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Amended and Restated Dividend Reinvestment and Direct Stock Purchase Plan

13,000,000 shares of Common Stock

This prospectus relates to 13,000,000 shares of common stock, $0.01 par value per share (�Common Stock�), of American Capital Agency Corp.
registered for purchase under the American Capital Agency Corp. Amended and Restated Dividend Reinvestment and Direct Stock Purchase
Plan (the �Plan�).

The Plan provides our stockholders with a simple and convenient method of reinvesting cash dividends and distributions and purchasing shares
of our common stock. By participating in the Plan, you may purchase shares of our common stock by reinvesting some or all of the cash
dividends and distributions that you receive on your shares of our common stock. You may also make optional cash purchases of shares of our
common stock of between $50 and $10,000 per month and, with our prior approval, in excess of $10,000 per month. Highlights of the Plan
include:

� Any registered stockholder may elect to participate in the Plan.

� Interested prospective investors who are not currently holders of our common stock may make their initial purchase through the Plan,
subject to a minimum purchase of $250.

� Up to a 5% discount on shares of our common stock purchased under the Plan for purchases, with our prior approval, in excess of
$10,000 per month.

� Optional full or partial dividend reinvestment options.

� Optional cash purchases of between $50 and $10,000 per month and, with our prior approval, in excess of $10,000 per month.

� Certificate safekeeping in book-entry form available at no charge to participants.

� Detailed record keeping and reporting will be provided at no charge to participants.

� Optional automatic investment withdrawals from your bank account.
Our common stock is quoted on The NASDAQ Global Select Market under the symbol �AGNC.� We suggest that you retain this prospectus for
future reference.
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Investing in our Common Stock involves a high degree of risk. You should carefully consider the risks described under �Risk Factors�
in our most recent Annual Report on Form 10-K and any subsequent Quarterly Reports on Form 10-Q (which descriptions are
incorporated by reference herein), as well as the other information contained or incorporated by reference in this prospectus before
making a decision to invest in our Common Stock. See �Risk Factors� beginning on page 28 of this prospectus.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of these securities or
determined that this prospectus is accurate or complete. Any representation to the contrary is a criminal offense.

The date of this Prospectus is May 20, 2010
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When used in this prospectus, the terms �AGNC,� �we,� �our,� or �us� or other similar terms mean American Capital Agency Corp., unless we state
otherwise or the context indicates otherwise.

We have not authorized any person to give you any information or to make any representation not contained in this prospectus, and, if
given or made, you should not rely upon such information or representation as having been authorized by us. This prospectus is not an
offer to sell, or a solicitation of an offer to buy, in any state in which it is unlawful to make such an offer or solicitation. Neither the
delivery of this prospectus nor any sale in connection with it means or implies that our affairs or the facts described in this prospectus
have not changed since the date of this prospectus.

Information contained or incorporated by reference in this prospectus or prospectus summary may contain �forward-looking
statements� within the meaning of the Private Securities Litigation Reform Act of 1995, which can be identified by the use of
forward-looking terminology such as �may,� �will,� �expect,� �intend,� �plans,� �anticipate,� �estimate� or �continue� or the
negative thereof or other variations thereon or comparable terminology. The matters described throughout this prospectus and in any
exhibits to the registration statement of which this prospectus is a part, constitute cautionary statements identifying important factors
with respect to any such forward-looking statements, including certain risks and uncertainties, that could cause actual results to differ
materially from those in such forward-looking statements.

2

Edgar Filing: American Capital Agency Corp - Form 424B3

Table of Contents 3



Table of Contents

THE COMPANY

Business

American Capital Agency Corp. (�AGNC�, �we�, �us� and �our�) was organized on January 7, 2008, and commenced operations on May 20, 2008
following the completion of our initial public offering (�IPO�). In connection with the IPO, we sold ten million shares of our common stock at
$20.00 per share for net proceeds of $186 million, net of the underwriters� commission and other offering expenses. Concurrent with our IPO,
American Capital, Ltd. (�American Capital�) purchased five million shares of our common stock in a private placement at $20.00 per share for
aggregate proceeds of $100 million. In July 2009, through a public secondary offering, American Capital sold 2.5 million shares of our common
stock that it had purchased in the private placement. In 2009, we completed two follow-on public offerings of a total of 9.3 million shares of our
common stock for proceeds, net of the underwriters� discount and other offering costs, of approximately $222 million. Our common stock is
traded on The NASDAQ Global Select Market under the symbol �AGNC�.

We earn income primarily from investing in residential mortgage pass-through securities and collateralized mortgage obligations on a leveraged
basis. These investments consist of securities for which the principal and interest payments are guaranteed by U.S. government-sponsored
entities such as the Federal National Mortgage Association, or Fannie Mae, and the Federal Home Loan Mortgage Corporation, or Freddie Mac,
or by a U.S. Government agency such as the Government National Mortgage Association, or Ginnie Mae. We refer to these types of securities as
agency securities and the specific agency securities in which we invest as our investment portfolio.

