annaly's charter, may be amended if the amendment is advised by Annaly's board
of directors and approved by
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the affirmative vote of the holders of a majority of the total number of shares outstanding and entitled to vote thereon.

Dividends; Liquidation; Other Rights

        Common stockholders are entitled to receive dividends when authorized by Annaly's board of directors and declared by Annaly out of
legally available assets. The right of common stockholders to receive dividends is subordinate to the rights of preferred stockholders or other
senior stockholders. If Annaly has a liquidation, dissolution or winding up, its common stockholders will share ratably in all of its assets
remaining after the payment of all of its liabilities and the payment of all liquidation and other preference amounts to preferred stockholders and
other senior stockholders. Common stockholders have no preemptive or other subscription rights, and there are no conversion rights, or
redemption or sinking fund provisions, relating to the shares of common stock.

Classification or Reclassification of Common Stock or Preferred Stock

        Annaly's charter, authorizes its board of directors to classify or reclassify any unissued shares of common or preferred stock into other
classes or series of stock, to establish the number of shares in each class or series and to set the preferences, conversion and other rights, voting
powers, restrictions, limitations, and restrictions on ownership, limitations as to dividends or other distributions, qualifications, and terms and
conditions of redemption for each class or series.

 Description of Annaly Series E Preferred Stock

This section describes the material terms and provisions of the shares of Annaly Series E preferred stock to be issued in connection with the
merger, which terms and provisions are set forth in the form of Annaly's articles supplementary creating the Annaly Series E preferred stock and
attached as Annex C to the merger agreement, which is attached as Annex A to this document, which forms a part of the registration statement
on Form S-4. This summary may not contain all of the information about the Annaly Series E preferred stock that is important to you. Annaly
and Hatteras urge you to carefully read the full text of Annaly's articles supplementary, because they will be the legal documents that will
govern the Annaly Series E preferred stock.

General

        In connection with the merger, the Annaly board of directors will designate 11,500,000 shares of Annaly Series E preferred stock. At the
effective time of the merger, each outstanding share of Hatteras Series A preferred stock will be automatically converted into the right to receive
one newly issued share of Annaly Series E preferred stock. It is a condition to the closing of the offer that the newly issued shares of Annaly
Series E preferred stock be approved for listing on the NYSE, subject to official notice of issuance. Annaly expects that the Annaly Series E
preferred stock will trade on the NYSE under the ticker symbol "NLY-PrE."

Ranking

        The Annaly Series E preferred stock will rank, with respect to dividend rights and rights upon the voluntary or involuntary liquidation,
dissolution or winding up of our affairs:

�
senior to all classes or series of Annaly common stock, and to any other class or series of Annaly's capital stock expressly
designated as ranking junior to the Annaly Series E preferred stock;
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�
on parity with Annaly's Series A preferred stock, Series C preferred stock and Series D preferred stock, and any class or
series of Annaly's capital stock expressly designated as ranking on parity with the Annaly Series E preferred stock; and

�
junior to any other class or series of our capital stock expressly designated as ranking senior to the Annaly Series E preferred
stock, none of which exists on the date hereof.

        The term "capital stock" does not include convertible or exchangeable debt securities, none of which is outstanding as of the date hereof,
which, prior to conversion or exchange, will rank senior in right of payment to the Annaly Series E preferred stock. The Annaly Series E
preferred stock will also rank junior in right of payment to Annaly's other existing and future debt obligations.

Dividends

        Subject to the preferential rights of the holders of any class or series of Annaly's capital stock ranking senior to the Annaly Series E
preferred stock with respect to dividend rights, holders of shares of the Annaly Series E preferred stock are entitled to receive, when, as and if
authorized by Annaly's board of directors and declared by Annaly out of funds legally available for the payment of dividends, cumulative cash
dividends at the rate of 7.625% per annum of the $25.00 liquidation preference per share of the Annaly Series E preferred stock (equivalent to
the fixed annual amount of $1.90625 per share of the Annaly Series E preferred stock).

        Dividends on the Annaly Series E preferred stock will be payable to holders quarterly in arrears on or about the last day of March, June,
September and December of each year or, if such day is not a business day, on the next succeeding business day, except that, if such business
day is in the next succeeding year, such payment shall be made on the immediately preceding business day, in each case with the same force and
effect as if made on such date. The term "business day" means each day, other than a Saturday or a Sunday, which is not a day on which banks
in New York are required to close.

        The amount of any dividend payable on the Annaly Series E preferred stock for any dividend period, including any partial dividend period,
will be computed on the basis of a 360-day year consisting of twelve 30-day months. A dividend period is the respective period commencing on,
and including, the first day of January, April, July and October of each year and ending on, and including, the day preceding the first day of the
next succeeding dividend period (other than the dividend period during which any shares of Annaly Series E preferred stock shall be redeemed).
Dividends will be payable to holders of record as they appear in Annaly's stock records at the close of business on the applicable record date,
which shall be the date designated by the Annaly board of directors as the record date for the payment of dividends that is not more than 35 and
not fewer than 10 days prior to the scheduled dividend payment date.

        The initial accrual and dividend payment dates for the Annaly Series E preferred stock will depend on the timing of the effective time of the
merger.

        Dividends on the Annaly Series E preferred stock will accrue whether or not:

�
Annaly has earnings;

�
there are funds legally available for the payment of those dividends; or

�
those dividends are authorized or declared.

        Except as described in the next two paragraphs, unless full cumulative dividends on the Annaly Series E preferred stock for all past
dividend periods that have ended shall have been or
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contemporaneously are declared and paid in cash or declared and a sum sufficient for the payment thereof in cash is set apart for payment,
Annaly will not:

�
declare and pay or declare and set apart for payment of dividends, and Annaly will not declare and make any distribution of
cash or other property, directly or indirectly, on or with respect to any shares of Annaly common stock or shares of any other
class or series of its capital stock ranking, as to dividends, on parity with or junior to the Annaly Series E preferred stock, for
any period; or

�
redeem, purchase or otherwise acquire for any consideration, or make any other distribution of cash or other property,
directly or indirectly, on or with respect to, or pay or make available any monies for a sinking fund for the redemption of,
any common stock or shares of any other class or series of our capital stock ranking, as to dividends and upon liquidation,
dissolution or winding up of Annaly, on parity with or junior to the Annaly Series E preferred stock.

        The foregoing sentence, however, will not prohibit:

�
dividends payable solely in shares of Annaly common stock ranking junior as to dividends and upon liquidation, dissolution
or winding up of Annaly, to the Annaly Series E preferred stock;

�
the conversion into or exchange for other shares of any class or series of capital stock ranking junior to the Annaly Series E
preferred stock as to dividends and upon liquidation, dissolution or winding up of Annaly;

�
Annaly's purchase of shares of Annaly Series E preferred stock, preferred stock ranking on parity with the Annaly Series E
preferred stock as to payment of dividends and upon liquidation, dissolution or winding up of Annaly, or capital stock or
equity securities ranking junior to the Annaly Series E preferred stock as to dividends and upon liquidation, dissolution or
winding up of Annaly, pursuant to Annaly's charter to the extent necessary to preserve its qualification as a REIT as
discussed under "�Restrictions on Ownership and Transfer" below;

�
Annaly's redemption or other acquisition of shares under incentive, benefit or share purchase plans for officers, directors or
employees or others performing or providing similar services; and

�
Annaly's purchase or acquisition of preferred stock ranking on parity with the Annaly Series E preferred stock as to
dividends and upon liquidation, dissolution or winding up of Annaly, pursuant to a purchase or exchange offer made on the
same terms to holders of all outstanding shares of Annaly Series E preferred stock.

        When Annaly does not pay dividends in full (or set apart a sum sufficient to pay them in full) on the Annaly Series E preferred stock and
the shares of any other class or series of capital stock ranking, as to dividends, on parity with the Annaly Series E preferred stock, Annaly will
declare any dividends upon the Annaly Series E preferred stock and each such other class or series of capital stock ranking, as to dividends, on
parity with the Annaly Series E preferred stock pro rata, so that the amount of dividends declared per share of Annaly Series E preferred stock
and such other class or series of capital stock will in all cases bear to each other the same ratio that accrued dividends per share on the Annaly
Series E preferred stock and such other class or series of capital stock (which will not include any accrual in respect of unpaid dividends on such
other class or series of capital stock for prior dividend periods if such other class or series of capital stock does not have a cumulative dividend)
bear to each other. No interest, or sum of money in lieu of interest, will be payable in respect of any dividend payment or payments on the
Annaly Series E preferred stock which may be in arrears.

        Holders of shares of Annaly Series E preferred stock are not entitled to any dividend, whether payable in cash, property or shares of capital
stock, in excess of full cumulative dividends on the Annaly Series E preferred stock as described above. Any dividend payment made on the
Annaly Series E preferred stock will first be credited against the earliest accrued but unpaid dividends due with
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respect to those shares which remain payable. Accrued but unpaid dividends on the Annaly Series E preferred stock will accumulate as of the
dividend payment date on which they first become payable.

