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OPERATING FINANCIAL REVIEW AND PROSPECTS

Results of operations for the six-month periods ended June 30, 2003 and 2002

Overview

     Driven by higher net revenues, higher operating income, positive exchange rate effects and the improved
performance of our affiliates and joint ventures, our net income of US$ 810 million in the first half of 2003 was
more than three times higher than the US$ 261 million we recorded in the first half of 2002. Highlights from the
first half of 2003 include:

� a 16.0% increase in net operating revenues compared to the first half of 2002, primarily reflecting
exceptionally high demand for iron ore and pellets, and higher aluminum-related revenues due to our
consolidation of Alunorte beginning in June 2002;

� large foreign exchange and monetary gains of US$ 307 million in the first half of 2003, compared to
foreign exchange and monetary losses of US$ 331 million in the first half of 2002; and

� a turnaround in the performance of our joint ventures and affiliates, which contributed US$ 129 million to
net income in the first half of 2003, after reducing our net income by US$ 48 million in the first half of
2002.

Exchange Rate Effects

     Exchange rate effects had a significant positive effect on our net income in the first half of 2003. The average
rate of exchange was R$2.44 to US$ 1.00 during the first half of 2002 and R$3.23 to US$ 1.00 during the first
half of 2003, representing a 24.5% depreciation of the real relative to the U.S. dollar. This decline in the average
value of the real relative to the U.S. dollar had a positive effect on our revenues, most of which are denominated
in U.S. dollars, and helped reduce our costs, most of which are denominated in reais.

     At the same time, although the average value of the real relative to the U.S. dollar was lower in the first half of
the 2003 than in the first half of 2002, the real appreciated by 23.0% relative to the U.S. dollar in the first half of
2003, from R$ 3.533 to US$ 1.00 at December 31, 2002 to R$ 2.872 to US$ 1.00 at June 30, 2003. As a result of
this appreciation relative to the U.S. dollar, we recorded substantial foreign exchange and monetary gains on our
U.S. dollar-denominated debt in the first half of 2003. In contrast, in the first half of 2002, the real depreciated
against the dollar, causing us to record foreign exchange and monetary losses.
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Revenues

     Our net operating revenues increased 16% from US$ 1,966 million in the first half of 2002 to US$ 2,280
million in the first half of 2003. The following table summarizes our gross revenues by product and our net
operating revenues for the periods indicated:

Six months ended
June 30,

2003 2002

(millions of US$)
Iron ore and pellets
Iron ore US$ 1,140 US$ 1,076
Pellets 367 294

Subtotal 1,507 1,370
Gold 16 69
Manganese and Ferroalloys 164 124
Potash 42 40
Kaolin 30 20
Revenues from logistic services 253 242
Aluminum-related Products 355 166
Other products and services 5 13

Gross Revenues 2,372 2,044
Value Added Tax (92) (78)

Net Operating Revenues US$ 2,280 US$ 1,966

Iron ore and Pellets

     Gross revenues from iron ore and pellets increased 10.0%, from US$ 1,370 million in the first half of 2002 to
US$ 1,507 million in the first half of 2003.

Volume. Driven primarily by strong demand from China, together with a modest expansion in other markets,
the global seaborne iron ore market is currently experiencing the highest demand pressure it has faced in the
past two decades. Reflecting these global market conditions, in the first half of 2003, customer demand for iron
ore and pellets exceeded CVRD’s production capacity, continuing the trend experienced in the second half of
2002. Production levels in the first half of 2003 were partially affected by a temporary shutdown of CVRD’s Gongo
Soco mine in the Southern System due to heavy rains. Gongo Soco returned to full production in May 2003.

     Gross revenues from iron ore increased by 6.0% from US$ 1,076 million in the first half of 2002 to US$ 1,140
million in the first half of 2003, driven primarily by a 5.4% increase in shipments of iron ore from 72.7 million
tons in the first half of 2003, compared to 69.0 million tons in the first half of 2002. The volume growth was
driven primarily by continued growth in shipments to China, which increased by 11.7% compared to the first half
of 2002, and a 31% increase in shipments to France, reflecting increased sales to existing clients.

     Gross revenues from pellets increased by 24.8% from US$ 294 million in the first half of 2002 to US$ 367
million in the first half of 2003. The increase was primarily driven by a 28.4% increase in volume shipped, from
8.8 million tons in the first half of 2002 to 11.3 million tons in the first half of 2003. The increase in volume
resulted primarily from a 51% increase in shipments to Latin America (excluding Brazil) reflecting increased
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sales to existing clients and increased shipments to Brazil. Pellet shipments were also positively impacted, but to
a lesser extent, by a 22% increase in demand from China and a 24% increase in shipments to Europe.

Average selling prices. We reached initial agreements with major steelmakers in May and June 2003 under
which our reference prices for iron ore and pellets increased by an average of 9% and 9.8% respectively. These
price increases generally relate not only to volumes sold after the date of the agreements, but also to volumes
sold from January to the date of the agreement for the major European steelmakers and from April to the date of
the agreement for the major Asian steelmakers.
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Adjustment invoices in respect of previously delivered volumes are sent shortly after all details relating to the
agreements are finalized, and the related revenues are recognized when the invoice is sent. In the first half of
2003, we reached final agreements with, and sent adjustment invoices to, some, but not all, of the major
steelmakers with whom we reached initial agreements in May and June, and the invoiced amounts were recorded
as revenues in the first half of 2003.

     We are still conducting price negotiations with some of our customers so the new reference prices were not
competely reflected in the first half of 2003. As a result, the full impact of the reference price increases on our
revenues will not be felt until the second half of 2003.

     Actual average selling prices for iron ore were 1% higher in the first half of 2003 than in the first half of 2002,
reflecting the limited initial effects of the price increases agreed with major steelmakers in May 2003.

     The average selling price for pellets were 2% lower in the first half of 2003 compared with the first half of
2002. The decrease in the average selling price of pellets resulted from a change in the mix of products sold that
more than offset the limited initial impact of the pellet price increases agreed with major steelmakers.

Gold

     Gross revenues from sales of gold decreased 76.8%, from US$ 69 million in the first half of 2002 to US$ 16
million in the first half of 2003, reflecting the closure of our Igarapé Bahia gold mine in 2002 and reduced
production at Fazenda Brasileiro, which is nearing the end of its productive life and has encountered lower gold
yields. The reduction in gross revenues resulted primarily from an 80.0% decrease in volume sold, which was
partially offset by a 15.8% increase in average selling prices in the first half of 2003. The increase in average
selling prices reflects higher world gold prices in the first half of 2003 due primarily to the devaluation of the U.S.
dollar in relation to other currencies, mainly the euro.

     In June 2003, we signed an agreement with Yamana Resources Inc., to sell Fazenda Brasileiro for US$ 20.9
million. The sale was completed in August 15, 2003. Since completion of the sale, our gold operations have been
interrupted, and we do not expect them to resume until the start-up of the copper projects that we are currently
developing in Carajás, which are expected to produce gold as a by-product of the copper mining process.

Manganese and Ferroalloys

     Gross revenues from sales of manganese and ferroalloys increased by 32.3% from US$ 124 million in the first
half of 2002 to US$ 164 million in the first half of 2003. This reflects:

� A 42.1% increase in sales of managnese, from US$ 19 million in the first half of 2002 to US$ 27 million in
the first half of 2003, driven by higher sales volume, which increased by 65% primarily due to the first
shipments of manganese sinter feed from our Carajas mines to China. The higher volumes were partially
offset by lower average selling prices, which decreased 16.1% in the first half of 2003 due primarily to the
impact of the devaluation of the real upon prices for manganese sold in Brazil, for which prices are quoted
in reais; and

� A 30.5% increase in gross revenues from ferroalloys from US$ 105 million in the first half of 2002 to US$
137 million in the first half of 2003. The increase was driven by higher sales volume, which increased
11.9%, and by higher average selling prices, which increased 16% in the first half of 2003. The higher
volumes primarily reflect strong demand for steel in the first half of 2003 driven primarily by China, and
the impact of energy rationing in Brazil, which resulted in lower ferroalloy production in the first half of
2002. The increase in average selling prices primarily reflects the higher demand.

Potash

     Gross revenues from sales of potash increased by 5.0% from US$ 40 million in the first half of 2002 to US$ 42
million in the first half of 2003. The increase reflects a 0.7% increase in volume compared to the first half of 2002
due to demand from the domestic fertilizer sector and a 4% rise in average selling prices. Demand for potash in
the first half of 2003 exceeded production capacity, and we expect this trend to continue throughout 2003.
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Kaolin

     Gross revenues from sales of kaolin increased by 50.0% from US$ 20 million in the first half of 2002 to US$ 30
million in the first half of 2003. The increase in gross revenues primarily reflects a 56.1% increase in volume as a
result of increased marketing efforts, which was partially offset by a 4.0% decline in average selling prices.

Logistic Services

     Gross revenues from logistic services increased by 4.5% to US$ 253 million in the first half of 2003 from US$
242 million in the first half of 2002. A large part of the performance in logistics services in the first half of 2003
can be explained by our exploitation of opportunities provided by agricultural production, especially grains, and
by increased shipments due to higher Brazilian steel production in the first half of 2003. In particular, the
increase in gross revenues from logistic services reflects:

� a 10.0% increase in gross revenues from port operations from US$ 60 million in the first half of 2002 to
US$ 66 million in the first half of 2003. The increase in port operations gross revenues was driven by an
18.1% increase in services rendered, reflecting our exploitation of opportunities provided by agricultural
production, especially grains destined for the export market. The volume growth was partially offset by an
11.7% decrease in average selling prices, primarily reflecting the impact of the devaluation of the real on
the port operations prices, most of which are quoted in reais;

� a 10.5% increase in gross revenues from shipping, from US$ 38 million in the first half of 2002 to US$ 42
million in the first half of 2003. This increase in gross revenues reflects:

o a 93% increase in gross revenue from bulk transportation, driven primarily by a substantial increase in
volume transported in the first half of 2003. This increase primarily reflects a decision in the second
half of 2002 to provide these activities using ships rented from third parties. Average selling prices
decreased 31% in the first half of 2003 compared to the first half of 2002 due to a change in the
products shipped. During the first half of 2002, we transported higher quantities of steel slab, for
which prices charged are higher than for the other products such as iron ore, manganese and coal that
made up the bulk of the freight we transported in the first half of 2003; and

o a 39.1% decrease in gross revenue from cargo transportation, reflecting a 21% decrease in volume
transported, and a 20% decrease in average selling prices. The decrease in volume resulted primarily
from the removal of one ship from service during the first half of 2003 for maintenance and the end of a
charter contract with one of our customers in the first half of 2003. The decrease in average selling
prices primarily reflects the impact of the devaluation of the real on our prices, most of which are
denominated in reais.

� Gross revenues from railroad transportation increased 0.7% from US$ 144 million in the first half of 2002
to US$ 145 million in the first half of 2003. The increase in gross revenues from railroad transportation
primarily reflects a 9% increase in average selling prices due to fare increases at the end of 2002 and in
the first half of 2003, partially offset by an 8.2% decrease in volume transported, reflecting lower volume
of iron ore shipped to Brazilian clients.

Aluminum-Related Products

     Gross revenues from aluminum products increased 113.9% from US$ 166 million in the first half of 2002 to
US$ 355 million in the first half of 2003. This increase reflects:

� a US$ 175 million increase in gross revenues from sales of alumina from US$ 22 million in the first half of
2002 to US$ 197 million in the first half of 2003. The increased revenues from alumina reflect the
consolidation of Alunorte beginning in June 2002, when we acquired control of this previously affiliated
company. Gross revenues in the first half of 2003 were also positively affected by the completion of a recent
capacity expansion at Alunorte, which went on-line in March 2003. Average selling prices for alumina were
10.8% higher in the first half of 2003 than in the first half of 2002, reflecting the increase in demand for
alumina in the world market.
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� a 10.4% increase in gross revenues from sales of aluminum, from US$ 134 million in the first half
of 2002 to US$ 148 million in the first half of 2003. The increase in gross revenues from
aluminum resulted from increased worldwide demand for aluminum, which led to a 4.2% increase
in volume sold and a 6% increase in average selling prices; and

� steady revenues from sales of bauxite, which amounted to US$ 10 million in both the first half of
2002 and the first half of 2003. The steady gross revenues from bauxite resulted from a 17%
decrease in volume sold, reflecting lower purchases from MRN in the first half of 2003 and a 20%
increase in average selling prices that reflected both a general rise in worldwide bauxite prices
and the end of an arrangement under which we charged one of our customers prices at 2001
levels during the first half of 2002.

Other products and services

     Gross revenues from other products and services decreased 61.5% from US$ 13 million in the first half of
2002 to US$ 5 million in the first half of 2003, primarily reflecting our exit from the pulp and paper business,
which was completed in 2002.

Operating costs and expenses

     The following table summarizes our operating costs and expenses for the periods indicated.

Six months ended
June 30

2003 2002

(millions of US$)
Cost of ores and metals sold US$ 866 US$ 813
Cost of logistic services 143 133
Cost of aluminum-related products 299 160
Others 3 14

Cost of goods sold 1,311 1,120
Selling, general and administrative expenses 94 108
Research and development, employee profit sharing
and other cost and expense 124 109

Total operating costs and expenses US$ 1,529 US$ 1,337

Cost of goods sold
     Total cost of goods sold increased 17.1% from US$ 1,120 million in the first half of 2002 to US$ 1,311 million
in the first half of 2003. CVRD’s costs, as expressed in U.S. dollars, were positively affected by the depreciation of
the real against the U.S. dollar because the majority of CVRD’s costs and expenses are denominated in reais. The
average rate of exchange was R$2.44 to US$ 1.00 during the first half of 2002 and R$3.23 to US$ 1.00 during the
first half of 2003, representing a depreciation of 24.5%.

     Cost of ores and metals sold increased by 6.5% to US$ 866 million in the first half of 2003 from US$ 813
million in the first half of 2002, primarily due to increased production volumes required by the 8% increase in
sales of iron ore and pellets. A portion of the increase in the cost of ores and metals sold also reflects the higher
costs associated with purchases of iron ore from third parties to meet excess demand.
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     Cost of logistic services increased by 7.5% from US$ 133 million in the first half of 2002 to US$ 143 million in
the first half of 2003, whereas the corresponding revenue increased by only 4.5%. The increase in costs at a rate
greater than the increase in revenues primarily reflects an increase in the number of ships chartered by
Docenave.
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     Cost of aluminum related products increased by 86.9% from US$ 160 million in the first half of 2002 to US$
299 million in the first half of 2003. The increase is primarily due to the consolidation of Alunorte beginning in
June 2002, which accounted for US$ 137 million in consolidated costs during the first half of 2003.

     Cost of other products and services declined 78.6% from US$ 14 million in the first half of 2002 to US$ 3
million in the first half of 2003, primarily due to lower volumes of pulp purchases following our exit from the pulp
and paper business.

Selling, general and administrative expenses

     Selling, general and administrative expenses decreased 13.0% from US$ 108 million in the first half of 2002 to
US$ 94 million in the first half of 2003. Despite higher real-denominated expenses in the first half of 2003 related
to increased volumes, our costs as expressed in U.S. dollars declined due to the depreciation of the real against
the U.S. dollar.

Non-Operating Income (Expenses)

     The following table details our non-operating income (expenses) for the periods indicated.

Six months ended
June 30

2003 2002

(millions of US$)
Financial income US$ 57 US$ 77
Financial expenses (146) (179)
Foreign exchange and monetary gains (losses, net) 307 (331)

Non-operating income (expenses) US$ 218 US$ (433)

     Net non-operating income in the first half of 2003 amounted to US$ 218 million compared to net
non-operating expenses of US$ 433 million in the first half of 2002. This change primarily reflects:

� the positive effect of exchange rate movements on our net U.S.-dollar denominated liabilities (mainly short
and long-term debt less cash and cash equivalents). Our net foreign exchange and monetary result
generated a gain of US$ 307 million in the first half of 2003 compared to a loss of US$ 331 million in the
first half of 2002;

� a decrease in financial income from US$ 77 million in the first half of 2002 to US$ 57 million in the first
half of 2003 due to reductions in international interest rates; and

� a decrease in financial expenses from US$ 179 million in the first half of 2002 to US$ 146 million in the
first half of 2003, primarily as a result of a decline in LIBOR and other interest rates compared to the first
half of 2002.

Income Taxes

     In the first half of 2003 we recorded a tax expense of US$ 231 million as compared to a tax benefit of US$ 110
million in the first half of 2002. Our tax expense at statutory rates would have been US$ 329 million in the first
half of 2003 and US$ 67 million in the first half of 2002. The difference is principally due to the tax benefit of
tax-deductible dividends that we pay in the form of interest on shareholders’ equity, which amounted to US$ 122
million in the first half of 2003, as compared to US$ 43 million in the first half of 2002. Income tax expense in the
first half of 2003 was also affected by the recording of a US$ 42 million expense in respect of exempt foreign
income in the first half of 2003, compared to a tax benefit of US$ 92 million in the first half of 2002. This resulted
from changes in Brazilian tax legislation regarding the treatment of foreign income.
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Affiliates and Joint Ventures

     Our equity in the results of affiliates and joint ventures and provisions for losses on equity investments
resulted in a gain of US$ 129 million in the first half of 2003 compared to a loss of US$ 48 million in the first half
of 2002. The following table summarizes the composition of our equity in results of affiliates and joint ventures
and provisions for loses on equity investments for the periods indicated.

Six months ended
June 30

2003 2002

(millions of US$)
Iron Ore and Pellets
Equity in results of affiliates and joint ventures US$ 66 US$ 20
Provision for losses on equity investments 9 (5)

Subtotal 73 15

Logistics
Equity in results of affiliates and joint ventures � (20)
Provision for losses on equity investments (82) (21)

Subtotal (82) (41)

Aluminum and Bauxite
Equity in results of affiliates and joint ventures 94 �
Provision for losses on equity investments 1 (12)

Subtotal 95 (12)

Steel
Equity in results of affiliates and joint ventures 35 (7)
Provision for losses on equity investments (1) �

Subtotal 34 (7)

Others
Equity in results of affiliates and joint ventures 7 (3)

Subtotal 7 (3)

Total
Equity in results of affiliates and joint ventures 202 (10)
Provision for losses on equity investments (73) (38)

Total equity in results of affiliates and joint ventures and
provisions for losses US$ 129 US$ (48)
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Iron Ore and Pellets. Our equity in the results of iron ore and pellet affiliates and joint ventures and related
provisions for losses on equity investments amounted to a gain of US$ 73 million in the first half of 2003,
compared to a gain of US$ 15 million in first half of 2002. The higher gain in the first half of 2003 resulted
primarily from improved results at Caemi (where our share of net income increased from of US$ 1 million in the
first half of 2002 to US$ 12 million in the first half of 2003), Samarco (where our share of net income increased
from US$ 8 million in the first half of 2002 to US$ 42 million in the first half of 2003) and Kobrasco (which
contributed US$ 9 million to our net income in the first half of 2003 after reducing our net income by US$ 7
million in the first half of 2002). The improvements at each of these affiliates were due to strong demand in the
market for iron ore and pellets and an increase in market share.

Logistics. In the first half of 2003, our equity in the results of logistics affiliates and joint ventures and related
provisions for losses amounted to a net loss of US$ 82 million, compared with a net loss of US$ 41 million in the
first half of 2002. The higher net loss in the first half of 2003 was driven primarily by the recording of a provision
for losses related to FCA of US$ 84 million in the first half of 2003, compared to a provision for losses related to
FCA of US$ 10 million in the first half of 2002. We recorded higher provisions for losses related to FCA in the
first half of 2003 due to a sharp rise in costs related to FCA’s principal concession contract. The higher provisions
for losses related to FCA were partially
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offset by an improvement at MRS Logistica, where we reversed a provision for losses of US$ 4 million in the first
half of 2003, after recording negative equity of US$ 20 million and a provision for losses of US$ 7 million in the
first half of 2002.

Aluminum-related. Our equity in the results of our aluminum-related affiliates and joint ventures and related
provisions for losses on equity investments improved from a net loss of US$ 12 million in the first half of 2002 to
a net gain of US$ 95 million in first half of 2003, due primarily to improved results of Albrás, which contributed
US$ 80 million (in the form of US$ 79 million of equity in its results and a US$ 1 million release of a provision for
losses) to our net income in the first half of 2003, compared with a provision of losses of US$ 18 million in the
first half of 2002. The loss in the first half of 2002 included a US$ 23 million provision for losses related to
Alunorte prior to its consolidation beginning on June 30, 2002.

     In the first half of 2003, our affiliates in the aluminum sector recorded exchange gains due to the effects of the
appreciation of the real at June 30, 2003 compared to December 31, 2002 on their foreign currency denominated
debt. In addition to exchange rate effects, the operating results of Albrás, Valesul and MRN in the first half of
2003 were influenced by the following factors:

� Albrás. In the first half of 2003, Albrás generated net income of US$ 156 million on net sales of US$ 279
million, compared to a net loss of US$ 42 million in the first half of 2002 on net sales of US$ 260 million.
Our portion of net income of Albrás was US$ 80 million in the first half of 2003 compared with a net loss of
US$ 12 million in the first half of 2002. The 7.3% increase in net sales at Albrás resulted primarily from a
5.6% increase in sales volume due to increased worldwide demand for Aluminum and process
improvements that helped expand production capacity. This increase in sales volume was reinforced by a
0.4% increase in the average sales price of aluminum from US$ 1,326.65 per ton in the first half of 2002 to
US$ 1,331.94 per ton in the first half of 2003. The impact of the appreciation of the real on Albrás’ foreign
currency denominated debt was the main driver for the increase in earnings during the period.

� Valesul. In the first half of 2003, Valesul generated net income of US$ 9 million on net sales of US$ 76
million, compared to net income of US$ 9 million in the first half of 2002 on net sales of US$ 78 million.
CVRD’s portion of the net income of Valesul was US$ 5 million in the first half of 2003 compared to US$ 4
million in the first half of 2002.

� MRN. In the first half of 2003, MRN generated net income of US$ 24 million on net sales of US$ 105
million, compared to net income of US$ 38 million in the first half of 2002 on net sales of US$ 75 million.
Our portion of the net income of MRN was US$ 10 million in the first half of 2003 and US$ 19 million in
the first half of 2002. The decline in profitability at MRN primarily reflects an increase in the financial
expenses in the first half of 2003 compared to the first half of 2002 due to the financing of the capacity
expansion that began operations in March 2003. This factor more than offset the positive impact of an
increase in MRN's revenues in the first half of 2003 compared to the first half of 2002 due to a 40.0%
increase in sales volume and a 2.7% increase in average selling prices for bauxite and the gain on sales of
shares of Alunorte in the second quarter of 2002.

Steel. In the first half of 2003, CVRD recorded a net gain of US$ 34 million in respect of its equity in the
results of steel affiliates and joint ventures and related provisions for losses on equity investments, after
recording a net loss of US$ 7 million in the first half of 2002. The increase reflects improved performance at each
of Usiminas, and CST, which more than offset lower returns in respect of our investment in CSI. The improved
performance at CST primarily reflects lower energy costs in Brazil. The improved performance at Usiminas
primarily reflects increased sales volumes and the positive impact of exchange rate variations on Usiminas’ U.S.
dollar-denominated debt. Our equity in the results of CSI declined from US$ 6 million in the first half of 2002 to
US$ 3 million in the first half of 2003, reflecting lower volumes sold by CSI in the first half of 2003.

Other Affiliates. Our equity in the results of our other affiliates and joint ventures and related provisions for
losses on equity investments improved from a net loss of US$ 23 million in the first half of 2002 to a net gain of
US$ 7 million in the first half of 2003. This improvement reflects improved results at Fosfertil due primarily to
the impact of the appreciation of the real on Fosfertil’s foreign currency denominated debt.
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Liquidity and Capital Resources

Overview

     Our principal uses of funds are for capital expenditures, dividend payments and repayment of debt. We have
historically met these requirements by using cash generated from operating activities and through short-term
and long-term debt. We believe these sources of funds, together with our cash and cash equivalents on hand, will
continue to be adequate to meet our currently anticipated capital requirements.

     In addition, from time to time, we review acquisition and investment opportunities and will, if a suitable
opportunity arises, make selected acquisitions and investments to implement our business strategy. We generally
make investments either directly or through subsidiaries, joint ventures or affiliated companies, and fund these
investments through internally generated funds, the issuance of debt or a combination of these methods.

