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Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,

a smaller reporting company, or an emerging growth company. See definition of “large accelerated filer,” “accelerated
filer,” “smaller reporting company,” and “emerging growth company” in Rule 12b-2 of

the Exchange Act.

Large accelerated filer ~Accelerated filer
Non-accelerated filer ~Smaller reporting company
Emerging growth company
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Exchange Act

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yes No

APPLICABLE ONLY TO CORPORATE ISSUERS:

Indicate the number of shares outstanding of each of the issuer’s classes of common stock, as of the last practicable
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Class Outstanding at July 31, 2017

Common Stock, $.01 par value 1,088,037,669




Edgar Filing: ANNALY CAPITAL MANAGEMENT INC - Form 10-Q

ANNALY CAPITAL MANAGEMENT, INC.
FORM 10-Q
TABLE OF CONTENTS

PART I - FINANCIAL INFORMATION

Item 1. Financial Statements Page
Consolidated Statements of Financial Condition at June 30. 2017 (Unaudited) and December 31. 2016 (Derived

from the 1
audited consolidated financial statements at December 31. 2016)

Consolidated Statements of Comprehensive Income (Loss) (Unaudited) for the three months and six months )
ended June 30, 2017 and 2016

Consolidated Statements of Stockholders’ Equity (Unaudited) for the six _months ended June 30. 2017 and 2016 3
Consolidated Statements of Cash Flows (Unaudited) for the six months ended June 30. 2017 and 2016 4
Notes to Consolidated Financial Statements (Unaudited)

Note 1. Description of Business 6
Note 2. Basis of Presentation 6
Note 3. Significant Accounting Policies 6
Note 4. Acquisition of Hatteras 16
Note 5. Residential Investment Securities 17
Note 6. Residential Mortgage L.oans 19
Note 7. Mortgage Servicing Rights 20
Note 8. Commercial Real Estate Investments 20
Note 9. Corporate Debt 24
Note 10. Variable Interest Entities 24
Note 11. Fair Value Measurements 28
Note 12. Secured Financing 32
Note 13. Derivative Instruments 33
Note 14. Common Stock and Preferred Stock 37
Note 15. Interest Income and Interest Expense 39
Note 16. Goodwill 39
Note 17. Net Income (I.oss) per Common Share 39
Note 18. Long-Term Stock Incentive Plan 39
Note 19. Income Taxes 40
Note 20. I.ease Commitments and Contingencies 40
Note 21. Risk Management 41
Note 22. RCap Regulatory Requirements 42
Note 23. Related Party Transactions 42
Note 24. Subsequent Events 42
Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Special Note Regarding Forward-IL.ooking Statements 44
Overview 46
Acquisition of Hatteras 46
Business Environment 46
Results of Operations 48
Financial Condition 58
Capital Management 62
Risk Management 64
Critical Accounting Policies and Estimates 73



Edgar Filing: ANNALY CAPITAL MANAGEMENT INC - Form 10-Q
Glossary of Terms

Item 3. Quantitative and Qualitative Disclosures about Market Risk
Item 4. Controls and Procedures

PART II - OTHER INFORMATION

Item 1. Legal Proceedings

Item 1A. Risk Factors

Item 6. Exhibits

SIGNATURES

75

83

83

84

84

85

86




Edgar Filing: ANNALY CAPITAL MANAGEMENT INC - Form 10-Q

PART I - FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

ANNALY CAPITAL MANAGEMENT, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION
(dollars in thousands, except per share data)

ASSETS

Cash and cash equivalents (including cash pledged as collateral of $590,082 and
$1,428,475, respectively) 4

Investments, at fair value:

Agency mortgage-backed securities (including pledged assets of $67,214,815 and
$70,796,872, respectively)

Credit risk transfer securities (including pledged assets of $517,598 and $608,707,
respectively)

Non-Agency mortgage-backed securities (including pledged assets of $1,036,362 and

$1,064,603, respectively) 4
Residential mortgage loans (including pledged assets of $679,435 and $314,746,
respectively) )

Mortgage servicing rights (including pledged assets of $3,408 and $5,464, respectively)
Commercial real estate debt investments (including pledged assets of $3,972,560 and

$4,321,739, respectively) ©

Commercial real estate debt and preferred equity, held for investment (including pledged

assets of $532,724 and $506,997, respectively)
Commercial loans held for sale, net
Investments in commercial real estate
Corporate debt (including pledged assets of $437,794 and $592,871, respectively)
Interest rate swaps, at fair value

Other derivatives, at fair value

Receivable for investments sold

Accrued interest and dividends receivable
Other assets

Goodwill

Intangible assets, net

Total assets

LIABILITIES AND STOCKHOLDERS’ EQUITY

Liabilities:

Repurchase agreements

Other secured financing

Securitized debt of consolidated VIEs (7
Participation sold

Mortgages payable

June 30,
2017
(Unaudited)

$700,692

73,963,998
605,826
1,234,053

779,685
605,653

3,972,560
928,181

474,510
773,957
10,472
154,004
9,784
263,217
399,456
71,815
28,715
$84,976,578

$62,497,400
3,785,543
3,438,675

311,810

December
31,
2016 @

$1,539,746

75,589,873
724,722
1,401,307

342,289
652,216

4,321,739

970,505
114,425
474,567
773,274
68,194
171,266
51,461
270,400
333,063
71,815
34,184
$87,905,046

$65,215,810
3,884,708
3,655,802
12,869
311,636
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Interest rate swaps, at fair value
Other derivatives, at fair value
Dividends payable

Payable for investments purchased
Accrued interest payable

Accounts payable and other liabilities
Total liabilities

Stockholders’ Equity:

7.875% Series A Cumulative Redeemable Preferred Stock: 7,412,500 authorized, issued
and outstanding

7.625% Series C Cumulative Redeemable Preferred Stock: 12,650,000 authorized,
12,000,000 issued and outstanding

7.50% Series D Cumulative Redeemable Preferred Stock: 18,400,000 authorized, issued
and outstanding

7.625% Series E Cumulative Redeemable Preferred Stock: 11,500,000 authorized,
issued and outstanding

Common stock, par value $0.01 per share, 1,945,437,500 authorized, 1,019,027,880 and
1,018,913,249 issued and outstanding, respectively

Additional paid-in capital

Accumulated other comprehensive income (loss)

Accumulated deficit

Total stockholders’ equity

Noncontrolling interest

Total equity

Total liabilities and equity

614,589
99,380
305,709
1,043,379
185,720
84,948
72,367,153

177,088
290,514
445457
287,500

10,190
15,581,760
(850,767 )
(3,339,228 )
12,602,514
6,911
12,609,425

$84,976,578

1,443,765
86,437
305,674
65,041
163,013
184,319
75,329,074

177,088
290,514
445 457
287,500

10,189
15,579,342
(1,085,893 )
(3,136,017 )
12,568,180
7,792
12,575,972

$87,905,046

As aresult of a change to a clearing organization’s rulebook effective January 3, 2017, beginning with the first

quarter 2017 and in subsequent periods the Company is presenting the fair value of centrally cleared interest rate
(1) swaps net of variation margin pledged under such transactions. The variation margin was previously reported

under cash and cash equivalents and is currently reported as a reduction to interest rate swaps, at fair value.

Balances reported prior to the effective date balances will not be adjusted.
@ Derived from the audited consolidated financial statements at December 31, 2016.

3) Includes cash of consolidated VIEs of $37.9 million and $23.2 million at June 30, 2017 and December 31, 2016,

respectively.

Includes $78.9 million and $88.6 million at June 30, 2017 and December 31, 2016, respectively, of non-Agency
) mortgage-backed securities in a consolidated VIE pledged as collateral and eliminated from the Company’s

Consolidated Statements of Financial Condition.

5 Includes securitized residential mortgage loans of a consolidated VIE carried at fair value of $150.9 million and

$165.9 million at June 30, 2017 and December 31, 2016, respectively.

¢ Includes senior securitized commercial mortgage loans of consolidated VIEs carried at fair value of $3.7 billion

and $3.9 billion at June 30, 2017 and December 31, 2016, respectively.

@ Includes securitized debt of consolidated VIEs carried at fair value of $3.4 billion and $3.7 billion at June 30, 2017

and December 31, 2016, respectively.

See notes to consolidated financial statements.
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ANNALY CAPITAL MANAGEMENT, INC. AND SUBSIDIARIES

Item 1. Financial Statements

ANNALY CAPITAL MANAGEMENT, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

(dollars in thousands, except per share data)
(Unaudited)

Three Months Ended June 30,

2017
Net interest income:
Interest income $537,426
Interest expense 222,281
Net interest income 315,145
Realized and unrealized gains (losses):
Realized gains (losses) on interest rate swaps(!) (96,470
Realized gains (losses) on termination of interest
rate swaps (58
Unrealized gains (losses) on interest rate swaps (177,567
Subtotal (274,095
Net gains (losses) on disposal of investments (5,516
Net gains (losses) on trading assets (14,423
Net unrealized gains (losses) on investments
measured at fair value through earnings 16,240
Subtotal (3,699
Total realized and unrealized gains (losses) (277,794
Other income (loss):
Other income (loss) 30,865
Total other income (loss) 30,865
General and administrative expenses:
Compensation and management fee 38,938
Other general and administrative expenses 15,085
Total general and administrative expenses 54,023
Income (loss) before income taxes 14,193
Income taxes (329
Net income (loss) 14,522
Net income (loss) attributable to noncontrolling
interest (102

Net income (loss) attributable to Annaly 14,624

2016

$457,118
152,755
304,363

(130,762
(60,064
(373,220
(564,046
12,535
81,880
(54,154

40,261
(523,785

(9,930
(9,930

36,048
13,173
49,221
(278,573
(76

(278,497

(385

(278,112

Six Months Ended June 30,

2017 2016

$1,125,153 $845,261
420,706 300,202
704,447 545,059
(200,626 ) (278,237
(58 ) (60,064
(28,383 ) (1,404,940
(229,067 ) (1,743,241
(281 ) 10,860
(14,104 ) 207,069
39,923 (54,026
25,538 163,903
(203,529 ) (1,579,338
62,511 (16,045
62,511 (16,045
78,200 73,045
29,651 24,121
107,851 97,166
455,578 (1,147,490
648 (913
454,930 (1,146,577
(205 ) (547
455,135 (1,146,030
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Dividends on preferred stock

Net income (loss) available (related) to common
stockholders

Net income (loss) per share available (related) to
common stockholders:

Basic

Diluted

Weighted average number of common shares
outstanding:

Basic

Diluted

Dividends declared per share of common stock

Net income (loss)

Other comprehensive income (loss):
Unrealized gains (losses) on available-for-sale
securities

Reclassification adjustment for net (gains) losses
included in net income (loss)

Other comprehensive income (loss)
Comprehensive income (loss)

Comprehensive income (loss) attributable to
noncontrolling interest

Comprehensive income (loss) attributable to
Annaly

Dividends on preferred stock

Comprehensive income (loss) attributable to
common stockholders

23,473

$(8,849

$(0.01
$(0.01

1,019,000,817
1,019,000,817

$0.30

$14,522

261,964
13,360
275,324
$289,846
(102

289,948
23,473

$266,475

() Consists of interest expense on interest rate swaps.

See notes to consolidated financial statements.