        Annaly does not intend to declare dividends on the Annaly Series E preferred stock, or pay or set apart for payment dividends on the
Annaly Series E preferred stock, if the terms of any of Annaly's agreements, including any agreements relating to its indebtedness, prohibit such
a declaration, payment or setting apart for payment or provide that such declaration, payment or setting apart for payment would constitute a
breach of or default under such an agreement. Likewise, no dividends will be authorized by Annaly's board of directors and declared by Annaly
or paid or set apart for payment if such authorization, declaration or payment is restricted or prohibited by law. Annaly does not believe that
these restrictions currently have any adverse impact on its ability to pay dividends on the Annaly Series E preferred stock.

Liquidation Preference

        Upon any voluntary or involuntary liquidation, dissolution or winding up of Annaly's affairs, before any distribution or payment shall be
made to holders of shares of Annaly common stock or any other class or series of capital stock ranking, as to rights upon any voluntary or
involuntary liquidation, dissolution or winding up of Annaly's affairs, junior to the Annaly Series E preferred stock, holders of shares of Annaly
Series E preferred stock will be entitled to be paid out of Annaly's assets legally available for distribution to its stockholders, after payment of or
provision for Annaly's debts and other liabilities, a liquidation preference of $25.00 per share of Annaly Series E preferred stock, plus an amount
equal to any accrued and unpaid dividends (whether or not authorized or declared) to, but not including, the date of payment. If, upon Annaly's
voluntary or involuntary liquidation, dissolution or winding up, Annaly's available assets are insufficient to pay the full amount of the liquidating
distributions on all outstanding shares of Annaly Series E preferred stock and the corresponding amounts payable on all shares of each other
class or series of capital stock ranking, as to liquidation rights, on parity with the Annaly Series E preferred stock in the distribution of assets,
then holders of shares of Annaly Series E preferred stock and each such other class or series of capital stock ranking, as to rights upon any
voluntary or involuntary liquidation, dissolution or winding up, on parity with the Annaly Series E preferred stock will share ratably in any
distribution of assets in proportion to the full liquidating distributions to which they would otherwise be respectively entitled.

        Holders of shares of Annaly Series E preferred stock will be entitled to written notice of any distribution in connection with any voluntary
or involuntary liquidation, dissolution or winding up of Annaly's affairs not less than 30 days and not more than 60 days prior to the distribution
payment date. After payment of the full amount of the liquidating distributions to which they are entitled, holders of shares of Annaly Series E
preferred stock will have no right or claim to any of Annaly's remaining assets. Annaly's consolidation or merger with or into any other
corporation, trust or other entity, or the voluntary sale, lease, transfer or conveyance of all or substantially all of its property or business, will not
be deemed to constitute a liquidation, dissolution or winding up of its affairs.

        In determining whether a distribution (other than upon voluntary or involuntary liquidation), by dividend, redemption or other acquisition
of shares of Annaly's capital stock or otherwise, is permitted under Maryland law, amounts that would be needed, if Annaly were to be dissolved
at the time of the distribution, to satisfy the preferential rights upon dissolution of holders of shares of Annaly Series E preferred stock will not
be added to Annaly's total liabilities.

Optional Redemption

        Except with respect to the special optional redemption described below and in certain limited circumstances relating to Annaly's ability to
continue to qualify as a REIT as described in "�Restrictions on Ownership and Transfer," Annaly may not redeem shares of Annaly Series E

153

Edgar Filing: ANNALY CAPITAL MANAGEMENT INC - Form S-4/A

189



Table of Contents

preferred stock prior to August 27, 2017. On and after August 27, 2017, Annaly may, at its option, upon not fewer than 30 and not more than
60 days' written notice, redeem the Annaly Series E preferred stock, in whole or in part, at any time or from time to time, for cash at a
redemption price of $25.00 per share, plus all accrued and unpaid dividends (whether or not authorized or declared) to, but not including, the
date fixed for redemption, without interest, to the extent Annaly has funds legally available for that purpose.

        If fewer than all of the outstanding shares of the Annaly Series E preferred stock are to be redeemed, Annaly will select the shares of
Annaly Series E preferred stock to be redeemed pro rata (as nearly as may be practicable without creating fractional shares) by lot, or by any
other equitable method that Annaly may determine will not violate the 9.8% Annaly Series E preferred stock ownership limit. If such
redemption is to be by lot and, as a result of such redemption, any holder of shares of Annaly Series E preferred stock, other than a holder of
Annaly Series E preferred stock that has received an exemption from the ownership limit, would have beneficial or constructive ownership of
more than 9.8% of the issued and outstanding shares of Annaly Series E preferred stock by value or number of shares, whichever is more
restrictive, because such holder's shares of Annaly Series E preferred stock were not redeemed, or were only redeemed in part, then, except as
otherwise provided in Annaly's charter, Annaly will redeem the requisite number of shares of Annaly Series E preferred stock of such holder
such that no holder will own in excess of the applicable ownership limit subsequent to such redemption. See "�Restrictions on Ownership and
Transfer" below. In order for their shares of Annaly Series E preferred stock to be redeemed, holders must surrender their shares at the place, or
in accordance with the book-entry procedures, designated in the notice of redemption. Holders will then be entitled to the redemption price and
any accrued and unpaid dividends payable upon redemption following surrender of the shares as detailed below. If a notice of redemption has
been given (in the case of a redemption of the Annaly Series E preferred stock, other than to preserve Annaly's qualification as a REIT), if the
funds necessary for the redemption have been set apart by Annaly in trust for the benefit of the holders of any shares of Annaly Series E
preferred stock called for redemption and if irrevocable instructions have been given to pay the redemption price and all accrued and unpaid
dividends, then from and after the redemption date, dividends will cease to accrue on such shares of Annaly Series E preferred stock and such
shares of Annaly Series E preferred stock will no longer be deemed outstanding. At such time, all rights of the holders of such shares will
terminate, except the right to receive the redemption price plus any accrued and unpaid dividends payable upon redemption, without interest. So
long as no dividends are in arrears and subject to the provisions of applicable law, Annaly may from time to time repurchase all or any part of
the Annaly Series E preferred stock, including the repurchase of shares of Annaly Series E preferred stock in open-market transactions and
individual purchases at such prices as Annaly negotiates, in each case as duly authorized by its board of directors.

        Unless full cumulative dividends on all shares of Annaly Series E preferred stock have been or contemporaneously are authorized, declared
and paid or declared and a sum sufficient for the payment thereof set apart for payment for all past dividend periods that have ended, no shares
of Annaly Series E preferred stock will be redeemed, unless all outstanding shares of Annaly Series E preferred stock are simultaneously
redeemed and Annaly will not purchase or otherwise acquire directly or indirectly any shares of Annaly Series E preferred stock or any class or
series of its capital stock ranking, as to dividends or upon liquidation, dissolution or winding up of Annaly, on parity with or junior to the Annaly
Series E preferred stock (except by conversion into or exchange for its capital stock ranking junior to the Annaly Series E preferred stock as to
dividends and upon liquidation, dissolution or winding up of Annaly); provided, however, that whether or not the requirements set forth above
have been met, Annaly may (a) purchase shares of Annaly Series E preferred stock, preferred stock ranking on parity with the Annaly Series E
preferred stock, as to payment of dividends and upon liquidation, dissolution or winding up of Annaly, or capital stock or equity securities
ranking junior to the Annaly Series E preferred stock, as to payment of dividends and upon liquidation,
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dissolution or winding up of Annaly, pursuant to Annaly's charter to the extent necessary to ensure that Annaly meets the requirements for
qualification as a REIT for federal income tax purposes, (b) redeem or acquire shares under incentive, benefit or share purchase plans for
officers, directors or employees or others performing or providing similar services, and (c) may purchase or acquire shares of Annaly Series E
preferred stock or preferred stock ranking on parity with the Annaly Series E preferred stock as to payment of dividends and upon liquidation,
dissolution or winding up of Annaly, pursuant to a purchase or exchange offer made on the same terms to holders of all outstanding shares of
Annaly Series E preferred stock. See "�Restrictions on Ownership and Transfer" below.

        Notice of redemption will be mailed by Annaly, postage prepaid, not less than 30 days nor more than 60 days prior to the redemption date,
addressed to the respective holders of record of the Annaly Series E preferred stock to be redeemed at their respective addresses as they appear
on our stock transfer records as maintained by the transfer agent of Annaly named in "�Transfer Agent and Registrar" below. No failure to give
such notice or any defect therein or in the mailing thereof will affect the validity of the proceedings for the redemption of any shares of Annaly
Series E preferred stock except as to the holder to whom notice was defective or not given. In addition to any information required by law or by
the applicable rules of any exchange upon which the Annaly Series E preferred stock may be listed or admitted to trading, each notice will state:

�
the redemption date;

�
the redemption price;

�
the number of shares of Annaly Series E preferred stock to be redeemed;

�
the place or places where the certificates, if any, representing shares of Annaly Series E preferred stock are to be surrendered
for payment of the redemption price;

�
procedures for surrendering noncertificated shares of Annaly Series E preferred stock for payment of the redemption price;

�
that dividends on the shares of Annaly Series E preferred stock to be redeemed will cease to accumulate on such redemption
date; and

�
that payment of the redemption price and any accumulated and unpaid dividends will be made upon presentation and
surrender of such Annaly Series E preferred stock.