     In the second half of 2003, we expect our major cash needs to amount to approximately US$ 2.2 billion, which
includes payment of the purchase price for Caemi, payment of dividends, repayment of debt and capital
expenditures. We currently expect to meet our cash needs for the remainder of 2003 primarily through a
combination of operating cash flow and cash and cash equivalents on hand.

Sources of Funds

     Our principal sources of liquidity are cash and cash equivalents on hand and cash flow from operating
activities. At June 30, 2003, we had cash and cash equivalents of US$ 966 million. Our operating activities
generated positive cash flows of US$ 808 million in the first half of 2003. In addition to the above sources of
liquidity, we believe we are well-positioned to raise additional capital in the debt markets to the extent needed.
We are among the most highly rated Brazilian corporate borrowers, which we believe enhances our ability to
access the debt markets.

Uses of Funds

Capital Expenditures

     In the first half of 2003, we used US$ 725 million in investing activities, of which US$ 506 million constituted
capital expenditures. We expect to incur a total of approximately US$ 1.5 billion in capital expenditures for the
year 2003, which is lower than the US$ 1.7 billion we announced at the beginning of 2003. This difference is
mainly due to capacity constraints in the railroad equipment industry, which will not be able to deliver all of the
locomotives and wagons we planned to order for 2003.

Dividends

     In accordance with our dividend policy, in January 2003, management proposed the payment of a minimum
dividend for 2003 of US$ 400 million. The first installment of this dividend was paid on April 30, 2003. The
remaining US$ 200 million of the minimum dividend proposed in January 2003 will be submitted to the board of
directors at the meeting that will take place on October 15, 2003, and will be paid on October 31, 2003.

     In addition to this amount, on August 27, 2003 the board of directors approved an additional payment of the
equivalent in reais of US$ 250 million, converted using the exchange rate of August 26, 2003, to be paid on
October 31, 2003.

Debt

     At June 30, 2003, we had aggregate outstanding debt of US$ 3,282 million, consisting of short-term debt
(including US$ 1,021 million in current portion of long-term debt) of US$ 1,216 million, and long-term debt
(excluding current portion) of US$ 2,066 million. At June 30, 2003, approximately US$ 455 million of our debt
was secured by liens on some of our assets.
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Since June 30, 2003, we have raised US$ 550 million in additional debt through our finance subsidiaries. On July
28, 2003, our wholly-owned subsidiary CVRD Finance Ltd issued US$ 250 million in 4.43% notes due 2013. On
August 8, 2003, Vale Overseas Limited issued US$ 300 million of 9% Guaranteed Notes due 2013 that are
guaranteed by CVRD.

Off-balance sheet arrangements

     At June 30, 2003, our off-balance sheet arrangements consisted solely of guarantees. At June 30, 2003, we had
extended guarantees for borrowings obtained by affiliates and joint ventures in the amount of US$ 484 million, of
which US$ 350 million is denominated in U.S. dollars and the remaining US$ 134 million is denominated in local
currency. We expect no losses to arise as a result of these guarantees. We have made no charges for extending
these guarantees, except in the case of Albrás and Samarco. See Note 9 to our unaudited interim consolidated
financial statements for more information concerning these guarantees.

Recent Accounting Pronouncements

     In June 2002, the FASB issued its Statement of Financial Accounting Standards No. 146 � �Accounting for Costs
Associated with Exit or Disposal Activities,” which we refer to as SFAS 146. SFAS 146 requires companies to
recognize costs associated with exit or disposal activities when they are incurred rather than at the date of a
commitment to an exit or disposal plan. SFAS 146 is to be applied prospectively to exit or disposal activities
initiated after December 31, 2002. We adopted SFAS 146 as from January 1, 2003. We have not committed to
disposal of or disposed of any significant activities since adoption.

     In November 2002, the FASB issued Interpretation No. 45 � “Guarantor’s Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others,” which we refer to as FIN
45. FIN 45 elaborates on the existing disclosure requirements for most guarantees, including loan guarantees
such as standby letters of credit. It also clarifies that at the time a company issues a guarantee, the company
must recognize an initial liability for the fair value, or market value, of the obligations it assumes under that
guarantee and must disclose that information in its interim and annual financial information. The initial
recognition and initial measurement provisions apply on a prospective basis to guarantees issued or modified
after December 31, 2002, regardless of the guarantor’s fiscal year-end. The disclosure required by FIN 45,
applicable as from December 31, 2002, is set forth in Note 9 to our unaudited interim financial statements for the
first half of 2003. We have not issued any material guarantees since December 31, 2002.

     In January 2003, the FASB issued Interpretation No. 46 � “Consolidation of Variable Interest Entities,” which we
refer to as FIN 46. FIN 46 provides guidance on when certain entities should be consolidated or the interests in
those entities should be disclosed by enterprises that do not control them through majority voting interest. FIN
46 applies immediately to variable interest entities created after January 31, 2003. We do not have any entities or
transactions which are subject to the requirements of FIN 46 and do not expect FIN 46 to have a material impact
on our financial statements.

     In April 2003, the FASB issued its Statement of Financial Accounting Standards No. 149, which we refer to as
SFAS 149. SFAS 149 amends SFAS 133 on Derivative Instruments and Hedging Activities. In particular, SFAS
149 amends and clarifies financial accounting and reporting for derivative instruments, including certain
derivative instruments embedded in other contracts (collectively referred to as derivatives) and for hedging
activities under SFAS 133. This statement is effective for contracts entered into or modified after June 30, 2003,
except as stated in the following sentence and for hedging relationships designated after June 30, 2003. The
provisions of SFAS 149 that relate to SFAS 133 implementation issues that were effective for fiscal quarters that
began prior to June 15, 2003 will continue to be applied in accordance with their respective effective dates. We
are evaluating the impact of this standard on our financial statements.

     In May 2003, the FASB issued Statement of Financial Accounting Standards No. 150 � �Accounting For Certain
Financial Instruments with Characteristics of both Liabilities and Equity,” which we refer to as SFAS 150. SFAS
150 establishes standards for how an issuer classifies and measures certain financial instruments with
characteristics of both liabilities and equity. It requires that an issuer classify a financial instrument that is within
its scope as a liability (or an asset in some circumstances). The FASB decided to make this statement effective
shortly after issuance for contracts created or modified after it is issued and for existing contracts at the
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beginning of the first interim period beginning after June 15, 2003. We have not created or modified any such
contracts since June 15, 2003.
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Other Matters

     As noted under “Operating Review and Financial Prospects�Critical Accounting Policies�Contingencies” in our
Form 20-F, in light of the uncertain nature of Brazilian tax legislation, the assessment of potential tax liabilities
requires significant management judgment. Under applicable Brazilian tax legislation, we estimate our total
contingent tax liabilities at June 30, 2003 at approximately US$ 600 million. We have recorded provisions for US$
297 million of this amount. Based on our analysis of applicable Brazilian tax legislation, we believe we have valid
grounds to avoid the payment of the remaining US$ 303 million of such contingent tax liabilities and that the
possibility of any loss arising from such liabilities is remote.

11
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Report of Deloitte Touche Tohmatsu dated July 19, 2002 with respect to the interim financial statements of Albras
for the six-month periods ended June 30, 2002 and 2001

Report of Trevisan dated July 18, 2003 with respect to the interim financial statements of Albras for the six-month
period ended June 30, 2003

Report of Deloitte Touche Tohmatsu dated July 19, 2002 with respect to the interim financial statements of
Alunorte for the six-month periods ended June 30, 2002 and 2001

Report of Trevisan dated July 18, 2003 with respect to the interim financial statements of Alunorte for the
six-month period ended June 30, 2003

Report of Deloitte Touche Tohmatsu dated July 25, 2002 with respect to the interim financial statements of
Docenave for the six-month periods ended June 30, 2002 and 2001

Report of Deloitte Touche Tohmatsu dated July 15, 2003 with respect to the interim financial statements of
Hispanobras for the six-month period ended June 30, 2003

Report of Deloitte Touche Tohmatsu dated July 15, 2003 with respect to the interim financial statements of
Itabrasco for the six-month period ended June 30, 2003

Report of Deloitte Touche Tohmatsu dated July 19, 2002 with respect to the interim financial statements of
Kobrasco for the six-month period ended June 30, 2002

Report of Deloitte Touche Tohmatsu dated July 16, 2003 with respect to the interim financial statements of
Kobrasco for the six-month period ended June 30, 2003

Report of Deloitte Touche Tohmatsu dated July 15, 2002 with respect to the interim financial statements of MRN
for the six-month period ended June 30, 2002

Report of Deloitte Touche Tohmatsu dated July 11, 2003 with respect to the interim financial statements of MRN
for the six-month period ended June 30, 2003

Report of Deloitte Touche Tohmatsu dated July 19, 2002 with respect to the interim financial statements of
Nibrasco for the six-month periods ended June 30, 2002 and 2001

Report of Deloitte Touche Tohmatsu dated July 16, 2003 with respect to the interim financial statements of
Nibrasco for the six-month period ended June 30, 2003

Report of Deloitte Touche Tohmatsu dated July 23, 2002 with respect to the interim financial statements of Sibra
for the six-month period ended June 30, 2002

Report of Deloitte Touche Tohmatsu dated July 17, 2003 with respect to the interim financial statements of Sibra
for the six-month period ended June 30, 2003

Report of KPMG Auditores Independentes dated July 10, 2002 with respect to the interim financial statements of
Valesul for the six-month period ended June 30, 2002

Report of Deloitte Touche Tohmatsu dated July 4, 2003 with respect to the interim financial statements of Valesul
for the six-month period ended June 30, 2003

Edgar Filing: VALLEY OF THE RIO DOCE CO - Form 6-K

22



Back to Contents

INDEPENDENT ACCOUNTANTS’ REPORT

To the Directors and Stockholders of
ALBRAS � Alumínio Brasileiro S.A.
Barcarena � PA

We have reviewed the accompanying condensed balance sheet of ALBRAS � Alumínio Brasileiro S.A. as of June 30,
2002 and the related condensed statements of operations and changes in stockholders� equity (deficiency) for the
six-month periods ended June 30, 2002 and 2001 (all expressed in United States dollars). These financial
statements are the responsibility of the Company�s management.

We conducted our reviews in accordance with standards established by the American Institute of Certified Public
Accountants. A review of interim financial information consists principally of applying analytical procedures to
financial data and of making inquiries of persons responsible for financial and accounting matters. It is
substantially less in scope than an audit conducted in accordance with generally accepted auditing standards, the
objective of which is the expression of an opinion regarding the financial statements taken as a whole.
Accordingly, we do not express such an opinion.

Based on our reviews, we are not aware of any material modifications that should be made to such condensed
financial statements for them to be in conformity with accounting principles generally accepted in the United
States of America.

We have previously audited, in accordance with auditing standards generally accepted in the United States of
America, the balance sheet of ALBRAS � Alumínio Brasileiro S.A. as of December 31, 2001, and the related
statements of operations, stockholders� equity, and cash flows for the year then ended (not presented herein); and
in our report dated January 24, 2002, we expressed an unqualified opinion on those financial statements. In our
opinion, the information set forth in the accompanying condensed balance sheet as of December 31, 2001 is fairly
stated, in all material respects, in relation to the balance sheet from which it has been derived.

July 19, 2002
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INDEPENDENT ACCOUNTANT’S REPORT

To the Directors and Stockholders’ of
ALBRAS � Alumínio Brasileiro S. A.
Barcarena � PA

1 We have reviewed the accompanying condensed balance sheet of ALBRAS � Alumínio Brasileiro S.A. as of June
30, 2003 and the related condensed statements of income, comprehensive income, changes in stockholders�
equity and cash flows for the six-month period ended June 30, 2003 (all expressed in United States dollars).
These financial statements are the responsibility of the Company�s management.

2 We conducted our review in accordance with standards established by the American Institute of Certified
Public Accountants. A review of interim financial information consists principally of applying analytical
procedures to financial data and of making inquiries of persons responsible for financial and accounting
matters. It is substantially less in scope than an audit conducted in accordance with generally accepted
auditing standards, the objective of which is the expression of an opinion regarding the financial statements
taken as a whole. Accordingly, we do not express such an opinion.

3 Based on our review, we are not aware of any material modifications that should be made to such condensed
financial statements for them to be in conformity with accounting principles generally accepted in the United
States of America.

4 The balance sheet of ALBRAS � Alumínio Brasileiro S.A. as of December 31, 2002 and the related statements of
income, comprehensive income, changes in stockholders� equity and cash flows for the year then ended (not
presented herein) were audited by other auditors whose report dated January 17, 2003 expressed an
unqualified opinion.

July 18, 2003

TREVISAN AUDITORES INDEPENDENTES
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INDEPENDENT ACCOUNTANTS� REPQRT

To the Directors and Stockholders of

Alunorte � Alumina do Norte do Brasil S.A.
Barcarena � PA

We have reviewed the accompanying condensed balance sheet of Alunorte � Alumina do Norte do Brasil S.A. as of
June 30, 2002 and the related condensed statements of operations, changes in stockholders� equity and cash flows
for the six-month periods ended June 30, 2002 and 2001 (all expressed in United States dollars). These financial
statements are the responsibility of the Company�s management.

We conducted our reviews in accordance with standards established by the American Institute of Certified Public
Accountants. A review of interim financial information consists principally of applying analytical procedures to
financial data and of making inquiries of persons responsible for financial and accounting matters. It is
substantially less in scope than an audit conducted in accordance with generally accepted auditing standards, the
objective of which is the expression of an opinion regarding the financial statements taken as a whole.
Accordingly, we do not express such an opinion.

Based on our reviews, we are not aware of any material modifications that should be made to such condensed
financial statements for them to be in conformity with accounting principles generally accepted in the United
States of America.

We have previously audited, in accordance with auditing standards generally accepted in the United States of
America, the balance sheet of Alunorte � Alumina do Norte do Brasil S.A. as of December 31, 2001, and the related
statements of operations, stockholders� equity, and cash flows for the year then ended (not presented herein) and
in our report dated January 24, 2002, we expressed an unqualified opinion on those financial statements. In our
opinion, the information set forth in the accompanying condensed balance sheet as of December 31, 2001 is fairly
stated, in all material respects, in relation to the balance sheet from which it has been derived.

July 19, 2002
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INDEPENDENT ACCOUNTANTS� REPORT

To the Directors and Stockholders� of
Alunorte � Alumina do Norte do Brasil S. A.
Barcarena � PA

1. We have reviewed the accompanying condensed balance sheet of Alunorte � Alumina do Norte do Brasil S. A.
as of June 30, 2003 and the related condensed statements of income, comprehensive income, changes in
stockholders� equity and cash flows for the six-month period ended June 30, 2003 (all expressed in United
States dollars). These financial statements are the responsibility of the Company�s management.

2. We conducted our review in accordance with standards established by the American Institute of Certified
Public Accountants. A review of interim financial information consists principally of applying analytical
procedures to financial data and of making inquiries of persons responsible for financial and accounting
matters. It is substantially less in scope than an audit conducted in accordance with generally accepted
auditing standards, the objective of which is the expression of an opinion regarding the financial statements
taken as a whole. Accordingly, we do not express such an opinion.

3. Based on our review, we are not aware of any material modifications that should be made to such condensed
financial statements for them to be in conformity with accounting principles generally accepted in the United
States of America.

4. The balance sheet of Alunorte � Alumina do Norte do Brasil S. A. as of December 31, 2002 and the related
statements of income, comprehensive income, changes in stockholders� equity and cash flows for the year then
ended (not presented herein) were audited by other auditors whose report dated January 17, 2003 expressed
an unqualified opinion.

July 18, 2003

TREVISAN AUDITORES INDEPENDENTES
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INDEPENDENT ACCOUNTANTS’ REPORT

To The Board of Directors and Stockholders of
Navegação Vale do Rio Doce S.A. � DOCENAVE
Rio de Janeiro � RJ
Brazil

We have reviewed the accompanying consolidated balance sheet of Navegação Vale do Rio Doce S.A. �
DOCENAVE as of June 30, 2002 and the related consolidated statements of operations and changes in
stockholders� equity for the six-month periods ended June 30, 2002 and 2001 (all expressed in United States
dollars). These financial statements are the responsibility of the Company's management.

We conducted our reviews in accordance with standards established by the American Institute of Certified Public
Accountants. A review of interim financial information consists principally of applying analytical procedures to
financial data and of making inquires of persons responsible for financial and accounting matters. It is
substantially less in scope than an audit conducted in accordance with generally accepted auditing standards, the
objective of which is the expression of an opinion regarding the financial statements taken as a whole.
Accordingly, we do not express such an opinion.

The statements of cash flows for the six-month periods ended June 30, 2002 and 2001 and the notes to the
financial statements have not been presented; which we believe are required to be presented in conformity with
accounting principles generally accepted in the United States of America.

Based on our reviews, with the exception of the matter described in the preceding paragraph, we are not aware
of any material modifications that should be made to such financial statements for them to be in conformity with
accounting principles generally accepted in the United States of America.

We have previously audited, in accordance with auditing standards generally accepted in the United States of
America, the consolidated balance sheet of Navegação Vale do Rio Doce S.A. � DOCENAVE as of December 31,
2001, and the related consolidated statements of operations, stockholders� equity, and cash flows for the year
then ended (not presented herein); and in our report dated January 25, 2002, we expressed an unqualified
opinion on those financial statements. In our opinion, the information set forth in the accompanying consolidated
balance sheet as of December 31, 2001 is fairly stated, in all material respects, in relation to the balance sheet
from which it has been derived.

July 25, 2002
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INDEPENDENT ACCOUNTANTS’ REPORT

To the Board of Directors and Stockholders of
Companhia Hispano-Brasileira de Pelotização � HISPANOBRAS
Vitória � Brazil

1. We have reviewed the accompanying balance sheet of Companhia Hispano-Brasileira de Pelotização�
Hispanobras (a Brazilian corporation and an investee of Companhia Vale do Rio Doce � CVRD) as of June 30,
2003 and 2002 (translated into U.S. dollars) and the related statements of income and other comprehensive
income (loss), changes in stockholders� equity and cash flows for the six-month periods then ended. These
financial statements are the responsibility of the Company�s management.

2. We conducted our reviews in accordance with standards established by the American Institute of Certified
Public Accountants. A review of interim financial information consists principally of applying analytical
procedures to financial data and making inquiries of persons responsible for financial and accounting matters.
It is substantially less in scope than an audit conducted in accordance with generally accepted auditing
standards, the objective of which is the expression of an opinion regarding the financial statements taken as a
whole. Accordingly, we do not express such an opinion.

3. Based on our reviews, we are not aware of any material modifications that should be made to the
accompanying financial statements referred to above for them to be in conformity with accounting principles
generally accepted in the United States of America.

July 15, 2003
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INDEPENDENT ACCOUNTANTS’ REPORT

To the Board of Directors and Stockholders of
Companhia Ítalo-Brasileira de Pelotização � ITABRASCO
Vitória � Brazil

l. We have reviewed the accompanying balance sheet of Companhia Ítalo-Brasileira de Pelotização� ITABRASCO,
(a Brazilian corporation and an investee of Companhia Vale do Rio Doce � CVRD), as of June 30, 2003 and 2002
(translated into U.S. dollars) and the related statements of income and other comprehensive income (loss),
changes in stockholders� equity and cash flows for the six-month periods then ended. These financial
statements are the responsibility of the Company�s management.

2. We conducted our reviews in accordance with standards established by the American Institute of Certified
Public Accountants. A review of interim financial information consists principally of applying analytical
procedures to financial data and making inquiries of persons responsible for financial and accounting matters.
It is substantially less in scope than an audit conducted in accordance with generally accepted auditing
standards, the objective of which is the expression of an opinion regarding the financial statements taken as a
whole. Accordingly, we do not express such an opinion.

3. Based on our reviews, we are not aware of any material modifications that should be made to such financial
statements for them to be in conformity with accounting principles generally accepted in the United States of
America.

July 15, 2003
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INDEPENDENT ACCOUNTANTS’ REPORT

To the Board of Directors and Stockholders of
Companhia Coreano-Brasileira de Pelotização � KOBRASCO
Vitória � ES

l. We have reviewed the accompanying consolidated balance sheet of Companhia Coreano-Brasileira de  Pelotização - KOBRASCO as of
June 30, 2002 and the related consolidated statements of operations and changes in stockholders� equity for the six-month periods ended June
30, 2002 and 2001 (all expressed in United States dollars). These financial statements are the responsibility of the Company�s management.

2. We conducted our reviews in accordance with standards established by the American Institute of Certified Public Accountants. A review of
interim financial information consists principally of applying analytical procedures to financial data and of making inquiries of persons
responsible for financial and accounting matters. It is substantially less in scope than an audit conducted in accordance with generally
accepted auditing standards, the objective of which is the expression of an opinion regarding the financial statements taken as a whole.
Accordingly, we do not express such an opinion.

3. The Company did not record a valuation allowance in the amount of US$23,308 thousand as of June 30, 2002 (US$24,758 thousand as of
December 31, 2001), in respect of recoverable value added tax (ICMS) credits originated from purchases of raw materials and other
supplies, the realization of which is currently not determinable.

4. The statements of cash flows for the six-month periods ended June 30, 2002 and 2001 and the notes to the financial statements have not
been presented, which we believe are required to be presented in conformity with accounting principles generally accepted in the United
States of America.

5. Based on our reviews, except for the effects of the matters described in paragraphs 3 and 4, we are not aware of any material modifications
that should be made to such financial statements for them to be in conformity with accounting principles generally accepted in the United
States of America.
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Companhia Coreano-Brasileira de Pelotização � KOBRASCO

6. We have previously audited, in accordance with auditing standards generally accepted in the United States of America, the consolidated
balance sheet of Companhia Coreano-Brasileira de Pelotização - KOBRASCO as of December 31, 2001, and the related statements of
operations, stockholders� equity and cash flows for the year then ended (not presented herein); and in our report dated January 18, 2002, we
expressed a qualified opinion on those financial statements regarding the matter described in paragraph 3. In our opinion, the information set
forth in the accompanying balance sheet as of December 31, 2001 is fairly stated, in all material respects, in relation to the balance sheet
from which it has been derived.

July 19, 2002
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INDEPENDENT ACCOUNTANTS’ REPORT

To the Directors and Stockholders of
Companhia Coreano-Brasileira de Pelotização � KOBRASCO
Vitória � ES

1. We have reviewed the accompanying consolidated balance sheet of Companhia Coreano-Brasileira de
Pelotização� KOBRASCO as of June 30, 2003 and the related consolidated statements of operations and
comprehensive income and changes in stockholders� deficiency for the six-month periods ended June 30, 2003
and 2002 (all expressed in United States dollars). These financial statements are the responsibility of the
Company�s management.

2. We conducted our reviews in accordance with standards established by the American Institute of Certified
Public Accountants. A review of interim financial information consists principally of applying analytical
procedures to financial data and of making inquiries of persons responsible for financial and accounting
matters. It is substantially less in scope than an audit conducted in accordance with generally accepted
auditing standards, the objective of which is the expression of an opinion regarding the financial statements
taken as a whole. Accordingly, we do not express such an opinion.

3. The statements of cash flows for the six-month periods ended June 30, 2003 and 2002 and the notes to the
financial statements have not been presented, which we believe are required to be presented in conformity
with accounting principles generally accepted in the United States of America.

4. Based on our reviews, with the exception of the matter described in the preceding paragraph, we are not
aware of any material modifications that should be made to such financial statements for them to be in
conformity with accounting principles generally accepted in the United States of America.

5. We have previously audited, in accordance with auditing standards generally accepted in the United States of
America, the consolidated balance sheet of Companhia Coreano-Brasileira de Pelotização&ign="justify"> 

•  the market price on the date we, or our designee, accept such offer.

We may reduce the amount payable to the prohibited owner by the amount of dividends and distributions paid
to the prohibited owner that are owed by the prohibited owner to the trustee.  We may pay the amount of such
reduction to the trustee for the benefit of the charitable beneficiary.  We will have the right to accept the offer
until the trustee has sold the shares of stock held in the charitable trust. Upon such a sale to us, the interest
of the charitable beneficiary in the shares sold will terminate and the trustee will distribute the net proceeds
of the sale to the prohibited owner and any dividends or other distributions held by the trustee will be paid to
the charitable beneficiary.

All certificates representing shares of our capital stock will bear a legend referring to the restrictions
described above.