2

17,992

) $(296,104

) $(0.32
) $(0.32

924,887,316
924,887,316

$0.30

$(278,497

483,930
(7,250
476,680
$198,183
) (385

198,568
17,992

$180,576

46,946

) $408,189

) $0.40
) $0.40

1,018,971,942
1,019,357,697

$0.60

) $454,930

202,349
) 32,777
235,126
$690,056
) (205

690,261
46,946

$643,315

)

35,984

$(1,182,014 )

$(1.28
$(1.28

925,850,452
925,850,452

$0.60

)
)

$(1,146,577 )

1,501,637
(6,995
1,494,642

$348,065
(547

348,612
35,984

$312,628

)

)
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ANNALY CAPITAL MANAGEMENT, INC. AND SUBSIDIARIES
Item 1. Financial Statements

ANNALY CAPITAL MANAGEMENT, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
Six Months Ended June 30, 2017 and 2016

(dollars in thousands, except per share data)

(Unaudited)

BALANCE,
December 31,
2015

Net income (loss)
attributable to
Annaly

Net income (loss)
attributable to
noncontrolling
interest
Unrealized gains
(losses) on
available-for-sale
securities
Reclassification
adjustment for net
(gains) losses
included in net
income (loss)
Stock
compensation
expense

Net proceeds
from direct
purchase and
dividend
reinvestment
Buyback of
common stock
Equity
contributions
from
(distributions to)

7875%  7.625%  7.50% 7.625%
Series A Series C  Series D  Series E  Common

CumulativeCumulativeCumulativeCumulativestock A;iigitilrimal
Redeemabl®Redeemabl®edeemabl®edeemablpar E apital
Preferred Preferred Preferred Preferred value P
Stock Stock Stock Stock
$177,088 $290,514 $445,457 $- $9,359 $14,675,768
- - - - - 1,084
- - - - 1 1,175
- - - - (111 ) (102,601 )

Accumulated

other Total
. Accumulated

comprehensive, . . stockhc

) deficit .

income equity

(loss)

$(377,596 ) $(3,324,616) $11,89:

- (1,146,030) (1,14¢

1,501,637 - 1,501,
(6,995 ) - (6,994
- - 1,084
- - 1,176
B , (102,

10
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noncontrolling
interest

Preferred Series
A dividends,
declared

$0.984 per share
Preferred Series C
dividends,
declared

$0.953 per share
Preferred Series
D dividends,
declared

$0.938 per share
Common
dividends
declared, $0.60
per share - - - - - - - (554,935 ) (554,¢
BALANCE, June

30, 2016 $177,088 $290,514 $445,457 $- $9,249 $14,575,426 $1,117,046 $(5,061,565) $11,55
BALANCE,

December 31,

2016 $177,088 $290,514 $445,457 $287,500 $10,189 $15,579,342 $(1,085,893) $(3,136,017) $12,56:
Net income (loss)

attributable to

Annaly - - - - - - - 455,135 455,1:
Net income (loss)

attributable to

noncontrolling

interest - - - - - - - - -
Unrealized gains

(losses) on

available-for-sale

securities - - - - - - 202,349
Reclassification

adjustment for net

(gains) losses

included in net

income (loss) - - - - - - 32,777
Stock

compensation

expense - - - - - 1,149 - - 1,149
Net proceeds

from direct

purchase and

dividend

reinvestment - - - - 1 1,269 - - 1,270
Equity - - - - - - - - -
contributions

from

(distributions to)

(7,296 ) (7,29¢

(11,438 ) (11,4-

(17,250 ) (17,2¢

202,3:

32,77

11
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noncontrolling
interest

Preferred Series
A dividends,
declared

$0.984 per share
Preferred Series C
dividends,
declared

$0.953 per share
Preferred Series
D dividends,
declared

$0.938 per share
Preferred Series E
dividends,
declared

$0.953 per share
Common
dividends
declared, $0.60
per share - - -
BALANCE, June

30, 2017 $177,088 $290,514 $445,457

See notes to consolidated financial statements.

3

- - - - (7,296 )
- - - - (11,438 )
- - - - (17,250 )
- - - - (10,962 )
- - - - (611,400 )

(7,29¢

(11,43

(17,2¢

(10,9¢

(611,4

$287,500 $10,190 $15,581,760 $(850,767 ) $(3,339,228) $12,60:

12
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ANNALY CAPITAL MANAGEMENT, INC. AND SUBSIDIARIES
Item 1. Financial Statements

ANNALY CAPITAL MANAGEMENT, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(dollars in thousands)

(Unaudited)
Six Months Ended June 30,
2017 2016
Cash flows from operating activities:
Net income (loss) $454,930 $(1,146,577 )

Adjustments to reconcile net income (loss) to net cash provided by (used in)
operating activities:

Amortization of Residential Investment Securities premiums and discounts, net 454,718
Amortization of Residential Mortgage Loans premiums and discounts, net 624
Amortization of securitized debt premiums and discounts, net (20 )
Amortization of commercial real estate investment premiums and discounts, net (3,116 )
Amortization of intangibles 4,531
Amortization of deferred financing costs 809
Amortization of net origination fees and costs, net (2,195 )
Depreciation expense 9,166

Net (gains) losses on sale of commercial real estate (5,050 )

Net (gains) losses on sale of commercial loans held for sale 3
Net (gains) losses on sale of commercial real estate debt investments -
4,014

Net (gains) losses on sales of Residential Investment Securities

Net (gains) losses on sales of residential mortgage loans 1,314

Stock compensation expense 1,149
Unrealized (gains) losses on interest rate swaps 28,383

Net unrealized (gains) losses on investments measured at fair value through

earnings (39,923 )
Equity in net income from unconsolidated joint ventures 1,192
Distributions of cumulative earnings from unconsolidated joint venture 459

Net (gains) losses on trading assets 14,104
Proceeds from sale of commercial loans held for sale 114,422
Payments on purchase of residential mortgage loans (49,599 )
Proceeds from repayments from residential mortgage loans 42,894
Payment on purchase of corporate debt held for sale (19,494 )
Proceeds from sale of corporate debt held for sale 19,605

1,513,657,385
(1,513,832,385)

Proceeds from repurchase agreements of RCap
Payments on repurchase agreements of RCap

Proceeds from reverse repurchase agreements of RCap 38,955,000
Payments on reverse repurchase agreements of RCap (38,955,000 )
Net payments on derivatives (797,580 )
Net change in:

Due to / from brokers (16 )
Other assets (65,037 )
Accrued interest and dividends receivable 8,475

Accrued interest payable 22,707

621,146

(1,552 )
7,621

1,019

(2,868 )
10,684

(821 )
67

165

(10,271 )

1,084
1,404,940

54,026
4,417

(207,069 )
114,358

1,076,600,000
(1,075,750,000)
29,700,000
(29,700,000 )
196,016

€ )
(65,653 )
3,202
7,592

13
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Accounts payable and other liabilities
Net cash provided by (used in) operating activities

Cash flows from investing activities:

Payments on purchases of Residential Investment Securities

Proceeds from sales of Residential Investment Securities

Principal payments on Residential Investment Securities

Purchase of MSRs

Payments on purchases of corporate debt

Principal payments on corporate debt

Purchases of commercial real estate debt investments

Purchase of securitized loans at fair value

Origination of commercial real estate investments, net

Proceeds from sale of commercial real estate investments

Principal payments on commercial real estate debt investments
Principal payments on securitized loans at fair value

Principal payments on commercial real estate investments

Purchase of investments in real estate

Investment in unconsolidated joint venture

Distributions in excess of cumulative earnings from unconsolidated joint
ventures

Payments on purchase of residential mortgage loans held for investment
Proceeds from repayments from residential mortgage loans held for investment
Purchase of equity securities

Proceeds from sales of equity securities

Net cash provided by (used in) investing activities

Statements continued on following page.

4

(88,818
$(62,349

(7,682,326
4,629,227
5,846,683
(10,000
(252,452
254,318
(38,410

(110,026
11,960
163,914
271,054
154,531
(1,132
(19,433

4,227
(512,146
85,643
(2,104

$2,793,528

) 24,331

) $1,865,852

) (7,088,346
4,008,291
4,615,505

) -

) (245,447
65,804

) (76,862
(1,489,268

) (189,020
12,750
61,601
52,407
402,459

) (1,187

) (559
2,117

) -

) (88,062
16,112
$58,295

14
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ANNALY CAPITAL MANAGEMENT, INC. AND SUBSIDIARIES

Item 1. Financial Statements

Cash flows from financing activities:

Proceeds from repurchase agreements

Principal payments on repurchase agreements
Proceeds from other secured financing

Payments on other secured financing

Proceeds from issuance of securitized debt
Principal repayments on securitized debt

Payment of deferred financing cost

Net proceeds from direct purchases and dividend reinvestments
Principal payments on participation sold

Principal payments on mortgages payable
Distributions to noncontrolling interests

Net payment on share repurchase

Dividends paid

Net cash provided by (used in) financing activities

Net (decrease) increase in cash and cash equivalents
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period

Supplemental disclosure of cash flow information:

Interest received

Dividends received

Interest paid (excluding interest paid on interest rate swaps)
Net interest paid on interest rate swaps

Taxes paid

Noncash investing activities:
Receivable for investments sold
Payable for investments purchased

Net change in unrealized gains (losses) on available-for-sale securities, net of

reclassification adjustment

Noncash financing activities:
Dividends declared, not yet paid

See notes to consolidated financial statements.

5

99,863,445

(102,406,855)

6,801
(106,038

(255,927
(1,079
1,270
(12,827
36

(676

(658,311
$(3,570,233

$(839,054
1,539,746
$700,692
$1,582,650
$2,511
$454,110

$195,973
$1,336

$9,784
$1,043,379

$235,126

$305,709

)
)

)

85,723,588
(88,936,063)

2,146,084
(402,806
1,381,640
(163,472
(3,076
1,176
(153
(7,399
(743
(102,712
(594,219
$(958,155

$965,992
1,769,258
$2,735,250
$1,456,076
$-
$282,146

$281,120
$591

$697,943
$746,090

$1,494,642

$277,479

)

15
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ANNALY CAPITAL MANAGEMENT, INC. AND SUBSIDIARIES
Item 1. Financial Statements

ANNALY CAPITAL MANAGEMENT, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

1.DESCRIPTION OF BUSINESS

Annaly Capital Management, Inc. (the “Company” or “Annaly”) is a Maryland corporation that commenced operations on
February 18, 1997. The Company is a leading diversified capital manager that invests in residential and commercial
assets. The Company owns a portfolio of real estate related investments, including mortgage pass-through certificates,
collateralized mortgage obligations, credit risk transfer (“CRT”) securities, other securities representing interests in or
obligations backed by pools of mortgage loans, residential mortgage loans, mortgage servicing rights (“MSRs”),
commercial real estate assets and corporate debt. The Company’s principal business objective is to generate net income
for distribution to its stockholders through capital preservation, prudent selection of investments, and continuous
management of its portfolio. The Company is externally managed by Annaly Management Company LLC (the
“Manager”).
The Company’s investment groups are comprised of the following:

Agency invests primarily in various types of Agency mortgage-backed securities and related derivatives to hedge
“these investments.

Residential Credit invests primarily in non-Agency mortgage-backed assets within securitized products and
‘residential mortgage loan markets.

Commercial Real Estate originates and invests in commercial mortgage loans, securities, and other commercial real
“estate debt and equity investments.

-Middle Market Lending provides customized debt financing to middle market businesses.

The Company has elected to be taxed as a Real Estate Investment Trust (“REIT”) as defined under the Internal Revenue
Code of 1986, as amended, and regulations promulgated thereunder (the “Code”).

2. BASIS OF PRESENTATION

The accompanying consolidated financial statements and related notes of the Company have been prepared in
accordance with accounting principles generally accepted in the United States ("GAAP").

The accompanying consolidated financial statements and related notes are unaudited and should be read in
conjunction with the audited consolidated financial statements included in

the Company’s most recent annual report on Form 10-K. The consolidated financial information as of December 31,
2016 has been derived from audited consolidated financial statements included in the Company’s annual report on
Form 10-K for the fiscal year ended December 31, 2016.

In the opinion of management, all normal, recurring adjustments have been included for a fair presentation of this
interim financial information. Interim period operating results may not be indicative of the operating results for a full
year.