        If fewer than all of the shares of Annaly Series E preferred stock held by any holder are to be redeemed, the notice mailed to such holder
will also specify the number of shares of Annaly Series E preferred stock held by such holder to be redeemed.

        Any such redemption may be made conditional on such factors as may be determined by Annaly's board of directors and as set forth in the
notice of redemption. If a redemption date falls after a dividend record date and on or prior to the corresponding dividend payment date, each
holder of shares of the Annaly Series E preferred stock at the close of business of such dividend record date will be entitled to the dividend
payable on such shares on the corresponding dividend payment date notwithstanding the redemption of such shares on or prior to such dividend
payment date, and each holder of shares of Annaly Series E preferred stock that surrenders such shares on such redemption date will be entitled
to the dividends accruing after the end of the applicable dividend period to which such dividend payment date related, to, but not including, the
date of redemption. Except as described above, Annaly will make no payment or allowance for unpaid dividends, whether or not in arrears, on
Annaly Series E preferred stock for which a notice of redemption has been given.

        All shares of Annaly Series E preferred stock that we redeem or repurchase or otherwise acquire in any other manner, will be retired and
restored to the status of authorized but unissued shares of preferred stock, without designation as to series or class.
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        Future debt instruments may prohibit Annaly from redeeming or otherwise repurchasing any shares of its capital stock, including the
Annaly Series E preferred stock.

Special Optional Redemption

        Upon the occurrence of a Change of Control (as defined below), Annaly may, at its option, redeem the Annaly Series E preferred stock, in
whole or in part within 120 days after the first date on which such Change of Control occurred, by paying $25.00 per share, plus any accrued and
unpaid dividends to, but not including, the date of redemption. If, prior to the Change of Control Conversion Date (as defined in "�Conversion
Rights" below), Annaly has provided or provides notice of redemption with respect to the Annaly Series E preferred stock (whether pursuant to
Annaly's optional redemption right or its special optional redemption right), the holders of Annaly Series E preferred stock will not have the
conversion right described below under "�Conversion Rights."

        Annaly will mail to you, if you are a record holder of the Annaly Series E preferred stock, a notice of redemption no fewer than 30 days nor
more than 60 days before the redemption date. Annaly will send the notice to your address shown on its stock transfer records. A failure to give
notice of redemption or any defect in the notice or in its mailing will not affect the validity of the redemption of any Annaly Series E preferred
stock except as to the holder to whom notice was defective. In addition to any information required by law or by the applicable rules of any
exchange upon which the shares of Annaly Series E preferred stock may be listed or admitted to trading, each notice will state the following:

�
the redemption date;

�
the redemption price;

�
the number of shares of Annaly Series E preferred stock to be redeemed;

�
the place or places where the certificates, if any, representing shares of Annaly Series E preferred stock are to be surrendered
for payment of the redemption price;

�
procedures for surrendering noncertificated shares of Annaly Series E preferred stock for payment of the redemption price;

�
that dividends on the shares of Annaly Series E preferred stock to be redeemed will cease to accumulate on such redemption
date;

�
that payment of the redemption price and any accumulated and unpaid dividends will be made upon presentation and
surrender of such Annaly Series E preferred stock;

�
that the Annaly Series E preferred stock is being redeemed pursuant to Annaly's special optional redemption right in
connection with the occurrence of a Change of Control and a brief description of the transaction or transactions constituting
such Change of Control; and

�
that the holders of the Annaly Series E preferred stock to which the notice relates will not be able to tender such Annaly
Series E preferred stock for conversion in connection with the Change of Control and each share of Annaly Series E
preferred stock tendered for conversion that is selected, prior to the Change of Control Conversion Date, for redemption will
be redeemed on the related date of redemption instead of converted on the Change of Control Conversion Date.

        If Annaly redeems fewer than all of the outstanding shares of Annaly Series E preferred stock, the notice of redemption mailed to each
stockholder will also specify the number of shares of Annaly Series E preferred stock that Annaly will redeem from each stockholder. In this
case, Annaly will determine the number of shares of Annaly Series E preferred stock to be redeemed as described above in "�Optional
Redemption."
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        If Annaly has given a notice of redemption pursuant to the special optional redemption right and has set apart sufficient funds for the
redemption in trust for the benefit of the holders of the Annaly Series E preferred stock called for redemption, then from and after the
redemption date, those shares of Annaly Series E preferred stock will be treated as no longer being outstanding, no further dividends will accrue
and all other rights of the holders of those shares of Annaly Series E preferred stock will terminate. The holders of those shares of Annaly
Series E preferred stock will retain their right to receive the redemption price for their shares and any accrued and unpaid dividends to, but not
including, the date of redemption, without interest.

        The holders of Annaly Series E preferred stock at the close of business on a dividend record date will be entitled to receive the dividend
payable with respect to the Annaly Series E preferred stock on the corresponding payment date notwithstanding the redemption of the Annaly
Series E preferred stock pursuant to the special optional redemption right between such record date and the corresponding payment date or
Annaly's default in the payment of the dividend due. Except as provided above, Annaly will make no payment or allowance for unpaid
dividends, whether or not in arrears, on Annaly Series E preferred stock to be redeemed.

        A "Change of Control" is when, after the original issuance of the Annaly Series E preferred stock, the following have occurred and are
continuing:

�
the acquisition by any person, including any syndicate or group deemed to be a "person" under Section 13(d)(3) of the
Exchange Act, of beneficial ownership, directly or indirectly, through a purchase, merger or other acquisition transaction or
series of purchases, mergers or other acquisition transactions of stock of Annaly entitling that person to exercise more than
50% of the total voting power of all stock of Annaly entitled to vote generally in the election of directors (except that such
person will be deemed to have beneficial ownership of all securities that such person has the right to acquire, whether such
right is currently exercisable or is exercisable only upon the occurrence of a subsequent condition); and

�
following the closing of any transaction referred to in the bullet point above, neither Annaly nor the acquiring or surviving
entity has a class of common securities (or ADRs representing such securities) listed on the NYSE, the NYSE MKT or
NASDAQ or listed or quoted on an exchange or quotation system that is a successor to the NYSE, the NYSE MKT or
NASDAQ.

Conversion Rights

        Upon the occurrence of a Change of Control, each holder of Annaly Series E preferred stock will have the right, unless, prior to the Change
of Control Conversion Date, Annaly has provided or provides notice of its election to redeem some or all of the Annaly Series E preferred stock
as described above under "�Optional Redemption" or "�Special Optional Redemption," to convert some or all of the Annaly Series E preferred
stock held by such holder (the "Change of Control Conversion Right") on the Change of Control Conversion Date into a number of shares of
Annaly common stock per share of Annaly Series E preferred stock to be converted (the "Common Stock Conversion Consideration"), which is
equal to the lesser of:

�
the quotient obtained by dividing (i) the sum of the $25.00 liquidation preference per share of the Annaly Series E common
stock to be converted plus the amount of any accrued and unpaid dividends to, but not including, the Change of Control
Conversion Date (unless the Change of Control Conversion Date is after a record date for an Annaly Series E preferred stock
dividend payment and prior to the corresponding Annaly Series E preferred stock dividend payment date, in which case no
additional amount for such accrued and unpaid dividends will be included in this sum) by (ii) the Common Stock Price (as
defined below); and
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�
a number to be determined as of the effective time of the merger (the "Share Cap"), equal to (A) 1.7519 multiplied by (B) a
fraction in which (i) the numerator is equal to the sum of (x) the cash portion of the mixed consideration and (y) the product
of (1) the stock portion of the mixed consideration and (2) the 10-day volume weighted average closing sale price per share
of Annaly common stock as reported on the NYSE for the 10 consecutive trading days ending on and including the trading
day prior to the acceptance time, and (ii) the denominator is the 10-day volume weighted average closing sale price per share
of Annaly common stock as reported on the NYSE for the 10 consecutive trading days ending on and including the trading
day prior to the acceptance time.

        The Share Cap is subject to pro rata adjustments for any stock splits (including those effected pursuant to a distribution of Annaly common
stock), subdivisions or combinations (in each case, a "Stock Split") with respect to Annaly common stock as follows: the adjusted Share Cap as
the result of a Stock Split will be the number of shares of Annaly common stock that is equivalent to the product obtained by multiplying (i) the
Share Cap in effect immediately prior to such Stock Split by (ii) a fraction, the numerator of which is the number of shares of Annaly common
stock outstanding after giving effect to such Stock Split and the denominator of which is the number of shares of Annaly common stock
outstanding immediately prior to such Stock Split.