Every holder of more than 5% (or such lower percentage as required by the Internal Revenue Code or the
regulations promulgated thereunder) in value of all classes or series of our capital stock, including shares of
common stock, within 30 days after the end of each taxable year, will be required to give written notice to us
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stating the name and address of such holder, the number of shares of each class and series of shares of our
stock that the holder beneficially owns and a description of the manner in which the shares are held.  Each
holder shall provide to us such additional information as we may request in order to determine the effect, if
any, of the holder’s beneficial ownership on our status as a REIT and to ensure compliance with our ownership
limitations.  In addition, each stockholder shall upon demand be required to provide to us such information as
we may request, in good faith, in order to determine our status as a REIT and to comply with the
requirements of any taxing authority or governmental authority or to determine such compliance.

Our ownership limitations could delay, defer or prevent a transaction or a change in control of us that might
involve a premium price for holders of our common stock or might otherwise be in the best interest of our
stockholders.

Transfer Agent and Registrar

The transfer agent and registrar for our shares of common stock is American Stock Transfer & Trust Company
LLC.

9
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DESCRIPTION OF PREFERRED STOCK

The following summary description of our preferred stock does not purport to be complete and is subject to
and qualified in its entirety by reference to Maryland law, our charter and our bylaws, copies of which are
filed as exhibits to the registration statement of which this prospectus is a part.  See “Where You Can Find
More Information.”

General

Our charter authorizes our board of directors to issue 200,000,000 shares of preferred stock, par value $0.01
per share, in one or more series and with rights, preferences, privileges and restrictions that our board of
directors may fix or designate without any further vote or action by our stockholders.

Our charter authorizes our board of directors to reclassify any unissued shares of common stock into
preferred stock, to classify any unissued shares of preferred stock and to reclassify any previously classified
but unissued shares of any series of preferred stock previously authorized by our board of directors. Prior to
issuance of shares of each class or series of preferred stock, our board of directors is required by Maryland
law and our charter to fix, subject to our charter restrictions on transfer and ownership, the terms,
preferences, conversion or other rights, voting powers, restrictions, limitations as to dividends or other
distributions, qualifications and terms or conditions of redemption for each class or series. Thus, our board
could authorize the issuance of shares of preferred stock with terms and conditions that could have the effect
of delaying, deferring or preventing a transaction or a change of control that might involve a premium price
for you or otherwise be in your best interest.

Terms

When we issue preferred stock, it will be fully paid and non-assessable. The preferred stock will not have any
preemptive rights.

Articles supplementary that will become part of our charter will reflect the specific terms of any new series of
preferred stock offered. A prospectus supplement will describe these specific terms, including:

•  the title and stated value;

•  the number of shares, liquidation preference and offering price;

•  the dividend rate, dividend periods and payment dates;

•  the date on which dividends begin to accrue or accumulate;

•  any auction and remarketing procedures;

•  any retirement or sinking fund requirement;

•  the price and the terms and conditions of any redemption right;

•  any listing on any securities exchange;

•  the price and the terms and conditions of any conversion or exchange right;

•  any voting rights;

•  the relative ranking and preferences as to dividends, liquidation, dissolution or winding up;

10

Edgar Filing: VALLEY OF THE RIO DOCE CO - Form 6-K

35



•  any limitations on issuing any series of preferred stock ranking senior to or on a parity with the series of
preferred stock as to dividends, liquidation, dissolution or winding up;

•  any limitations on direct or beneficial ownership and restrictions on transfer; and

•  any other specific terms, preferences, rights, limitations or restrictions.

Restrictions on Ownership and Transfer; Change of Control Provisions

As discussed above under “Description of Common Stock — Restrictions on Ownership and Transfer,” our charter
contains restrictions on ownership and transfers of our capital stock.  In addition, the articles supplementary
designating the terms of each series of preferred stock may also contain additional provisions restricting the
ownership and transfer of the preferred stock. The prospectus supplement will specify any additional
ownership limitation relating to a series of preferred stock.

For a discussion of provisions in our charter that may have the effect of delaying, deferring or preventing a
change of control, see “Certain Provisions of Maryland Law and of our Charter and Bylaws.”

Transfer Agent

The prospectus supplement will identify the transfer agent and registrar for the preferred stock.

11
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DESCRIPTION OF DEBT SECURITIES

General

The debt securities offered by this prospectus will be our direct unsecured general obligations. This
prospectus describes certain general terms of the debt securities offered through this prospectus. In the
following discussion, we refer to any of our direct unsecured general obligations as the “Debt Securities.” When
we offer to sell a particular series of Debt Securities, we will describe the specific terms of that series in a
prospectus supplement or any free writing prospectus. The Debt Securities will be issued under an
open-ended Indenture (for Debt Securities) between us and a trustee to be selected by us at or about the time
we offer our Debt Securities.  The open-ended Indenture (for Debt Securities) is incorporated by reference
into the registration statement of which this prospectus is a part and is filed as an exhibit to the registration
statement.  In this prospectus we refer to the Indenture (for Debt Securities) as the Debt Securities
Indenture.  We refer to the trustee under any Debt Securities Indenture as the “Debt Securities Trustee.”

The prospectus supplement or any free writing prospectus applicable to a particular series of Debt Securities
may state that a particular series of Debt Securities will be our subordinated obligations.  The form of Debt
Securities Indenture referred to above includes optional provisions (designated by brackets (“[ ]”)) that we
would expect to appear in a separate indenture for subordinated debt securities in the event we issue
subordinated debt securities.  In the following discussion, we refer to any of our subordinated obligations as
the “Subordinated Debt Securities.”  Unless the applicable prospectus supplement or any free writing
prospectus provides otherwise, we will use a separate Debt Securities Indenture for any Subordinated Debt
Securities that we may issue.  Our Debt Securities Indenture will be qualified under the Trust Indenture Act of
1939, as amended, or the Trust Indenture Act, and you should refer to the Trust Indenture Act for the
provisions that apply to the Debt Securities.

We have summarized selected provisions of the Debt Securities Indenture below.  Each Debt Securities
Indenture will be independent of any other Debt Securities Indenture unless otherwise stated in a prospectus
supplement or any free writing prospectus.  The summary that follows is not complete and the summary is
qualified in its entirety by reference to the provisions of the applicable Debt Securities Indenture.  You should
consult the applicable Debt Securities, Debt Securities Indenture, any supplemental indentures, officers’
certificates and other related documents for more complete information on the Debt Securities.  These
documents appear as exhibits to, or are incorporated by reference into, the registration statement of which
this prospectus is a part, or will appear as exhibits to other documents that we will file with the SEC, which
will be incorporated by reference into this prospectus. In the summary below, we have included references to
applicable section numbers of the Debt Securities Indenture so that you can easily locate these provisions.

Ranking

Our Debt Securities that are not designated Subordinated Debt Securities will be effectively subordinated to
all secured indebtedness that we have outstanding from time to time to the extent of the value of the
collateral securing such secured indebtedness.  Our Debt Securities that are designated Subordinated Debt
Securities will be subordinate to all outstanding secured indebtedness as well as Debt Securities that are not
designated Subordinated Debt Securities.  We incur indebtedness from time to time to finance many of our
assets pursuant to repurchase agreements and certain other structured finance instruments, such as the trust
preferred securities issued by our subsidiary, Hypotheca, pursuant to which we guarantee the payment of
notes by Hypotheca that back the trust preferred securities issued by it.  This indebtedness is deemed to be
secured indebtedness.  As a result, we have a significant amount of secured indebtedness at any given time in
relation to our total assets.  The Debt Securities Indenture does not limit the amount of secured indebtedness
that we may issue or incur.

Our ability to meet our financial obligations with respect to any future Debt Securities, and cash needs
generally, is dependent on our operating cash flow, our ability to access various sources of short- and
long-term liquidity, including repurchase agreements, financing and the capital markets.  Holders of our Debt
Securities will effectively have a junior position to claims of our creditors, including trade creditors, debt
holders, secured creditors, taxing authorities and guarantee holders.

12

Edgar Filing: VALLEY OF THE RIO DOCE CO - Form 6-K

37



Provisions of a Particular Series

The Debt Securities may from time to time be issued in one or more series.  You should consult the prospectus
supplement or free writing prospectus relating to any particular series of Debt Securities for the following
information:

•  the title of the Debt Securities;

•  any limit on the aggregate principal amount of the Debt Securities of the series of which they are a part;

•  the date(s), or method for determining the date(s), on which the principal of the Debt Securities will be
payable;

•  the rate, including the method of determination, if applicable, at which the Debt Securities will bear
interest, if any, and:

•  the date from which the interest will accrue;

•  the dates on which we will pay interest;

•  to whom the interest is payable, if other than the registered holder;

•  our ability, if any, to defer interest payments and any related restrictions during any interest deferral
period; and

•  the record date for any interest payable on any interest payment date;

•  the place where:

•  the principal of, premium, if any, and interest on the Debt Securities will be payable;

•  you may register the transfer of the Debt Securities;

•  you may exchange the Debt Securities; and

•  you may serve notices and demands upon us regarding the Debt Securities;

•  the security registrar for the Debt Securities and whether the principal of the Debt Securities is payable
without presentment or surrender of them;

•  the terms and conditions upon which we may elect to redeem any Debt Securities, including any
replacement capital or similar covenants limiting our ability to redeem any Subordinated Debt Securities;

•  the denominations in which we may issue Debt Securities, if other than $1,000 and integral multiples of
$1,000;

•  the terms and conditions upon which the Debt Securities must be redeemed or purchased due to our
obligations pursuant to any sinking fund or other mandatory redemption or tender provisions, or at the
holder’s option, including any applicable exceptions to notice requirements;

•  the currency, if other than United States currency, in which payments on the Debt Securities will be
payable;

13

Edgar Filing: VALLEY OF THE RIO DOCE CO - Form 6-K

38



•  the terms according to which elections can be made by us or the holder regarding payments on the Debt
Securities in currency other than the currency in which the Debt Securities are stated to be payable;

•  if any Debt Securities are denominated in a currency other than U.S. dollars or in a composite currency, the
obligations or instruments that will be considered eligible obligations with respect to such Debt Securities
and any additional provisions for the reimbursement of the Company’s indebtedness with respect to such
Debt Securities after the satisfaction or discharge thereof;

•  if payments are to be made on the Debt Securities in securities or other property, the type and amount of
the securities and other property or the method by which the amount shall be determined;

•  the manner in which we will determine any amounts payable on the Debt Securities that are to be
determined with reference to an index or other fact or event ascertainable outside of the applicable
indenture;

•  if other than the entire principal amount, the portion of the principal amount of the Debt Securities
payable upon declaration of acceleration of their maturity;

•  any addition to the events of default applicable to any Debt Securities and any addition to our
covenants for the benefit of the holders of the Debt Securities;

•  the terms applicable to any rights to convert Debt Securities into or exchange them for other of our
securities or those of any other entity;

•  whether we are issuing Debt Securities as global securities, and if so:

•  the terms and conditions upon which the global securities may be exchanged for certificated Debt
Securities;

•  the depositary for the global securities; and

•  the form of legend to be set forth on the global securities;

•  whether we are issuing the Debt Securities as bearer certificates;

•  any limitations on transfer or exchange of Debt Securities or the right to obtain registration of their
transfer, and the terms and amount of any service charge required for registration of transfer or exchange;

•  any exceptions to the provisions governing payments due on legal holidays, or any variations in the
definition of business day with respect to the Debt Securities;

•  any collateral security, assurance, guarantee or other credit enhancement applicable to the Debt Securities;

•  any other terms of the Debt Securities not in conflict with the provisions of the applicable Debt Securities
Indenture; and

•  the material federal income tax consequences applicable to the Debt Securities.

For more information, see Section 3.01 of the applicable Debt Securities Indenture.
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Debt Securities may be sold at a substantial discount below their principal amount.  You should consult the
applicable prospectus supplement or free writing prospectus for a description of certain material federal
income tax considerations that may apply to Debt Securities sold at an original issue discount or denominated
in a currency other than U.S. dollars.

Unless the applicable prospectus supplement or free writing prospectus states otherwise, the covenants
contained in the applicable indenture will not afford holders of Debt Securities protection in the event we
have a change in control or are involved in a highly-leveraged transaction.

Subordination

The applicable prospectus supplement or free writing prospectus may provide that a series of Debt Securities
will be Subordinated Debt Securities, subordinate and junior in right of payment to all of our Senior
Indebtedness, as defined below. If so, we will issue these securities under a separate Debt Securities
Indenture for Subordinated Debt Securities.  For more information, see Article XV of the form of Debt
Securities Indenture.

Unless the applicable prospectus supplement or free writing prospectus states otherwise, in the event:

•  there occur certain acts of bankruptcy, insolvency, liquidation, dissolution or other winding up of our
company;

•  any Senior Indebtedness is not paid when due;

•  any applicable grace period with respect to other defaults with respect to any Senior Indebtedness has
ended, the default has not been cured or waived and the maturity of such Senior Indebtedness has been
accelerated because of the default; or

•  the maturity of the Subordinated Debt Securities of any series has been accelerated because of a default
and Senior Indebtedness is then outstanding;

then no payment of principal of, including redemption and sinking fund payments, or any premium or interest
on, the Subordinated Debt Securities may be made until all amounts due to holders of Senior Indebtedness
have been paid in full.

Upon any distribution of our assets to creditors upon any dissolution, winding up, liquidation or
reorganization, whether voluntary or involuntary or in bankruptcy, insolvency, receivership or other
proceedings, all principal of, and any premium and interest due or to become due on, all outstanding Senior
Indebtedness must be paid in full before the holders of the Subordinated Debt Securities are entitled to
payment. For more information, see Section 15.02 of the applicable Debt Securities Indenture. The rights of
the holders of the Subordinated Debt Securities will be subrogated to the rights of the holders of Senior
Indebtedness to receive payments or distributions applicable to Senior Indebtedness until all amounts owing
on the Subordinated Debt Securities are paid in full. For more information, see Section 15.04 of the applicable
Debt Securities Indenture.

Unless the applicable prospectus supplement or free writing prospectus states otherwise, the term “Senior
Indebtedness” means all:

•  obligations (other than non-recourse obligations and the indebtedness issued under the applicable
Subordinated Debt Securities Indenture) of, or guaranteed or assumed by, us:

•  for borrowed money (including both senior and subordinated indebtedness for borrowed money, but
excluding the Subordinated Debt Securities); or

•  for the payment of money relating to any lease that is capitalized on our consolidated balance sheet in
accordance with generally accepted accounting principles;
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•  indebtedness evidenced by bonds, debentures, notes or other similar instruments;

•  obligations with respect to letters of credit, bankers’ acceptances or similar facilities issued for our account;

•  obligations issued or assumed as the deferred purchase price of property or services (excluding trade
accounts payable or accrued liabilities arising in the ordinary course);

•  obligations for claims, as defined in section 101(5) of the United States Bankruptcy Code of 1978, as
amended, in respect of derivative products such as interest and foreign exchange rate contracts, commodity
contracts and similar arrangements; and

•  obligations of another person for which we have guaranteed or assumed direct or indirect responsibility or
liability.

In the case of any such indebtedness or obligations, Senior Indebtedness includes amendments, renewals,
extensions, modifications and refundings, whether existing as of the date of the Subordinated Debt Securities
Indenture or subsequently incurred by us.

The Subordinated Debt Securities Indenture does not limit the aggregate amount of Senior Indebtedness we
may issue.

Form, Exchange and Transfer

Unless the applicable prospectus supplement or free writing prospectus states otherwise, we will issue Debt
Securities only in fully registered form without coupons and in denominations of $1,000 and integral multiples
of that amount. For more information, see Sections 2.01 and 3.02 of the applicable Debt Securities Indenture.

Holders may present Debt Securities for exchange or for registration of transfer, duly endorsed or
accompanied by a duly executed instrument of transfer, at the office of the security registrar or at the office of
any transfer agent we may designate. Exchanges and transfers are subject to the terms of the applicable
indenture and applicable limitations for global securities. We may designate ourselves the security registrar.

No charge will be made for any registration of transfer or exchange of Debt Securities, but we may require
payment of a sum sufficient to cover any tax or other governmental charge that the holder must pay in
connection with the transaction. Any transfer or exchange will become effective upon the security registrar or
transfer agent, as the case may be, being satisfied with the documents of title and identity of the person
making the request. For more information, see Section 3.05 of the applicable Debt Securities Indenture.

The applicable prospectus supplement or free writing prospectus will state the name of any transfer agent, in
addition to the security registrar initially designated by us, for any Debt Securities. We may at any time
designate additional transfer agents or withdraw the designation of any transfer agent or make a change in
the office through which any transfer agent acts. We must, however, maintain a transfer agent in each place
of payment for the Debt Securities of each series. For more information, see Section 6.02 of the applicable
Debt Securities Indenture.

We will not be required to issue, register the transfer of, or exchange any:

•  Debt Securities or any tranche of any Debt Securities during a period beginning at the opening of business
15 days before the day of mailing of a notice of redemption of any Debt Securities called for redemption and
ending at the close of business on the day of mailing; or

•  Debt Securities selected for redemption except the unredeemed portion of any Debt Securities being
partially redeemed.

For more information, see Section 3.05 of the applicable Debt Securities Indenture.
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Payment and Paying Agents

Unless the applicable prospectus supplement or free writing prospectus states otherwise, we will pay interest
on a Debt Security on any interest payment date to the person in whose name the Debt Security is registered
at the close of business on the regular record date for the interest payment. For more information, see
Section 3.07 of the applicable Debt Securities Indenture.

Unless the applicable prospectus supplement or free writing prospectus provides otherwise, we will pay
principal and any premium and interest on Debt Securities at the office of the paying agent whom we will
designate for this purpose. Unless the applicable prospectus supplement or free writing prospectus states
otherwise, the corporate trust office of the Debt Securities Trustee in New York City will be designated as our
sole paying agent for payments with respect to Debt Securities of each series. Any other paying agents
initially designated by us for the Debt Securities of a particular series will be named in the applicable
prospectus supplement or free writing prospectus. We may at any time add or delete paying agents or change
the office through which any paying agent acts. We must, however, maintain a paying agent in each place of
payment for the Debt Securities of a particular series. For more information, see Section 6.02 of the
applicable Debt Securities Indenture.

All money we pay to a paying agent for the payment of the principal and any premium or interest on any Debt
Security that remains unclaimed at the end of two years after payment is due will be repaid to us. After that
date, the holder of that Debt Security shall be deemed an unsecured general creditor and may look only to us
for these payments. For more information, see Section 6.03 of the applicable Debt Securities Indenture.

Redemption

You should consult the applicable prospectus supplement or free writing prospectus for any terms regarding
optional or mandatory redemption of Debt Securities. Except for any provisions in the applicable prospectus
supplement or free writing prospectus regarding Debt Securities redeemable at the holder’s option, Debt
Securities may be redeemed only upon notice by mail not less than 30 nor more than 60 days prior to the
redemption date. Further, if less than all of the Debt Securities of a series, or any tranche of a series, are to
be redeemed, the Debt Securities to be redeemed will be selected by the Debt Securities Trustee by the
method provided for the particular series. In the absence of a selection provision, the Debt Securities Trustee
will select a fair and appropriate method of selection. For more information, see Sections 4.02, 4.03 and 4.04
of the applicable Debt Securities Indenture.

A notice of redemption we provide may state:

•  that redemption is conditioned upon receipt by the paying agent on or before the redemption date of money
sufficient to pay the principal of and any premium and interest on the Debt Securities; and

•  that if the money has not been received, the notice will be ineffective and we will not be required to redeem
the Debt Securities.

For more information, see Section 4.04 of the applicable Debt Securities Indenture.

Consolidation, Merger and Sale of Assets

We may not consolidate with or merge into any other corporation, nor may we transfer or lease substantially
all of our assets and property to any other person, unless:

•  the corporation formed by the consolidation or into which we are merged, or the person that acquires by
conveyance or transfer, or that leases, substantially all of our property and assets:

•  is organized and validly existing under the laws of any domestic jurisdiction; and
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•  expressly assumes by supplemental indenture our obligations on the Debt Securities and under the
applicable indentures;

•  immediately after giving effect to the transaction, no event of default, and no event that (after notice or
lapse of time or both) would become an event of default, has occurred and is continuing; and

•  we have delivered to the Debt Securities Trustee an officer’s certificate and opinion of counsel as provided in
the applicable indentures.

For more information, see Section 11.01 of the applicable Debt Securities Indenture.

Events of Default

Unless the applicable prospectus supplement or free writing prospectus states otherwise, “event of default”
under the applicable indenture with respect to Debt Securities of any series means any of the following:

•  failure to pay any interest due on any Debt Security of that series within 30 days after it becomes due;

•  failure to pay principal or premium, if any, when due on any Debt Security of that series;

•  failure to make any required sinking fund payment when due on any Debt Securities of that series;

•  breach of or failure to perform any other covenant or warranty in the applicable indenture with respect to
Debt Securities of that series for 60 days (subject to extension under certain circumstances for another
120 days) after we receive notice from the Debt Securities Trustee, or we and the Debt Securities Trustee
receive notice from the holders of at least 33% in principal amount of the Debt Securities of that series
outstanding under the applicable indenture according to the provisions of the applicable indenture;

•  certain events of bankruptcy, insolvency or reorganization; and

•  any other event of default set forth in the applicable prospectus supplement or free writing prospectus.

For more information, see Section 8.01 of the applicable Debt Securities Indenture.

An event of default with respect to a particular series of Debt Securities does not necessarily constitute an
event of default with respect to the Debt Securities of any other series issued under the applicable indenture.

If an event of default with respect to a particular series of Debt Securities occurs and is continuing, either the
Debt Securities Trustee or the holders of at least 33% in principal amount of the outstanding Debt Securities
of that series may declare the principal amount of all of the Debt Securities of that series to be due and
payable immediately. If the Debt Securities of that series are discount Debt Securities or similar Debt
Securities, only the portion of the principal amount as specified in the applicable prospectus supplement or
free writing prospectus may be immediately due and payable. If an event of default occurs and is continuing
with respect to all series of Debt Securities issued under a Debt Securities Indenture, including all events of
default relating to bankruptcy, insolvency or reorganization, the Debt Securities Trustee or the holders of at
least 33% in principal amount of the outstanding Debt Securities of all series issued under that Debt
Securities Indenture, considered together, may declare an acceleration of the principal amount of all series of
Debt Securities issued under that Debt Securities Indenture. There is no automatic acceleration, even in the
event of our bankruptcy or insolvency.

The applicable prospectus supplement or free writing prospectus may provide, with respect to a series of Debt
Securities to which a credit enhancement is applicable, that the provider of the credit enhancement may, if a
default has occurred and is continuing with respect to the series, have all or any part of the rights with
respect to remedies that would otherwise have been exercisable by the holder of that series.
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At any time after a declaration of acceleration with respect to the Debt Securities of a particular series, and
before a judgment or decree for payment of the money due has been obtained, the event of default giving rise
to the declaration of acceleration will, without further action, be deemed to have been waived, and the
declaration and its consequences will be deemed to have been rescinded and annulled, if:

•  we have paid or deposited with the Debt Securities Trustee a sum sufficient to pay:

•  all overdue interest on all Debt Securities of the particular series;

•  the principal of and any premium on any Debt Securities of that series that have become due otherwise than
by the declaration of acceleration and any interest at the rate prescribed in the Debt Securities;

•  interest upon overdue interest at the rate prescribed in the Debt Securities, to the extent payment is lawful;
and

•  all amounts due to the Debt Securities Trustee under the applicable indenture; and

•  any other event of default with respect to the Debt Securities of the particular series, other than the failure
to pay the principal of the Debt Securities of that series that has become due solely by the declaration of
acceleration, has been cured or waived as provided in the applicable indenture.

For more information, see Section 8.02 of the applicable Debt Securities Indenture.

The applicable Debt Securities Indenture includes provisions as to the duties of the Debt Securities Trustee in
case an event of default occurs and is continuing. Consistent with these provisions, the Debt Securities
Trustee will be under no obligation to exercise any of its rights or powers at the request or direction of any of
the holders unless those holders have offered to the Debt Securities Trustee reasonable security or indemnity
against the costs, expenses and liabilities that may be incurred by it in compliance with such request or
direction. For more information, see Section 9.03 of the applicable Debt Securities Indenture. Subject to these
provisions for indemnification, the holders of a majority in principal amount of the outstanding Debt Securities
of any series may direct the time, method and place of conducting any proceeding for any remedy available to
the Debt Securities Trustee, or exercising any trust or power conferred on the Debt Securities Trustee, with
respect to the Debt Securities of that series. For more information, see Section 8.12 of the applicable Debt
Securities Indenture.