3.SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation — The consolidated financial statements include the accounts of the Company and its
wholly-owned subsidiaries and consolidated variable interest entities. All intercompany balances and transactions
have been eliminated in consolidation. The Company reclassified previously presented financial information so that
amounts previously presented conform to the current presentation.
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Variable Interest Entities - The Company has evaluated all of its investments in legal entities in order to determine if
they are variable interests in Variable Interest Entities ("VIEs"). A VIE is defined as an entity in which equity
investors (i) do not have the characteristics of a controlling financial interest, and/or (ii) do not have sufficient equity
at risk for the entity to finance its activities without additional subordinated financial support from other parties. A
variable interest is an investment or other interest that will absorb portions of a VIE's expected losses or receive
portions of the entity’s expected residual returns. A VIE is required to be consolidated by its primary beneficiary,
which is defined as the party that (i) has the power to control the activities that most significantly impact the VIE’s
economic performance and (ii) has the obligation to absorb losses of the VIE that could potentially be significant to
the VIE or the right to receive benefits from the VIE that could potentially be significant to the VIE.

To assess whether the Company has the power to direct the activities of a VIE that most significantly impact the VIE’s
economic performance, the Company considers all facts and circumstances, including the Company’s role in
establishing the VIE and the Company’s ongoing rights and responsibilities. This assessment includes first, identifying
the activities that most significantly impact the VIE’s economic performance; and second, identifying which party, if
any, has power over those activities. In general, the parties that make the
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most significant decisions affecting the VIE or have the right to unilaterally remove those decision makers are deemed
to have the power to direct the activities of a VIE.

To assess whether the Company has the obligation to absorb losses of the VIE or the right to receive benefits from the
VIE that could potentially be significant to the VIE, the Company applies significant judgment and considers all of its
economic interests, including debt and equity investments and other arrangements deemed to be variable interests,
both explicit and implicit, in the VIE. This assessment requires that the Company apply judgment in determining
whether these interests, in the aggregate, are considered potentially significant to the VIE. Factors considered in
assessing significance include: the design of the VIE, including its capitalization structure; subordination of interests;
payment priority; relative share of interests held across various classes within the VIE’s capital structure; and the
reasons why the interests are held by the Company.

The Company performs ongoing reassessments of whether changes in the facts and circumstances regarding the
Company’s involvement with a VIE causes the Company’s consolidation conclusion regarding the VIE to change.

Cash and Cash Equivalents — Cash and cash equivalents include cash on hand, cash held in money market funds on an
overnight basis and cash pledged as collateral with counterparties. Cash deposited with clearing organizations is
carried at cost, which approximates fair value. The Company also maintains collateral in the form of cash on margin
with counterparties to its interest rate swaps and other derivatives. As a result of a change to a clearing organization’s
rulebook effective January 3, 2017, beginning with the first quarter 2017 and in subsequent periods the Company is
presenting the fair value of centrally cleared interest rate swaps net of variation margin pledged under such
transactions. The variation margin was previously reported under cash and cash equivalents. As of June 30, 2017,
$799.8 million of variation margin was reported as a reduction to interest rate swaps, at fair value. RCap Securities,
Inc. (or RCap) is a member of various clearing organizations with which it maintains cash required to conduct its
day-to-day clearance activities. Cash and securities deposited with clearing organizations and collateral held in the
form of cash on margin with counterparties to the Company’s interest rate swaps and other derivatives totaled
approximately $590.1 million and $1.4 billion at June 30, 2017 and December 31, 2016, respectively.

Fair Value Measurements — The Company reports various financial instruments at fair value. A complete discussion of
the methodology utilized by the Company to estimate the fair value of certain financial instruments is included in
these Notes to Consolidated Financial Statements.

Revenue Recognition — The revenue recognition policy by asset class is discussed below.

Agency Mortgage-Backed Securities, Agency Debentures, Non-Agency Mortgage-Backed Securities and CRT
Securities — The Company invests in mortgage pass-through certificates, collateralized mortgage obligations and other
mortgage-backed securities representing interests in or obligations backed by pools of mortgage loans and certificates
guaranteed by the Government National Mortgage Association (“Ginnie Mae”), the Federal Home Loan Mortgage
Corporation (“Freddie Mac”) or the Federal National Mortgage Association (“Fannie Mae”) (collectively, “Agency
mortgage-backed securities””). These Agency mortgage-backed securities may include forward contracts for Agency
mortgage-backed securities purchases or sales of a generic pool, on a to-be-announced basis (“TBA securities”). The
Company also invests in Agency debentures issued by the Federal Home Loan Banks, Freddie Mac and Fannie Mae,
as well as CRT securities. CRT securities are risk sharing instruments issued by Fannie Mae and Freddie Mac, and
similarly structured transactions arranged by third party market participants. CRT securities are designed to
synthetically transfer mortgage credit risk from Fannie Mae and Freddie Mac to private investors. The Company also
invests in non-Agency mortgage-backed securities such as those issued in non-performing loan (“NPL”) and
re-performing loan (“RPL”) securitizations.

19



Edgar Filing: ANNALY CAPITAL MANAGEMENT INC - Form 10-Q

Agency mortgage-backed securities, Agency debentures, non-Agency mortgage-backed securities and CRT securities
are referred to herein as “Residential Investment Securities.” Although the Company generally intends to hold most of
its Residential Investment Securities until maturity, it may, from time to time, sell any of its Residential Investment
Securities as part of the overall management of its portfolio. Residential Investment Securities classified as
available-for-sale are reported at fair value with unrealized gains and losses reported as a component of Other
comprehensive income (loss) unless the Company has elected the fair value option, where the unrealized gains and
losses on these financial instruments are recorded through earnings (e.g., interest-only securities). The fair value of
Residential Investment Securities classified as available-for-sale are estimated by management and are compared to
independent sources for reasonableness. Residential Investment Securities transactions are recorded on trade date,
including TBA securities that meet the regular-way securities scope exception from derivative accounting. Gains and
losses on sales of Residential Investment Securities are recorded on trade date based on the specific identification
method.

20



Edgar Filing: ANNALY CAPITAL MANAGEMENT INC - Form 10-Q

ANNALY CAPITAL MANAGEMENT, INC. AND SUBSIDIARIES
Item 1. Financial Statements

The Company elected the fair value option for interest-only mortgage-backed securities, non-Agency
mortgage-backed securities and certain CRT securities as this election simplifies the accounting. Interest-only
securities and inverse interest-only securities are collectively referred to as “interest-only securities.” These interest-only
mortgage-backed securities represent the Company’s right to receive a specified proportion of the contractual interest
flows of specific mortgage-backed securities. Interest-only mortgage-backed securities, non-Agency mortgage-backed
securities and certain CRT securities are measured at fair value with changes in fair value recorded as Net unrealized
gains (losses) on investments measured at fair value through earnings in the Company’s Consolidated Statements of
Comprehensive Income (Loss). The interest-only securities are included in Agency mortgage-backed securities at fair
value on the accompanying Consolidated Statements of Financial Condition.

The Company recognizes coupon income, which is a component of interest income, based upon the outstanding
principal amounts of the Residential Investment Securities and their contractual terms. In addition, the Company
amortizes or accretes premiums or discounts into interest income for its Agency mortgage-backed securities (other
than interest-only securities), taking into account estimates of future principal prepayments in the calculation of the
effective yield. The Company recalculates the effective yield as differences between anticipated and actual
prepayments occur. Using third-party model and market information to project future cash flows and expected
remaining lives of securities, the effective interest rate determined for each security is applied as if it had been in place
from the date of the security’s acquisition. The amortized cost of the security is then adjusted to the amount that would
have existed had the new effective yield been applied since the acquisition date, which results in a cumulative
premium amortization adjustment in each period. The adjustment to amortized cost is offset with a charge or credit to
interest income. Changes in interest rates and other market factors will impact prepayment speed projections and the
amount of premium amortization recognized in any given period.

Premiums or discounts associated with the purchase of Agency interest-only securities and residential credit securities
are amortized or accreted into interest income based upon current expected future cash flows with any adjustment to
yield made on a prospective basis.

Interest income for Agency debentures is recognized by applying the interest method using contractual cash flows

without estimating prepayments.

The table below summarizes the interest income recognition methodology for Residential Investment Securities:
Interest Income

Methodology
Agency
Fixed-rate pass-through() Effective yield®
Adjustable-rate pass-through(!) Effective yield®

Collateralized Mortgage Obligation (“CMOY) Effective yield®
Contractual Cash

Debentures(!) Flows

Interest-only? Prospective

Residential Credit

CRT® Prospective
Legacy @ Prospective
NPL/RPL @ Prospective
New issue @) Prospective
New issue interest-only ) Prospective
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(1) Changes in fair value are recognized in Other comprehensive income (loss) on the accompanying Consolidated
Statements of Comprehensive Income (Loss).

(2) Changes in fair value are recognized in Net unrealized gains (losses) on investments measured at fair value through
earnings on the accompanying Consolidated Statements of Comprehensive Income (Loss).

() Effective yield is recalculated for differences between estimated and actual prepayments and the amortized cost is
adjusted as if the new effective yield had been applied since inception.

Residential Mortgage Loans — The Company’s residential mortgage loans are primarily comprised of new origination,
performing adjustable-rate and fixed-rate whole loans acquired in connection with the Company’s acquisition of
Hatteras Financial Corp. (“Hatteras” and such acquisition, the “Hatteras Acquisition”) and through subsequent purchases.
Additionally, in connection with the Hatteras Acquisition, the Company consolidates a collateralized financing entity
that securitized prime adjustable-rate jumbo

8
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residential mortgage loans. The Company made elections to account for the investments in residential mortgage loans
held in its portfolio and in the securitization trust at fair value as these elections simplify the accounting. Residential
mortgage loans are recognized at fair value on the accompanying Consolidated Statements of Financial Condition.
Changes in the estimated fair value are presented in Net unrealized gains (losses) on investments measured at fair
value through earnings in the Consolidated Statements of Comprehensive Income (Loss).

Premiums and discounts associated with the purchase of residential mortgage loans and with those held in the
securitization trust are primarily amortized or accreted into interest income over their estimated remaining lives using
the effective interest rates inherent in the estimated cash flows from the mortgage loans. Amortization of premiums
and accretion of discounts are presented in Interest income in the Consolidated Statements of Comprehensive
Income (Loss).

There was no real estate acquired in settlement of residential mortgage loans as of June 30, 2017 or December 31,
2016. The Company would be considered to have received physical possession of residential real estate property
collateralizing a residential mortgage loan, so that the loan is derecognized and the real estate property would be
recognized, if either (i) the Company obtains legal title to the residential real estate property upon completion of a
foreclosure or (ii) the borrower conveys all interest in the residential real estate property to the Company to satisfy the
loan through completion of a deed in lieu of foreclosure or through a similar legal agreement.

MSRs — MSRs represent the rights associated with servicing contracts obtained in connection with the Hatteras
Acquisition or through the subsequent purchase of such rights from third parties with the intention of holding them as
investments. The Company and its subsidiaries do not originate or directly service mortgage loans. Rather, the
Company utilizes duly licensed subservicers to perform substantially all of the servicing functions for the loans
underlying the MSRs. The Company elected to account for all of its investments in MSRs at fair value; as such, they
are recognized at fair value on the accompanying Consolidated Statements of Financial Condition with changes in the
estimated fair value presented as a component of Net unrealized gains (losses) on investments measured at fair value
through earnings in the Consolidated Statements of Comprehensive Income (Loss). Servicing income, net of servicing
expenses, is reported in Other income (loss) in the Consolidated Statements of Comprehensive

Income (Loss).

Equity Securities — The Company may invest in equity securities that are classified as available-for-sale or trading.
Equity securities classified as available-for-sale are reported at fair value, based on market quotes, with unrealized
gains and losses reported as a component of Other comprehensive income (loss). Equity securities classified as trading
are reported at fair value, based on market quotes, with unrealized gains and losses reported in the Consolidated
Statements of Comprehensive Income (Loss) as Net gains (losses) on trading assets. Dividends are recorded in
earnings based on the declaration date. Equity securities that do not have readily determinable fair values, do not
result in consolidation of the investee and are not required to be accounted for under the equity method are carried at
cost. Dividends from cost method equity securities are recognized as income when received to the extent they are
distributed from net accumulated earnings.