        For the avoidance of doubt, subject to the immediately succeeding sentence, the aggregate number of shares of Annaly common stock (or
equivalent Alternative Conversion Consideration (as defined below), as applicable) issuable or deliverable, as applicable, in connection with the
exercise of the Change of Control Conversion Right will not exceed the product of the Share Cap times the aggregate number of shares of the
Annaly Series E preferred stock issued and outstanding at the Change of Control Conversion Date (or equivalent Alternative Conversion
Consideration, as applicable) (the "Exchange Cap"). The Exchange Cap is subject to pro rata adjustments for any Stock Splits on the same basis
as the corresponding adjustment to the Share Cap.

        In the case of a Change of Control pursuant to which Annaly common stock will be converted into cash, securities or other property or
assets (including any combination thereof) (the "Alternative Form Consideration"), a holder of Annaly Series E preferred stock will receive upon
conversion of such Annaly Series E preferred stock the kind and amount of Alternative Form Consideration which such holder would have
owned or been entitled to receive upon the Change of Control had such holder held a number of shares of Annaly common stock equal to the
Common Stock Conversion Consideration immediately prior to the effective time of the Change of Control (the "Alternative Conversion
Consideration"). The Common Stock Conversion Consideration or the Alternative Conversion Consideration, as may be applicable to a Change
of Control, is referred to in this prospectus supplement as the "Conversion Consideration."

        If the holders of Annaly common stock have the opportunity to elect the form of consideration to be received in the Change of Control, the
Conversion Consideration will be deemed to be the kind and amount of consideration actually received by holders of a majority of Annaly
common stock that voted for such an election (if electing between two types of consideration) or holders of a plurality of Annaly common stock
that voted for such an election (if electing between more than two types of consideration), as the case may be, and will be subject to any
limitations to which all holders of Annaly common stock are subject, including, without limitation, pro rata reductions applicable to any portion
of the consideration payable in the Change of Control.

        Annaly will not issue fractional shares of common stock upon the conversion of the Annaly Series E preferred stock. Instead, Annaly will
pay the cash value of such fractional shares based on the Annaly common stock price. Within 15 days following the occurrence of a Change of
Control, Annaly will mail to the record holders of Annaly Series E preferred stock a notice of occurrence of the Change
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of Control that describes the resulting Change of Control Conversion Right. Annaly will send the notice to the address shown on its stock
transfer records, and the notice will state the following:

�
the events constituting the Change of Control;

�
the date of the Change of Control;

�
the last date on which the holders of Annaly Series E preferred stock may exercise their Change of Control Conversion
Right;

�
the method and period for calculating the Common Stock Price;

�
the Change of Control Conversion Date;

�
that if, prior to the Change of Control Conversion Date, Annaly has provided or provides notice of its election to redeem all
or any portion of the Annaly Series E preferred stock, holders of Annaly Series E preferred stock will not be able to convert
the Annaly Series E preferred stock designated for redemption and such shares will be redeemed on the related redemption
date, even if such shares have already been tendered for conversion pursuant to the Change of Control Conversion Right;

�
if applicable, the type and amount of Alternative Conversion Consideration entitled to be received per share of Annaly
Series E preferred stock;

�
the name and address of the paying agent and the conversion agent;

�
the procedures that the holders of Annaly Series E preferred stock must follow to exercise the Change of Control Conversion
Right; and

�
the last date on which holders of Annaly Series E preferred stock may withdraw shares surrendered for conversion and the
procedures that such holders must follow to effect such a withdrawal.

        Annaly will issue a press release for publication on the Dow Jones & Company, Inc., Business Wire, PR Newswire or Bloomberg Business
News (or, if these organizations are not in existence at the time of issuance of the press release, such other news or press organization as is
reasonably calculated to broadly disseminate the relevant information to the public), or post a notice on its website, in any event prior to the
opening of business on the first business day following any date on which Annaly provides the notice described above to the holders of Annaly
Series E preferred stock.

        To exercise the Change of Control Conversion Right, the holders of Annaly Series E preferred stock will be required to deliver, on or
before the close of business on the Change of Control Conversion Date, the certificates (if any) representing the shares of Annaly Series E
preferred stock to be converted, duly endorsed for transfer, together with a written conversion notice completed, to Annaly's transfer agent. The
conversion notice must state:

�
the relevant Change of Control Conversion Date;

�
the number of shares of Annaly Series E preferred stock to be converted; and
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that the Annaly Series E preferred stock is to be converted pursuant to the applicable provisions of the Annaly charter.

        The "Change of Control Conversion Date" is the date the Annaly Series E preferred stock is to be converted, which will be a business day
that is no fewer than 20 days nor more than 35 days after the date on which Annaly mails the notice described above to the holders of Annaly
Series E preferred stock.
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        The "Common Stock Price" will be (i) if the consideration to be received in the Change of Control by the holders of Annaly common stock
is solely cash, the amount of cash consideration per share of Annaly common stock or (ii) if the consideration to be received in the Change of
Control by holders of Annaly common stock is other than solely cash (x) the average of the closing sale prices per share of Annaly common
stock (or, if no closing sale price is reported, the average of the closing bid and ask prices or, if more than one in either case, the average of the
average closing bid and the average closing ask prices) for the 10 consecutive trading days immediately preceding, but not including, the
effective date of the Change of Control as reported on the principal U.S. securities exchange on which Annaly common stock is then traded, or
(y) the average of the last quoted bid prices for Annaly common stock in the over-the-counter market as reported by OTC Markets Group, Inc. or
similar organization for the 10 consecutive trading days immediately preceding, but not including, the effective date of the Change of Control, if
Annaly common stock is not then listed for trading on a U.S. securities exchange.

        Holders of Annaly Series E preferred stock may withdraw any notice of exercise of a Change of Control Conversion Right (in whole or in
part) by a written notice of withdrawal delivered to Annaly's transfer agent prior to the close of business on the business day prior to the Change
of Control Conversion Date. The notice of withdrawal must state:

�
the number of withdrawn shares of Annaly Series E preferred stock; and

�
if certificated Annaly Series E preferred stock has been issued, the certificate numbers of the withdrawn shares of Annaly
Series E preferred stock; and

�
the number of shares of Annaly Series E preferred stock, if any, which remain subject to the conversion notice.

        Notwithstanding the foregoing, if the Annaly Series E preferred stock is held in global form, the conversion notice and/or the notice of
withdrawal, as applicable, must comply with applicable procedures of The Depository Trust Company.

        Annaly Series E preferred stock as to which the Change of Control Conversion Right has been properly exercised and for which the
conversion notice has not been validly withdrawn will be converted into the applicable Conversion Consideration in accordance with the Change
of Control Conversion Right on the Change of Control Conversion Date, unless, prior to the Change of Control Conversion Date, Annaly has
provided or provides notice of its election to redeem such shares of Annaly Series E preferred stock, whether pursuant to its optional redemption
right or its special optional redemption right. If Annaly elects to redeem shares of Annaly Series E preferred stock that would otherwise be
converted into the applicable Conversion Consideration on a Change of Control Conversion Date, such Annaly Series E preferred stock will not
be so converted and the holders of such shares will be entitled to receive on the applicable redemption date $25.00 per share, plus any accrued
and unpaid dividends (whether or not authorized or declared) to, but not including, the date of redemption, in accordance with our optional
redemption right or special optional redemption right. See "�Optional Redemption" and "�Special Optional Redemption" above.

        Annaly will deliver the applicable Conversion Consideration upon conversion no later than the third business day following the Change of
Control Conversion Date.

        In connection with the exercise of any Change of Control Conversion Right, Annaly will comply with all federal and state securities laws
and stock exchange rules in connection with any conversion of the Annaly Series E preferred stock into shares of its common stock.
Notwithstanding any other provision of the Annaly Series E preferred stock, no holder of Annaly Series E preferred stock will be entitled to
convert such Annaly Series E preferred stock into shares of its common stock to the extent that receipt of such common stock would cause such
holder (or any other person) to exceed the stock ownership limits contained in Annaly's charter, including the articles supplementary setting
forth the
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terms of the Annaly Series E preferred stock, unless Annaly provides an exemption from the applicable limits for such holder. See "�Restrictions
on Ownership and Transfer" below.

        The Change of Control conversion feature may make it more difficult for a party to take over Annaly or discourage a party from taking over
Annaly. Except as provided above in connection with a Change of Control, the Annaly Series E preferred stock is not convertible into or
exchangeable for any other securities or property.

No Maturity, Sinking Fund or Mandatory Redemption

        The Annaly Series E preferred stock has no maturity date and Annaly is not required to redeem the Annaly Series E preferred stock at any
time. Accordingly, the Annaly Series E preferred stock will remain outstanding indefinitely, unless Annaly decides, at its option, to exercise its
redemption right or, under circumstances where the holders of the Annaly Series E preferred stock have a conversion right, such holders convert
the Annaly Series E preferred stock into Annaly common stock. The Annaly Series E preferred stock is not subject to any sinking fund.

Limited Voting Rights

        Holders of shares of the Annaly Series E preferred stock will generally have no voting rights, except as set forth below.