No holder of Debt Securities may institute any proceeding regarding the applicable indenture, or for the
appointment of a receiver or a trustee, or for any other remedy under the applicable indenture unless:

•  the holder has previously given to the Debt Securities Trustee written notice of a continuing event of default
of that particular series;

•  the holders of at least a majority in principal amount of the outstanding Debt Securities of all series with
respect to which an event of default has occurred and is continuing have made a written request to the Debt
Securities Trustee, and have offered reasonable indemnity to the Debt Securities Trustee, to institute the
proceeding as trustee; and

•  the Debt Securities Trustee has failed to institute the proceeding, and has not received from the
holders of a majority in principal amount of the outstanding Debt Securities of that series a direction
inconsistent with the request, within 60 days after notice, request and offer of reasonable indemnity.

For more information, see Section 8.07 of the applicable Debt Securities Indenture.

The preceding limitations do not apply, however, to a suit instituted by a holder of a Debt Security for the
enforcement of payment of the principal of or any premium or interest on the Debt Securities on or after the
applicable due date stated in the Debt Securities. For more information, see Section 8.08 of the applicable
Debt Securities Indenture.
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We must furnish annually to the Debt Securities Trustee a statement by an appropriate officer as to that
officer’s knowledge of our compliance with all conditions and covenants under each of the indentures for Debt
Securities. Our compliance is to be determined without regard to any grace period or notice requirement
under the respective indenture. For more information, see Sections 6.05 and 6.06 of the applicable Debt
Securities Indenture.

Modification and Waiver

We and the Debt Securities Trustee, without the consent of the holders of the Debt Securities, may enter into
one or more supplemental indentures for any of the following purposes:

•  to evidence the assumption by any permitted successor of our covenants in the applicable indenture and the
Debt Securities;

•  to add one or more covenants or other provisions for the benefit of the holders of outstanding Debt
Securities or to surrender any right or power conferred upon us by the applicable indenture;

•  to add any additional events of default;

•  to change or eliminate any provision of the applicable indenture or add any new provision to it, but if this
action would adversely affect the interests of the holders of any particular series of Debt Securities in any
material respect, the action will not become effective with respect to that series while any Debt Securities
of that series remain outstanding under the applicable indenture;

•  to provide collateral security for the Debt Securities;

•  to establish the form or terms of Debt Securities according to the provisions of the applicable indenture;

•  to provide for the authentication and delivery of bearer securities (and coupons representing any interest
thereon) and for procedures for the registration, exchange and replacement of such bearer securities and
for the giving of notice to, and the solicitation of the vote or consent of, the holders of such bearer
securities, and for all related incidental matters;

•  to evidence the acceptance of appointment of a successor Debt Securities Trustee under the applicable
indenture with respect to one or more series of the Debt Securities and to add to or change any of the
provisions of the applicable indenture as necessary to provide for trust administration under the applicable
indenture by more than one trustee;

•  to provide for the procedures required to permit the use of a non-certificated system of registration for any
series of Debt Securities;

•  to change any place where:

•  the principal of and any premium and interest on any Debt Securities are payable;

•  any Debt Securities may be surrendered for registration of transfer or exchange; or

•  notices and demands to or upon us regarding Debt Securities and the applicable indentures may be served;
or
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•  to cure any ambiguity or inconsistency, but only by means of changes or additions that will not adversely
affect the interests of the holders of Debt Securities of any series in any material respect.

For more information, see Section 12.01 of the applicable Debt Securities Indenture.

The holders of at least a majority in aggregate principal amount of the outstanding Debt Securities of any
series may waive:

•  compliance by us with certain provisions of the applicable indenture (see Section 6.06 of the applicable
Debt Securities Indenture); and

•  any past default under the applicable indenture, except a default in the payment of principal, premium or
interest and certain covenants and provisions of the applicable indenture that cannot be modified or
amended without consent of the holder of each outstanding Debt Security of the series affected (see
Section 8.13 of the applicable Debt Securities Indenture).

The Trust Indenture Act of 1939 may be amended after the date of the applicable indenture to require
changes to the indenture. In this event, the indenture will be deemed to have been amended so as to effect the
changes, and we and the Debt Securities Trustee may, without the consent of any holders, enter into one or
more supplemental indentures to evidence or effect the amendment. For more information, see Section 12.01
of the applicable Debt Securities Indenture.

Except as provided in this section, the consent of the holders of a majority in aggregate principal amount of
the outstanding Debt Securities of all series issued pursuant to a Debt Securities Indenture, considered as one
class, is required to change in any manner the applicable indenture pursuant to one or more supplemental
indentures. If there are Debt Securities of more than one series outstanding under a Debt Securities
Indenture and less than all of such series are directly affected by a proposed supplemental indenture,
however, only the consent of the holders of a majority in aggregate principal amount of the outstanding Debt
Securities of all series directly affected, considered as one class, will be required. Furthermore, if the Debt
Securities of any series have been issued in more than one tranche and if the proposed supplemental
indenture directly affects the rights of the holders of one or more, but not all, tranches, only the consent of
the holders of a majority in aggregate principal amount of the outstanding Debt Securities of all tranches
directly affected, considered as one class, will be required. In addition, an amendment or modification:

•  may not, without the consent of the holder of each outstanding Debt Security affected:

•  change the maturity of the principal of, or any installment of principal of or interest on, any Debt Securities;

•  reduce the principal amount or the rate of interest, or the amount of any installment of interest, or change
the method of calculating the rate of interest;

•  reduce any premium payable upon the redemption of the Debt Securities;

•  reduce the amount of the principal of any Debt Security originally issued at a discount from the stated
principal amount that would be due and payable upon a declaration of acceleration of maturity;

•  change the currency or other property in which a Debt Security or premium or interest on a Debt Security
is payable; or

•  impair the right to institute suit for the enforcement of any payment on or after the stated maturity, or in
the case of redemption, on or after the redemption date, of any Debt Securities;
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•  may not reduce the percentage of principal amount requirement for consent of the holders for any
supplemental indenture, or for any waiver of compliance with any provision of or any default under the
applicable indenture, or reduce the requirements for quorum or voting, without the consent of the holder of
each outstanding Debt Security of each series or tranche affected; and

•  may not modify provisions of the applicable indenture relating to supplemental indentures, waivers of
certain covenants and waivers of past defaults with respect to the Debt Securities of any series, or any
tranche of a series, without the consent of the holder of each outstanding Debt Security affected.

A supplemental indenture will be deemed not to affect the rights under the applicable indenture of the holders
of any series or tranche of the Debt Securities if the supplemental indenture:

•  changes or eliminates any covenant or other provision of the applicable indenture expressly included solely
for the benefit of one or more other particular series of Debt Securities or tranches thereof; or

•  modifies the rights of the holders of Debt Securities of any other series or tranches with respect to any
covenant or other provision.

For more information, see Section 12.02 of the applicable Debt Securities Indenture.

If we solicit from holders of the Debt Securities any type of action, we may at our option by board resolution
fix in advance a record date for the determination of the holders entitled to vote on the action. We shall have
no obligation, however, to do so. If we fix a record date, the action may be taken before or after the record
date, but only the holders of record at the close of business on the record date shall be deemed to be holders
for the purposes of determining whether holders of the requisite proportion of the outstanding Debt Securities
have authorized the action. For that purpose, the outstanding Debt Securities shall be computed as of the
record date. Any holder action shall bind every future holder of the same security and the holder of every
security issued upon the registration of transfer of or in exchange for or in lieu of the security in respect of
anything done or permitted by the Debt Securities Trustee or us in reliance on that action, whether or not
notation of the action is made upon the security. For more information, see Section 1.04 of the applicable
Debt Securities Indenture.

Defeasance

Unless the applicable prospectus supplement or free writing prospectus provides otherwise, any Debt
Security, or portion of the principal amount of a Debt Security, will be deemed to have been paid for purposes
of the applicable indenture, and, at our election, our entire indebtedness in respect of the Debt Security, or
portion thereof, will be deemed to have been satisfied and discharged, if we have irrevocably deposited with
the Debt Securities Trustee or any paying agent other than us, in trust money, certain eligible obligations, as
defined in the applicable indenture, or a combination of the two, sufficient to pay principal of and any
premium and interest due and to become due on the Debt Security or portion thereof, and other required
documentation.  Included among the documentation we are required to deliver to be deemed to have our
indebtedness deemed satisfied and discharged with respect to a Debt Security pursuant to the preceding
sentence is an opinion of counsel to the effect that, as a result of a change in law occurring after the date of
the applicable Debt Security Indenture, the holders of such Debt Security, or portions thereof, will not
recognize income, gain or loss for United States federal income tax purposes as a result of the satisfaction and
discharge of our indebtedness in respect thereof and will be subject to United States federal income tax on
the same amounts, at the same times and in the same manner as if such satisfaction and discharge had not
been effected. For more information, see Section 7.01 of the applicable Debt Securities Indenture. For this
purpose, unless the applicable prospectus supplement or free writing prospectus provides otherwise, eligible
obligations include direct obligations of, or obligations unconditionally guaranteed by, the United States,
entitled to the benefit of full faith and credit of the United States, and certificates, depositary receipts or other
instruments that evidence a direct ownership interest in those obligations or in any specific interest or
principal payments due in respect of those obligations.
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Resignation, Removal of Debt Securities Trustee; Appointment of Successor

The Debt Securities Trustee may resign at any time by giving written notice to us or may be removed at any
time by an action of the holders of a majority in principal amount of outstanding Debt Securities delivered to
the Debt Securities Trustee and us. No resignation or removal of the Debt Securities Trustee and no
appointment of a successor trustee will become effective until a successor trustee accepts appointment in
accordance with the requirements of the applicable indenture. So long as no event of default or event that
would become an event of default (after notice or lapse of time or both) has occurred and is continuing, and
except with respect to a Debt Securities Trustee appointed by an action of the holders, if we have delivered to
the Debt Securities Trustee a resolution of our board of directors appointing a successor trustee and the
successor trustee has accepted the appointment in accordance with the terms of the applicable indenture, the
Debt Securities Trustee will be deemed to have resigned and the successor trustee will be deemed to have
been appointed as trustee in accordance with the applicable indenture. For more information, see
Section 9.10 of the applicable Debt Securities Indenture.

Notices

We will give notices to holders of Debt Securities by mail to their addresses as they appear in the Debt
Security Register. For more information, see Section 1.06 of the applicable Debt Securities Indenture.

Title

The Debt Securities Trustee and its agents, and we and our agents, may treat the person in whose name a
Debt Security is registered as the absolute owner of that Debt Security, whether or not that Debt Security
may be overdue, for the purpose of making payment and for all other purposes. For more information, see
Section 3.08 of the applicable Debt Securities Indenture.

Governing Law

The Debt Securities Indentures and the Debt Securities, including any Subordinated Debt Securities
Indentures and Subordinated Debt Securities, will be governed by, and construed in accordance with, the law
of the State of New York. For more information, see Section 1.12 of the applicable Debt Securities Indenture.

23

Edgar Filing: VALLEY OF THE RIO DOCE CO - Form 6-K

48



GLOBAL SECURITIES

We may issue some or all of our securities of any series as global securities. We will register each global
security in the name of a depositary identified in the applicable prospectus supplement. The global securities
will be deposited with a depositary or nominee or custodian for the depositary and will bear a legend
regarding restrictions on exchanges and registration of transfer as discussed below and any other matters to
be provided pursuant to the indenture.

As long as the depositary or its nominee is the registered holder of a global security, that person will be
considered the sole owner and holder of the global security and the securities represented by it for all
purposes under the securities and the indenture. Except in limited circumstances, owners of a beneficial
interest in a global security:

•  will not be entitled to have the global security or any securities represented by it registered in their names;

•  will not receive or be entitled to receive physical delivery of certificated securities in exchange for the
global security; and

•  will not be considered to be the owners or holders of the global security or any securities represented by it
for any purposes under the securities or the indenture.

We will make all payments of principal and any premium and interest on a global security to the depositary or
its nominee as the holder of the global security. The laws of some jurisdictions require that certain purchasers
of securities take physical delivery of securities in definitive form. These laws may impair the ability to
transfer beneficial interests in a global security.

Ownership of beneficial interests in a global security will be limited to institutions having accounts with the
depositary or its nominee, called “participants” for purposes of this discussion, and to persons that hold
beneficial interests through participants. When a global security is issued, the depositary will credit on its
book-entry, registration and transfer system the principal amounts of securities represented by the global
security to the accounts of its participants. Ownership of beneficial interests in a global security will be shown
only on, and the transfer of those ownership interests will be effected only through, records maintained by:

•  the depositary, with respect to participants’ interests; or

•  any participant, with respect to interests of persons held by the participants on their behalf.

Payments by participants to owners of beneficial interests held through the participants will be the
responsibility of the participants. The depositary may from time to time adopt various policies and procedures
governing payments, transfers, exchanges and other matters relating to beneficial interests in a global
security. None of the following will have any responsibility or liability for any aspect of the depositary’s or any
participant’s records relating to, or for payments made on account of, beneficial interests in a global security,
or for maintaining, supervising or reviewing any records relating to those beneficial interests:

•  us or our affiliates;

•  the trustee under any indenture; or

•  any agent of any of the above.
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CERTAIN PROVISIONS OF MARYLAND LAW
AND OUR CHARTER AND BYLAWS

The following description of certain provisions of Maryland law and of our charter and bylaws is only a
summary.  For a complete description, we refer you to the applicable Maryland law, our charter and our
bylaws.  Our charter and bylaws are filed as exhibits to this registration statement.  See “Where You Can Find
More Information.”

Number of Directors; Vacancies

Our charter and bylaws provide that the number of our directors may only be increased or decreased by a
vote of a majority of the members of our board of directors.  Our board of directors has determined that the
board should currently consist of five directors.  Our charter provides that any vacancy, including a vacancy
created by an increase in the number of directors, may be filled only by a majority of the remaining directors,
even if the remaining directors do not constitute a quorum.

Removal of Directors

Our charter provides that a director may be removed at any time upon the affirmative vote of at least
two-thirds of the votes entitled to be cast generally in the election of directors.  Absent removal of all of our
directors, this provision, when coupled with the provision in our bylaws authorizing our board of directors to
fill vacant directorships, may preclude stockholders from removing incumbent directors and filling the
vacancies created by such removal with their own nominees.

Amendment to the Charter

Generally, our charter may be amended only by the affirmative vote of the holders of not less than a majority
of all of the votes entitled to be cast on the matter.  However, provisions in our charter related to (1) removal
of directors, (2) the power of our board of directors to classify and cause us to issue additional shares of
common and preferred stock and, (3) except as set forth in the sentence immediately below, the restrictions
on transfer and ownership, may only be amended by the affirmative vote of the holders of two-thirds of all of
the votes entitled to be cast on the matter. In addition, our board of directors may from time to time increase
or decrease the common stock ownership limit and the aggregate stock ownership limit without stockholder
approval.

Dissolution

Our dissolution must be approved by the affirmative vote of the holders of not less than a majority of all of the
votes entitled to be cast on the matter.

Business Combinations

Maryland law prohibits “business combinations” between us and an interested stockholder or an affiliate of an
interested stockholder for five years after the most recent date on which the interested stockholder becomes
an interested stockholder.  These business combinations include a merger, consolidation, share exchange, or,
in circumstances specified in the statute, an asset transfer or issuance or reclassification of equity
securities.  Maryland law defines an interested stockholder as:

•  any person or entity who beneficially owns 10% or more of the voting power of our stock; or

•  an affiliate or associate of ours who, at any time within the two year period prior to the date in question,
was the beneficial owner of 10% or more of the voting power of our then outstanding voting stock.

A person is not an interested stockholder if our board of directors approves in advance the transaction by
which the person otherwise would have become an interested stockholder.  However, in approving a
transaction, our board of directors may provide that its approval is subject to compliance, at or after the time
of approval, with any terms and conditions determined by our board of directors.
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After the five-year prohibition, any business combination between us and an interested stockholder generally
must be recommended by our board of directors and approved by the affirmative vote of at least:

•  80% of the votes entitled to be cast by holders of our then outstanding shares of voting stock; and

•  two-thirds of the votes entitled to be cast by holders of our voting stock other than stock held by the
interested stockholder with whom or with whose affiliate the business combination is to be effected or stock
held by an affiliate or associate of the interested stockholder.

These super-majority vote requirements do not apply if our 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 its stock.

The statute permits various exemptions from its provisions, including business combinations that are
approved by our board of directors before the time that the interested stockholder becomes an interested
stockholder.

As permitted by the Maryland General Corporation Law, our board of directors has adopted a resolution that
the business combination provisions of the Maryland General Corporation Law will not apply to us.

Control Share Acquisitions

Maryland law provides that “control shares” of a Maryland corporation acquired in a “control share acquisition”
have no voting rights unless approved by a vote of two-thirds of the votes entitled to be cast on the
matter.  Shares owned by the acquiror or by officers or directors who are our employees are excluded from
the shares entitled to vote on the matter.  ”Control shares” are voting shares that, if aggregated with all other
shares currently owned by the acquiring person, or in respect of which the acquiring person is able to
exercise or direct the exercise of voting power (except solely by virtue of a revocable proxy), would entitle the
acquiring person 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;

•  one-third or more but less than a majority; or

•  a majority or more of all voting power.

Control shares do not include shares the acquiring person is then entitled to vote as a result of having
previously obtained stockholder approval.  A “control share acquisition” means the acquisition of issued and
outstanding control shares, subject to certain exceptions.

A person who has made or proposes to make a control share acquisition may compel our board of directors to
call a special meeting of stockholders to be held within 50 days of demand to consider the voting rights of the
shares.  The right to compel the calling of a special meeting is subject to the satisfaction of certain conditions,
including an undertaking to pay the expenses of the meeting.  If no request for a meeting is made, we may
present the question at any stockholders meeting.

If voting rights are not approved at the stockholders meeting or if the acquiring person does not deliver an
acquiring person statement required by Maryland law, then, subject to certain conditions and limitations, we
may redeem any or all of the control shares, except those for which voting rights have previously been
approved, for fair value.  Fair value is determined, without regard to the absence of voting rights for the
control shares, as of the date of the last control share acquisition by the acquiror or of any meeting of
stockholders at which the voting rights of the shares were considered and not approved.  If voting rights for
control shares are approved at a stockholders meeting and the acquiror becomes entitled to vote a majority of
the shares entitled to vote, all other stockholders may exercise appraisal rights.  The fair value of the shares
for purposes of these appraisal rights may not be less than the highest price per share paid by the acquiror in
the control share acquisition.  The control share acquisition statute does not apply to shares acquired in a
merger, consolidation or share exchange if we are a party to the transaction, nor does it apply to acquisitions
approved by or exempted by our charter or bylaws.
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Our bylaws contain a provision exempting any and all acquisitions of our shares of stock from the control
shares provisions of Maryland law.  Nothing prevents our board of directors from amending or repealing this
provision in the future.

Limitation of Liability and Indemnification

Maryland law permits a corporation to include in its charter a provision limiting the liability of its directors
and officers to the corporation and its stockholders for money damages, except for liability resulting from:

•  actual receipt of an improper benefit or profit in money, property or services; or

•  a final judgment based upon a finding of active and deliberate dishonesty by the director or officer that was
material to the cause of action adjudicated.

Our charter contains such a provision which eliminates such liability to the maximum extent permitted by
Maryland law.

Our charter authorizes us to obligate ourselves, and our bylaws obligate us, to the maximum extent permitted
by Maryland law, to indemnify, and to pay or reimburse reasonable expenses in advance of final disposition of
a final proceeding to, any of our present or former directors or officers or any individual who, while a director
or officer and at our request, serves or has served another corporation, real estate investment trust,
partnership, joint venture, trust, employee benefit plan or any other enterprise as a director, officer, partner
or trustee.  The indemnification covers any claim or liability arising from such status against the person.

Maryland law requires a corporation (unless its charter provides otherwise, which our charter does not) to
indemnify a director or officer who has been successful in the defense of any proceeding to which he is made
a party by reason of his service in that capacity.

Maryland law permits us to indemnify our present and former directors and officers against judgments,
penalties, fines, settlements and reasonable expenses actually incurred by them in any proceeding to which
they may be made a party by reason of their service in those or other capacities unless it is established that:

•  the act or omission of the director or officer was material to the matter giving rise to the proceeding and (i)
was committed in bad faith or (ii) was the result of active and deliberate dishonesty;

•  the director or officer actually received an improper personal benefit of money, property or services; or

•  in the case of a criminal proceeding, the director or officer had reasonable cause to believe that the act or
omission was unlawful.

However, Maryland law prohibits us from indemnifying our present and former directors and officers for an
adverse judgment in a suit by or in the right of the corporation or for a judgment of liability on the basis that
personal benefit was improperly received unless in either case a court orders indemnification and then only
for expenses.  Maryland law permits a corporation to advance reasonable expenses to a director or officer
upon the corporation’s receipt of:

•  a written affirmation by the director or officer of his or her good faith belief that he or she has met the
standard of conduct necessary for indemnification; and
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•  a written undertaking by him or her, or on his or her behalf, to repay the amount paid or reimbursed by us if
it is ultimately determined that the standard of conduct is not met.

Our charter and bylaws also permit us to indemnify and advance expenses to any person who served a
predecessor of ours in any capacity described above and to any of our or our predecessors’ employees or
agents.

In addition, indemnification could reduce the legal remedies available to us and our stockholders against our
officers and directors.  The Securities and Exchange Commission takes the position that indemnification
against liabilities arising under the Securities Act of 1933 is against public policy and
unenforceable.  Indemnification of our directors and officers may not be allowed for liabilities arising from or
out of a violation of state or federal securities laws, unless one or more of the following conditions are met:

•  there has been a adjudication on the merits in favor of the director or officer on each count involving
alleged securities law violations;

•  all claims against the director or officer have been dismissed with prejudice on the merits by a court of
competent jurisdiction; or

•  a court of competent jurisdiction approves a settlement of the claims against the director or officer and
finds that indemnification with respect to the settlement and the related costs should be allowed after being
advised of the position of the Securities and Exchange Commission and of the published position of any
state securities regulatory authority in which the securities were offered as to indemnification for violations
of securities laws.

Meetings of Stockholders

Special meetings of stockholders may be called only by our board of directors, the chairman of our board of
directors, our chief executive officer, our president or our secretary upon the written request of the holders of
common stock entitled to cast not less than a majority of all votes entitled to be cast at such meeting.  Only
matters set forth in the notice of the special meeting may be considered and acted upon at such a meeting.

Advance Notice of Director Nominations and New Business

Our bylaws provide that, with respect to an annual meeting of stockholders, nominations of individuals for
election to our board of directors and the proposal of business to be considered by stockholders at the annual
meeting may be made only:

•  pursuant to our notice of the meeting;

•  by or at the direction of our board of directors; or

•  by a stockholder who was a stockholder of record both at the time of the giving of notice by the stockholder
and at the time of the meeting, who is entitled to vote at the meeting and has complied with the advance
notice procedures set forth in our bylaws.

With respect to special meetings of stockholders, only the business specified in our notice of meeting may be
brought before the meeting of stockholders and nominations of individuals for election to our board of
directors may be made only:

•  pursuant to our notice of the meeting;

•  by our board of directors; or

•  provided that our board of directors has determined that directors shall be elected at such meeting, by a
stockholder who was a stockholder of record both at the time of the provision of notice and at the time of
the meeting who is entitled to vote at the meeting and has complied with the advance notice provisions set
forth in our bylaws.
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The purpose of requiring stockholders to give advance notice of nominations and other proposals is to afford
our board of directors the opportunity to consider the qualifications of the proposed nominees or the
advisability of the other proposals and, to the extent considered necessary by our board of directors, to inform
stockholders and make recommendations regarding the nominations or other proposals.  The advance notice
procedures also permit a more orderly procedure for conducting our stockholder meetings.  Although our
bylaws do not give our board of directors the power to disapprove timely stockholder nominations and
proposals, they may have the effect of precluding a contest for the election of directors or proposals for other
action if the proper procedures are not followed, and of discouraging or deterring a third party from
conducting a solicitation of proxies to elect its own slate of directors to our board of directors or to approve its
own proposal.

Possible Anti-Takeover Effect of Certain Provisions of Maryland Law and of Our Charter and Bylaws

Subtitle 8 of Title 3 of the Maryland General Corporation Law permits a Maryland corporation with a class of
equity securities registered under the Securities Exchange Act of 1934, as amended, and at least three
independent directors to elect to be subject, by provision in its charter or bylaws or a resolution of its board of
directors and notwithstanding any contrary provision in its charter or bylaws, to any or all of five of the
following provisions:

•  a classified board of directors, meaning that the directors may be divided into up to three classes with
only one class standing for election in any year,

•  a director may be removed only by a two-thirds vote of the stockholders,

•  a requirement that the number of directors be fixed only by vote of the directors,

•  a requirement that a vacancy on the board of directors be filled only by the remaining directors and for the
new director to serve the remainder of the full term of the class of directors in which the vacancy occurred,
and

•  a requirement that stockholder-called special meetings of stockholders may only be called by stockholders
holding a majority of the outstanding stock.