Derivative Instruments — The Company may use a variety of derivative instruments to economically hedge some of its
exposure to market risks, including interest rate and prepayment risk. These instruments include, but are not limited
to, interest rate swaps, options to enter into interest rate swaps (‘“swaptions”), TBA securities without intent to accept
delivery (“TBA derivatives”), options on TBA securities (“MBS options”), U.S. Treasury and Eurodollar futures contracts
and certain forward purchase commitments. The Company may also enter into other types of mortgage derivatives
such as interest-only securities, credit derivatives referencing the commercial mortgage-backed securities index and
synthetic total return swaps. Derivatives are accounted for in accordance with the Financial Accounting Standards
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Board (“FASB”) Accounting Standards Codification (“ASC”) 815, Derivatives and Hedging, which requires recognition
of all derivatives as either assets or liabilities at fair value in the Consolidated Statements of Financial Condition with
changes in fair value recognized in the Consolidated Statements of Comprehensive Income (Loss). None of the
Company’s derivative transactions have been designated as hedging instruments for accounting purposes.

Some derivative agreements contain provisions that allow for netting or setting off by counterparty; however, the
Company elected to present related assets and liabilities on a gross basis in the Consolidated Statements of Financial
Condition.

Interest rate swap agreements — Interest rate swaps are the primary instrument used to mitigate interest rate risk. In
particular, the Company uses interest rate swaps to manage its exposure to changing interest rates on its repurchase
agreements by economically hedging cash flows associated with these borrowings. Swap agreements may or may not
be cleared through a derivatives clearing organization (“DCQ”). Uncleared swaps are fair valued using internal pricing
models and compared to the counterparty market values. Centrally cleared swaps are fair valued using internal pricing
models and compared to the DCO’s market values.

Interest rate swaptions — Interest rate swaptions are purchased/sold to mitigate the potential impact of increases or
decreases in interest rates. Interest rate swaptions provide the option to enter into an interest rate swap agreement for
a predetermined notional amount, stated term and pay and receive interest rates in the future. They are not centrally
cleared. The premium paid/received for interest rate swaptions is reported as an asset/liability in the Consolidated
Statement of Financial Condition. The difference between the premium and the fair value of the swaption is reported
in Net gains (losses) on trading assets in the Consolidated Statements of Comprehensive Income (Loss). If a swaption
expires unexercised, the realized gain (loss) on the swaption would be equal to the premium received/paid. If the
Company sells or exercises a swaption, the realized gain or loss on the swaption would be equal to the difference
between the cash received or the fair value of the underlying interest rate swap received and the premium paid.
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The fair value of interest rate swaptions is estimated using internal pricing models and compared to the counterparty
market value.

TBA Dollar Rolls — TBA dollar roll transactions are accounted for as a series of derivative transactions. The fair value
of TBA derivatives is based on methods similar to those used to value Agency mortgage-backed securities with gains
and losses recorded in Net gains (losses) on trading assets in the Consolidated Statements of Comprehensive Income
(Loss).

MBS Options — MBS options are generally options on TBA contracts, which help manage mortgage market risks and
volatility while providing the potential to enhance returns. MBS options are over-the-counter traded instruments and
those written on current-coupon mortgage-backed securities are typically the most liquid. MBS options are measured
at fair value using internal pricing models and compared to the counterparty market value at the valuation date with
gains and losses recorded in Net gains (losses) on trading assets in the Consolidated Statements of Comprehensive
Income (Loss).

Futures Contracts — Futures contracts are derivatives that track the prices of specific assets or benchmark rates. Short
sales of futures contracts help mitigate the potential impact of changes in interest rates on the portfolio

performance. The Company maintains margin accounts which are settled daily with Futures Commission Merchants
(“FCMs”). The margin requirement varies based on the market value of the open positions and the equity retained in the
account. Futures contracts are fair valued based on exchange pricing with gains and losses recorded in Net gains
(losses) on trading assets in the Consolidated Statements of Comprehensive

Income (Loss).

Forward purchase commitments — The Company may enter into forward purchase commitments with counterparties
whereby the Company commits to purchasing residential mortgage loans at a particular price, provided the residential
mortgage loans close with the counterparties. Gains and losses are recorded in Net gains (losses) on trading assets in
the Consolidated Statements of Comprehensive Income (Loss).

Goodwill and Intangible Assets — The Company’s acquisitions are accounted for using the acquisition method. Under
the acquisition method, net assets and results of operations of acquired companies are included in the consolidated
financial statements from the date of acquisition. The purchase prices are allocated to the assets acquired, including
identifiable

intangible assets, and the liabilities assumed based on their estimated fair values at the date of acquisition. The excess
of purchase price over the fair value of the net assets acquired is recognized as goodwill. Conversely, any excess of
the fair value of the net assets acquired over the purchase price is recognized as a bargain purchase gain.

The Company tests goodwill for impairment on an annual basis and at interim periods when events or circumstances
may make it more likely than not that an impairment has occurred. If a qualitative analysis indicates that there may be
an impairment, a quantitative analysis is performed. The quantitative impairment test for goodwill utilizes a two-step
approach, whereby the Company compares the carrying value of each identified reporting unit to its fair value. If the
carrying value of the reporting unit is greater than its fair value, the second step is performed, where the implied fair
value of goodwill is compared to its carrying value. The Company recognizes an impairment charge for the amount by
which the carrying amount of goodwill exceeds its fair value.

Finite life intangible assets are amortized over their expected useful lives.

Repurchase Agreements — The Company finances the acquisition of a significant portion of its assets with repurchase
agreements. At the inception of each transaction, the Company assesses each of the specified criteria in ASC 860,
Transfers and Servicing, and has determined that each of the financings agreements meet the specified criteria in this
guidance.
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Reverse repurchase agreements and repurchase agreements with the same counterparty and the same maturity are
presented net in the Consolidated Statements of Financial Condition when the terms of the agreements meet the
criteria to permit netting. The Company reports cash flows on repurchase agreements as financing activities in the
Consolidated Statements of Cash Flows. The Company reports cash flows on reverse repurchase and repurchase
agreements entered into by RCap as operating activities in the Consolidated Statements of

Cash Flows.

Stock Based Compensation — The Company is required to measure and recognize in the consolidated financial
statements the compensation cost relating to share-based payment transactions. The Company recognizes
compensation expense on a straight-line basis over the requisite service period for the entire award.

10
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Income Taxes — The Company has elected to be taxed as a REIT and intends to comply with the provisions of the
Code, with respect thereto. Accordingly, the Company will not be subject to federal income tax to the extent of its
distributions to stockholders and as long as certain asset, income and stock ownership tests are met. The Company
and certain of its direct and indirect subsidiaries, including RCap and certain subsidiaries of Annaly Commercial Real
Estate Group, Inc. and Hatteras, have made separate joint elections to treat these subsidiaries as taxable REIT
subsidiaries (“TRSs”). As such, each of these TRSs is taxable as a domestic C corporation and subject to federal, state
and local income taxes based upon their taxable income.

The provisions of ASC 740, Income Taxes (“ASC 740”), clarify the accounting for uncertainty in income taxes
recognized in financial statements and prescribe a recognition threshold and measurement attribute for uncertain tax
positions taken or expected to be taken on a tax return. ASC 740 also requires that interest and penalties related to
unrecognized tax benefits be recognized in the financial statements. The Company does not have any unrecognized
tax benefits that would affect its financial position. Thus, no accruals for penalties and interest were necessary as of
June 30, 2017 and December 31, 2016.

Use of Estimates — The preparation of the consolidated financial statements in conformity with GAAP requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. Actual results could differ from those estimates.

Commercial Real Estate Investments

Commercial Real Estate Debt Investments — The Company’s commercial real estate debt investments are comprised of
commercial mortgage-backed securities and loans held by consolidated collateralized financing entities. Commercial
mortgage-backed securities are classified as available-for-sale and reported at fair value with unrealized gains and
losses reported as a component of Other comprehensive income (loss). Management evaluates commercial
mortgage-backed securities for other-than-temporary impairment at least quarterly. See the “Commercial Real Estate
Investments” Note for additional information regarding the consolidated collateralized financing entities.
Commercial Real Estate Loans and Preferred Equity Interests (collectively referred to as “CRE Debt and Preferred
Equity Investments”) — The Company's commercial real estate loans are comprised of fixed-rate and adjustable-rate
loans. The Company designates loans as held for investment if it has the intent and ability to hold the loans until
maturity or payoff. The difference between the principal amount of a loan and proceeds at acquisition is recorded as
either a discount or premium. Commercial real estate loans that are designated as held for investment and are
originated or purchased by the Company are carried at their outstanding principal balance, net of unamortized
origination fees and costs, premiums or discounts, less an allowance for loan losses if necessary. Origination fees and
costs, premiums or discounts are amortized into interest income over the life of the loan.

If the Company intends to sell or securitize the loans and the securitization vehicle is not expected to be consolidated,
they are classified as held for sale. Commercial real estate loans that are designated as held for sale are carried at the
lower of amortized cost or fair value and recorded as Commercial loans held for sale, net in the accompanying
Consolidated Statements of Financial Condition. Any origination fees and costs or purchase premiums or discounts
are deferred and recognized upon sale. The Company determines the fair value of commercial real estate loans held
for sale on an individual loan basis.

Preferred equity interests are designated as held for investment and are carried at their outstanding principal balance,
net of unamortized origination fees and costs, premiums or discounts, less a reserve for estimated losses if necessary.
See the “Commercial Real Estate Investments” Note for additional information.

Investments in Commercial Real Estate — Investments in commercial real estate are carried at historical cost less
accumulated depreciation. Historical cost includes all costs necessary to bring the asset to the condition and location
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necessary for its intended use, including financing during the construction period. Costs directly related to
acquisitions deemed to be business combinations are expensed. Ordinary repairs and maintenance which are not
reimbursed by tenants are expensed as incurred. Major replacements and improvements that extend the useful life of
the asset are capitalized and depreciated over their useful life.

Investments in commercial real estate are depreciated using the straight-line method over the estimated useful lives of
the assets, summarized as follows:

11
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Category Term
Building 30 - 40 years

Site improvements 1 - 28 years

The Company follows the acquisition method of accounting for acquisitions of operating real estate held for
investment, where the purchase price of operating real estate is allocated to tangible assets such as land, building, site
improvements and other identified intangibles such as above/below market and in-place leases.

The Company applies the equity method of accounting for its investments in joint ventures where it is not considered
to have a controlling financial interest. Under the equity method of accounting, the Company will recognize its share
of earnings or losses of the investee in the period in which they are reported by the investee. The Company also
considers whether there are any indicators of other-than-temporary impairment of joint ventures accounted for under
the equity method.

The Company evaluates whether real estate acquired in connection with a foreclosure, or deed in lieu of foreclosure,
(herein collectively referred to as a foreclosure) (“REO”) constitutes a business and whether business combination
accounting is applicable. Upon foreclosure of a property, the excess of the carrying value of a loan, if any, over the
estimated fair value of the property, less estimated costs to sell, is charged to provision for loan losses.

Investments in commercial real estate, including REO, that do not meet the criteria to be classified as held for sale are

separately presented in the Consolidated Statements of Financial Condition as held for investment. Real estate held for
sale is reported at the lower of its carrying value or its estimated fair value less estimated costs to sell. Once a property
is determined to be held for sale, depreciation is no longer recorded.

The Company's real estate portfolio (REO and real estate held for investment) is reviewed on a quarterly basis, or
more frequently as necessary, to assess whether there are any indicators that the value of its operating real estate may
be impaired or that its carrying value may not be recoverable. A property's value is considered impaired if the
Company's estimate of the aggregate future undiscounted cash flows to be generated by the property is less than the
carrying value of the property. In conducting this review, the Company considers U.S. macroeconomic factors,
including real estate sector conditions, together with asset specific and other factors. To the extent impairment has
occurred and is considered to be other than temporary, the loss will be measured as the excess of the carrying amount
of the property over the calculated fair value of the property.