        If dividends on the Annaly Series E preferred stock are in arrears for six or more quarterly periods, whether or not consecutive (a "preferred
dividend default"), holders of shares of the Annaly Series E preferred stock (voting together as a single class with the holders of all other classes
or series of preferred stock upon which like voting rights have been conferred and are exercisable) will be entitled to vote for the election of a
total of two additional directors to serve on Annaly's board of directors (the "preferred stock directors"), until all dividends accumulated for past
dividend periods that have ended with respect to the Annaly Series E preferred stock and any other class or series of preferred stock upon which
like voting rights have been conferred and are exercisable have been fully paid or declared and a sum sufficient for payment thereof is set apart
for such payment. In such a case, the number of directors serving on Annaly's board of directors will be increased by two. The preferred stock
directors will be elected by a plurality of the votes cast in the election for a one-year term and each preferred stock director will serve until his
successor is duly elected and qualified or until the director's right to hold the office terminates, whichever occurs earlier, subject to such
director's earlier death, disqualification, resignation or removal. The election will take place at:

�
either a special meeting called upon the written request of holders of record of at least 10% of the outstanding shares of
Annaly Series E preferred stock together with any other class or series of preferred stock upon which like voting rights have
been conferred and are exercisable, if this request is received more than 90 days before the date fixed for Annaly's next
annual or special meeting of stockholders or, if Annaly receives the request for a special meeting within 90 days of the date
fixed for its next annual or special meeting of stockholders, at its next annual or special meeting of stockholders; and

�
each subsequent annual meeting of stockholders (or special meeting held in its place) until all dividends in arrears
accumulated on the Annaly Series E preferred stock and on any other class or series of preferred stock upon which like
voting rights have been conferred and are exercisable have been paid in full for all past dividend periods that have ended.

        If and when all accumulated dividends on the Annaly Series E preferred stock and all other classes or series of preferred stock upon which
like voting rights have been conferred and are exercisable for the past dividend periods shall have been paid in full or a sum sufficient for such
payment in full is set apart for payment, holders of shares of Annaly Series E preferred stock and holders of all other classes
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or series of preferred stock upon which like voting rights have been conferred and are exercisable shall be divested of the voting rights set forth
above (subject to re-vesting in the event of each and every preferred dividend default) and the term and office of such preferred stock directors
so elected will terminate and the entire board of directors will be reduced accordingly.

        Any preferred stock director elected by holders of shares of Annaly Series E preferred stock and other holders of preferred stock upon
which like voting rights have been conferred and are exercisable may be removed at any time with or without cause by the vote of, and may not
be removed otherwise than by the vote of, the holders of record of a majority of the outstanding shares of Annaly Series E preferred stock and
other parity preferred stock entitled to vote thereon when they have the voting rights described above (voting as a single class). So long as a
preferred dividend default continues, any vacancy in the office of a preferred stock director may be filled by written consent of the preferred
stock director remaining in office, or if none remains in office, by a vote of the holders of record of a majority of the outstanding shares of
Annaly Series E preferred stock when they have the voting rights described above (voting as a single class with all other classes or series of
preferred stock upon which like voting rights have been conferred and are exercisable).

        In addition, so long as any shares of Annaly Series E preferred stock remain outstanding, Annaly will not, without the affirmative vote or
consent of the holders of at least two-thirds of the outstanding shares of the Annaly Series E preferred stock together with the holders of all other
shares of any class or series of preferred stock ranking on parity with the Annaly Series E preferred stock with respect to the payment of
dividends and the distribution of assets upon our liquidation, dissolution or winding up (voting as a single class):

�
authorize, create or issue, or increase the number of authorized or issued shares of, any class or series of stock ranking senior
to such Annaly Series E preferred stock with respect to payment of dividends, or the distribution of assets upon Annaly's
liquidation, dissolution or winding up, or reclassify any of Annaly's authorized shares of capital stock into any such shares,
or create, authorize or issue any obligation or security convertible into or evidencing the right to purchase any such shares;
or

�
amend, alter or repeal the provisions of Annaly's charter, including the terms of the Annaly Series E preferred stock, whether
by merger, consolidation, transfer or conveyance of substantially all of Annaly's assets or otherwise, so as to materially and
adversely affect any right, preference, privilege or voting power of the Annaly Series E preferred stock,

except that with respect to the occurrence of any of the events described in the second bullet point immediately above, so long as (1) the Annaly
Series E preferred stock remains outstanding with the terms of the Annaly Series E preferred stock materially unchanged, or (2) the holders of
the Annaly Series E preferred stock receive equity securities with rights, preferences, privileges or voting powers substantially the same as those
of the Annaly Series E preferred stock, then the occurrence of such event will not be deemed to materially and adversely affect the rights,
preferences, privileges or voting power of the Annaly Series E preferred stock, and in such case such holders shall not have any voting rights
with respect to the events described in the second bullet point immediately above. Furthermore, if, pursuant to the occurrence of any of the
events described in the second bullet point immediately above, holders of shares of the Annaly Series E preferred stock receive the greater of the
full trading price of the Annaly Series E preferred stock on the date of such event described in the second bullet point immediately above or the
$25.00 per share liquidation preference plus accrued and unpaid dividends to, but not including, the date of such event described in the second
bullet point immediately above, then such holders shall not have any voting rights with respect to the events described in the second bullet point
immediately above.

        Notwithstanding the above, if the occurrence of any such event would materially and adversely affect the rights, preferences, privileges or
voting powers of the Annaly Series E preferred stock
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disproportionately relative to other classes or series of preferred stock ranking on parity with the Annaly Series E preferred stock with respect to
the payment of dividends and the distribution of assets upon our liquidation, dissolution or winding up, then the affirmative vote or consent of
the holders of at least two-thirds of the outstanding shares of the Annaly Series E preferred stock (voting as a separate class) will also be
required.

        Holders of shares of Annaly Series E preferred stock will not be entitled to vote with respect to any increase in the total number of
authorized shares of Annaly common stock or preferred stock, any increase in the number of authorized shares of Annaly Series E preferred
stock or the creation or issuance of any other class or series of capital stock, or any increase in the number of authorized shares of any other class
or series of capital stock, in each case ranking on parity with or junior to the Annaly Series E preferred stock with respect to the payment of
dividends and the distribution of assets upon liquidation, dissolution or winding up.

        Holders of shares of Annaly Series E preferred stock will not have any voting rights with respect to, and the consent of the holders of shares
of Annaly Series E preferred stock is not required for, the taking of any corporate action, including any merger or consolidation involving
Annaly or a sale of all or substantially all of its assets, regardless of the effect that such corporate action or event may have upon the powers,
preferences, voting power or other rights or privileges of the Annaly Series E preferred stock, except as set forth above.

        In addition, the voting provisions above will not apply if, at or prior to the time when the act with respect to which the vote would otherwise
be required would occur, Annaly has redeemed or called for redemption upon proper procedures all outstanding shares of Annaly Series E
preferred stock.

        In any matter in which Annaly Series E preferred stock may vote (as expressly provided in the articles supplementary setting forth the terms
of the Annaly Series E preferred stock), each share of Annaly Series E preferred stock will be entitled to one vote per $25.00 of liquidation
preference. As a result, each share of Annaly Series E preferred stock will be entitled to one vote.

Information Rights

        During any period in which Annaly is not subject to Section 13 or 15(d) of the Exchange Act and any shares of Annaly Series E preferred
stock are outstanding, Annaly will use its best efforts to (i) transmit by mail (or other permissible means under the Exchange Act) to all holders
of Annaly Series E preferred stock, as their names and addresses appear in Annaly's record books and without cost to such holders, copies of the
Annual Reports on Form 10-K and Quarterly Reports on Form 10-Q that Annaly would have been required to file with the SEC pursuant to
Section 13 or 15(d) of the Exchange Act if it were subject thereto (other than any exhibits that would have been required) and (ii) promptly,
upon request, supply copies of such reports to any prospective holder of Annaly Series E preferred stock. Annaly will use its best efforts to mail
(or otherwise provide) the information to the holders of Annaly Series E preferred stock within 15 days after the respective dates by which a
periodic report on Form 10-K or Form 10-Q, as the case may be, in respect of such information would have been required to be filed with the
SEC if Annaly were subject to Section 13 or 15(d) of the Exchange Act, in each case, based on the dates on which Annaly would be required to
file such periodic reports if we were a "non-accelerated filer" within the meaning of the Exchange Act.

Restrictions on Ownership and Transfer

        In order for Annaly to qualify as a REIT under the Code, its shares of stock must be beneficially owned by 100 or more persons during at
least 335 days of a taxable year of 12 months or during a proportionate part of a shorter taxable year. Also, no more than 50% of the value of its
outstanding shares of capital stock may be owned, directly or indirectly, by five or fewer individuals (as defined by the Code to include certain
entities) during the last half of any taxable year.
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        To assist Annaly in qualifying as a REIT, its charter prohibits anyone from acquiring or holding, directly or constructively, ownership of a
number of shares of any class of its capital stock in excess of 9.8% of the outstanding shares. The Annaly Series E preferred stock articles
supplementary will provide that generally no person may own, or be deemed to own by virtue of the attribution provisions of the Code, either
more than 9.8% in value or in number of shares, whichever is more restrictive, of the outstanding Annaly Series E preferred stock.