Through provisions in our charter and bylaws unrelated to Subtitle 8, we already (a) require a two-thirds vote
for the removal of any director from our board, (b) vest in our board of directors the exclusive power to fix the
number of directorships, (c) require vacancies on the board of directors to be filled only by the remaining
directors and (d) require that stockholder-called special meetings of stockholders may only be called by
stockholders holding a majority of our outstanding stock.  Further, although we do not currently have a
classified board of directors, Subtitle 8 permits our board of directors, without stockholder approval and
regardless of what is provided in our charter or bylaws, to implement takeover defenses that we may not yet
have, such as dividing the members of our board of directors into up to three classes with only one class
standing for election in any year.

The business combination and control share acquisition provisions of Maryland law (if the applicable
provisions in our bylaws are rescinded), the provisions of our charter on the removal of directors, the
ownership limitations required to protect our REIT status, the board of directors’ ability to increase the
aggregate number of shares of capital stock and issue shares of preferred stock with differing terms and
conditions, and the advance notice provisions of our bylaws could have the effect of delaying, deterring or
preventing a transaction or a change in control that might involve a premium price for you or might otherwise
be in your best interest.
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MATERIAL FEDERAL INCOME TAX CONSIDERATIONS

This section summarizes the federal income tax issues that you, as a holder of our securities, may consider
relevant.  Hunton & Williams LLP has acted as our tax counsel, has reviewed this summary, and is of the
opinion that the discussion contained herein is accurate in all material respects.  Because this section is a
summary, it does not address all aspects of taxation that may be relevant to particular holders of our
securities in light of their personal investment or tax circumstances, or to certain types of holders that are
subject to special treatment under the federal income tax laws, such as insurance companies, tax-exempt
organizations, financial institutions or broker-dealers, and non-U.S. individuals and foreign corporations
(except to the extent discussed in “Taxation of Non-U.S. Stockholders” below).

The statements in this section and the opinion of Hunton & Williams LLP are based on the current federal
income tax laws governing qualification as a REIT. We cannot assure you that new laws, interpretations of
law, or court decisions, any of which may take effect retroactively, will not cause any statement in this section
to be inaccurate.

We urge you to consult your own tax advisor regarding the specific tax consequences to you of the purchase,
ownership and sale of our securities and of our election to be taxed as a REIT. Specifically, you should consult
your own tax advisor regarding the federal, state, local, foreign, and other tax consequences of such purchase,
ownership, sale and election, and regarding potential changes in applicable tax laws.

Taxation of Our Company

We elected to be taxed as a REIT under the federal income tax laws commencing with our short taxable year
ended on December 31, 2004. We believe that we are organized and we operate in such a manner so as to
qualify for taxation as a REIT under the federal income tax laws, and we intend to continue to operate in such
a manner, but no assurance can be given that we will operate in a manner so as to remain qualified as a
REIT.  This section discusses the laws governing the federal income tax treatment of a REIT. These laws are
highly technical and complex.

In connection with this prospectus, Hunton & Williams LLP is rendering an opinion that we qualified to be
taxed as a REIT for our taxable years ended December 31, 2004 through December 31, 2011, and our
organization and current and proposed method of operation will enable us to continue to meet the
requirements for qualification and taxation as a REIT for our taxable year ending December 31, 2012 and
subsequent taxable years. Investors should be aware that Hunton & Williams LLP’s opinion is based upon
customary assumptions, is conditioned upon certain representations made by us as to factual matters,
including representations regarding the nature of our assets and the conduct of our business, and is not
binding upon the IRS or any court and speaks as of the date issued. In addition, Hunton & Williams LLP’s
opinion is based on existing federal income tax law governing qualification as a REIT, which is subject to
change either prospectively or retroactively. Moreover, our qualification and taxation as a REIT depend upon
our ability to meet on a continuing basis, through actual annual operating results, certain qualification tests
set forth in the federal tax laws. Those qualification tests involve the percentage of income that we earn from
specified sources, the percentage of our assets that falls within specified categories, the diversity of our stock
ownership, and the percentage of our earnings that we distribute. Hunton & Williams LLP will not review our
compliance with those tests on a continuing basis. Accordingly, no assurance can be given that our actual
results of operations for any particular taxable year will satisfy such requirements.  For a discussion of the tax
consequences of our failure to qualify as a REIT, see “— Failure to Qualify”.

As a REIT, we generally will not be subject to federal income tax on the REIT taxable income that we
distribute to our stockholders, but taxable income generated by Hypotheca and NYMF, our TRSs, will be
subject to regular corporate income tax. The benefit of that tax treatment is that it avoids the double taxation,
or taxation at both the corporate and stockholder levels, that generally applies to distributions by a
corporation to its stockholders. However, we will be subject to federal tax in the following circumstances:

•  We will pay federal income tax on 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.
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•  We may be subject to the “alternative minimum tax” on any items of tax preference that we do not distribute
or allocate to stockholders.

•  We will pay income tax at the highest corporate rate on:

•  net income from the sale or other disposition of property acquired through foreclosure, or foreclosure
property, that we hold primarily for sale to customers in the ordinary course of business, and

•  other non-qualifying income from foreclosure property.

•  We will pay a 100% tax on our net income 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,” and nonetheless continue to qualify as a REIT because we meet other
requirements, we will pay a 100% tax on:

•  the greater of (i) the amount by which we fail the 75% gross income test or (ii) the amount by which 95% of
our gross income exceeds the amount of our income qualifying under the 95% gross income test, multiplied
by

•  a fraction intended to reflect our profitability.

•  In the event of a more than de minimis failure of any of the asset tests, as described below under “— Asset
Tests,” as long as the failure was due to reasonable cause and not to willful neglect, we file a description of
the assets that caused such failure with the IRS, and we dispose of the assets or otherwise comply with the
asset tests within six months after the last day of the quarter in which we identify such failure, we will pay a
tax equal to the greater of $50,000 or 35% of the net income from the nonqualifying assets during the
period in which we failed to satisfy any of the asset tests.

•  If we fail to satisfy one or more requirements for REIT qualification, other than the gross income tests or
the asset tests, as long as such failure was due to reasonable cause and not to willful neglect, we will be
required to pay a penalty of $50,000 for each such failure.

•  If we fail to distribute during a calendar year at least the sum of:

•  85% of our REIT ordinary income for the year,

•  95% of our REIT capital gain net income for the year, and

•  any undistributed taxable income required to be distributed from earlier periods,

we will pay a 4% nondeductible excise tax on the excess of the required distribution over the amount we
actually distributed.

•  We may elect to retain and pay income tax on our net long-term capital gain. In that case, a
U.S. 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.
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•  We will be subject to a 100% excise tax on transactions between us and a TRS that are not conducted on an
arm’s-length basis.

•  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 regular corporate rate applicable if we recognize gain on the sale or disposition of the asset
during the 10-year period after we acquire the asset. The amount of gain on which we will pay tax is the
lesser of:

•  the amount of gain that we recognize at the time of the sale or disposition, and

•  the amount of gain that we would have recognized if we had sold the asset at the time we acquired it.

•  If we own a residual interest in a real estate mortgage investment conduit, or REMIC, we will be taxable at
the highest corporate rate on the portion of any excess inclusion income that we derive from the REMIC
residual interests equal to the percentage of our stock that is held by “disqualified organizations.” Although
the law is not entirely clear, the IRS has taken the position that similar rules may apply if we own an equity
interest in a taxable mortgage pool. To the extent that we own a REMIC residual interest or an equity
interest in a taxable mortgage pool through a TRS, we will not be subject to this tax. For a discussion of
“excess inclusion income,” see “Requirements for Qualification — Organizational Requirements — Taxable
Mortgage Pools.” A “disqualified organization” includes:

•  the United States;

•  any state or political subdivision of the United States;

•  any foreign government;

•  any international organization;

•  any agency or instrumentality of any of the foregoing;

•  any other tax-exempt organization, other than a farmer’s cooperative described in section 521 of the Internal
Revenue Code, that is exempt both from income taxation and from taxation under the unrelated business
taxable income provisions of the Internal Revenue Code; and

•  any rural electrical or telephone cooperative.

For this reason, our charter prohibits disqualified organizations from owning our stock.

Requirements for Qualification

Organizational Requirements

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.
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(3) It would be taxable as a domestic corporation, but for the REIT provisions of the federal income tax laws.

(4) It is neither a financial institution nor an insurance company subject to special provisions of the 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 federal income tax laws define to include certain entities,
during the last half of any taxable year.

(7) It elects to be a REIT, or has made such election for a previous taxable year, and satisfies all relevant filing
and other administrative requirements established by the IRS that must be met to elect and maintain REIT
status.

(8) It meets certain other qualification tests, described below, regarding the nature of its income and assets
and the distribution of its income.

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. Requirements 5 and 6 applied to us beginning with our 2005 taxable year. 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,” however, generally
does not include a trust that is a qualified employee pension or profit sharing trust under the federal income
tax laws, and beneficiaries of such a trust will be treated as holding our stock in proportion to their actuarial
interests in the trust for purposes of requirement 6.

We believe that we have issued sufficient stock with sufficient diversity of ownership to satisfy requirements 5
and 6. In addition, our charter restricts the ownership and transfer of our stock so that we should continue to
satisfy these requirements. The provisions of our charter restricting the ownership and transfer of our capital
stock are described in “Description of Common Stock — Restrictions on Ownership and Transfer.”

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. A
“qualified REIT subsidiary” is a corporation all of the capital stock of which is owned by the REIT and that has
not elected to be a TRS. 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.

Other Disregarded Entities and Partnerships. An unincorporated domestic entity, such as a partnership or
limited liability company, that has a single owner, generally is not treated as an entity separate from its
parent for federal income tax purposes. An unincorporated domestic entity with two or more owners generally
is treated as a partnership for federal income tax purposes. In the case of a REIT that is a partner in a
partnership that has other partners, the REIT is treated as owning its proportionate share of the assets of the
partnership and as earning its allocable share of the gross income of the partnership for purposes of the
applicable REIT qualification tests. For purposes of the 10% value test (described in “— 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. Thus, 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 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.
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Taxable REIT Subsidiaries. A REIT is permitted to own up to 100% of the stock of one or more “taxable REIT
subsidiaries,” or 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 of 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. Overall, no more than 25% of the value of a
REIT’s assets may consist of stock or securities of one or more TRSs.

A TRS will pay income tax at regular corporate rates on any income that it earns. In addition, the TRS rules
limit the deductibility of interest paid or accrued by a TRS to its parent REIT to assure that the TRS is subject
to an appropriate level of corporate taxation. Further, the rules impose a 100% excise tax on transactions
between a TRS and its parent REIT or the REIT’s tenants that are not conducted on an arm’s-length basis. We
have elected to treat Hypotheca, its wholly owned subsidiary, The New York Mortgage Company, Inc., and
NYMF as TRSs. Our TRSs are subject to corporate income tax on their taxable income.  We believe that all
transactions between us and our TRSs have been and will be conducted on an arm’s-length basis.

Taxable Mortgage Pools. An entity, or a portion of an entity, may be classified as a taxable mortgage pool, or
TMP, under the Internal Revenue Code if:

•  substantially all of its assets consist of debt obligations or interests in debt obligations;

•  more than 50% of those debt obligations are real estate mortgage loans or interests in real estate mortgage
loans as of specified testing dates;

•  the entity has issued debt obligations that have two or more maturities; and

•  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 U.S. 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 may make investments or enter into financing and securitization transactions that give rise to our being
considered to be, or to own an interest in, one or more TMPs. Where an entity, or a portion of an entity, is
classified as a TMP, it is generally treated as a taxable corporation for federal income tax purposes. However,
special rules apply to a REIT, a portion of a REIT, or a qualified REIT subsidiary, that is a TMP. The portion of
the REIT’s assets, held directly or through a qualified REIT subsidiary, that qualifies as a TMP is treated as a
qualified REIT subsidiary that is not subject to corporate income tax, and the TMP classification does not
affect the tax status of the REIT. Rather, the consequences of the TMP classification would generally, except
as described below, be limited to the REIT’s stockholders. The Treasury Department has yet to issue
regulations governing the tax treatment of the stockholders of a REIT that owns an interest in a TMP.
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If a REIT is a TMP, or if a REIT owns a qualified REIT subsidiary that is a TMP, then a portion of the REIT’s
income will be treated as “excess inclusion income” and a portion of the dividends the REIT pays to its
stockholders will be considered to be excess inclusion income.  A stockholder’s share of excess inclusion
income: (1) would not be allowed to be offset by any net operating losses otherwise available to the
stockholder; (2) would be subject to tax as unrelated business taxable income in the hands of most types of
stockholders that are otherwise generally exempt from federal income tax; and (3) would result in the
application of federal income tax withholding at the maximum rate (30%) (and any otherwise available rate
reductions under income tax treaties would not apply) to the extent allocable to most types of foreign
stockholders.  IRS guidance indicates that our excess inclusion income will be allocated among our
stockholders in proportion to our dividends paid.  However, the manner in which excess inclusion income
would be allocated to dividends attributable to a tax year that are not paid until a subsequent tax year or to
dividends attributable to a portion of a tax year when no excess inclusion income-generating assets were held
or how such income is to be reported to stockholders is not clear under current law.  Although the law is
unclear, the IRS has taken the position that a REIT is taxable at the highest corporate tax rate on the portion
of any excess inclusion income that it derives from an equity interest in a TMP equal to the percentage of its
stock that is held in record name by “disqualified organizations.”  To the extent that our stock owned by
“disqualified organizations” is held in street name by a broker-dealer or other nominee, the broker-dealer or
nominee would be liable for a tax at the highest corporate rate on the portion of our excess inclusion income
allocable to the stock held on behalf of the disqualified organizations.  See “— Taxation of Our Company” for a
discussion of “disqualified organizations.”  A regulated investment company or other pass-through entity owning
our stock will be subject to tax at the highest corporate tax rate on any excess inclusion income allocated to
their record name owners that are disqualified organizations.  Tax-exempt investors, foreign investors,
taxpayers with net operating losses, regulated investment companies, pass-through entities and
broker-dealers and other nominees should carefully consider the tax consequences described above and are
urged to consult their tax advisors in connection with their decision to invest in or hold our stock.

If we were to own less than 100% of the ownership interests in an entity that is classified as a TMP, the
foregoing rules would not apply. Rather, the entity would be treated as a corporation for federal income tax
purposes, and its income would be subject to corporate income tax. In addition, this characterization would
alter our REIT income and asset test calculations and could adversely affect our compliance with those
requirements. We currently do not own, and currently do not intend to own some, but less than all, of the
ownership interests in an entity that is or will become a taxable mortgage pool, and we intend to monitor the
structure of any taxable mortgage pools in which we have an interest to ensure that they will not adversely
affect our status as a REIT.

Gross Income Tests

We must satisfy two gross income tests annually to maintain our 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, directly or
indirectly, from investments relating to real property or mortgage loans on real property or qualified
temporary investment income. 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;

•  amounts, such as commitment fees, received in consideration for entering into an agreement to
make a loan secured by real property, unless such amounts are determined by income and profits;

•  income derived from a REMIC in proportion to the real estate assets held by the REMIC, unless at least 95%
of the REMIC’s assets are real estate assets, in which case all of the income derived from the REMIC; and

•  income derived from the temporary investment of new capital that is attributable to the issuance of our
stock or a public offering of our debt with a maturity date of at least five years and that we receive during
the one-year period beginning on the date on which we received such new capital.
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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 or any combination of these. Gross income from our sale of
property that we hold primarily for sale to customers in the ordinary course of business is excluded from both
the numerator and the denominator in both income tests.  Income and gain from “hedging transactions,” as
defined in “— Hedging Transactions,” that we entered into on or before July 30, 2008 to hedge indebtedness
incurred or to be incurred to acquire or carry real estate assets and that are clearly and timely identified as
such are excluded from both the numerator and the denominator for purposes of the 95% gross income test
(but are non qualifying income for purposes of the 75% gross income test). Income and gain from hedging
transactions entered into after July 30, 2008 are excluded from both the numerator and the denominator for
purposes of both the 75% and 95% gross income tests. In addition, certain foreign currency gains will be
excluded from gross income for purposes of one or both of the gross income tests. See “— Foreign Currency
Gain.”  We will monitor the amount of our nonqualifying income and we will manage our portfolio to comply at
all times with the gross income tests. The following paragraphs discuss the specific application of the gross
income tests to us.

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:

•  an amount that is based on a fixed percentage or percentages of receipts or sales; and

•  an amount that is based on the income or profits of a debtor, as long as the debtor derives substantially all
of its income from the real property securing the debt from leasing substantially all of its interest in the
property, and only to the extent that the amounts received by the debtor 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.

Interest on debt secured by a mortgage on real property or on interests in real property, including, for this
purpose, discount points, prepayment penalties, loan assumption fees, and late payment charges that are not
compensation for services, generally is qualifying income for purposes of the 75% gross income test.  In
general, under applicable Treasury Regulations, if a loan is secured by real property and other property and
the highest principal amount of the loan outstanding during a taxable year exceeds the fair market value of
the real property securing the loan determined as of (1) the date we agreed to acquire or originate the loan or
(2) as discussed further below, in the event of a “significant modification,” the date we modified the loan, then a
portion of the interest income from such loan will not be qualifying income for purposes of the 75% gross
income test, but will be qualifying income for purposes of the 95% gross income test.  Although the law is not
entirely clear, a portion of the loan will likely be a non-qualifying asset for purposes of the 75% asset test. The
non-qualifying portion of such a loan would be subject to, among other requirements, the 10% value test.  See
“— Asset Tests” below.

We invest primarily in Agency RMBS, prime ARM loans held in securitization trusts and CMBS.  Other than
income from embedded derivative instruments as described below, all of the income on our Agency RMBS is
qualifying income for purposes of the 95% gross income test.  The Agency RMBS are treated either as
interests in a grantor trust or as interests in a REMIC for federal income tax purposes.  In the case of Agency
RMBS and CMBS treated as interests in grantor trusts, we are treated as owning an undivided beneficial
ownership interest in the mortgage loans held by the grantor trust.  The interest on such mortgage loans and
the prime ARM loans held in securitization trusts is qualifying income for purposes of the 75% gross income
test to the extent that the obligation is secured by real property, as discussed above.  In the case of Agency
RMBS and CMBS treated as interests in a REMIC, income derived from REMIC interests will generally be
treated as qualifying income for purposes of the 75% gross income test.  If less than 95% of the assets of the
REMIC are real estate assets, however, then only a proportionate part of our interest in the REMIC and
income derived from the interest will qualify for purposes of the 75% gross income test.  In addition, some
REMIC securitizations include imbedded interest swap or cap contracts or other derivative instruments that
potentially could produce non-qualifying income for the holders of the related REMIC securities.  We believe
that substantially all of our income from Agency RMBS, prime ARM loans held in securitization trusts and
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Certain of the terms of our mortgage loans held by our securitization trusts may in the future be modified to
avoid foreclosure actions and for other reasons.  Under the Code, if the terms of a loan are modified in a
manner constituting a “significant modification,” such modification triggers a deemed exchange of the original
loan for the modified loan. IRS Revenue Procedure 2011-16 provides a safe harbor pursuant to which we will
not be required to redetermine the fair market value of the real property securing a loan for purposes of the
gross income and asset tests in connection with a loan modification that is: (1) occasioned by a borrower
default; or (2) made at a time when we reasonably believe that the modification to the loan will substantially
reduce a significant risk of default on the original loan.  No assurance can be provided that all of our loan
modifications have or will qualify for the safe harbor in Revenue Procedure 2011-16.  To the extent we
significantly modify loans in a manner that does not qualify for that safe harbor, we will be required to
redetermine the value of the real property securing the loan at the time it was significantly modified. In
determining the value of the real property securing such a loan, we generally will not obtain third-party
appraisals, but rather will rely on internal valuations. No assurance can be provided that the IRS will not
successfully challenge our internal valuations.  If the terms of our mortgage loans are significantly modified in
a manner that does not qualify for the safe harbor in Revenue Procedure 2011-16 and the fair market value of
the real property securing such loans has decreased significantly, we could fail the 75% gross income test, the
75% asset test and/or the 10% value test.

We may acquire distressed mortgage loans.  Revenue Procedure 2011-16 provides that that the IRS will treat
distressed mortgage loans acquired by a REIT that are secured by real property and other property as
producing in part non-qualifying income for the 75% gross income test.  Specifically, Revenue Procedure
2011-16 indicates that interest income on such a distressed mortgage loan will be treated as qualifying
income based on the ratio of: (1) the fair market value of the real property securing the debt determined as of
the date the REIT committed to acquire the loan; and (2) the face amount of the loan (and not the purchase
price or current value of the loan).  The face amount of a distressed mortgage loan will typically exceed the
fair market value of the real property securing the mortgage loan on the date the REIT commits to acquire the
loan.  We will invest in distressed mortgage loans in a manner that is consistent with maintaining our
qualification as a REIT.

We have entered into sale and repurchase agreements under which we nominally sold certain of our mortgage
assets to a counterparty and simultaneously entered into an agreement to repurchase the sold assets.  Based
on positions the IRS has taken in analogous situations, we believe that we will be treated for purposes of the
REIT gross income and asset tests (see “—Asset Tests” below) as the owner of the mortgage assets that are the
subject of any such agreement notwithstanding that we transferred record ownership of the assets to the
counterparty during the term of the agreement.  It is possible, however, that the IRS could assert that we did
not own the mortgage assets during the term of the sale and repurchase agreement, in which case our ability
to qualify as a REIT could be adversely affected.

The interest, original issue discount, and market discount income that we receive from our mortgage loans
and mortgage-backed securities generally will be qualifying income for purposes of both gross income tests.
However, as discussed above, if the fair market value of the real estate securing any of our loans is less than
the principal amount of the loan, a portion of the income from that loan will be qualifying income for purposes
of the 95% gross income test but not the 75% gross income test.

We have invested in Agency RMBS through TBA contracts and have recognized gain or loss upon the
disposition of our investment in TBA contracts. The law is unclear regarding whether gains from dispositions
of TBA contracts will be treated as gains from the sale of real property (including interests in real property
and interests in mortgages on real property) or other qualifying income for purposes of the 75% gross income
test. Until we receive a favorable private letter ruling from the IRS or we receive an opinion of counsel to the
effect that income and gain from the disposition of TBA contracts should be treated as qualifying income for
purposes of the 75% gross income test, we will either invest and dispose of TBA contracts through a TRS or
we will limit our gains from dispositions of TBA contracts and any non-qualifying income to no more than 25%
of our gross income for each calendar year. Accordingly, our ability to dispose of TBA contracts through dollar
roll transactions or otherwise, could be limited. Moreover, even if we are advised by counsel that income and
gains from dispositions of TBA contracts should be treated as qualifying income, it is possible that the IRS
could successfully take the position that such income is not qualifying income. In the event that such income
were determined not to be qualifying 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 income and any non-qualifying income exceeds 25% of our gross
income. See “— Failure to Qualify.”
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Dividends. Our share of any dividends received from any corporation (including Hypotheca, NYMF and any
other TRS, but excluding any REIT) 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.

Fee Income.  Fee income generally is qualifying income for purposes of both the 75% and 95% gross income
tests if it is received in consideration for entering into an agreement to make a loan secured by real property
and the fees are not determined by income and profits. Other fees generally are not qualifying income for
purposes of either gross income test. Any fees earned by a TRS are not included for purposes of the gross
income tests.

Foreign Currency Gain.  Certain foreign currency gains 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” is
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 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 secured by mortgages on real property or on interest in real property. 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 test. 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
nonqualifying income for purposes of both the 75% and 95% gross income tests.

Rents from Real Property. As a result of foreclosures on mortgage loans held by our securitization trusts, we
hold a small portfolio of residential real property.  We do not intend to acquire any real property with the
proceeds of this offering, but we may acquire real property or an interest therein in the future. Rents we
receive with respect to real property or an interest therein will qualify as “rents from real property” in satisfying
the gross income requirements for a REIT described above only if the following conditions are met:

•  First, 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 rents from real property solely
by reason of being based on fixed percentages of receipts or sales.