Revenue Recognition — Commercial Real Estate Investments - Interest income is accrued based on the outstanding
principal amount of CRE Debt and Preferred Equity Investments and their contractual terms. Origination fees and
costs, premiums or discounts associated with the purchase of CRE Debt and Preferred Equity Investments are
amortized or accreted into interest income over the lives of the CRE Debt and Preferred Equity Investments using the
interest method.

Corporate Debt

Corporate Loans — The Company’s investments in corporate debt that are loans are designated as held for investment
when the Company has the intent and ability to hold the investment until maturity or payoff. These investments are
carried at their principal balance outstanding plus any premiums or discounts less allowances for loan losses. Interest
income from coupon payments is accrued based upon the outstanding principal amounts of the debt and its contractual
terms. Premiums and discounts are amortized or accreted into interest income using the interest method. These
investments typically take the form of senior secured loans primarily in first lien and second lien loans. The
Company’s senior secured loans generally have stated maturities of three to eight years. In connection with these
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senior secured loans the Company receives a security interest in certain of the assets of the borrower and such assets
support repayment of such loans. Senior secured loans are generally exposed to the least amount of credit risk given
their seniority to scheduled principal and interest and priority of security in the assets of the borrower. To date, the
significant majority of the Company’s investments in corporate debt have been funded term loans versus bonds.
Corporate Debt Securities — The Company’s investments in corporate debt that are debt securities are designated as
held-to-maturity when the Company has the intent and ability to hold the investment until maturity. These investments
are carried at their principal balance outstanding plus any premiums or discounts less other-than-temporary
impairment. Interest income from coupon payments is accrued based upon the outstanding principal amounts of the
debt and its contractual terms. Premiums and discounts are amortized or accreted into interest income using the
interest method.

Impairment of Securities and Loans

Other-Than-Temporary Impairment — Management evaluates available-for-sale securities and held-to-maturity debt
securities for other-than-temporary impairment at least quarterly, and more frequently when economic or market
conditions warrant such evaluation.

12
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When the fair value of an available-for-sale security is less than its amortized cost the security is considered impaired.
For securities that are impaired, the Company determines if it (1) has the intent to sell the security, (2) is more likely
than not that it will be required to sell the security before recovery of its amortized cost basis, or (3) does not expect to
recover the entire amortized cost basis of the security. Further, the security is analyzed for credit loss (the difference
between the present value of cash flows expected to be collected and the amortized cost basis). The credit loss, if any,
will then be recognized in the Consolidated Statements of Comprehensive Income (Loss), while the balance of losses
related to other factors will be recognized as a component of Other comprehensive income (loss). If the fair value is
less than the cost of a held-to-maturity security, the Company performs an analysis to determine whether it expects to
recover the entire cost basis of the security. There was no other-than-temporary impairment recognized for the three
months ended June 30, 2017 and 2016.

Allowance for Losses — The Company evaluates the need for a loss reserve on its CRE Debt and Preferred Equity
Investments and its corporate loans. A provision for losses related to CRE Debt and Preferred Equity Investments and
corporate loans, including those accounted for under ASC 310-30, Loans and Debt Securities Acquired with
Deteriorated Credit Quality, may be established when it is probable the Company will not collect amounts
contractually due or all amounts previously estimated to be collectable. Management assesses the credit quality of the
portfolio and adequacy of loan loss reserves on a quarterly basis, or more frequently as necessary. Significant
judgment is required in this analysis. Depending on the expected recovery of its investment, the Company considers
the estimated net recoverable value of the CRE Debt and Preferred Equity Investments as well as other factors,
including but not limited to the fair value of any collateral, the amount and the status of any senior debt, the prospects
for the borrower and the competitive landscape where the borrower conducts business. To determine if loan loss
allowances are required on investments in corporate debt, the Company reviews the monthly and/or quarterly financial
statements of the borrowers, verifies loan compliance packages, if applicable, and analyzes current results relative to
budgets and sensitivities performed at inception of the investment. Because these determinations are based upon
projections of future economic events, which are inherently subjective, the amounts ultimately realized may differ
materially from the carrying value as of the reporting date.

The Company may be exposed to various levels of credit risk depending on the nature of its investments and credit
enhancements, if any, supporting its assets. The Company’s core investment process includes procedures related to the
initial approval and periodic monitoring of credit risk and other risks associated with each investment. The Company’s
investment underwriting procedures include evaluation of the underlying borrowers’ ability to manage and operate
their respective properties or companies. Management reviews loan-to-value metrics upon either the origination or
the acquisition of a new investment but generally does not update the loan-to-value metrics in the course of quarterly
surveillance.

Management generally reviews the most recent financial information produced by the borrower, which may include,
but is not limited to, net operating income (“NOI”), debt service coverage ratios, property debt yields (net cash flow or
NOI divided by the amount of outstanding indebtedness), loan per unit and rent rolls relating to each of the Company’s
CRE Debt and Preferred Equity Investments, and may consider other factors management deems important.
Management also reviews market pricing to determine each borrower’s ability to refinance their respective assets at the
maturity of each loan. Management also reviews economic trends, both macro and those affecting the property
specifically, and the supply and demand of competing projects in the sub-market in which each subject property is
located. Management monitors the financial condition and operating results of its corporate borrowers and
continually assesses the future outlook of the borrower’s financial performance in light of industry developments,
management changes and company-specific considerations.

In connection with the quarterly surveillance review process, the Company’s CRE Debt and Preferred Equity
Investments are assigned an internal risk rating. The loan risk ratings reflect guidance provided by the Office of the
Comptroller of the Currency for commercial real estate lending. The initial internal risk ratings (‘“Initial Ratings™) are
based on loan-to-values and the net operating income debt yields of the underlying collateral of the Company’s CRE
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Debt and Preferred Equity Investments and based upon leverage and cash flow coverages of the borrowers’ debt and
operating obligations. The final internal risk ratings are influenced by other quantitative and qualitative factors that
can result in an adjustment to the Initial Ratings, subject to review and approval by the respective committee. The
internal risk rating categories include ‘“Performing”, “Performing - Closely Monitored”, “Performing - Special Mention”,
“Substandard”, “Doubtful” or “Loss”. Performing loans meet all present contractual obligations. Performing - Closely
Monitored loans meet all present contractual obligations, but are transitional or could be exhibiting some weakness in
both leverage and liquidity. Performing - Special Mention loans exhibit potential weakness that deserves
management’s close attention and if uncorrected, may result in deterioration of repayment prospects. Substandard
loans are inadequately protected by sound worth and paying capacity of the obligor or of the collateral pledged with a
distinct possibility that loss will be sustained if some of the deficiencies are not corrected. Doubtful loans are
Substandard loans whereby collection of all contractual principal and interest is highly questionable or improbable.
Loss loans are considered uncollectible.
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Nonaccrual Status — If collection of a loan’s principal or interest is in doubt or the loan is 90 days or more past due,
interest income is not accrued. For nonaccrual status loans carried at fair value or held for sale, interest is not accrued,
but is recognized on a cash basis. For nonaccrual status loans carried at amortized cost, if collection of principal is not
in doubt, but collection of interest is in doubt, interest income is recognized on a cash basis. If collection of principal
is in doubt, any interest received is applied against principal until collectability of the remaining balance is no longer
in doubt; at that point, any interest income is recognized on a cash basis. Generally, a loan is returned to accrual status
when the borrower has resumed paying the full amount of the scheduled contractual obligation, if all principal and
interest amounts contractually due are reasonably assured of repayment within a reasonable period of time and there is
a sustained period of repayment performance by the borrower.

The Company did not have any impaired loans, nonaccrual loans, or loans in default as all of the loans were
performing as of June 30, 2017 and December 31, 2016. There were no allowances for loan losses as of June 30, 2017
and December 31, 2016.

Broker Dealer Activities

Reverse Repurchase Agreements — RCap enters into reverse repurchase agreements and repurchase agreements as part
of its matched book trading activity. Reverse repurchase agreements are recorded on settlement date at the contractual
amount and are collateralized by mortgage-backed or other securities. Margin calls are made by RCap as necessary
based on the daily valuation of the underlying collateral as compared to the contract price. RCap generates income
from the spread between what is earned on the reverse repurchase agreements and what is paid on the matched
repurchase agreements. RCap’s policy is to obtain possession of collateral with a market value in excess of the
principal amount loaned under reverse repurchase agreements. To ensure that the market value of the underlying
collateral remains sufficient, collateral is valued daily, and RCap will require counterparties to deposit additional
collateral, when necessary. All reverse repurchase activities are transacted under master repurchase agreements that
give RCap the right, in the event of default, to liquidate collateral held and in some instances, to offset receivables and
payables with the same counterparty. Substantially all of RCap’s reverse repurchase activity is with affiliated entities.

Recent Accounting Pronouncements
The Company considers the applicability and impact of all Accounting Standards Updates (“ASUs”). ASUs not listed
below were determined to be either not applicable, are not expected to have a significant impact on our consolidated

financial statements when adopted, or did not have a significant impact on our consolidated financial statements upon
adoption.
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Standard

Standards that are not

yet adopted

ASU 2017-05 Other
Income - Gains and
Losses from the
Derecognition of
Nonfinancial Assets
(Subtopic 610-20):
Clarifying the Scope
of Asset
Derecognition
Guidance and

Description

This update clarifies that a financial asset
is within the scope of Subtopic 610-20 if
it meets the definition of an in-substance
nonfinancial asset, including nonfinancial
assets transferred within a legal entity to
a counterparty. The ASU requires the
Company to derecognize a distinct
nonfinancial asset or in-substance
nonfinancial asset in a partial sale
transaction when it ceases to have a
controlling financial interest in a legal
entity that holds the asset or transfers
control of the asset, with any

Accounting for Partialnoncontrolling interest retained
Sales of Nonfinancial recognized at fair value. Transfers of

Assets

ASU 2017-01
Business
Combinations (Topic
805) Clarifying the
Definition of a
Business

ASU 2016-13

ownership interest in a consolidated
subsidiary with controlling financial
interest retained are accounted for as
equity transactions.

This update provides a screen to
determine and a framework to evaluate
when a set of assets and activities is a
business.

This ASU updates the existing incurred

Financial Instruments loss model to a current expected credit
- Credit Losses (Topicloss (“CECL”) model for financial assets adoption
326): Measurement of and net investments in leases that are not permitted)

Credit Losses on

accounted for at fair value through

Financial Instruments earnings. The amendments affect loans,

held-to-maturity debt securities, trade
receivables, net investments in leases,
off-balance sheet credit exposures and
any other financial assets not excluded
from the scope. There are also limited
amendments to the impairment model for
available-for-sale debt securities.

Effective
Date

January 1,
2018 (early
adoption
permitted).

January 1,
2018 (early
adoption
permitted)

January 1,
2020 (early

Effect on the financial statements or
other significant matters

The Company is evaluating the expected
impact of this ASU.

The amendments are expected to result
in fewer transactions being accounted
for as business combinations.

The Company currently plans to adopt
the new standard on its effective date
and has developed an implementation
plan, which it has begun executing.
While the Company is continuing to
assess the impact the ASU will have on
the consolidated financial statements, the
measurement of expected credit losses
under the CECL model will be based on
relevant information about past events,
including historical experience, current
conditions, and reasonable and
supportable forecasts that affect the
collectability of the reported amounts of
the financial assets in scope of the
model. Further, based on the amended
guidance for available-for-sale debt
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securities, the Company:

* will be required to use an allowance
approach to recognize credit impairment,
with the allowance to be limited to the
amount by which the security’s fair value
is less than its amortized cost basis;

* may not consider the length of time fair
value has been below amortized cost,
and

* may not consider recoveries of fair
value after the balance sheet date when
assessing whether a credit loss exists.
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4. ACQUISITION OF HATTERAS

As previously disclosed in the Company’s filings with the Securities and Exchange Commission (“SEC”), on July 12,
2016 the Company completed its acquisition of Hatteras, an externally managed mortgage REIT that invested
primarily in single-family residential mortgage real estate assets, for aggregate consideration to Hatteras common
stockholders of $1.5 billion, consisting of $1.0 billion in equity consideration and $521.1 million in cash
consideration. The Company issued 93.9 million shares of common stock as part of the consideration for the Hatteras
Acquisition, which includes replacement share-based payment awards.