        The consequences of attempting to own or transfer shares of Annaly common stock or capital stock in violation of the ownership
restrictions are described below under "�Restrictions on Ownership and Transfer." Those consequences also apply to any person who attempts to
own, or would be deemed to own by virtue of the attribution provisions of the Code, more than 9.8% in value or in number of shares, whichever
is more restrictive, of the outstanding Annaly Series E preferred stock. The beneficial ownership and/or constructive ownership rules under the
Code are complex and may cause shares of stock owned actually or constructively by a group of related individuals and/or entities to be owned
constructively by one individual or entity. See "�Restrictions on Ownership and Transfer."

Transfer Agent and Registrar

        The transfer agent and registrar for the Annaly Series E preferred stock will be Computershare.

 Certain Provisions of Maryland Law and Annaly's Charter and Bylaws

Classification of Board of Directors, Vacancies and Removal of Directors

        Annaly has a classified board of directors that is divided into three classes, with terms of three years each. The number of directors in each
class and the expiration of each class term are as follows:

Class I 3 Directors Expires 2018
Class II 3 Directors Expires 2016
Class III 3 Directors Expires 2017
        At each annual meeting of Annaly's stockholders, successors of the class of directors whose term expires at that meeting will be elected for
a three-year term and the directors in the other two classes will continue in office. A classified board of directors may delay, defer or prevent a
change in control or other transaction that might involve a premium over the then-prevailing market price for Annaly common stock or other
attributes that Annaly stockholders may consider desirable. In addition, a classified board of directors could prevent stockholders who do not
agree with the policies of the board of directors from replacing a majority of the board of directors for two years, except in the event of removal
for cause.

        Any vacancy on the board of directors for any cause other than an increase in the number of directors may be filled by a majority of the
remaining directors, even if such majority is less than a quorum. Any vacancy in the number of directors created by an increase in the number of
directors may be filled by a majority of the entire board of directors. Any individual so elected as a director shall serve until the next annual
meeting of stockholders and until his or her successor is duly elected and qualifies. A director may be removed at any time only for cause upon
the affirmative vote of at least a majority of the votes entitled to be cast in the election of directors. These provisions preclude stockholders from
removing incumbent directors, except for cause and upon a substantial affirmative vote, and filling the vacancies created by such removal with
their own nominees.

Indemnification

        Annaly's charter obligates Annaly to indemnify its directors and officers, including the advancement of expenses for them to the full extent
permitted by Maryland law. The MGCL permits a
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corporation to indemnify its present and former directors and officers, among others, against judgments, penalties, fines, settlements and
reasonable expenses actually incurred by them in connection with any proceeding to which they may be made or threatened to be made a party
by reason of their service in those or other capacities, unless it is established that (1) the act or omission of the director or officer was material to
the matter giving rise to the proceeding and (a) was committed in bad faith, or (b) was the result of active and deliberate dishonesty; (2) the
director or officer actually received an improper personal benefit in money, property or services; or (3) in the case of any criminal proceeding,
the director or officer had reasonable cause to believe that the act or omission was unlawful.

Limitation of Liability

        The MGCL permits the charter of a Maryland corporation to include a provision limiting the liability of its directors and officers to the
corporation and its stockholders for money damages, except to the extent that (1) it is proved that the person actually received an improper
benefit or profit in money, property or services; or (2) a judgment or other final adjudication adverse to the person is entered in a proceeding
based on a finding that the person's action, or failure to act, was the result of active and deliberate dishonesty and was material to the cause of
action adjudicated in the proceeding. Annaly's charter provides for elimination of the liability of its directors and officers to Annaly or its
stockholders for money damages to the maximum extent permitted by Maryland law from time to time.

Exclusive Forum

        Annaly's bylaws provide that unless Annaly consents in writing to the selection of an alternative forum, the Circuit Court for Baltimore
City, Maryland, or if that court does not have jurisdiction, the United States District Court for the District of Maryland, Baltimore Division, will
be the sole and exclusive forum for (1) any derivative action or proceeding brought on behalf of Annaly, (2) any action asserting a claim of
breach of any duty owed by any director or officer or other employee of Annaly to Annaly or its stockholders, (3) any action asserting a claim
against Annaly or any director or officer or other employee of Annaly arising pursuant to any provision of the MGCL or the Annaly charter or
Annaly bylaws, or (4) any other action asserting a claim against Annaly or any director or officer or other employee of Annaly that is governed
by the internal affairs doctrine.

Maryland Business Combination Act

        The MGCL establishes special requirements for "business combinations" between a Maryland corporation and an "interested stockholder"
unless exemptions are applicable. An interested stockholder is any person who beneficially owns, directly or indirectly, 10% or more of the
voting power of Annaly's then-outstanding voting stock after the date on which Annaly had 100 or more beneficial owners of its stock; or is an
affiliate or associate of Annaly and was the beneficial owner directly or indirectly of 10% or more of the voting power of Annaly's
then-outstanding stock at any time within the two-year period immediately prior to the date in question and after the date on which Annaly had
100 or more beneficial owners of its stock. Among other things, the law prohibits for a period of five years a merger and other similar
transactions between Annaly and an interested stockholder unless the board of directors approved the transaction prior to the party becoming an
interested stockholder. The five-year period runs from the most recent date on which the interested stockholder became an interested
stockholder. The law also requires a supermajority stockholder vote for such transactions after the end of the five-year period. This means that
the transaction must be approved by at least:

�
80% of the votes entitled to be cast by holders of outstanding voting shares; and
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�
two-thirds of the votes entitled to be cast by holders of outstanding voting shares other than shares held by the interested
stockholder or an affiliate of the interested stockholder with whom (or with whose affiliate) the business combination is to
be effected.

        These super-majority vote requirements do not apply if the corporation's common stockholders receive a minimum price, as defined under
Maryland law, for their shares in the form of cash or other consideration in the same form as previously paid by the interested stockholder for it
shares.

        As permitted by the MGCL, Annaly has elected not to be governed by the Maryland business combination statute. Annaly made this
election by opting out of this statute in its charter. If, however, Annaly amends its charter to opt back in to the statute, the business combination
statute could have the effect of discouraging offers to acquire us and of increasing the difficulty of consummating any such offers, even if the
acquisition of Annaly would be in its stockholders' best interests.

Maryland Control Share Acquisition Act

        Maryland law provides that "control shares" of a Maryland corporation acquired in a "control share acquisition" have no voting rights
except to the extent approved by a vote of the other stockholders. Two-thirds of the votes entitled to be cast in the election of directors must vote
in favor of granting the "control shares" voting rights. "Control shares" are voting shares of stock that, taken together with all other shares of
stock the acquirer previously acquired or in respect of which the acquirer is able to exercise or direct the exercise of voting power (except solely
by virtue of a revocable proxy), would entitle the acquirer to exercise voting power in electing directors within one of the following ranges of
voting power:

�
one-tenth or more but less than one-third of all voting power;

�
one-third or more but less than a majority of all voting power; or

�
a majority or more of all voting power.

        Control shares do not include shares of stock the acquiring person is entitled to vote as a result of having previously obtained stockholder
approval. A "control share acquisition" means the acquisition of control shares, subject to certain exceptions.

        If a person who has made (or proposes to make) a control share acquisition satisfies certain conditions (including agreeing to pay expenses),
he may compel the Annaly board of directors to call a special meeting of stockholders to consider the voting rights of the shares. If such a person
makes no request for a meeting, Annaly has the option to present the question at any stockholders' meeting.

        If voting rights are not approved at a meeting of stockholders or the acquiring person does not deliver an acquiring person statement as
required by the statute, then, subject to certain conditions and limitations, Annaly may redeem any or all of the control shares (except those for
which voting rights have previously been approved) for fair value. Annaly will determine the fair value of the shares, without regard to the
absence of voting rights, as of the date of either:

�
the last control share acquisition; or

�
the meeting of stockholders where stockholders considered and did not approve voting rights of the control shares.

        If voting rights for control shares are approved at a stockholders' meeting and the acquirer becomes entitled to vote a majority of the shares
of stock entitled to vote, all other stockholders may obtain rights as objecting stockholders and, thereunder, exercise appraisal rights. This means
that you would be able to force Annaly to redeem your stock for fair value. Under Maryland law, the fair value may not be less than the highest
price per share paid in the control share acquisition. Furthermore, certain limitations otherwise applicable to the exercise of dissenters' rights
would not apply in the
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context of a control share acquisition. The control share acquisition statute would not apply to shares acquired in a merger, consolidation or
share exchange if Annaly were a party to the transaction. The control share acquisition statute could have the effect of discouraging offers to
acquire Annaly and of increasing the difficulty of consummating any such offers, even if the acquisition of Annaly would be in its stockholders'
best interests.

 Restrictions on Ownership and Transfer

        To assist Annaly in qualifying as a REIT, its charter prohibits anyone from acquiring or holding, directly or constructively, ownership of a
number of shares of any class of its capital stock in excess of 9.8% of the outstanding shares. For this purpose, the term "ownership" generally
means either direct ownership or constructive ownership in accordance with the constructive ownership provisions of Section 544 of the Code,
as modified in Section 856(h) of the Code.