•  Second, rents we receive from a “related party tenant” will not qualify as rents from real property in
satisfying the gross income tests unless the tenant is a TRS, at least 90% of the property is leased to
unrelated tenants and the rent paid by the TRS is substantially comparable to the rent paid by the
unrelated tenants for comparable space and the rent is not attributable to a modification of a lease
with a controlled TRS (i.e., a TRS in which we own directly or indirectly more than 50% of the voting
power or value of the stock). A tenant is a related party tenant if the REIT, or an actual or
constructive owner of 10% or more of the REIT, actually or constructively owns 10% or more of the
tenant.

•  Third, if rent attributable to personal property, leased in connection with a lease of real property, is greater
than 15% of the total rent received under the lease, then the portion of rent attributable to the personal
property will not qualify as rents from real property.

•  Fourth, we generally must not operate or manage our real property or furnish or render noncustomary
services to our tenants, other than through an “independent contractor” who is adequately compensated and
from whom we do not derive revenue. However, we may provide services directly to tenants if the services
are “usually or customarily rendered” in connection with the rental of space for occupancy only and are not
considered to be provided for the tenants’ convenience. In addition, we may provide a minimal amount of
“noncustomary” services to the tenants of a property, other than through an independent contractor, as long
as our income from the services does not exceed 1% of our income from the related property. Furthermore,
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Hedging Transactions. From time to time, we enter into hedging transactions with respect to one or more of
our assets or liabilities. Our hedging activities may include entering into interest rate swaps, caps, and floors,
options to purchase these items, and futures and forward contracts.  Income and gain from “hedging
transactions” entered into on or before July 30, 2008 is excluded from gross income for purposes of the 95%
gross income test (but is treated as nonqualifying income for purposes of the 75% gross income test).  Income
and gain from hedging transactions entered into after July 30, 2008 are excluded from gross income for
purposes of both the 75% and 95% gross income tests.  A “hedging transaction” includes any transaction
entered into in the normal course of our trade or business primarily to manage the risk of interest rate
changes, 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.  A “hedging transaction” also
includes any transaction entered into after July 30, 2008 primarily to manage risk of currency fluctuations
with respect to any item of income or gain that is qualifying income for purposes of the 75% or 95% gross
income test (or any property which generates such income or gain).  We are required to clearly identify any
such hedging transaction before the close of the day on which it was acquired, originated, or entered into and
satisfy certain other identification requirements. To the extent that we hedge or for other purposes, or to the
extent that a portion of our mortgage loans is not secured by “real estate assets” (as described below under
“— Asset Tests”) or in other situations, the income from those transactions is not likely to be treated as qualifying
income for purposes of the gross income tests. We have structured and intend to continue to structure any
hedging transactions in a manner that does not jeopardize our status as a REIT.

Prohibited Transactions. A REIT will incur a 100% tax on the net income  (including foreign currency gain)
derived from any sale or other disposition of property, other than foreclosure property, that the REIT holds
primarily for sale to customers in the ordinary course of a trade or business. We believe that none of our
assets will be held primarily for sale to customers and that a sale of any of our assets will not be in the
ordinary course of our business. Whether a REIT holds an asset “primarily for sale to customers in the ordinary
course of a trade or business” depends, however, on the facts and circumstances in effect from time to time,
including those related to a particular asset. Nevertheless, we will attempt to comply with the terms of
safe-harbor provisions in the federal income tax laws prescribing when an asset sale will not be characterized
as a prohibited transaction. We cannot assure you, however, that we can comply with the safe-harbor
provisions or that we will avoid owning property that may be characterized as property that we hold “primarily
for sale to customers in the ordinary course of a trade or business.”

Foreclosure Property. We will be subject to tax at the maximum corporate rate on any income  (including
foreign currency gain) from foreclosure property, other than income that otherwise would be qualifying
income for purposes of the 75% gross income test, less expenses directly connected with the production of
that income. However, gross income from foreclosure property will qualify under the 75% and 95% gross
income tests. Foreclosure property is any real property, including interests in real property, and any personal
property incident to such real property:

•  that is acquired by a REIT as the result of the REIT having bid on such property at foreclosure, or having
otherwise reduced such 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 on indebtedness that such property
secured;

•  for which the related loan or lease was acquired by the REIT at a time when the default was not imminent
or anticipated; and

•  for which the REIT makes a proper election to treat the property as foreclosure property.
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However, a REIT will not be considered to have foreclosed on a property where the REIT takes control of the
property as a mortgagee-in-possession and cannot receive any profit or sustain any loss except as a creditor of
the mortgagor. Property generally ceases to be foreclosure property at the end of the third taxable year
following the taxable year in which the REIT acquired the property, or longer if an extension is granted by the
Secretary of the Treasury. This grace period terminates and foreclosure property ceases to be foreclosure
property on the first day:

•  on which a lease is entered into for the property that, by its terms, will give rise to income that does not
qualify for purposes of the 75% gross income test, or any amount is received or accrued, directly or
indirectly, pursuant to a lease entered into on or after such day that will give rise to income that does not
qualify for purposes of the 75% gross income test;

•  on which any construction takes place on the property, other than completion of a building or any other
improvement, where more than 10% of the construction was completed before default became imminent; or

•  which is more than 90 days after the day on which the REIT acquired the property and the property is used
in a trade or business which is conducted by the REIT, other than through an independent contractor from
whom the REIT itself does not derive or receive any income.

  Although we have not made any foreclosure property elections, we may do so in the future.

Failure to Satisfy Gross Income Tests. If we fail to satisfy one or both of the gross income tests for any taxable
year, we nevertheless may qualify as a REIT for that year if we qualify for relief under certain provisions of
the federal income tax laws. Those relief provisions generally will be available if:

•  our failure to meet such tests was due to reasonable cause and not due to willful neglect; and

•  following such failure for any taxable year, a schedule of the sources of our income is filed with the IRS.

We cannot predict, however, whether in all circumstances we would qualify for the relief provisions. In
addition, as discussed above in “— Taxation of Our Company,” even if the relief provisions apply, we would incur a
100% tax on the gross income attributable to the greater of (i) the amount by which we fail the 75% gross
income test or (ii) the amount by which 95% of our gross income exceeds the amount of our income qualifying
under the 95% gross income test, multiplied by a fraction intended to reflect our profitability.

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:

•  cash or cash items, including certain receivables;

•  government securities;

•  interests in real property, including leaseholds and options to acquire real property and leaseholds;

•  interests in mortgage loans secured by real property;

•  stock in other REITs;

•  investments in stock or debt instruments during the one-year period following our receipt of new capital
that we raise through equity offerings or public offerings of debt with at least a five-year term; and

•  regular or residual interests in a REMIC. However, if less than 95% of the assets of a REMIC consists of
assets that are qualifying real estate-related assets under the federal income tax laws, determined as if we
held such assets, we will be treated as holding directly our proportionate share of the assets of such REMIC.

40

Edgar Filing: VALLEY OF THE RIO DOCE CO - Form 6-K

73



Second, of our investments not included in the 75% asset class, the value of our interest in any one issuer’s
securities may not exceed 5% of the value of our total assets, or the 5% asset test.

Third, of our investments not included in the 75% asset class, we may not own more than 10% of the voting
power or value of any one issuer’s outstanding securities, or the 10% vote or value test.

Fourth, no more than 25% 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 the securities of TRSs and other
non-TRS taxable subsidiaries and other assets that are not qualifying assets for purposes of the 75% asset
test, or the 25% securities test.

For purposes of the 5% asset test, the 10% vote or value test and the 25% securities test, the term “securities”
does not include stock in another REIT, equity or debt securities of a qualified REIT subsidiary or TRS,
mortgage loans or mortgage-backed securities that constitute real estate assets, or equity interests in a
partnership.  For purposes of the 10% value test, the term “securities” does not include:

•  “Straight debt” securities, which is defined as a written unconditional promise to pay on demand or on a
specified date a sum certain in money if (i) the debt is not convertible, directly or indirectly, into stock, and
(ii) the interest rate and interest payment dates are not contingent on profits, the borrower’s discretion, or
similar factors.  “Straight debt” securities do not include any securities issued by a partnership or a
corporation in which we or any controlled TRS (i.e., a TRS in which we own directly or indirectly more than
50% of the voting power or value of the stock) hold non-”straight debt” securities that have an aggregate
value of more than 1% of the issuer’s outstanding securities. However, “straight debt” securities include debt
subject to the following contingencies:

•  a contingency relating to the time of payment of interest or principal, as long as either (i) there is no change
to the effective yield of the debt obligation, other than a change to the annual yield that does not exceed the
greater of 0.25% or 5% of the annual yield, or (ii) neither the aggregate issue price nor the aggregate face
amount of the issuer’s debt obligations held by us exceeds $1 million and no more than 12 months of
unaccrued interest on the debt obligations can be required to be prepaid; and

•  a contingency relating to the time or amount of payment upon a default or prepayment of a debt obligation,
as long as the contingency is consistent with customary commercial practice.

•  Any loan to an individual or an estate.

•  Any “section 467 rental agreement,” other than an agreement with a related party tenant.

•  Any obligation to pay “rents from real property.”

•  Certain securities issued by governmental entities.

•  Any security issued by a REIT.

•  Any debt instrument of an entity treated as a partnership for federal income tax purposes to the extent of
our interest as a partner in the partnership.

•  Any debt instrument of an entity treated as a partnership for federal income tax purposes not described in
the preceding bullet points if at least 75% of the partnership’s gross income, excluding income from
prohibited transactions, is qualifying income for purposes of the 75% gross income test described above in
“— Requirements for Qualification — Gross Income Tests.”
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The asset tests described above are based on our gross assets.

We invest primarily in Agency RMBS consisting of pass-through certificates and IOs, as well as prime ARM
loans held in securitization trusts and multi-family CMBS.  We believe that these assets qualify as real estate
assets or as government securities.

As discussed above under “— Gross Income Tests,” we, through our securitization trusts, own mortgage loans and
we may invest in distressed mortgage loans.  In general, under the applicable Treasury Regulations, if a loan
is secured by real property and other property and the highest principal amount of the loan outstanding
during a taxable year exceeds the fair market value of the real property securing the loan as of: (1) the date
we agreed to acquire or originate the loan; or (2) in the event of a significant modification, the date we
modified the loan, then a portion of the interest income from such a loan will not be qualifying income for
purposes of the 75% gross income test, but will be qualifying income for purposes of the 95% gross income
test.  Although the law is not entirely clear, a portion of the loan will also likely be a non-qualifying asset for
purposes of the 75% asset test.  The non-qualifying portion of such a loan would be subject to, among other
requirements, the 10% vote or value test.  IRS Revenue Procedure 2011-16 provides a safe harbor under
which the IRS has stated that it will not challenge a REIT’s treatment of a loan as being, in part, a qualifying
real estate asset in an amount equal to the lesser of: (i) the fair market value of the real property securing the
loan determined as of the date the REIT committed to acquire the loan; or (ii) the fair market value of the loan
on the date of the relevant quarterly REIT asset testing date.  Under the safe harbor, when the current value
of a distressed mortgage loan exceeds the fair market value of the real property that secures the loan,
determined as of the date we committed to acquire or originate the loan, the excess will be treated as a
non-qualifying asset.  Accordingly, an increasing portion of a distressed mortgage loan will be treated as a
non-qualifying asset as the value of the distressed mortgage loan increases.  To the extent we invest in
distressed mortgage loans, we will do so in a manner consistent with maintaining our qualification as a REIT.

We have entered into sale and repurchase agreements under which we nominally sold certain of our Agency
RMBS to a counterparty and simultaneously entered into an agreement to repurchase the sold assets in
exchange for a purchase price that reflects a financing charge. Based on positions the IRS has taken in
analogous situations, we believe that we are treated for REIT asset and income test purposes as the owner of
the Agency RMBS that are the subject of such agreements notwithstanding that such agreements may
transfer record ownership of the assets to the counterparty during the term of the agreement. It is possible,
however, that the IRS could assert that we did not own the Agency RMBS during the term of the sale and
repurchase agreement, in which case we could fail to qualify as a REIT.

We have invested in TBA contracts and have recognized gain and loss upon the disposition of our investment
in TBA contracts. The law is unclear with respect to the qualification of TBA contracts as real estate assets or
Government securities for purposes of the 75% asset test. Until we receive a favorable private letter ruling
from the IRS or we receive an opinion from counsel to the effect that TBA contracts should be treated as
qualifying assets for purposes of the 75% asset test, we will either invest and dispose of TBA contracts
through a TRS or we will limit our investment in TBA contracts and any non-qualifying assets to no more than
25% of our assets at the end of any calendar quarter and will limit our investments in TBA contracts with a
single counterparty to no more than 5% of our assets at the end of any calendar quarter. Accordingly, our
ability to purchase Agency RMBS through TBA contracts could be limited. Moreover, even if we are advised
by counsel that TBA contracts should be treated as qualifying assets, it is possible that the IRS could
successfully take the position that such assets are not qualifying assets. In the event that such assets were
determined not to be qualifying for the 75% asset test, we could be subject to a penalty tax or we could fail to
qualify as a REIT if the value of our TBA contracts and any non-qualifying assets exceeds 25% of our total
assets at the end of any calendar quarter or if the value of our investments in TBA contracts with a single
counterparty exceeds 5% of our assets at the end of any calendar quarter. See “—Failure to Qualify.”
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We will 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
value our investment in our assets to ensure compliance with the asset tests. Although we will seek to be
prudent in making these estimates, there can be no assurances that the IRS might not disagree with these
determinations and assert that a lower value is applicable. If we fail to satisfy the asset tests at the end of a
calendar quarter, we will not lose our REIT status if:

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

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

If we did not satisfy the condition described in the second item, above, we still could 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% asset test or the 10% vote or value test described above at the end of any calendar
quarter, we will not lose our REIT status so long as (i) the failure is de minimis (up to the lesser of 1% of our
assets or $10 million) and (ii) we dispose of assets or otherwise comply with the asset tests within six months
after the last day of the quarter in which we identify such 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 status if we (i) dispose of assets or otherwise comply with the asset tests within six
months after the last day of the quarter in which we identify such failure (ii) file a description of the assets
that caused such failure with the IRS, and (iii) pay a tax equal to the greater of $50,000 or 35% of the net
income from the nonqualifying assets during the period in which we failed to satisfy the asset tests.

We currently believe that our assets satisfy the foregoing asset test requirements. However, no independent
appraisals have been or will be obtained to support our conclusions as to the value of our assets and
securities, or in many cases, the real estate collateral for the mortgage loans we hold through our
securitization trusts that support our Agency RMBS. Moreover, the values of some assets may not be
susceptible to a precise determination. As a result, there can be no assurance that the IRS will not contend
that our ownership of securities and other assets violates one or more of the asset tests applicable to REITs.

Distribution Requirements

Each taxable year, we must distribute dividends, other than capital gain dividends and deemed distributions
of retained capital gain, to our stockholders in an aggregate amount at least equal to:

•  the sum of

•  90% of our “REIT taxable income,” computed without regard to the dividends paid deduction and our net
capital gain or loss, and

•  90% of our after-tax net income, if any, from foreclosure property, minus

•  the sum of certain items of non-cash income.

We must pay such distributions in the taxable year to which they relate, or in the following taxable year if we
declare the distribution before we timely file our federal income tax return for the year and pay the
distribution on or before the first regular dividend payment date after such declaration.

In order for distributions to be counted as satisfying the annual distribution requirements for REITs, and to
provide us with a REIT-level tax deduction, the distributions must not be “preferential dividends.” A dividend is
not a preferential dividend if the distribution is (i) pro-rata among all outstanding shares of stock within a
particular class, and (ii) in accordance with the preferences among different classes of stock as set forth in
our organizational documents.

43

Edgar Filing: VALLEY OF THE RIO DOCE CO - Form 6-K

76



Edgar Filing: VALLEY OF THE RIO DOCE CO - Form 6-K

77



We will pay federal income tax on taxable income, including net capital gain, that we do not distribute to
stockholders. Furthermore, if we fail to distribute during a 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:

•  85% of our REIT ordinary income for such year,

•  95% of our REIT capital gain income for such year, and

•  any undistributed taxable income from prior periods,

we will incur a 4% nondeductible excise tax on the excess of such required distribution over the amounts we
actually distribute. We may elect to retain and pay income tax on the net long-term capital gain we receive in
a taxable year. If we so elect, we will be treated as having distributed any such retained amount for purposes
of the 4% nondeductible excise tax described above. We intend to continue to make timely distributions
sufficient to satisfy the annual distribution requirements and to avoid corporate income tax and the 4%
nondeductible excise tax.

It is possible that, from time to time, we may experience timing differences between the actual receipt of
income and actual payment of deductible expenses and the inclusion of that income and deduction of such
expenses in arriving at our REIT taxable income. Possible examples of those timing differences include the
following:

•  Because we may deduct capital losses only to the extent of our capital gains, we may have taxable income
that exceeds our economic income.

•  We will recognize taxable income in advance of the related cash flow if any of our mortgage loans or
mortgage-backed securities are deemed to have original issue discount. We generally must accrue original
issue discount based on a constant yield method that takes into account projected prepayments but that
defers taking into account credit losses until they are actually incurred.

•  We may acquire investments that will be treated as having “market discount” for federal income tax purposes,
because the investments will be debt instruments that we acquire for an amount less than their principal
amount.  Under the federal income tax rules applicable to market discount and our elections under those
rules, we are required to recognize market discount as ordinary income as it accrues. The recognition of
market discount results in an acceleration of the recognition of taxable income to periods prior to the
receipt of the related economic income. Further, to the extent that such an investment does not fully
amortize according to its terms, we may never receive the economic income attributable to previously
recognized market discount.

•  We may recognize taxable income without receiving a corresponding cash distribution if we foreclose on or
make a significant modification to a loan, to the extent that the fair market value of the underlying property
or the principal amount of the modified loan, as applicable, exceeds our basis in the original loan.

•  We may recognize phantom taxable income from any residual interests in REMICs or retained
ownership interests in mortgage loans subject to collateralized mortgage obligation debt.

Although several types of non-cash income are excluded in determining the annual distribution requirement,
we will incur corporate income tax and the 4% nondeductible excise tax with respect to those non-cash
income items if we do not distribute those items on a current basis. As a result of the foregoing, we may have
less cash than is necessary to distribute all of our taxable income and thereby avoid corporate income tax and
the excise tax imposed on certain undistributed income. In such a situation, we may need to borrow funds or
issue additional common or preferred stock.
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We may satisfy the 90% distribution test with taxable distributions of our stock or debt securities. The IRS has
issued private letter rulings to other REITs treating certain distributions that are paid partly in cash and
partly in stock as dividends that would satisfy the REIT annual distribution requirement and qualify for the
dividends paid deduction for federal income tax purposes. Those rulings may be relied upon only by taxpayers
whom they were issued, but we could request a similar ruling from the IRS. In addition, the IRS previously
issued a revenue procedure authorizing publicly traded REITs to make elective cash/stock dividends, but that
revenue procedure does not apply to our 2012 and future taxable years. Accordingly, it is unclear whether and
to what extent we will be able to make taxable dividends payable in cash and stock.  We have no current
intention to make a taxable dividend payable in our stock.

Under certain circumstances, we may be able to correct a failure to meet the distribution requirement for a
year by paying “deficiency dividends” to our stockholders in a later year. We may include such deficiency
dividends in our deduction for dividends paid for the earlier year. Although we may be able to avoid income
tax on amounts distributed as deficiency dividends, we will be required to pay interest to the IRS based upon
the amount of any deduction we take for deficiency dividends.

Recordkeeping Requirements

We must maintain certain records in order to qualify as a REIT. In addition, to avoid a monetary penalty, we
must request on an annual basis information from our stockholders designed to disclose the actual ownership
of our outstanding stock. We intend to comply with these requirements.

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 as a REIT in any taxable year, and no relief provision applies, we would be subject to
federal income tax and any applicable alternative minimum tax on our taxable income at regular corporate
rates. In calculating our taxable income in a year in which we fail to qualify as a REIT, we would not be able to
deduct amounts paid out to stockholders. In fact, we would not be required to distribute any amounts to
stockholders in that year. In such event, to the extent of our current and accumulated earnings and profits, all
distributions to stockholders would be taxable as ordinary income. Subject to certain limitations of the federal
income tax laws, corporate stockholders might be eligible for the dividends received deduction and domestic
non-corporate stockholders might be eligible for the reduced federal income tax rate of 15% on such
dividends (through 2012). Unless we qualified for relief under specific statutory provisions, we also would be
disqualified from taxation as a REIT for the four taxable years following the year during which we ceased to
qualify as a REIT. We cannot predict whether in all circumstances we would qualify for such statutory relief.

Taxation of Taxable U.S. Stockholders

The term “U.S. stockholder” means a holder of our capital stock that, for U. S. federal income tax purposes, is:

•  a citizen or resident of the United States;

•  a corporation or partnership (including an entity treated as a corporation or partnership for U.S. federal
income tax purposes) created or organized under the laws of the United States or of a political subdivision
of the United States;

•  an estate whose income is subject to U.S. federal income taxation regardless of its source; or

•  any trust if (i) a U.S. court is able to exercise primary supervision over the administration of such trust and
one or more U.S. persons have the authority to control all substantial decisions of the trust or (ii) it has a
valid election in place to be treated as a U.S. person.
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As long as we qualify as a REIT, a taxable U.S. stockholder must take into account as ordinary income
distributions made out of our current or accumulated earnings and profits that we do not designate as capital
gain dividends or retained long-term capital gain.  For purposes of determining whether a distribution is made
out of our current or accumulated earnings and profits, our earnings and profits will be allocated first to our
preferred stock dividends and then to our common stock dividends.  A U.S. stockholder will not qualify for the
dividends received deduction generally available to corporations.  In addition, dividends paid to a U.S.
stockholder generally will not qualify for the 15% tax rate for “qualified dividend income.”  

Legislation enacted in 2003, 2006 and 2010 reduced the maximum tax rate for qualified dividend income
received by taxpayers taxed at individual rates to 15% for tax years 2003 through 2012.  Because we are not
generally subject to federal income tax on the portion of our REIT taxable income distributed to our
stockholders (see “— Taxation of Our Company” above), our dividends generally will not be eligible for the 15%
rate on qualified dividend income. As a result, our ordinary REIT dividends will be taxed at the higher tax rate
applicable to ordinary income, which is a maximum rate of 35% through 2012.  Qualified dividend income
generally includes dividends paid by domestic C corporations and certain qualified foreign corporations to
most U.S. noncorporate stockholders.  Because we are not generally subject to federal income tax on the
portion of our REIT taxable income distributed to our stockholders, our dividends generally will not be eligible
for the 15% rate on qualified dividend income.  As a result, our ordinary REIT dividends will continue to be
taxed at the higher tax rate applicable to ordinary income.  Currently, the highest marginal individual income
tax rate on ordinary income is 35%.  However, the 15% tax rate for qualified dividend income will apply to our
ordinary REIT dividends, if any, that are (i) attributable to dividends received by us from non-REIT
corporations, such as our TRSs, and (ii) attributable to income upon which we have paid corporate income tax
(e.g., to the extent that we distribute less than 100% of our taxable income). In general, to qualify for the
reduced tax rate on qualified dividend income, a stockholder must hold our capital stock for more than 60
days during the 120-day period beginning on the date that is 60 days before the date on which our stock
becomes ex-dividend.

If we declare a distribution in October, November, or December of any year that is payable to a U.S.
stockholder of record on a specified date in any such month, such distribution shall be treated as both paid by
us and received by the U.S. stockholder on December 31 of such year, provided that we actually pay the
distribution during January of the following calendar year.

A U.S. stockholder generally will recognize distributions that we designate as capital gain dividends as
long-term capital gain without regard to the period for which the U.S. stockholder has held its capital
stock.  We generally will designate our capital gain dividends as either 15% or 25% rate distributions.  See
“— Capital Gains and Losses.”  A corporate U.S. stockholder, however, may be required to treat up to 20% of
certain capital gain dividends as a preference item.

We may elect to retain and pay income tax on the net long-term capital gain that we recognize in a taxable
year.  In that case, a U.S. stockholder would be taxed on its proportionate share of our undistributed
long-term capital gain.  The U.S. stockholder would receive a credit or refund for its proportionate share of
the tax we paid.  The U.S. stockholder would increase the basis in its capital stock by the amount of its
proportionate share of our undistributed long-term capital gain, minus its share of the tax we paid.