In addition, as part of the Hatteras Acquisition, each share of Hatteras 7.625% Series A Cumulative Redeemable
Preferred Stock, par value $0.001 per share (“Hatteras

Preferred Stock™), that was outstanding immediately prior to the completion of the Hatteras Acquisition was converted
into one share of a newly-designated series of the Company’s preferred stock, par value $0.01 per share, which the
Company classified and designated as 7.625% Series E Cumulative Redeemable Preferred Stock, and which has
rights, preferences, privileges and voting powers substantially the same as the Hatteras

Preferred Stock.

The following table summarizes the aggregate consideration and fair value of the assets acquired and liabilities
assumed recognized at the acquisition date:

July 12,

2016

(dollars in
Consideration Transferred: thousands)
Cash $521,082
Common equity 997,707

Preferred shares:

Exchange of Hatteras preferred stock for Annaly preferred stock 278,252
Preferred stock fair value adjustment 9,248
Preferred shares 287,500
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Total consideration $1,806,289
Net Assets:

Cash $562,780
Agency mortgage-backed securities, at fair value 10,863,070
Credit risk transfer securities, at fair value 116,770
Residential mortgage loans 360,447
Mortgage servicing rights 355,820
Other derivatives, at fair value 8,677
Principal receivable 438,005
Accrued interest and dividend receivable 83,814
Other assets 57,250
Total assets acquired $12,846,633
Repurchase agreements $10,422,757
Other secured financing 35,769
Securitized debt of consolidated VIEs 54,135
Other derivatives, at fair value 349,922
Dividends payable 670
Payable for investments purchased 2,643
Accrued interest payable 4,833
Accounts payable and other liabilities 97,039
Total liabilities assumed 10,967,768
Net assets acquired $1,878,865
Bargain purchase gain $72,576

For additional details regarding the terms and conditions of the Hatteras Acquisition and related matters, please refer
to the Company’s other filings with the SEC that were made in connection with the Hatteras Acquisition,

including the Prospectus/Offer to Exchange filed with the SEC pursuant to Rule 424(b)(3) on July 8, 2016 and the
Current Report on Form 8-K filed with the SEC on July 12, 2016.
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5. RESIDENTIAL INVESTMENT SECURITIES

The following tables present the Company’s Residential Investment Securities portfolio that was carried at fair value as
of June 30, 2017 and December 31, 2016:

Agency
Fixed-rate
pass-through
Adjustable-rate
pass-through
Interest-only
Total Agency
investments

Residential Credit
CRT

Alt-A

Prime

Subprime
NPL/RPL

Prime Jumbo (>=
2010 Vintage)
Prime Jumbo (>=
2010 Vintage)
Interest-Only
Total residential
credit investments

Total Residential

Investment Securities

Agency
Fixed-rate
pass-through
Adjustable-rate
pass-through
Interest-only
Total Agency
investments

Residential Credit

June 30, 2017

Principal /  Remaining
Notional Premium
(dollars in thousands)

$61,627,012 $3,671,722

8,092,902
7,051,876

307,181
1,305,067

$76,771,790 $5,283,970

$550,302 $15,364
215,364 1,255
198,358 264
630,337 1,560
128,766 168
110,465 675
793,031 12,832

$2,626,623 $32,118

$79,398,413 $5,316,088

December 31, 2016
Principal /  Remaining
Notional Premium
(dollars in thousands)

$60,759,317 $3,633,354

10,653,109
8,133,805

391,267
1,436,192

$79,546,231 $5,460,813

Remaining Amortized
Discount  Cost

$(1,416 ) $65,297,318

(2,939 ) 8,397,144
- 1,305,067

$(4,355 ) $74,999,529

$(5,915 ) $559,751
(34,464 ) 182,155
(26,268 ) 172,355
(80,889 ) 551,008
(92 ) 128,841

- 111,140

- 12,832

$(147,628) $1,718,082

$(151,983) $76,717,611

Remaining Amortized
Discount  Cost

$(1,956 ) $64,390,715

(4,081 ) 11,040,295
- 1,436,192

$(6,037 ) $76,867,202

Unrealized
Gains(V)
$220,370

26,753
3,351

$250,474

$46,077
11,475
16,497
43,683
815

1,356

2,145

$122,048

$372,522

Unrealized
Gains(V)
$228,430

47,250
4,225

$279,905

Estimated
Fair Value

Unrealized
Losses(D
$(1,045,902) $64,471,787

8,368,878
1,123,333

(55,019 )
(185,085 )

$(1,286,006) $73,963,998

$2 ) $605,826
(149 ) 193,481
- 188,852
(65 ) 594,627
36 ) 129,620
- 112,496
- 14,977
$(252 ) $1,839,879

$(1,286,258) $75,803,877

Estimated
Fair Value

Unrealized
Losses(D
$(1,307,771) $63,311,373

11,033,751
1,244,749

(53,795 )
(195,668 )

$(1,557,234) $75,589,873
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CRT $690,491 $11,113 $(10,907 ) $690,697 $34,046 $(21 ) $724,722
Alt-A 173,108 1,068 (23,039 ) 151,137 3,721 (685 ) 154,173
Prime 248,176 287 (35,068 ) 213,395 7,050 (253 ) 220,192
Subprime 697,983 380 (96,331 ) 602,032 12,578 (1,061 ) 613,549
NPL/RPL 269,802 670 (209 ) 270,263 1,004 (429 ) 270,838
Prime Jumbo (>=

2010 Vintage) 129,453 852 (345 ) 129,960 267 (308 ) 129,919
Prime Jumbo (>=

2010 Vintage)

Interest-Only 863,370 15,129 - 15,129 - (2,493 ) 12,636

Total residential
credit investments $3,072,383  $29,499 $(165,899) $2,072,613 $58,666  $(5,250 ) $2,126,029

Total Residential
Investment Securities $82,618,614 $5,490,312 $(171,936) $78,939,815 $338,571 $(1,562,484) $77,715,902

Unrealized gains and losses on Agency investments, excluding interest-only investments, are reported as a

|,component of Other comprehensive income (loss). Unrealized gains and losses on residential credit securities and
Agency interest-only investments are reported in Net unrealized gains (losses) on investments measured at fair
value through earnings in the Consolidated Statements of Comprehensive Income (Loss).

The following table presents the Company’s Agency mortgage-backed securities portfolio by issuing Agency
concentration as of June 30, 2017 and December 31, 2016:
June 30, December
Investment Type 2017 31, 2016
(dollars in thousands)
Fannie Mae $51,216,573 $51,658,391

Freddie Mac 22,680,257 23,858,110
Ginnie Mae 67,168 73,372
Total $73,963,998 $75,589,873

Actual maturities of the Company’s Residential Investment Securities portfolio are generally shorter than stated
contractual maturities because actual maturities of
the portfolio are generally affected by periodic payments and prepayments of principal on underlying mortgages.
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The following table summarizes the Company’s available-for-sale Residential Investment Securities as of
June 30, 2017 and December 31, 2016, according to their estimated weighted average life classifications:

June 30, 2017 December 31, 2016
) . Estimated Amortized  Estimated Amortized
Weighted Average Life Fair Value Cost Fair Value Cost
(dollars in thousands)
Less than one year $158,935 $159,970 $63,510 $61,775

Greater than one year through five years 17,006,028 16,987,965 12,626,932 12,666,394
Greater than five years through ten years 58,139,230 59,089,002 56,785,601 57,738,588
Greater than ten years 499,684 480,674 8,239,859 8,473,058

Total $75,803,877 $76,717,611 $77,715,902 $78,939,815

The weighted average lives of the Agency mortgage-backed securities at June 30, 2017 and December 31, 2016 in the
table above are based upon projected principal prepayment rates. The actual weighted average lives of the Agency
mortgage-backed securities could be longer or shorter than projected.

The following table presents the gross unrealized losses and estimated fair value of the Company’s Agency
mortgage-backed securities and debentures, accounted for as available-for-sale, by length of time that such securities
have been in a continuous unrealized loss position at June 30, 2017 and December 31, 2016.

June 30, 2017 December 31, 2016
EsFlmated Gross . Number of Espmated Gross ‘ Number of
Fair Unrealized Securities() Fair Unrealized Securities()
Value) Losses(D Value) Losses(D
(dollars in thousands)

Less than 12 Months $50,551,597 $(871,480 ) 1,432 $52,465,045 $(1,094,957) 1,368

12 Months or More 5,823,250 (229,441 ) 55 6,277,814 (266,609 ) 54

Total $56,374,847 $(1,100,921) 1,487 $58,742,859 $(1,361,566) 1,422

(HExcludes interest-only mortgage-backed securities.

The decline in value of these securities is solely due to market conditions and not the quality of the assets.
Substantially all of the Agency mortgage-backed securities are “AAA” rated or carry an implied “AAA” rating. The
investments are not considered to be other-than-temporarily impaired because the Company currently has the ability
and intent to hold the investments to maturity or for a period of time sufficient for a forecasted market price recovery
up to or beyond the cost of the investments, and it is not more likely than not that the Company will be required to sell
the investments before recovery of the amortized cost bases, which may be maturity. Also, the Company is
guaranteed payment of the principal amount of the securities by the respective issuing government agency.

During the three and six months ended June 30, 2017, the Company disposed of $2.5 billion and $4.6 billion of
Residential Investment Securities, resulting in a net realized loss of $5.2 million and $4.0 million, respectively.
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During the three and six months ended June 30, 2016, the Company disposed of $1.8 billion and $5.2 billion of
Residential Investment Securities, resulting in a net realized gain of $11.9 million and $10.3 million, respectively.
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6. RESIDENTIAL MORTGAGE LOANS
The table below presents the fair value and the unpaid principal balance of the residential mortgage loan portfolio as

of June 30, 2017 and December 31, 2016:

June 30, December

2017 31, 2016

(dollars in thousands)
Fair value $779,685 $342.289
Unpaid principal balance $763,850 $338,323

The following table provides information regarding the line items and amounts recognized in the Consolidated

Statements of Comprehensive Income (Loss) for the three and six months ended June 30, 2017 for these investments:

For the For the
Three Six
Months Months
Ended  Ended
June 30, June 30,

2017 2017
(dollars in
thousands)
Net gains (losses) on disposal of investments $(321 ) $(1,314)
Net unrealized gains (losses) on investments measured at fair value through earnings 5,310 6,125
Net interest income 7,120 10,709
Total included in net income (loss) $12,109 $15,520

The change in the fair value of the residential mortgage loans can be attributed to changes in interest rates. None of the

change in the fair value of the residential mortgage loans was attributable to changes in credit risk based on current
delinquencies.

The following table provides the geographic concentrations based on the unpaid principal balances as of June 30,
2017 and December 31, 2016, for the residential mortgage loans, including loans held in a securitization trust:

Geographic Concentrations of Residential Mortgage Loans

June 30, 2017 December 31, 2016
% of % of

Property Location Balance Property Location Balance
California 57.9 % California 463 %
New York 7.2  %Texas 9.6 %
Texas 5.0 %Illinois 57 %
All other (none individually greater than 5%) 29.9 %Florida 52 %

Washington 50 %

All other (none individually greater than 5%) 28.1 %
Total 100.0% Total 100.0%

The table below provides additional data on the Company’s residential mortgage loans, including loans held in a
securitization trust, at June 30, 2017 and December 31, 2016:
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Unpaid principal balance
Interest rate

Maturity
FICO score at loan origination
Loan-to-value ratio at loan origination

June 30, 2017

) Portfolio
Portfolio .
Range Weighted

Average

(dollars in thousands)
$20 - $3,686 $709
2.50% - 6.88%  4.35%

8/1/2029 -

December 31, 2016

Portfolio Por?foho
Range Weighted
Average

(dollars in thousands)
$22 - $1,905 $691
2.50% - 6.75% 3.72%

4/8/2044 -

6/1/2047 10/20/2045 11/1/2046 8/20/2045
620 - 823 753 665 - 814 761
20% - 90% 68% 24% - 90% 71%

As of June 30, 2017 and December 31, 2016, approximately 80% and 85%, respectively, of the carrying value of the

Company’s residential mortgage loans, including loans held in a securitization trust, were adjustable-rate.
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7. MORTGAGE SERVICING RIGHTS
In connection with the Hatteras Acquisition, the Company acquired an MSR portfolio and began investing in MSRs
through a Hatteras wholly-owned subsidiary. The Company elected to carry all investments in MSRs at fair value.