        The constructive ownership provisions of Section 544 of the Code generally (a) attribute ownership of securities owned by a corporation,
partnership, estate or trust proportionately to its stockholders, partners or beneficiaries; (b) attribute ownership of securities owned by family
members to other members of the same family; and (c) set forth rules for attributing securities constructively owned by one person to another
person. To determine whether a person holds or would hold capital stock in excess of the 9.8% ownership limit, a person will be treated as
owning not only shares of capital stock actually owned, but also any shares of capital stock attributed to that person under the attribution rules
described above. Accordingly, a person who individually owns less than 9.8% of the shares outstanding may nevertheless be in violation of the
9.8% ownership limit.

        Any transfer of shares of capital stock that would cause Annaly to be disqualified as a REIT or that would (a) create a direct or constructive
ownership of shares of capital stock in excess of the 9.8% ownership limit, or (b) result in the shares of capital stock being beneficially owned
(within the meaning of Section 856(a) of the Code) by fewer than 100 persons (determined without reference to any rules of attribution),
(c) result in us being "closely held" within the meaning of Section 856(h) of the Code or (d) otherwise failing to qualify as a REIT, will be null
and void, and the intended transferee (the "purported transferee") will acquire no rights to those shares. These restrictions on transferability and
ownership will not apply if the Annaly board of directors determines that it is no longer in Annaly's best interests to continue to qualify as a
REIT.

        Any purported transfer of shares of capital stock that would result in a purported transferee owning (directly or constructively) shares of
capital stock in excess of the 9.8% ownership limit due to the unenforceability of the transfer restrictions described above will constitute "excess
securities." Excess securities will be transferred by operation of law to a trust that Annaly will establish for the exclusive benefit of a charitable
organization, until such time as the trustee of the trust retransfers the excess securities. The trustee will be a banking institution designated by
Annaly that is not affiliated with the purported transferee or Annaly. While the excess securities are held in trust, the purported transferee will
not be entitled to vote or to share in any dividends or other distributions with respect to the securities. Subject to the 9.8% ownership limit,
excess securities may be transferred by the trust to any person (if such transfer would not result in excess securities). Upon such a transfer, the
purported transferee shall receive a price for such excess securities equal to the lesser of (i) the price per share such purported transferee paid in
the transfer that resulted in the excess securities (or, if the purported transferee did not give value for such excess securities (such as through a
gift, devise or other transaction), a price per share equal to the market price (as defined in Annaly's charter) for the excess securities on the date
of the purported transfer that resulted in the excess securities), or (ii) the price per share for the excess securities received by the trust from the
sale or other disposition of the excess securities to the new owner, at which point the excess securities will automatically cease to be excess
securities.
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        Upon a purported transfer of excess securities, the purported transferee will cease to be entitled to distributions, voting rights and other
benefits with respect to the shares of capital stock except the right to payment of the purchase price for the shares of capital stock on the
retransfer of securities as provided above. Any dividend or distribution paid to a purported transferee on excess securities prior to Annaly's
discovery that shares of capital stock have been transferred in violation of its charter, shall be paid to the trust. If these transfer restrictions are
determined to be void, invalid or unenforceable by a court of competent jurisdiction, then the purported transferee of any excess securities may
be deemed, at Annaly's option, to have acted as an agent on Annaly's behalf in acquiring the excess securities and to hold the excess securities on
its behalf. All certificates representing shares of capital stock will bear a legend referring to the restrictions described above.

        Any person who acquires shares in violation of Annaly's charter, or any person who is a purported transferee, such that excess securities
results, must immediately give written notice or, in the event of a proposed or attempted transfer that would be void as set forth above, give at
least 15 days prior written notice to Annaly of such event and shall provide Annaly such other information as Annaly may request in order to
determine the effect, if any, of the transfer on Annaly's qualification as a REIT. In addition, every record owner of 5.0% or more (during any
period in which the number of record stockholders is 2,000 or more) or 1.0% or more (during any period in which the number of record
stockholders is greater than 200 but less than 2,000) or 0.5% or more (during any period in which the number of record stockholders is 200 or
less) of the number or value of Annaly's outstanding shares must send Annaly an annual written notice by January 30 stating the name and
address of the record owner and the number of shares held and describing how the shares are held. Further, each stockholder is required to
disclose to Annaly in writing information with respect to the direct and constructive ownership of shares as the Annaly board of directors deems
reasonably necessary to comply with the REIT provisions of the Code, to comply with the requirements of any taxing authority or governmental
agency or to determine any such compliance.

        Annaly's board of directors may increase or decrease the 9.8% ownership limit unless, after giving effect to any increased ownership limit,
five or fewer persons could beneficially own, in the aggregate, more than 50% in value of the shares of our stock then outstanding. In addition,
to the extent consistent with the REIT provisions of the Code, the board of directors may, upon receipt of a ruling from the Internal Revenue
Service or an opinion of Annaly's tax advisor or other documents or evidence satisfactory to the board of directors and upon such other
conditions as the Board of Directors may direct, waive the 9.8% ownership limit for a purchaser of Annaly stock.

        The provisions described above may inhibit market activity and may delay, defer or prevent a change in control or other transaction and the
resulting opportunity for the holders of Annaly capital stock to receive a premium for their shares that might otherwise exist in the absence of
such provisions. Such provisions also may make Annaly an unsuitable investment vehicle for any person seeking to obtain ownership of more
than 9.8% of the outstanding shares of Annaly's capital stock.
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 COMPARISON OF STOCKHOLDERS' RIGHTS

        As a result of the offer and the merger, holders of Hatteras common stock will become holders of Annaly common stock. Both Annaly and
Hatteras are Maryland corporations and are governed by the MGCL. The differences between the rights of the stockholders of Annaly and the
current rights of the stockholders of Hatteras arise primarily from differences in their respective constituent documents.

        The following is a summary of the material differences between the current rights of holders of Hatteras common stock and the current
rights of holders of Annaly common stock under Maryland law and their respective constituent documents. It is not a complete statement of the
provisions affecting, and the differences between, the rights of Annaly and Hatteras common stockholders. This summary is qualified in its
entirety by reference to Maryland law and Annaly's and Hatteras' respective constituent documents. To find out where copies of these documents
can be obtained, see "Where to Obtain More Information."

Hatteras Annaly
Authorized Capital Stock The authorized capital stock of Hatteras

currently consists of 225,000,000 shares of
capital stock, par value $0.001 per share. Of
these shares of capital stock, 200,000,000 shares
are classified as shares of common stock and
25,000,000 shares are classified as shares of
preferred stock, of which 11,500,000 shares are
designated as the Hatteras Series A preferred
stock.

The authorized capital stock of Annaly currently
consists of 2,000,000,000 shares of capital stock,
par value $0.01 per share. Of these shares of
capital stock 1,956,937,500 shares are classified
as shares of common stock, 7,412,500 shares are
classified as shares of 7.875% Series A
Cumulative Redeemable Preferred Stock,
4,600,000 shares are classified as shares of
6.00% Series B Cumulative Convertible
Preferred Stock, 12,650,000 shares are classified
as shares of 7.625% Series C Cumulative
Redeemable Preferred Stock and 18,400,000
shares are classified as shares of 7.50% Series D
Cumulative Redeemable Preferred Stock.

Number of Directors and Size of
Board

The Hatteras charter provides that the size of the
board may be increased or decreased pursuant to
the bylaws. Hatteras' bylaws authorize the board
to set the number of directors, provided that,
unless the bylaws are amended the number may
not be less than the minimum required by the
MGCL, which is one, or more than 15.

The Annaly charter provides that the size of the
board may be increased or decreased pursuant to
the bylaws. Annaly's bylaws authorize the board
of directors to set the number of directors,
provided that, unless the bylaws are amended the
number may not be less than the minimum
required by the MGCL, which is one, or more
than 15.

Hatteras' board of directors currently consists of
eight directors.

Annaly's board of directors currently consists of
nine directors.
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Hatteras Annaly
Term of Directors Hatteras' directors are elected to one-year terms

expiring at the next annual stockholders' meeting
following election and until their successors are
duly elected and qualify. Hatteras' charter does
not provide for classified terms.

Annaly's directors serve for three-year terms and
until their successors are duly elected and
qualify. The directors are divided into three
classes, and the terms of one class of directors
expire each year.

Election of Directors Hatteras' bylaws do not provide for cumulative
voting in the election of directors and provide
that directors may be elected by a plurality of the
votes cast.

Annaly's bylaws do not provide for cumulative
voting in the election of directors and provide
that a nominee for director may only be elected
upon receipt of a majority of the total votes cast
for and against such nominee, except in a
contested election, in which case a nominee for
director may be elected by a plurality of the
votes cast.

Removal of Directors Hatteras' charter provides that directors may only
be removed for cause, and then only by the
affirmative vote of the holders of a majority of
the votes entitled to be cast generally in the
election of directors.

Because Annaly has a classified board of
directors, pursuant to the MGCL, Annaly
directors may only be removed for cause, and
then only by the affirmative vote of the holders
of a majority of the votes entitled to be cast
generally in the election of directors.