A U.S. stockholder will not incur tax on a distribution in excess of our current and accumulated earnings and
profits if the distribution does not exceed the adjusted basis of the U.S. stockholder’s capital stock.  Instead,
the distribution will reduce the adjusted basis of such capital stock.  A U.S. stockholder will recognize a
distribution in excess of both our current and accumulated earnings and profits and the U.S. stockholder’s
adjusted basis in his or her capital stock as long-term capital gain, or short-term capital gain if the capital
stock has been held for one year or less, assuming the capital stock is a capital asset in the hands of the U.S.
stockholder.
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Stockholders may not include in their individual income tax returns any of our net operating losses or capital
losses.  Instead, these losses are generally carried over by us for potential offset against our future
income.  Taxable distributions from us and gain from the disposition of the capital stock will not be treated as
passive activity income and, therefore, stockholders generally will not be able to apply any “passive activity
losses,” such as losses from certain types of limited partnerships in which the stockholder is a limited partner,
against such income.  In addition, taxable distributions from us and gain from the disposition of our capital
stock generally will be treated as investment income for purposes of the investment interest limitations.  We
will notify stockholders after the close of our taxable year as to the portions of the distributions attributable to
that year that constitute ordinary income, return of capital, and capital gain.

For taxable years beginning after December 31, 2012, certain U.S. stockholders who are individuals, estates
or trusts and whose income exceeds certain thresholds will be required to pay a 3.8% Medicare tax.  The
Medicare tax will apply to, among other things, dividends and other income derived from certain trades or
businesses and net gains from the sale or other disposition of property, such as our capital stock, subject to
certain exceptions.  Our dividends and any gain from the disposition of our capital stock generally will be the
type of gain that is subject to the Medicare tax.

Our excess inclusion income generally will be allocated among our stockholders to the extent that it exceeds
our REIT taxable income in a particular year.  A stockholder’s share of excess inclusion income would not be
allowed to be offset by any net operating losses otherwise available to the stockholder.

Taxation of U.S. Stockholders on the Disposition of Capital Stock

In general, a U.S. stockholder who is not a dealer in securities must treat any gain or loss realized upon a
taxable disposition of our capital stock as long-term capital gain or loss if the U.S. stockholder has held the
capital stock for more than one year and otherwise as short-term capital gain or loss.  However, a U.S.
stockholder must treat any loss upon a sale or exchange of capital stock held by such stockholder for
six-months or less as a long-term capital loss to the extent of capital gain dividends and any other actual or
deemed distributions from us that such U.S. stockholder treats as long-term capital gain.  All or a portion of
any loss that a U.S. stockholder realizes upon a taxable disposition of the capital stock may be disallowed if
the U.S. stockholder purchases substantially identical capital stock within 30 days before or after the
disposition.

Redemption of Preferred Stock

In general, a redemption of any preferred stock will be treated under Section 302 of the Internal Revenue
Code as a distribution that is taxable at ordinary income tax rates as a dividend (to the extent of our current
or accumulated earnings and profits), unless the redemption satisfies certain tests set forth in Section 302(b)
of the Internal Revenue Code enabling the redemption to be treated as a sale of the preferred stock (in which
case the redemption will be treated in the same manner as a sale described in “— Taxation of U.S. Stockholders
on the Disposition of Capital Stock” above).  The redemption will satisfy such tests and be treated as a sale of
the preferred stock if the redemption:

•  is “substantially disproportionate” with respect to the U.S. stockholder’s interest in our stock;

•  results in a “complete termination” of the U.S. stockholder’s interest in all classes of our stock; or

•  is “not essentially equivalent to a dividend” with respect to the U.S. stockholder, all within the meaning of
Section 302(b) of the Internal Revenue Code.

In determining whether any of these tests have been met, stock considered to be owned by the U.S.
stockholder by reason of certain constructive ownership rules set forth in the Internal Revenue Code, as well
as stock actually owned, generally must be taken into account.  Because the determination as to whether any
of the three alternative tests of Section 302(b) of the Internal Revenue Code described above will be satisfied
with respect to any particular U.S. stockholder of the preferred stock depends upon the facts and
circumstances at the time that the determination must be made, prospective investors are advised to consult
their own tax advisors to determine such tax treatment.
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If a redemption of preferred stock does not meet any of the three tests described above, the redemption
proceeds will be treated as a distribution, as described in “— Taxation of Taxable U.S. Stockholders” above.  In
that case, a U.S. stockholder’s adjusted tax basis in the redeemed preferred stock will be transferred to such
U.S. stockholder’s remaining stock holdings in our company.  If the U.S. stockholder does not retain any of our
stock, such basis could be transferred to a related person that holds our stock or it may be lost.

Under proposed Treasury regulations, if any portion of the amount received by a U.S. stockholder on a
redemption of any class of our preferred stock is treated as a distribution with respect to our stock but not as
a taxable dividend, then such portion will be allocated to all stock of the redeemed class held by the redeemed
holder just before the redemption on a pro-rata, share-by-share, basis.  The amount applied to each share will
first reduce the redeemed holder’s basis in that share and any excess after the basis is reduced to zero will
result in taxable gain.  If the redeemed holder has different bases in its shares, then the amount allocated
could reduce some of the basis in certain shares while reducing all the basis and giving rise to taxable gain in
others.  Thus the redeemed holder could have gain even if such holder’s basis in all its shares of the redeemed
class exceeded such portion.

The proposed Treasury regulations permit the transfer of basis in the redeemed preferred stock to the
redeemed holder’s remaining, unredeemed shares of preferred stock of the same class (if any), but not to any
other class of stock held (directly or indirectly) by the redeemed holder.  Instead, any unrecovered basis in the
redeemed shares of preferred stock would be treated as a deferred loss to be recognized when certain
conditions are satisfied.  The proposed Treasury regulations would be effective for transactions that occur
after the date the regulations are published as final Treasury regulations.  There can, however, be no
assurance as to whether, when and in what particular for such proposed Treasury regulations will ultimately
be finalized.

Capital Gains and Losses

A taxpayer generally must hold a capital asset for more than one year for gain or loss derived from its sale or
exchange to be treated as long-term capital gain or loss.  The highest marginal individual income tax rate
currently is 35% (which rate applies for the period through December 31, 2012 absent further Congressional
action).  The maximum tax rate on long-term capital gain applicable to non-corporate taxpayers is 15%
through December 31, 2012.  The maximum tax rate on long-term capital gain from the sale or exchange of
“section 1250 property,” or depreciable real property, is 25% to the extent that such gain would have been
treated as ordinary income if the property were “section 1245 property.”  With respect to distributions that we
designate as capital gain dividends and any retained capital gain that we are deemed to distribute, we
generally may designate whether such a distribution is taxable to our non-corporate stockholders at a 15% or
25% rate.  Thus, the tax rate differential between capital gain and ordinary income for non-corporate
taxpayers may be significant.  In addition, the characterization of income as capital gain or ordinary income
may affect the deductibility of capital losses.  A non-corporate taxpayer may deduct capital losses not offset by
capital gains against its ordinary income only up to a maximum annual amount of $3,000 ($1,500 for married
individuals filing separate returns).  A non-corporate taxpayer may carry forward unused capital losses
indefinitely.  A corporate taxpayer must pay tax on its net capital gain at ordinary corporate rates.  A
corporate taxpayer may deduct capital losses only to the extent of capital gains, with unused losses being
carried back three years and forward five years.

Information Reporting Requirements and Backup Withholding

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

•  is a corporation or comes within certain other exempt categories and, when required, demonstrates this
fact; or

•  provides a taxpayer identification number, certifies as to no loss of exemption from backup withholding, and
otherwise complies with the applicable requirements of the backup withholding rules.
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A stockholder who does not provide us with its correct taxpayer identification number also may be subject to
penalties imposed by the IRS, Any amount paid as backup withholding will be creditable against the
stockholder’s income tax liability. U.S. stockholders that hold their capital stock through foreign accounts or
intermediaries will be subject to U.S. withholding tax at a rate of 30% on dividends, for taxable years
beginning after December 31, 2013, and proceeds of sale of our capital stock, for taxable years beginning
after December 14, 2014, if certain disclosure requirements related to U.S. accounts are not satisfied. In
addition, we may be required to withhold a portion of capital gain distributions to any stockholders who fail to
certify their non-foreign status to us.  For a discussion of the backup withholding rules as applied to non-U.S.
stockholders, see “— Taxation of Non-U.S. Stockholders.”

A U.S. withholding tax at a 30% rate will be imposed on dividends, for taxable years beginning after
December 31, 2013, and proceeds of sale in respect of our capital stock, for taxable years beginning after
December 31, 2014, received by certain non-U.S. stockholders if certain disclosure requirements related to
U.S. accounts or ownership are not satisfied. If payment of withholding taxes is required, non-U.S.
stockholders that are otherwise eligible for an exemption from, or reduction of, U.S. withholding taxes with
respect of such dividends and proceeds will be required to seek a refund from the IRS to obtain the benefit or
such exemption or reduction. We will not pay any additional amounts in respect of any amounts withheld.

Taxation of Non-U.S. Stockholders

The rules governing U.S. federal income taxation of nonresident alien individuals, foreign corporations,
foreign partnerships, and other foreign stockholders are complex.  This section is only a summary of such
rules.  We urge non-U.S. stockholders to consult their own tax advisors to determine the impact of federal,
foreign, state, and local income tax laws on ownership of our stock, including any reporting requirements.

A non-U.S. stockholder that receives a distribution that is not attributable to gain from our sale or exchange of
U.S. real property interests, as defined below, and that we do not designate as a capital gain dividend or
retained capital gain will recognize ordinary income to the extent that we pay the distribution out of our
current or accumulated earnings and profits.  A withholding tax equal to 30% of the gross amount of the
distribution ordinarily will apply unless an applicable tax treaty reduces or eliminates the tax.  However, if a
distribution is treated as effectively connected with the non-U.S. stockholder’s conduct of a U.S. trade or
business, the non-U.S. stockholder generally will be subject to federal income tax on the distribution at
graduated rates, in the same manner as U.S. stockholders are taxed on distributions and also may be subject
to the 30% branch profits tax in the case of a corporate non-U.S. stockholder.  We plan to withhold U.S.
income tax at the rate of 30% on the gross amount of any ordinary dividend paid to a non-U.S. stockholder
unless either:

•  a lower treaty rate applies and the non-U.S. stockholder files an IRS Form W-8BEN evidencing eligibility for
that reduced rate with us, or

•  the non-U.S. stockholder files an IRS Form W-8ECI with us claiming that the distribution is effectively
connected income.

However, reduced treaty rates are not available to the extent that the income allocated to the foreign
stockholder is excess inclusion income.  Our excess inclusion income generally will be allocated among our
stockholders to the extent that it exceeds our REIT taxable income in a particular year.

A non-U.S. stockholder will not incur U.S. tax on a distribution in excess of our current and accumulated
earnings and profits if the excess portion of the distribution does not exceed the adjusted basis of its capital
stock.  Instead, the excess portion of the distribution will reduce the adjusted basis of that capital stock.  A
non-U.S. stockholder will be subject to tax on a distribution that exceeds both out current and accumulated
earnings and profits and the adjusted basis of the capital stock, if the non-U.S. stockholder otherwise would
be subject to tax on gain from the sale or disposition of its capital stock, as described below.  Because we
generally cannot determine at the time we make a distribution whether or not the distribution will exceed our
current and accumulated earnings and profits, we normally will withhold tax on the entire amount of any
distribution at the same rate as we would withhold on a dividend.  However, by filing a U.S. tax return, a
non-U.S. stockholder may obtain a refund of amounts that we withhold of we later determine that a
distribution in fact exceeded our current and accumulated earnings and profits.
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We must withhold 10% of any distribution that exceeds our current and accumulated earnings and
profits.  Consequently, although we intend to withhold at a rate of 30% on the entire amount of any
distribution, to the extent that we do not do so, we will withhold at a rate of 10% on any portion of a
distribution not subject to withholding at a rate of 30%.

Non-U.S. stockholders will be subject to U.S. withholding tax at a rate of 30% on dividends, for taxable years
beginning after December 31, 2013, and proceeds of sale in respect of our capital stock, for taxable years
beginning after December 31, 2014, if certain disclosure requirements related to U.S. accounts or ownership
are not satisfied. If payment of withholding taxes is required, non-U.S. stockholders that are otherwise eligible
for an exemption from, or reduction of, U.S. withholding taxes with respect to such dividends and proceeds
will be required to seek a refund from the IRS to obtain the benefit or such exemption or reduction. We will
not pay any additional amounts in respect of any amounts withheld.

For any year in which we qualify as a REIT, a non-U.S. stockholder could incur tax on distributions that are
attributable to gain from our sale or exchange of “U.S. real property interests” under special provisions of the
federal income tax laws known as FIRPTA.  The term “U.S. real property interests” includes interests in real
property and shares in corporations at least 50% of whose assets consist of interests in real property.  We do
not expect to make significant distributions that are attributable to gain from our sale or exchange of U.S. real
property interests.  Moreover, any distributions with respect to a particular class of our capital stock that are
attributable to our sale of real property will not be subject to FIRPTA, but instead will be treated as ordinary
dividends as long as (1) our shares of that class of capital stock are “regularly traded” on an established
securities market in the United States and (2) the non-U.S. stockholder did not own more than 5% of that
class of our capital stock at any time during the one-year period ending on the date of the distribution.  If,
however, we were to make a distribution with respect to a particular class of our capital stock that is
attributable to gain from our sale or exchange of U.S. real property interests and a non-U.S. stockholder were
subject to FIRPTA on that distribution, the non-U.S. stockholder would be taxed on the distribution as if such
amount were effectively connected with a U.S. business of the non-U.S. Holder.  A non-U.S. stockholder thus
would be taxed on such a distribution at the normal capital gains rates applicable to U.S. stockholders, subject
to applicable alternative minimum tax and a special alternative minimum tax in the case of a nonresident alien
individual.  A non-U.S. corporate stockholder not entitled to treaty relief or exemption also could be subject to
the 30% branch profits tax on such a distribution.  We must withhold 35% of any distribution that we could
designate as a capital gain dividend.  A non-U.S. stockholder would receive a credit against its U.S. federal
income tax liability for any amount we withhold.

A non-U.S. stockholder should not incur a tax under FIRPTA on gains from the disposition of our capital stock
because we are not and do not expect to be a U.S. real property holding corporation, or a corporation the fair
market value of whose U.S. real property interests equals or exceeds 50% of the fair market value of its
stock.  In addition, even if we were to become a U.S. real property holding corporation, a non-U.S. stockholder
would not incur tax under FIRPTA with respect to gain realized upon a disposition of our capital stock as long
as at all times non-U.S. persons hold, directly or indirectly, less than 50% in value of our outstanding
stock.  Moreover, even if we are treated as a U.S. real property holding corporation, a non-U.S. stockholder
that owned, actually or constructively, 5% or less of a class of our capital stock at all times during a specified
testing period would not incur tax under FIRPTA on gain from the disposition of our capital stock if that class
of our capital stock held is “regularly traded” on an established securities market.  However, a non-U.S.
stockholder generally will incur tax on gain not subject to FIRPTA if:

•  the gain is effectively connected with the non-U.S. stockholder’s U.S. trade or business, in which case the
non-U.S. stockholder will be subject to the same treatment as U.S. stockholders with respect to such gain,
or

•  the non-U.S. stockholder is a nonresident alien individual who was present in the U.S. 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. stockholder will
incur a tax of 30% on his or her capital gains.
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Taxable REIT Subsidiaries

As described above, we may 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 us. A corporation
will not qualify as a TRS if it directly or indirectly operates or manages any hotels or health care facilities or
provides rights to any brand name under which any hotel or health care facility is operated.

We and our corporate subsidiary must elect for the subsidiary to be treated as a TRS. A corporation of which a
qualifying TRS directly or indirectly owns more than 35% of the voting power or value of the stock will
automatically be treated as a TRS. Overall, no more than 20% of the value of our assets may consist of
securities of one or more TRSs, and no more than 25% of the value of our assets may consist of the securities
of TRSs and other non-TRS taxable subsidiaries and other assets that are not qualifying assets for purposes of
the 75% asset test.

The TRS rules limit the deductibility of interest paid or accrued by a TRS to us to assure that the TRS is
subject to an appropriate level of corporate taxation. Further, the rules impose a 100% excise tax on
transactions between a TRS and us or our tenants that are not conducted on an arm’s-length basis.

We have elected to treat Hypotheca, its wholly owned subsidiary, The New York Mortgage Company, Inc., and
NYMF as TRSs. Hypotheca and NYMF are subject to corporate income tax on their taxable income. We
believe that all transactions between us and each of Hypotheca, NYMF and any other TRS that we form or
acquire (including sales of loans from Hypotheca or NYMF to us or a qualified REIT subsidiary) have been and
will be conducted on an arm’s-length basis.

Sunset of Reduced Tax Rate Provisions

Several of the tax considerations described herein are subject to a sunset provision. The sunset provisions
generally provide that for taxable years beginning after December 31, 2012, certain provisions that are
currently in the Internal Revenue Code will revert back to a prior version of those provisions. These provisions
include provisions related to the reduced maximum income tax rate for long term capital gains of 15% (rather
than 20%) for taxpayers taxed at individual rates, the application of the 15% tax rate to qualified dividend
income, and certain other tax rate provisions described herein. The impact of this reversion is not discussed
herein. Consequently, you should consult your tax advisor regarding the effect of sunset provisions on an
investment in our securities.

State, Local and Foreign Taxes

We and/or our securityholders may be subject to taxation by various states, localities or foreign jurisdictions,
including those in which we or a securityholder transacts business, owns property or resides. We may own
properties located in numerous jurisdictions and may be required to file tax returns in some or all of those
jurisdictions. The state, local and foreign tax treatment may differ from the federal income tax treatment
described above. Consequently, you should consult your tax advisor regarding the effect of state, local and
foreign income and other tax laws upon an investment in our securities.
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PLAN OF DISTRIBUTION

We may sell the securities offered by this prospectus from time to time in one or more transactions, including
without limitation:

•  through underwriters or dealers;

•  directly to purchasers;

•  in a rights offering;

•  in “at the market” offerings, within the meaning of Rule 415(a)(4) of the Securities Act to or through a market
maker or into an existing trading market on an exchange or otherwise;

•  through agents;

•  through a combination of any of these methods; or

•  through any other method permitted by applicable law and described in a prospectus supplement.

The prospectus supplement with respect to any offering of securities will include the following information:

•  the terms of the offering;

•  the names of any underwriters or agents;

•  the name or names of any managing underwriter or underwriters;

•  the purchase price or initial public offering price of the securities;

•  the net proceeds from the sale of the securities;

•  any delayed delivery arrangements;

•  any underwriting discounts, commissions and other items constituting underwriters’ compensation;

•  any discounts or concessions allowed or reallowed or paid to dealers;

•  any commissions paid to agents; and

•  any securities exchange on which the securities may be listed.

Sale through Underwriters or Dealers

If underwriters are used in the sale, the underwriters may resell the securities from time to time in one or
more transactions, including negotiated transactions, at a fixed public offering price or at varying prices
determined at the time of sale.  Underwriters may offer securities to the public either through underwriting
syndicates represented by one or more managing underwriters or directly by one or more firms acting as
underwriters.  Unless we inform you otherwise in the applicable prospectus supplement, the obligations of the
underwriters to purchase the securities will be subject to certain conditions, and the underwriters will be
obligated to purchase all of the offered securities if they purchase any of them.  The underwriters may change
from time to time any initial public offering price and any discounts or concessions allowed or reallowed or
paid to dealers.
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We will describe the name or names of any underwriters, dealers or agents and the purchase price of the
securities in a prospectus supplement relating to the securities.

In connection with the sale of the securities, underwriters may receive compensation from us or from
purchasers of the securities, for whom they may act as agents, in the form of discounts, concessions or
commissions. Underwriters may sell the securities to or through dealers, and these dealers may receive
compensation in the form of discounts, concessions or commissions from the underwriters and/or
commissions from the purchasers for whom they may act as agents, which is not expected to exceed that
customary in the types of transactions involved. Underwriters, dealers and agents that participate in the
distribution of the securities may be deemed to be underwriters, and any discounts or commissions they
receive from us, and any profit on the resale of the securities they realize may be deemed to be underwriting
discounts and commissions, under the Securities Act. The prospectus supplement will identify any underwriter
or agent and will describe any compensation they receive from us.

Underwriters could make sales in privately negotiated transactions and/or any other method permitted by
law, including sales deemed to be an “at-the-market” offering, sales made directly on the Nasdaq Capital
Market, the existing trading market for our common stock, or such other exchange or automated quotation
system on which our securities trade, or sales made to or through a market maker other than on an
exchange. The name of any such underwriter or agent involved in the offer and sale of our securities, the
amounts underwritten, and the nature of its obligations to take our securities will be described in the
applicable prospectus supplement.

Unless otherwise specified in the prospectus supplement, each series of the securities will be a new issue with
no established trading market, other than our common stock, which is currently listed on the Nasdaq Capital
Market. We currently intend to list any shares of common stock sold pursuant to this prospectus on the
Nasdaq Capital Market. We may elect to list any series of preferred stock on an exchange, but are not
obligated to do so. It is possible that one or more underwriters may make a market in a series of the
securities, but underwriters will not be obligated to do so and may discontinue any market making at any time
without notice. Therefore, we can give no assurance about the liquidity of or the trading market for any of the
securities.

Under agreements we may enter into, we may indemnify underwriters, dealers, and agents who participate in
the distribution of the securities against certain liabilities, including liabilities under the Securities Act, or
contribute with respect to payments that the underwriters, dealers or agents may be required to
make.  Unless otherwise set forth in the accompanying prospectus supplement, the obligations of any
underwriters to purchase any of the securities will be subject to certain conditions precedent.

In compliance with the guidelines of the Financial Industry Regulatory Authority, Inc., or FINRA, the
maximum aggregate discounts, commissions, agency fees or other items constituting underwriting
compensation to be received by any FINRA member or independent broker-dealer will not exceed 8% of the
aggregate offering price of the securities offered pursuant to this prospectus and any applicable prospectus
supplement.

To facilitate the offering of securities, certain persons participating in the offering may engage in transactions
that stabilize, maintain or otherwise affect the price of the securities. This may include over-allotments or
short sales of the securities, which involve the sale by persons participating in the offering of more securities
than we sold to them. In these circumstances, these persons would cover such over-allotments or short
positions by making purchases in the open market or by exercising their over-allotment option, if any. In
addition, these persons may stabilize or maintain the price of the securities by bidding for or purchasing
securities in the open market or by imposing penalty bids, whereby selling concessions allowed to dealers
participating in the offering may be reclaimed if securities sold by them are repurchased in connection with
stabilization transactions. The effect of these transactions may be to stabilize or maintain the market price of
the securities at a level above that which might otherwise prevail in the open market. These transactions may
be discontinued at any time.

From time to time, we or our affiliates may engage in transactions with these underwriters, dealers and
agents in the ordinary course of business.  Underwriters have from time to time in the past provided, and may
from time to time in the future provide, investment banking services to us for which they have in the past
received, and may in the future receive, customary fees.
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If indicated in the prospectus supplement, we may authorize underwriters or other persons acting as our
agents to solicit offers by institutions to purchase securities from us pursuant to contracts providing for
payment and delivery on a future date. Institutions with which we may make these delayed delivery contracts
include commercial and savings banks, insurance companies, pension funds, investment companies,
educational and charitable institutions and others. The obligations of any purchaser under any such delayed
delivery contract will be subject to the condition that the purchase of the securities shall not at the time of
delivery be prohibited under the laws of the jurisdiction to which the purchaser is subject. The underwriters
and other agents will not have any responsibility with regard to the validity or performance of these delayed
delivery contracts.

Direct Sales and Sales through Agents

We may sell the securities directly.  In this case, no underwriters or agents would be involved.  We may also
sell the securities through agents designated by us from time to time.  In the applicable prospectus
supplement, we will name any agent involved in the offer or sale of the offered securities, and we will describe
any commissions payable to the agent.  Unless we inform you otherwise in the applicable prospectus
supplement, any agent will agree to use its reasonable best efforts to solicit purchases for the period of its
appointment.

We may sell the securities directly to institutional investors or others who may be deemed to be underwriters
within the meaning of the Securities Act with respect to any sale of those securities.  We will describe the
terms of any sales of these securities in the applicable prospectus supplement.

Remarketing Arrangements

Securities may also be offered and sold, if so indicated in the applicable prospectus supplement, in connection
with a remarketing upon their purchase, in accordance with a redemption or repayment pursuant to their
terms, or otherwise, by one or more remarketing firms, acting as principals for their own accounts or as
agents for us.  Any remarketing firm will be identified and the terms of its agreements, if any, with us and its
compensation will be described in the applicable prospectus supplement.