The following table presents activity related to MSRs for the three and six months ended June 30, 2017:

For the For the
Three Six
Months Months
Ended Ended
June 30, June 30,

2017 2017

(dollars in

thousands)
Fair value, beginning of period $632,166 $652,216
Purchases (1) 210 ) 3
Change in fair value due to:
Changes in valuation inputs or assumptions (%) (9,205 ) (15,438)
Other changes, including realization of expected cash flows (17,098 ) (31,128)
Fair value, end of period $605,653 $605,653

(1) Includes adjustments to original purchase price from early payoffs, defaults, or
loans that were delivered but were deemed to not be acceptable.

(2) Principally represent changes in discount rates and prepayment speed inputs
used in valuation model, primarily due to changes in interest rates.

For the three and six months ended June 30, 2017, the Company recognized $33.3 million and $67.8 million,
respectively, of net servicing income from MSRs in Other income (loss) in the Consolidated Statements of
Comprehensive Income (Loss).

8. COMMERCIAL REAL ESTATE INVESTMENTS

On December 11, 2015, the Company originated a $335.0 million recapitalization financing with respect to eight class
A/B office properties in Orange County California. The company previously classified the senior mortgage loan as
held for sale. During the six months ended June 30, 2017, the Company sold the remaining balance of $115.0 million
($114.4 million,

net of origination fees) of the senior loan to unrelated third parties at carrying value. Accordingly, no gain or loss was
recorded in connection with these sales.

At June 30, 2017 and December 31, 2016, commercial real estate debt investments held for investment were
comprised of the following:

CRE Debt and Preferred Equity Investments

June 30, 2017 December 31, 2016
Outstandingarrying Percentage  Outstandingarrying Percentage
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Principal Value()

(dollars in thousands)
Senior mortgages $528,659 $526,535
Mezzanine loans 393,810 392,670
Preferred equity 9,000 8,976
Total ® $931,469 $928,181

of Loan
Portfolio®

56.7
42.3
1.0
100.0

Principal Value()

% $512,322 $510,071
% 453,693 451,467
% 9,000 8,967

% $975,015 $970,505

of Loan
Portfolio®

52.6
46.5
0.9
100.0

() Carrying value includes unamortized origination fees of $3.3 million and $4.5 million
as of June 30, 2017 and December 31, 2016, respectively.

(@) Based on outstanding
principal.

() Excludes Loans held for
sale, net.

%
%
%
%
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June 30, 2017

Senior Mezzanine Preferred Total
Mortgages Loans Equity
(dollars in thousands)
Beginning balance $510,071 $451,467 $8,967 $970,505
Originations & advances (principal) 74,945 36,039 - 110,984
Principal payments (58,608 ) (95,923 ) - (154,531)
Amortization & accretion of (premium) discounts (44 ) 30 - (14 )
Net (increase) decrease in origination fees 741 ) (217 ) - (958 )
Amortization of net origination fees 912 1,274 9 2,195
Net carrying value $526,535 $392,670 $8,976  $928,181
December 31, 2016
Senior Semo.r . Mezzanine Preferred
Mortgages Securitized Loans Equity Total
Mortgages)
(dollars in thousands)
Beginning balance $385,838 $262,703 $578,503  $121,773 $1,348,817
Originations & advances (principal) 211,318 - 62,390 - 273,708
Principal payments (86,310) (263,072 ) (191,291) (113,444) (654,117 )
Amortization & accretion of (premium) discounts (136 ) - (178 ) - (314 )
Net (increase) decrease in origination fees (2,086 ) - 472 ) - (2,558 )
Amortization of net origination fees 1,447 369 2,515 638 4,969
Net carrying value $510,071 $- $451,467 $8,967 $970,505

(M Assets of consolidated VIE.
() Excludes Loans held for sale, net.

Internal CRE Debt and Preferred Equity Investment Ratings

The Company’s internal loan risk ratings are based on the guidance provided by the Office of the Comptroller of the
Currency for commercial real estate lending. The Company’s internal risk rating categories include “Performing”,
“Performing - Closely Monitored”, “Performing - Special Mention”, “Substandard”, “Doubtful” or “Loss”. Performing loans
meet all present contractual obligations. Performing - Closely Monitored loans meet all present contractual
obligations, but are transitional or could be exhibiting some weakness in both leverage and liquidity. Performing -
Special Mention loans meet all present contractual obligations,

but exhibit potential weakness that deserves management’s close attention and if uncorrected, may result in
deterioration of repayment prospects. Substandard loans are inadequately protected by sound worth and paying
capacity of the obligor or of the collateral pledged with a distinct possibility that loss will be sustained if some of the
deficiencies are not corrected. Doubtful loans are Substandard loans whereby collection of all contractual principal
and interest is highly questionable or improbable. Loss loans are considered uncollectible. The Company did not have
any impaired loans, nonaccrual loans, or loans in default in the commercial loans portfolio as all of the loans were
performing as of June 30, 2017 and December 31, 2016. Accordingly, no allowance for loan losses was deemed
necessary as of June 30, 2017 and December 31, 2016.
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June 30, 2017
Percentage Internal Ratings

of
Investment Ogtstg ndin%(;l;i and . ?erformmg ?efformmg
Type Principal Preferred Performing Closely Special SubstandardDoubtful Loss Total
Equity Monitored Mention
Portfolio
(dollars in thousands)
Senior
mortgages $528,659 56.7 % $175,394 $249.075 $104,190 $ - $ - $ - $528,659
Mezzanine
loans 393,810 423 % 195,435 179,188 19,187 - - - 393,810
Preferred equity 9,000 1.0 % - - 9,000 - - - 9,000
$931,469 100.0 % $370,829 $428,263 $132,377 $ - $ - $- $931,469
December 31, 2016
Percentage Internal Ratings
of
Outstandin€RE Performing Performing
?;;jtment Eglnmpal PD;I;L?rI:l Performingélosely _Special SubstandardDoubtful Loss Total
Equity Monitored Mention
Portfolio
(dollars in thousands)
Senior
mortgages $512,322  52.6 % $144,434 $243,448 $124440 $ - $ - § - $512,322
Mezzanine
loans 453,693 46.5 % 254,337 170,039 29,317 - - - 453,693
Preferred equity 9,000 0.9 % - - 9,000 - - - 9,000
$975,015 100.0 % $398,771 $413,487 $162,757 $ - $ - $ - $975015

(1) Excludes Loans held for sale, net.

As of June 30, 2017 and December 31, 2016, approximately 84% and 77%, respectively, of the carrying value of the
Company’s CRE Debt and Preferred Equity Investments, excluding commercial loans held for sale, were
adjustable-rate.

Investments in Commercial Real Estate

There were no acquisitions of commercial real estate holdings during the three and six months ended June 30, 2017.
The Company sold one of its wholly-owned triple net leased properties during the six months ended June 30, 2017 for
$12.0 million and recognized a gain on sale of $5.1 million.

The weighted average amortization period for intangible assets and liabilities as of June 30, 2017 is 4.1 years. Above
market leases and leasehold intangible assets are included in Intangible assets, net and below market leases are
included in Accounts payable and other liabilities in the Consolidated Statements of Financial Condition.
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June 30, December
2017 31,2016
(dollars in thousands)

Real estate held for investment, at amortized cost

Land $111,012 $112,675
Buildings and improvements 330,837 335,945
Subtotal 441,849 448,620
Less: accumulated depreciation (41,062) (34,221 )
Total real estate held for investment, at amortized cost, net 400,787 414,399
Equity in unconsolidated joint ventures 73,723 60,168
Investments in commercial real estate, net $474,510 $474,567

Depreciation expense was $3.9 million and $7.8 million for the three and six months ended June 30, 2017,
respectively. Depreciation expense was $6.1 million and $10.7 million for the three and six months ended
June 30, 2016, respectively. Depreciation expense is included in Other income (loss) in the Consolidated Statements

of Comprehensive Income (Loss).
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Rental Income

The minimum rental amounts due under leases are generally either subject to scheduled fixed increases or
adjustments. The leases generally also require that the

tenants reimburse us for certain operating costs. Approximate future minimum rents to be received over the next five
years and thereafter for non-cancelable operating leases in effect at June 30, 2017 for consolidated investments in real

estate are as follows:

June 30,
2017
(dollars in
thousands)
2017 (remaining) $ 15,511
2018 28,240
2019 24,446
2020 19,749
2021 15,566
Later years 28,649
$ 132,161

Mortgage loans payable as of June 30, 2017 and December 31, 2016, were as follows:

June 30, 2017

Mortgage . .

Property Carrying Mf)rtgage Interest Rate Fixed/Floating Maturity Date Priority
Principal Rate

Value
(dollars in thousands)
Joint Ventures $286,186 $289,125 4.03% - 4.61% Fixed 2024 and 2025 First liens
Tennessee 12,278 12,350 4.01% Fixed 9/6/2019 First liens
Virginia 11,017 11,025 3.58% Fixed 6/6/2019 First liens
Nevada (D 2,329 2,329 L+200 Floating 9/29/2017 First liens

$311,810 $314,829

(1) The mortgage agreement contained an interest rate swap with an expiration date of March 29,
2017. Effective on March 29, 2017, the interest rate swap expired and the Company extended the
maturity date of the mortgage debt to September 29, 2017.

December 31, 2016

Mortgage . .

Property Carrying Mf)rtgage Interest Rate Fixed/Floating Maturity Date Priority
Principal Rate

Value
(dollars in thousands)
Joint Ventures $285,993 $289,125 4.03% - 4.61% Fixed 2024 and 2025 First liens
Tennessee 12,261 12,350 4.01% Fixed 9/6/2019 First liens
Virginia 11,015 11,025 3.58% Fixed 6/6/2019 First liens
Nevada 2,367 2,365 L+200 Floating™  3/29/2017 First liens
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() Includes a mortgage with a fixed rate via an interest rate swap (pay fixed 3.45%,
receive floating rate of L+200).