Vacancies The Hatteras charter and bylaws provide that any
vacancy on the board of directors may be filled
only by the majority of the remaining directors,
even if less than a quorum. Any individual so
elected as a director will serve for the remainder
of the full term of the directorship in which such
vacancy occurred and until his or her successor
is duly elected and qualifies.

The Annaly bylaws provide that any vacancy on
the board of directors for any cause other than an
increase in the number of directors may be filled
by a majority of the remaining directors, even if
such majority is less than a quorum. Any
vacancy in the number of directors created by an
increase in the number of directors may be filled
by a majority of the entire board of directors.
Any individual so elected as a director will serve
until the next annual meeting of Annaly
stockholders and until his or her successor is
duly elected and qualifies.
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Hatteras Annaly
Special Stockholders' Meetings The Hatteras bylaws provide that special

meetings of Hatteras stockholders may be called
by the chairman of the board of directors,
president, the chief executive officer, the board
of directors, or upon the request of stockholders
entitled to cast not less than a majority of the
votes entitled to be cast at such meeting.

The Annaly bylaws provide that special
meetings of Annaly stockholders may be called
by the chairman of the board of directors, the
chief executive officer, the board of directors, or
upon the request of stockholders entitled to cast
not less than a majority of the votes entitled to be
cast at such meeting.

Advance Notice Requirements of
Stockholder Nominations and
Proposals

The Hatteras bylaws provide that nominations of
individuals for election to the board and for the
proposal of other business to be properly brought
before an annual meeting, the stockholder must
(1) be a stockholder of record at the time of
giving of notice by the stockholder and at the
time of the annual meeting, who is entitled to
vote at the meeting and who has complied with
the advance notice procedures of the bylaws, and
(2) deliver notice to the secretary of Hatteras not
earlier than the 150th day and not later than the
120th day prior to the first anniversary of the date
of the proxy statement for the preceding year's
meeting. In the event that the date of the annual
meeting is advanced or delayed more than
30 days from the first anniversary of the
preceding year's annual meeting, notice must be
delivered not earlier than the 150th day prior the
date of the annual meeting and not later than the
later of the 120th day prior to the date of the
annual meeting or the 10th day following the day
on which public announcement of the date of
such meeting is first made.

The Annaly bylaws provide that nominations of
individuals for election to the board and for the
proposal of other business to be properly brought
before an annual meeting, the stockholder must
(1) be a stockholder of record at the record date
for the meeting, at the time of giving of notice by
the stockholder and at the time of the meeting
(and any postponement or adjournment thereof),
who is entitled to vote at the meeting and who
has complied with the advance notice procedures
of the bylaws, and (2) deliver notice to the
secretary of Annaly not earlier than the 150th day
and not later than the 120th day prior to the first
anniversary of the date of the proxy statement
for the preceding year's annual meeting. In the
event that the date of the annual meeting is
advanced or delayed more than 30 days from the
first anniversary of the preceding year's annual
meeting, notice must be delivered not earlier
than the 150th day prior the date of the annual
meeting and not later than the later of the
120th day prior to the date of the annual meeting
or the 10th day following the day on which
public announcement of the date of such meeting
is first made.
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Hatteras Annaly
The Hatteras bylaws provide that only the
business specified in the notice of the meeting
may be brought before a special meeting of
stockholders. Stockholder nominations of
individuals for election to the board of directors
may be made at a special meeting, provided the
board of directors has determined that directors
will be elected at such special meeting, by a
stockholder who (1) is a stockholder of record at
the time of giving of notice by the stockholder
and at the time of the meeting, is entitled to vote
at the meeting and has complied with the
advance notice procedures of the bylaws, and
(2) delivers notice to the secretary of Hatteras
not earlier than the 120th day prior to such
special meeting and not later than the later than
the 90th day prior to the special meeting and the
10th day following the day on which public
announcement is first made of the date of the
special meeting and of the nominees proposed by
the board of directors to be elected at such
meeting.

The Annaly bylaws provide that only the
business specified in the notice of the meeting
may be brought before a special meeting of
stockholders. Stockholder nominations of
individuals for election to the board of directors
may be made at a special meeting by a
stockholder who has requested that a special
meeting for the purpose of electing directors in
accordance with Annaly's bylaws, or provided a
special meeting has been called for purposes of
electing directors, by a stockholder who (1) is a
stockholder of record at the record date for the
meeting, at the time of giving notice by the
stockholder and at the time of the meeting (and
any postponement or adjournment thereof), is
entitled to vote at the meeting and has complied
with the advance notice procedures of the
bylaws, and (2) delivers notice to the secretary of
Annaly not earlier than the 120th day prior to
such special meeting and not later than the later
of the 90th day prior to the special meeting and
the 10th day following the day on which public
announcement is first made of the date of the
special meeting and of the nominees proposed by
the board of directors to be elected at such
meeting.

Stockholder Action by Written
Consent

Under the MGCL, Hatteras stockholders may
only act by written consent if such written
consent is unanimous.

Under the MGCL, Annaly stockholders may
only act by written consent if such written
consent is unanimous.

Amendment of Governing
Documents

The Hatteras charter generally provides that an
amendment to the Hatteras charter must be
declared advisable by the board of directors and
approved by the affirmative vote of stockholders
entitled to cast at least two-thirds of the votes
entitled to be cast on the matter.

The Annaly charter generally provides that an
amendment to the Annaly charter must be
approved by Annaly stockholders by the
affirmative vote of the holders of a majority of
the total number shares of all classes outstanding
and entitled to vote thereon.
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The Hatteras bylaws provide that the board of
directors has the exclusive power to adopt, alter
or repeal any provision of the Hatteras bylaws or
make new bylaws.

The Annaly bylaws provide that the Annaly
bylaws may be amended, altered, repealed or
replaced and new bylaws may be adopted, either
by the affirmative vote of stockholders entitled
to cast at least a majority of the votes entitled to
be cast at any duly organized annual or special
meeting, or by a majority of the board of
directors, including a majority of Annaly's
independent directors in office at any regular or
special meeting of the board of directors.

Approval of Extraordinary
Transactions

Under the MGCL, a Maryland corporation
generally cannot merge, convert, sell all or
substantially all of its assets or engage in a
statutory share exchange, unless declared
advisable by the board of directors and approved
by the affirmative vote of stockholders entitled
to cast at least two-thirds of the votes entitled to
be cast on the matter. However, a Maryland
corporation may provide in its charter for
approval of these matters by a lesser percentage,
but not less than a majority of all of the votes
entitled to be cast on the matter. The Hatteras
charter does not provide for approval of these
matters by such lesser percentage.

Under the MGCL, a Maryland corporation
generally cannot merge, convert, sell all or
substantially all of its assets or engage in a
statutory share exchange, unless declared
advisable by the board of directors and approved
by the affirmative vote of stockholders entitled
to cast at least two-thirds of the votes entitled to
be cast on the matter. However, a Maryland
corporation may provide in its charter for
approval of these matters by a lesser percentage,
but not less than a majority of all of the votes
entitled to be cast on the matter. The Annaly
charter provides for the approval of these matters
a majority of all the votes entitled to be cast on
these matters.

Maryland Business Combination
Act

As permitted by the MGCL, Hatteras has elected
by resolution of the board of directors not to be
governed by the Maryland Business
Combination Act.

As permitted by the MGCL, Annaly has elected
in its charter not to be governed by the Maryland
Business Combination Act.
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Maryland Control Share
Acquisition Act

As permitted by the MGCL, Hatteras' bylaws
contain an election not to be governed by the
Maryland Control Share Acquisition Act.

The MGCL provides that "control shares" of a
Maryland corporation acquired in a "control
share acquisition" have no voting rights except
to the extent approved by a vote of the other
stockholders. Two-thirds of the votes entitled to
be cast on the matter must vote in favor of
granting the "control shares" voting rights.
"Control shares" are shares of stock that, taken
together with all other voting shares of stock the
acquirer previously acquired or in respect of
which the acquirer is able to exercise or direct
the exercise of voting power (except solely by
virtue of a revocable proxy), would entitle the
acquirer to exercise voting power in electing
directors within one of the following ranges of
voting power:
�

one-tenth or more but less than one-third of all
voting power;
�

one-third or more but less than a majority of all
voting power; or
�

a majority or more of all voting power.
Control shares do not include shares of stock the
acquiring person is entitled to vote as a result of
having previously obtained stockholder
approval. A "control share acquisition" means
the acquisition of control shares, subject to
certain exceptions.
If a person who has made (or proposes to make)
a control share acquisition satisfies certain
conditions (including agreeing to pay expenses),
such person may compel the corporation's board
of directors to call a special meeting of
stockholders to consider the voting rights of the
shares. If such a person makes no request for a
meeting, the corporation has the option to
present the question at any stockholders'
meeting.

174

Edgar Filing: ANNALY CAPITAL MANAGEMENT INC - Form S-4/A

213



Table of Contents

Hatteras

Edgar Filing: ANNALY CAPITAL MANAGEMENT INC - Form S-4/A

214