Delayed Delivery Contracts

If we so indicate in the applicable prospectus supplement, we may authorize agents, underwriters or dealers
to solicit offers from certain types of institutions to purchase securities from us at the public offering price
under delayed delivery contracts.  These contracts would provide for payment and delivery on a specified date
in the future.  The contracts would be subject only to those conditions described in the applicable prospectus
supplement.  The applicable prospectus supplement will describe the commission payable for solicitation of
those contracts.

General Information

We may have agreements with the underwriters, dealers, agents and remarketing firms to indemnify them
against certain civil liabilities, including liabilities under the Securities Act, or to contribute with respect to
payments that the underwriters, dealers, agents or remarketing firms may be required to
make.  Underwriters, dealers, agents and remarketing firms may be customers of, engage in transactions with
or perform services for us in the ordinary course of their businesses.
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CERTAIN LEGAL MATTERS

The legality of any securities offered by this prospectus will be passed upon for us by Hunton & Williams LLP.
Certain legal matters will be passed upon for the underwriters or agents, if any, by the counsel named in the
prospectus supplement. In addition, we have based the description of federal income tax consequences in
“Federal Income Tax Consequences of Our Status as a REIT” upon the opinion of Hunton & Williams LLP.

 EXPERTS

The consolidated financial statements incorporated by reference in this prospectus and elsewhere in the
registration statement have been so incorporated by reference in the reliance upon the report of Grant
Thornton LLP, independent registered public accountants, upon the authority of said firm as experts in giving
said reports.

 WHERE YOU CAN FIND MORE INFORMATION

We are required to file annual, quarterly and current reports, proxy statements and other information with the
SEC. You may read and copy any documents filed by us at the SEC’s public reference room at 100 F Street,
N.E., Washington, D.C. 20549. Please call the SEC at (800) SEC-0330 for further information about the public
reference room. Our filings with the SEC are also available to the public through the SEC’s Internet site at
www.sec.gov. We have filed with the SEC a registration statement on Form S-3 relating to the securities
covered by this prospectus. This prospectus is part of the registration statement and does not contain all the
information in the registration statement. Wherever a reference is made in this prospectus to a contract or
other documents of ours, the reference is only a summary and you should refer to the exhibits that are a part
of the registration statement for a copy of the contract or other document. You may review a copy of the
registration statement at the SEC’s public reference room in Washington, D.C., as well as through the SEC’s
Internet site at http://www.sec.gov.

Our Internet address is http://www.nymtrust.com. We make available free of charge, on or through the “SEC
Filings” section of our website, annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports
on Form 8-K and amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the
Exchange Act as soon as reasonably practicable after we electronically file such material with, or furnish it to,
the SEC. Also posted on our website, and available in print upon request to our Investor Relations
Department, are the charters for our Audit Committee, Compensation Committee and Nominating and
Corporate Governance Committee, and our Code of Business Conduct and Ethics, which governs our
Directors, officers and employees. Information on our website is not part of this prospectus.

INCORPORATION BY REFERENCE OF INFORMATION FILED WITH THE SEC

The SEC allows us to “incorporate by reference” into this prospectus the information we file with the SEC,
which means that we can disclose important business, financial and other information to you by referring you
to other documents separately filed with the SEC. The information incorporated by reference is considered to
be part of this prospectus from the date we file that document. Any reports filed by us with the SEC after the
date of this prospectus and before the date that the offering of the securities by means of this prospectus is
terminated will automatically update and, where applicable, supersede any information contained in this
prospectus or incorporated by reference in this prospectus.

We incorporate by reference the following documents or information filed with the SEC and any subsequent
filings we make with the SEC under Sections 13(a), 13(c), 14 or 15(d) of the Exchange Act, after the date of
the initial registration statement and prior to completion of the offering of the securities described in this
prospectus (other than, in each case, documents or information deemed to have been furnished and not filed
in accordance with SEC rules):

•  our Annual Report on Form 10-K for the fiscal year ended December 31, 2010;

•  our Quarterly Report on Form 10-Q for the quarter ended March 31, 2011;
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•  our Quarterly Report on Form 10-Q for the quarter ended June 30, 2011;

•  our Quarterly Report on Form 10-Q for the quarter ended September 30, 2011;

•  our Current Report on Form 8-K filed on March 4, 2011;

•  our Current Report on Form 8-K filed on March 18, 2011;

•  our Current Report on Form 8-K filed on May 13, 2011;

•  our Current Report on Form 8-K filed on May 31, 2011;

•  our Current Report on Form 8-K filed on June 30, 2011;

•  our Current Report on Form 8-K filed on September 20, 2011;

•  our Current Report on Form 8-K filed on November 23, 2011;

•  our Current Report on Form 8-K filed on December 2, 2011;

•  our Current Reports on Form 8-K filed December 16, 2011;

•  our Current Report on Form 8-K filed on December 29, 2011;

•  our Current Report on Form 8-K filed on December 230, 2011;

•  our Current Report on Form 8-K filed on January 5, 2012;

•  our Current Report on Form 8-K filed on January 19, 2012;

•  our Current Report on Form 8-K filed on January 20, 2012;

•  our Current Report on Form 8-K filed on February 1, 2012;

•  our definitive proxy statement on Schedule 14A filed on March 29, 2011; and

•  the description of our capital stock in our Registration Statement on Form 8-A filed on June 3, 2008.

We will provide copies of all documents incorporated into this prospectus by reference, without charge, upon
oral request to our Corporate Secretary at the number listed below or in writing by first class mail to the
address listed below.  Requests for such documents incorporated by reference should be directed to New York
Mortgage Trust, Inc., c/o Secretary, 52 Vanderbilt Avenue, Suite 403, New York, New York 10017 or by
calling our Corporate Secretary at (212) 792-0107.
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Part II

INFORMATION NOT REQUIRED IN PROSPECTUS

ITEM 14.          OTHER EXPENSES OF ISSUANCE AND DISTRIBUTION

The following sets forth the expenses in connection with the issuance and distribution of the securities being
registered other than underwriting discounts and commissions.  All such expenses will be borne by New York
Mortgage Trust, Inc.  All amounts set forth below are estimates, except for the SEC registration fee and
FINRA filing fee.

Amount
to

be paid
SEC registration fee $ 28,650
FINRA filing fee 25,500
Printing expenses (1) 5,000
Legal fees and expenses (1) 40,000
Accountants’ fees and expenses (1) 18,000
Miscellaneous (including trustee and transfer agent fees)
(1) 7,850
Total                                                        $ 125,000
_________________

(1)            Does not include expenses of preparing any accompanying prospectus supplements, listing fees,
subsequent transfer agent fees, trustee fees and other expenses related to offerings of the securities from
time to time.

ITEM 15.          INDEMNIFICATION OF OFFICERS AND DIRECTORS

Maryland law permits a Maryland corporation to include in its charter a provision limiting the liability of its
directors and officers to the corporation and its stockholders for money damages except for liability resulting
from (a) actual receipt of an improper benefit or profit in money, property or services or (b) active and
deliberate dishonesty established by a final judgment as being material to the cause of action.  Our charter
contains such a provision which eliminates directors’ and officers’ liability to the maximum extent permitted by
Maryland law.

Our charter authorizes us, to the maximum extent permitted by Maryland law, to obligate us to indemnify any
present or former director or officer or any individual who, while a director or officer of us and at the request
of us, serves or has served another corporation, real estate investment trust, partnership, joint venture, trust,
employee benefit plan or other enterprise as a director, officer, partner or trustee, from and against any claim
or liability to which that individual may become subject or which that individual may incur by reason of his or
her status as a present or former director or officer of us and to pay or reimburse his or her reasonable
expenses in advance of final disposition of a proceeding. Our bylaws obligate us, to the maximum extent
permitted by Maryland law, to indemnify any present or former director or officer or any individual who, while
a director or officer of us and at the request of us, serves or has served another corporation, real estate
investment trust, partnership, joint venture, trust, employee benefit plan or other enterprise as a director,
officer, partner or trustee and who is made a party to the proceeding by reason of his service in that capacity
from and against any claim or liability to which that individual may become subject or which that individual
may incur by reason of his or her status as a present or former director or officer of us and to pay or
reimburse his or her reasonable expenses in advance of final disposition of a proceeding. The charter and
bylaws also permit us to indemnify and advance expenses to any individual who served a predecessor of us in
any of the capacities described above and any employee or agent of us or a predecessor of us.
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Maryland law requires a corporation (unless its charter provides otherwise, which our charter does not) to
indemnify a director or officer who has been successful in the defense of any proceeding to which he is made
a party by reason of his service in that capacity. Maryland law permits a 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
a party by reason of their service in those or other capacities unless it is established that (a) the act or
omission of the director or officer was material to the matter giving rise to the proceeding and (i) was
committed in bad faith or (ii) was the result of active and deliberate dishonesty, (b) the director or officer
actually received an improper personal benefit in money, property or services or (c) in the case of any
criminal proceeding, the director or officer had reasonable cause to believe that the act or omission was
unlawful. However, under Maryland law, a Maryland corporation may not indemnify for an adverse judgment
in a suit by or in the right of the corporation or for a judgment of liability on the basis that personal benefit
was improperly received, unless in either case a court orders indemnification and then only for expenses. In
addition, Maryland law permits a corporation to advance reasonable expenses to a director or officer upon the
corporation’s receipt of (a) a written affirmation by the director or officer of his or her good faith belief that he
or she has met the standard of conduct necessary for indemnification by the corporation and (b) a written
undertaking by him or her or on his or her behalf to repay the amount paid or reimbursed by the corporation
if it is ultimately determined that the standard of conduct was not met.

ITEM 16.          EXHIBITS

Exhibit
No. Description

1.1 Form of Underwriting Agreement.*

4.1(a) Articles of Amendment and Restatement of New York Mortgage Trust, Inc. (Incorporated by
reference to Exhibit 3.1 to the Company’s Registration Statement on Form S-11 as filed with the
Securities and Exchange Commission (Registration No. 333-111668), effective June 23, 2004.)

4.1(b) Articles of Amendment of the Registrant. (Incorporated by reference to Exhibit 3.1 to the Company’s
Current Report on Form 8-K filed on October 4, 2007.)

4.1(c) Articles of Amendment of the Registrant. (Incorporated by reference to Exhibit 3.2 to the Company’s
Current Report on Form 8-K filed on October 4, 2007.)

4.1(d) Articles of Amendment of the Registrant. (Incorporated by reference to Exhibit 3.1(d) to the
Company’s Current Report on Form 8-K filed on May 16, 2008.)

4.1(e) Articles of Amendment of the Registrant. (Incorporated by reference to Exhibit 3.1(e) to the
Company’s Current Report on Form 8-K filed on May 16, 2008.)

4.1(f) Articles of Amendment of the Registrant. (Incorporated by reference to Exhibit 3.1(f) to the
Company’s Current Report on Form 8-K filed on June 15, 2009.)

4.2 Bylaws of New York Mortgage Trust, Inc., as amended. (Incorporated by reference to Exhibit 3.2 to
the Company’s Annual Report on Form 10-K filed on March 4, 2011.)

4.3 Form of Common Stock Certificate. (Incorporated by reference to Exhibit 4.1 to the Company’s
Registration Statement on Form S-11 as filed with the Securities and Exchange Commission
(Registration No. 333-111668), effective June 23, 2004.)

4.4 Articles Supplementary Establishing and Fixing the Rights and Preferences of Series A Cumulative
Redeemable Convertible Preferred Stock of the Company. (Incorporated by reference to Exhibit 4.1
to the Company’s Current Report on Form 8-K filed on January 25, 2008.)

4.5 Articles Supplementary Reclassifying Series A Cumulative Redeemable Convertible Preferred Stock
of the Company as Preferred Stock of the Company (Incorporated by reference to Exhibit 99.1 to the
Company’s Current Report on Form 8-K filed on February 1, 2012.)
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4.6 Form of articles supplementary (for preferred stock).*

II-2

Edgar Filing: VALLEY OF THE RIO DOCE CO - Form 6-K

97



4.7 Form of certificate representing shares of preferred stock.*

4.8 Form of Indenture (for [Subordinated] Debt Securities) (open-ended).

4.9 Form of Debt Security.*

5.1 Opinion of Hunton & Williams LLP as to the validity of the securities being registered by New York
Mortgage Trust, Inc.

8.1 Opinion of Hunton & Williams LLP as to certain U.S. federal tax matters.

23.1 Consent of Independent Registered Public Accounting Firm (Grant Thornton LLP).

23.2 Consent of Hunton & Williams LLP (included in Exhibit 5.1 and Exhibit 8.1).

24.1 Power of Attorney (included on signature page).

25.1 Statement of Eligibility of Trustee on Form T-1.**

*To be filed by amendment or as an exhibit to a Current Report on Form 8-K and incorporated by reference
into this registration statement subsequent to its effectiveness.

**Where applicable, to be filed subsequently in accordance with Section 305 (b)(2) of the Trust Indenture Act
of 1939, as amended.

ITEM 17.          UNDERTAKINGS

(a) The undersigned registrant hereby undertakes:

(1)to file, during any period in which offers or sales are being made, a post-effective amendment to this
registration statement:

(i) to include any prospectus required by Section 10(a)(3) of the Securities Act of 1933;

(ii)to reflect in the prospectus any facts or events arising after the effective date of this registration
statement (or the most recent post-effective amendment thereof) which, individually or in the aggregate,
represent a fundamental change in the information set forth in this registration
statement.  Notwithstanding the foregoing, any increase or decrease in volume of securities offered (if the
total dollar value of securities offered would not exceed that which was registered) and any deviation from
the low or high end of the estimated maximum offering range may be reflected in the form of prospectus
filed with the Securities and Exchange Commission pursuant to Rule 424(b) under the Securities Act of
1933 if, in the aggregate, the changes in volume and price represent no more than a 20% change in the
maximum aggregate offering price set forth in the “Calculation of Registration Fee” table in the effective
registration statement; and

(iii)   
to include any material information with respect to the plan of distribution not previously disclosed in
this registration statement or any material change to such information in this registration statement;

provided, however, that paragraphs (a)(1)(i), (a)(1)(ii) and (a)(1)(iii) do not apply if the information required to
be included in a post-effective amendment by those paragraphs is contained in reports filed with or furnished
to the Securities and Exchange Commission by the registrant pursuant to Section 13 or Section 15(d) of the
Securities Exchange Act of 1934 that are incorporated by reference into this registration statement, or is
contained in a form of prospectus filed pursuant to Rule 424(b) under the Securities Act of 1933 that is part of
this registration statement;
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(2)that, for the purpose of determining any liability under the Securities Act of 1933, each such post-effective
amendment shall be deemed to be a new registration statement relating to the securities offered therein,
and the offering of such securities at that time shall be deemed to be the initial bona fide offering thereof;
and

(3)to remove from registration by means of a post-effective amendment any of the securities being registered
which remain unsold at the termination of the offering.

(b)The undersigned registrant hereby undertakes that, for the purpose of determining liability under the
Securities Act of 1933 to any purchaser:

(A) each prospectus filed by the registrant pursuant to Rule 424(b)(3) under the Securities Act of 1933 shall
be deemed to be part of this registration statement as of the date the filed prospectus was deemed part of
and included in this registration statement; and

(B) each prospectus required to be filed by pursuant to Rule 424(b)(2), (b)(5) or (b)(7) under the Securities
Act of 1933 as part of a registration statement in reliance on Rule 430B under the Securities Act of 1933
relating to an offering made pursuant to Rule 415(a)(1)(i), (vii) or (x) under the Securities Act of 1933 for the
purpose of providing the information required by Section 10(a) of the Securities Act of 1933 shall be deemed
to be part of and included in this registration statement as of the earlier of the date such form of prospectus
is first used after effectiveness or the date of the first contract of sale of securities in the offering described
in the prospectus.  As provided in Rule 430B under the Securities Act of 1933, for liability purposes of the
issuer and any person that is at that date an underwriter, such date shall be deemed to be a new effective
date of this registration statement relating to the securities in this registration statement to which that
prospectus relates, and the offering of such securities at that time shall be deemed to be the initial bona fide
offering thereof.  Provided, however, that no statement made in a registration statement or prospectus that is
part of this registration statement or made in a document incorporated or deemed incorporated by reference
into this registration statement or prospectus that is part of this registration statement will, as to a purchaser
with a time of contract of sale prior to such effective date, supercede or modify any statement that was made
in this registration statement or prospectus that was part of this registration statement or made in any such
document immediately prior to such effective date.

(c) The undersigned registrant hereby undertakes that, for the purpose of determining liability of the
registrant under the Securities Act of 1933 to any purchaser in the initial distribution of the
securities, in a primary offering of securities of the undersigned registrant pursuant to this
registration statement, regardless of the underwriting method used to sell the securities to the
purchaser, if the securities are offered or sold to such purchaser by means of any of the following
communications, the undersigned registrant will be a seller to the purchaser and will be
considered to offer or sell such securities to such purchaser:

(i)  any preliminary prospectus or prospectus of the undersigned registrant relating to the offering required to
be filed pursuant to Rule 424 under the Securities Act of 1933;

(ii)  any free writing prospectus relating to the offering prepared by or on behalf of the undersigned registrant
or used or referred to by the undersigned registrant;

(iii)  the portion of any other free writing prospectus relating to the offering containing material information
about the undersigned registrant or its securities provided by or an behalf of the undersigned registrant; and

(iv)  any other communication that is an offer in the offering made by the undersigned registrant to the
purchaser.

(d)The undersigned registrant hereby undertakes that, for purposes of determining any liability under the
Securities Act of 1933, each filing of the registrant’s annual report pursuant to Section 13(a) or Section
15(d) of the Securities Exchange Act of 1934 that is incorporated by reference into this registration
statement shall be deemed to be a new registration statement relating to the securities offered herein, and
the offering of such securities at that time shall be deemed to be the initial bona fide offering thereof.
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(e) To file an application for the purpose of determining the eligibility of the trustee to act under
subsection (a) of Section 310 of the Trust Indenture Act in accordance with the rules and regulations
prescribed by the Securities and Exchange Commission under section 305(b)(2) of the Securities Act
of 1933.

(f)Insofar as indemnification for liabilities arising under the Securities Act of 1933 may be permitted to
directors, officers and controlling persons of the registrant pursuant to the provisions described under Item
15 above, or otherwise, the registrant has been advised that in the opinion of the Securities and Exchange
Commission such indemnification is against public policy as expressed in the Securities Act of 1933 and is,
therefore, unenforceable.  In the event that a claim for indemnification against such liabilities (other than
the payment by the registrant of expenses incurred or paid by a director, officer or controlling person of the
registrant in the successful defense of any action, suit or proceeding) is asserted by such director, officer or
controlling person in connection with the securities being registered, the registrant will, unless in the
opinion of its counsel the matter has been settled by controlling precedent, submit to a court of appropriate
jurisdiction the question whether such indemnification by it is against public policy as expressed in the
Securities Act of 1933 and will be governed by final adjudication of such issue.
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SIGNATURES AND POWER OF ATTORNEY

Pursuant to the requirements of the Securities Act of 1933, as amended, the undersigned Registrant certifies
that it has reasonable grounds to believe that it meets all of the requirements for filing on Form S-3 and has
duly caused this registration statement to be signed on its behalf by the undersigned, thereunto duly
authorized, in the City of New York, State of New York on February 2, 2012.

NEW YORK MORTGAGE TRUST, INC.

By: /s/ Steven R. Mumma
Name:     Steven R. Mumma
Title:     Chief Executive Officer and

President

KNOW BY ALL THESE PRESENTS, that each person whose signature appears below hereby constitutes and
appoints Steven R. Mumma, Nathan R. Reese, and Fredric S. Starker and each of them, his true and lawful
attorney-in-fact and agent, with full power of substitution and resubstitution, for him and in his name, place
and stead, in any and all capacities, to sign any and all instruments that such attorney may deem necessary or
advisable under the Securities Act of 1933, as amended, and any rules, regulations and requirements of the
Securities and Exchange Commission in connection with this registration statement on Form S-3 and any and
all amendments thereto, and any other documents in connection therewith, granting unto said
attorneys-in-fact and agents full power and authority to do and perform each and every act and thing requisite
and necessary to be done in and about the premises, as fully to all intents and purposes as he might or could
do in person, hereby ratifying and confirming all that said attorneys-in-fact and agents, or their substitute or
substitutes, may lawfully do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Act of 1933, as amended, this registration statement has been
signed below by the following persons in the capacities and on the dates indicated.

 By: /s/ Steven R. Mumma       By: /s/ Fredric S. Starker    
 Name:Steven R. Mumma  Name:Fredric S. Starker
 Title: Chief Executive Officer, President

and Director (Principal Executive
Officer)

 Title: Chief Financial Officer (Principal
Financial and Accounting Officer

 Date: February 2, 2012  Date: February 2, 2012

 By: /s/ David R. Bock     By: /s/ Alan L. Hainey  
 Name:David R. Bock  Name:Alan L. Hainey
 Title: Director  Title: Director

 Date: February 2, 2012  Date: February 2, 2012

 By: /s/ Steven G. Norcutt      By: /s/ James J. Fowler     
 Name:Steven G. Norcutt  Name:James J. Fowler
 Title: Director  Title: Director

 Date: February 2, 2012  Date: February 2, 2012
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INDEX TO EXHIBITS

Exhibit
No. Description

1.1 Form of Underwriting Agreement.*

4.1(a) Articles of Amendment and Restatement of New York Mortgage Trust, Inc. (Incorporated by
reference to Exhibit 3.1 to the Company’s Registration Statement on Form S-11 as filed with the
Securities and Exchange Commission (Registration No. 333-111668), effective June 23, 2004.)

4.1(b) Articles of Amendment of the Registrant. (Incorporated by reference to Exhibit 3.1 to the Company’s
Current Report on Form 8-K filed on October 4, 2007.)

4.1(c) Articles of Amendment of the Registrant. (Incorporated by reference to Exhibit 3.2 to the Company’s
Current Report on Form 8-K filed on October 4, 2007.)

4.1(d) Articles of Amendment of the Registrant. (Incorporated by reference to Exhibit 3.1(d) to the
Company’s Current Report on Form 8-K filed on May 16, 2008.)

4.1(e) Articles of Amendment of the Registrant. (Incorporated by reference to Exhibit 3.1(e) to the
Company’s Current Report on Form 8-K filed on May 16, 2008.)

4.1(f) Articles of Amendment of the Registrant. (Incorporated by reference to Exhibit 3.1(f) to the
Company’s Current Report on Form 8-K filed on June 15, 2009.)

4.2 Bylaws of New York Mortgage Trust, Inc., as amended. (Incorporated by reference to Exhibit 3.2 to
the Company’s Annual Report on Form 10-K filed on March 4, 2011.)

4.3 Form of Common Stock Certificate. (Incorporated by reference to Exhibit 4.1 to the Company’s
Registration Statement on Form S-11 as filed with the Securities and Exchange Commission
(Registration No. 333-111668), effective June 23, 2004.)

4.4 Articles Supplementary Establishing and Fixing the Rights and Preferences of Series A Cumulative
Redeemable Convertible Preferred Stock of the Company. (Incorporated by reference to Exhibit 4.1
to the Company’s Current Report on Form 8-K filed on January 25, 2008.)

4.5 Articles Supplementary Reclassifying Series A Cumulative Redeemable Convertible Preferred Stock
of the Company as Preferred Stock of the Company (Incorporated by reference to Exhibit 99.1 to the
Company’s Current Report on Form 8-K filed on February 1, 2012.)

4.6 Form of articles supplementary (for preferred stock).*

4.7 Form of certificate representing shares of preferred stock.*

4.8 Form of Indenture (for [Subordinated] Debt Securities) (open-ended).

4.9 Form of Debt Security.*

5.1 Opinion of Hunton & Williams LLP as to the validity of the securities being registered by New York
Mortgage Trust, Inc.

8.1 Opinion of Hunton & Williams LLP as to certain U.S. federal tax matters.
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23.1 Consent of Independent Registered Public Accounting Firm (Grant Thornton LLP).

23.2 Consent of Hunton & Williams LLP (included in Exhibit 5.1 and Exhibit 8.1).

24.1 Power of Attorney (included on signature page).

25.1 Statement of Eligibility of Trustee on Form T-1.**

*To be filed by amendment or as an exhibit to a Current Report on Form 8-K and incorporated by reference
into this registration statement subsequent to its effectiveness.

**Where applicable, to be filed subsequently in accordance with Section 305 (b)(2) of the Trust Indenture Act
of 1939, as amended.
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