The following table details future mortgage loan principal payments as of June 30, 2017:

Mortgage
Loan
Principal
Payments
(dollars in
thousands)

2017 (remaining) $ 2,329

2018 -

2019 23,375

2020 -

2021 -

Later years 289,125
$314,829
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9. CORPORATE DEBT

The Company invests in corporate loans and corporate debt securities through Annaly Middle Market Lending LLC.
The industry and rate sensitivity dispersion of the portfolio as of June 30, 2017 and December 31, 2016 are as follows:

Aircraft and Parts

Commercial Fishing

Computer Programming, Data Processing & Other
Computer Related Services

Drugs

Groceries and Related Products

Grocery Stores

Home Health Care Services

Insurance Agents, Brokers and services
Management and Public Relations Services
Medical and Dental Laboratories
Miscellaneous Business Services
Miscellaneous Equipment Rental and Leasing
Miscellaneous Health and Allied Services, not
elsewhere classified

Miscellaneous Nonmetallic Minerals, except Fuels
Miscellaneous Plastic Products

Motor Vehicles and Motor Vehicle Parts and
Supplies

Offices and Clinics of Doctors of Medicine
Offices and Clinics of Health Practitioners, not
elsewhere classified

Personnel Supply Services

Public Warehousing and Storage

Research, Development and Testing Services
Schools and Educational Services, not elsewhere
classified

Surgical, Medical, and Dental Instruments and
Supplies

Telephone Communications

Total

Industry Dispersion

June 30, 2017

December 31, 2016

Fixed Floating Fixed
Rate Rate Total Rate
(dollars in thousands)
$- $34,802 $34,892 $-
- 38,828 38,828 -
- 132,323 132,323 -
- 33,642 33,642 -
- 14,838 14,838 -
- 23,618 23,618 -
- 24,033 24,033 -
4414 72973 77,387 4,391
- 94,481 94,481 -
- 26,039 26,039 -
- 19,797 19,797 84,486
- 19,630 19,630 -
- 25,241 25,241 -
- 24,674 24,674 -
- 9,914 9,914 -
- 12,259 12,259 -
- 48,274 48,274 -
- 7,444 7,444 -
- 37,121 37,121 -
- 17,717 17,717 -
- 20,890 20,890 -
- 13,041 13,041 -
- 17,874 17,874
$4,414 $769,543 $773,957 $

Floating
Rate

$32,067
40,600

146,547
34,042
14,856
23,761
39,205
73,267
16,493
17,292

9,791

24,688
27,036
12,319
83,386
36,921
17,744
20,979

13,403

Total

$32,067
40,600

146,547
34,042
14,856
23,761
39,205
77,658
16,493
17,292
84,486

9,791

24,688
27,036
12,319
83,386
36,921
17,744
20,979

13,403

88,877 $684,397 $773,274

The table below reflects the Company’s aggregate positions by their respective place in the capital structure of the
borrowers as of June 30, 2017 and December 31, 2016.

June 30,

2017

December

31, 2016
(dollars in thousands)
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First lien loans $496,953 $505,956
Second lien loans 272,590 178,441

Second lien notes - 84,486

Subordinated notes 4,414 4,391

Total $773,957 $773,274
10. VARIABLE INTEREST ENTITIES

In February 2015, the Company purchased the junior-most tranche, Class C Certificate of the Freddie Mac
securitization, FREMF Mortgage Trust 2015-KLSF (“FREMF 2015-KLSF”) for $102.1 million. The underlying
portfolio is a pool of 11 floating rate multifamily mortgage loans with a cut-off principal balance of $1.4 billion at
settlement. The Company was required to consolidate the FREMF 2015-KLSF Trust’s

assets and liabilities of $1.3 billion and $1.2 billion, respectively, at June 30, 2017.

In April 2015, the Company purchased the junior-most tranche, Class C Certificate of the Freddie Mac securitization,
FREMF Mortgage Trust 2015-KF07 (“FREMF 2015-KF07”) for $89.4 million. The underlying portfolio is a pool of 40
floating rate multifamily mortgage loans with a cut-off principal balance of $1.2 billion at settlement. The Company
was required to consolidate the FREMF 2015-KFO07 Trust’s
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assets and liabilities of $0.8 billion and $0.8 billion, respectively, at June 30, 2017.

In February 2016, the Company purchased the junior- most tranche, Class C Certificate of the Freddie Mac
securitization, FREMF Mortgage Trust 2016-KLH1 (“FREMF 2016-KLH1”) for $107.6 million, net of a $4.4 million
discount to face value of $112.0 million. The underlying portfolio is a pool of 28 floating rate multifamily mortgage
loans with a cut-off principal balance of $1.5 billion at settlement. The Company was required to consolidate the
FREMF 2016-KLH1 Trust’s assets and liabilities of $1.5 billion and $1.4 billion, respectively, at June 30, 2017.
FREMF 2015-KLSF, FREMF 2015-KF07 and FREMF 2016-KLHI1 are collectively referred to herein as the FREMF
Trusts.

The FREMEF Trusts are structured as pass-through entities that receive principal and interest on the underlying
collateral and distribute those payments to the certificate holders. The FREMF Trusts are VIEs and the Company is
considered to be the primary beneficiary as a result of its ability to replace the special servicer without cause through
its ownership of the Class C Certificates and its current designation as the directing certificate holder. The Company’s
exposure to the obligations of the VIEs is generally limited to the Company’s investment in the FREMF Trusts of
$267.2 million at June 30, 2017. Assets of the FREMF Trusts may only be used to settle obligations of the FREMF
Trusts. Creditors of the FREMF Trusts have no recourse to the general credit of the Company. The Company is not
contractually required to provide and has not provided any form of financial support to the FREMF Trusts. No gain or
loss was recognized upon initial consolidation of the FREMF Trusts, but $0.8 million of related costs were expensed.
The FREMEF Trusts’ assets are included in Commercial real estate debt investments and the FREMF Trusts’ liabilities
are included in Securitized debt of consolidated VIEs in the accompanying Consolidated Statements of Financial
Condition.

Upon consolidation, the Company elected the fair value option for the financial assets and liabilities of the FREMF
Trusts in order to avoid an accounting mismatch, and to more faithfully represent the economics of its interest in the
entities. The fair value option requires that changes in fair value be reflected in the Company’s Consolidated
Statements of Comprehensive Income (Loss). The Company applies the practical expedient fair value measurement
under ASU 2014-13, whereby the Company determines whether the fair value of the financial assets or financial
liabilities is more observable as a basis for measuring the less observable financial instruments. The Company

has determined that the fair value of the financial liabilities of the FREMF Trusts are more observable, since the prices
for these liabilities are primarily available from third-party pricing services utilized for multifamily mortgage-backed
securities, while the individual assets of the trusts are inherently less capable of precise measurement given their
illiquid nature and the limitations on available information related to these assets. Given that the Company’s
methodology for valuing the financial assets of the FREMF Trusts are an aggregate fair value derived from the fair
value of the financial liabilities, the Company has determined that the fair value of each of the financial assets in their
entirety should be classified in Level 2 of the fair value measurement hierarchy.

The FREMF Trusts mortgage loans had an unpaid principal balance of $3.6 billion at June 30, 2017. As of June 30,
2017, there are no loans 90 days or more past due or on nonaccrual status. There is no gain or loss attributable to
instrument-specific credit risk of the underlying loans or securitized debt securities as of June 30, 2017 based upon the
Company’s process of monitoring events of default on the underlying

mortgage loans.

The Company consolidates a residential mortgage trust that issued residential mortgage-backed securities that are
collateralized by residential mortgage loans that had been transferred to the trust by one of the Company’s subsidiaries.
The Company owns most of the mortgage-backed securities issued by this VIE, including the subordinate securities,
and a subsidiary of the Company continues to be the servicer. As such, the Company is deemed to be the primary
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beneficiary of the residential mortgage trust and consolidates the entity. The Company has elected the fair value
option for the financial assets and liabilities of this VIE, but has elected not to apply the practical expedient under
ASU 2014-13 as prices of both the financial liabilities and financial assets of the residential mortgage trust are
available from third-party pricing services. The contractual principal amount of the residential mortgage trust’s debt
was $147.9 million as of June 30, 2017.

In June 2016, a consolidated subsidiary of the Company (the “Borrower”) entered into a $300.0 million credit facility
with a third party financial institution. The Borrower was determined to be a VIE and the Company was determined to
be the primary beneficiary due to its role as collateral manager and because it holds a variable interest in the entity that
could be potentially significant to the entity. The Company has transferred corporate loans with a carrying amount of
$437.8 million at June 30, 2107 that are pledged as collateral for the credit facility. The transfers did not qualify for
sale accounting
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and are reflected as an intercompany secured borrowing that is eliminated upon consolidation. As of June 30, 2017,
the Borrower had an intercompany receivable of $189.6 million, which eliminates upon consolidation and an Other
secured financing of $189.6 million to the third party financial institution.

The Company also owns variable interests in an entity that invests in MSRs and has structured its operations, funding
and capitalization into pools of assets and liabilities referred to as “silos.” Owners of variable interests in a given silo are
entitled to all of the returns and risk of loss on the investments and operations of that silo and have no substantive
recourse to the assets of any other silo. While the Company has power over all silos because it holds 100% of the
voting interests in the entity, it is the primary beneficiary of those silos in which it holds variable interests that could

be potentially significant to that silo.

The Company’s exposure to the obligations of its VIEs is generally limited to the Company’s investment in the VIEs of
$1.1 billion at June 30, 2017. Assets of the VIEs may only be used to settle obligations of the VIEs. Creditors of the
VIEs have no recourse to the general credit of the Company. The Company is not contractually required to provide

and has not provided any form of financial support to the VIEs. No gain or loss was recognized upon initial
consolidation of the VIEs. Interest income and expense are recognized using the effective interest method.

The statements of financial condition of the Company’s VIEs that are reflected in the Company’s Consolidated
Statements of Financial Condition at June 30, 2017 and December 31, 2016 are as follows:

June 30, 2017

FREME Residential MSR
Trusts Mortgage Silos
Loan Trust
(dollars in thousands)
Assets
Cash and cash equivalents $- $- $37,901
Commercial real estate debt investments 3,664,092 - -
Residential mortgages loans - 150,859 13,979
Mortgage servicing rights - - 605,653
Accrued interest receivable 9,661 754 -
Other assets - - 32,721
Total assets $3,673,753 $151,613 $690,254
Liabilities
Securitized debt (non-recourse) at fair value $3,396,885 $41,790 $-
Other secured financing - - 7,659
Other derivatives, at fair value - - 11
Accrued interest payable 4,588 95 -
Accounts payable and other liabilities - 71 4,017
Total liabilities $3,401,473 $41,956 $11,687
December 31, 2016
FREME Residential MSR
Mortgage .
Trusts Silos
Loan Trust

(dollars in thousands)
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Assets

Cash and cash equivalents

Commercial real estate debt investments
Residential mortgages loans

Mortgage servicing rights

Accrued interest receivable

Other derivatives, at fair value

Other assets

Total assets

Liabilities

Securitized debt (non-recourse) at fair value
Other secured financing

Other derivatives, at fair value

Accrued interest payable

Accounts payable and other liabilities

Total liabilities

$- $- $23,198
3,890,807 - -
- 165,869 8,309
- - 652,216
8,690 836 -
- - 9
138 - 35,540

$3,899,635 $166,705 $719,272

$3,609,164 $46,638  $-
- - 3,825

- . 9
4,350 107 ;
662 14,007

$3,613,514 $47,407  $17.,841
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The statements of comprehensive income (loss) of the Company’s VIEs that are reflected in the Company’s
Consolidated Statements of Comprehensive Income (Loss) for the three and six months ended June 30, 2017 are as
follows:

For the Three Months Ended
June 30, 2017

FREME Residential MSR

Mortgage .
Trusts Loan Trust Silos

(dollars in thousands)
Net interest income:

Interest income $24948 $ 1,171 $491
Interest expense 11,679 298 57

Net interest income 13,269 873 434
Realized gain (loss) on disposal of investments - (121 ) 24
Unrealized gain (loss) on investments at fair value ™ 4,387 720 (26,848)
Other income (loss) (6,224 ) (94 ) 33,338
General and administration expenses 1 17 838

Net income (loss) $11,431 $ 1,361 $6,110

(D Included in Net unrealized gains (losses) on investments measured at fair
value through earnings.

For the Six Months Ended
June 30, 2017

FREME Residential MSR

Mortgage .
Trusts Loan Trust Silos

(dollars in thousands)
Net interest income:

Interest income $52,667 $ 2,540 $491
Interest expense 26,255 572 122

Net interest income 26,412 1,968 369
Realized gain (loss) on disposal of investments - (382 ) (485 )
Unrealized gain (loss) on investments at fair value 5,089 1,702 (47,112)
Other income (loss) (12,522) (191 ) 67,926
General and administration expenses 1 37 1,940
Net income (loss) $18,978 $ 3,060 $18,758

(D Included in Net unrealized gains (losses) on investments measured at fair
value through earnings.

The geographic concentrations of credit risk exceeding 5% of the total loan unpaid principal balances related to the
Company’s VIEs as of June 30, 2017 are as follows:
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FREMF Residential

Trusts Mortgage
Loan Trust

Property

Location
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