Our principal goal is to generate net income for distribution to our stockholders through regular quarterly dividends from our net interest income,
which is the spread between the interest income earned on our interest earning assets and the interest costs of our borrowings and hedging
activities, and realized gains on our investments. We fund our investments primarily through short-term borrowings structured as repurchase
agreements. Since our IPO through the date hereof, we have paid or declared dividends of $171 million in the aggregate.

We have elected to be taxed as a real estate investment trust, or REIT, under the Internal Revenue Code of 1986, as amended (the �Code�),
commencing with our tax year ended December 31, 2008. As such, we are required to distribute annually 90% of our taxable net income. As
long as we qualify as a REIT, we will generally not be subject to U.S. federal or state corporate taxes on our taxable net income to the extent that
we distribute all of our annual taxable net income to our stockholders. We are externally managed by American Capital Agency Management,
LLC (our �Manager�), a subsidiary of a wholly-owned portfolio company of American Capital, Ltd.

Our Investment Strategy

Our investment strategy is designed to:

� manage an investment portfolio consisting exclusively of agency securities that seeks to generate attractive risk-adjusted returns;

� capitalize on discrepancies in the relative valuations in the agency securities market;

� manage financing, interest and prepayment rate risks;

� provide regular quarterly distributions to our stockholders;

� qualify as a REIT; and

� remain exempt from the requirements of the Investment Company Act of 1940, as amended (the �Investment Company Act�).
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Our Targeted Investments

The agency securities in which we invest consist of residential pass-through certificates and collateralized mortgage obligations (�CMOs�), for
which the principal and interest payments are guaranteed by a U.S. Government agency or U.S. Government-sponsored entity.

� Residential Pass-Through Certificates. Residential pass-through certificates are securities representing interests in �pools� of
mortgage loans secured by residential real property where payments of both interest and principal, plus pre-paid principal, on the
securities are made monthly to holders of the securities, in effect �passing through� monthly payments made by the individual
borrowers on the mortgage loans that underlie the securities, net of fees paid to the issuer/guarantor and servicers of the securities.
Holders of the securities also receive guarantor advances of principal and interest for delinquent loans in the mortgage pools.

� Collateralized Mortgage Obligations. CMOs are structured instruments representing interests in residential pass-through certificates.
CMOs consist of multiple classes of securities, with each class having specified characteristics, including stated maturity dates,
weighted average lives and rules governing principal and interest distribution. Monthly payments of interest and principal, including
prepayments, are typically returned to different classes based on rules described in the trust documents. Principal and interest
payments may also be divided between holders of different securities in the CMO and some securities may only receive interest
payments while others receive only principal payments.

The agency securities that we acquire provide funds for mortgage loans made to residential homeowners. These securities generally represent
interests in pools of mortgage loans made by savings and loan institutions, mortgage bankers, commercial banks and other mortgage lenders.
These pools of mortgage loans are assembled for sale to investors, such as us, by various government-related or private organizations.

Agency securities differ from other forms of traditional debt securities, which normally provide for periodic payments of interest in fixed
amounts with principal payments at maturity or on specified call dates. Instead, agency securities provide for a monthly payment, which may
consist of both interest and principal. In effect, these payments are a �pass-through� of the monthly interest and scheduled and unscheduled
principal payments (referred to as �prepayments�) made by the individual borrower on the mortgage loans, net of any fees paid to the issuer,
servicer or guarantor of the securities.

The investment characteristics of agency securities differ from those of traditional fixed-income securities. The major differences include the
payment of interest and principal on the securities on a more frequent schedule, as described above, and the possibility that principal may be
prepaid at par at any time due to prepayments on the underlying mortgage loans. These differences can result in significantly greater price and
yield volatility than is the case with traditional fixed-income securities.

Various factors affect the rate at which mortgage prepayments occur, including changes in the level and directional trends in housing prices,
interest rates, general economic conditions, defaults on the underlying mortgages, the age of the mortgage loan, the location of the property and
other social and demographic conditions. Generally, prepayments on agency securities increase during periods of falling mortgage interest rates
and decrease during periods of rising mortgage interest rates. However, this may not always be the case. We may reinvest principal repayments
at a yield that is higher or lower than the yield on the repaid investment, thus affecting our net interest income by altering the average yield on
our assets.

When interest rates are declining, the value of agency securities with prepayment options may not increase as much as other fixed income
securities. The rate of prepayments on underlying mortgages will affect the price and volatility of agency securities and may have the effect of
shortening or extending the duration of the security beyond what was anticipated at the time of purchase. When interest rates rise, our holdings
of agency securities may experience reduced returns if the owners of the underlying mortgages pay off their mortgages slower than anticipated.
This is generally referred to as extension risk.
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Payments of principal and interest on agency securities, although not the market value of the securities themselves, are guaranteed either by the
full faith and credit of the United States, such as those issued by Ginnie Mae, or by a U.S. Government-sponsored entity, such as Fannie Mae or
Freddie Mac.

Agency securities are collateralized by either fixed-rate mortgages, or FRMs, adjustable-rate mortgages, or ARMs, or hybrid ARMs. Hybrid
ARMs are mortgage loans that have interest rates that are fixed for an initial period (typically three, five, seven or 10 years) and thereafter reset
at regular intervals subject to interest rate caps. Our allocation between securities collateralized by FRMs, ARMs or hybrid ARMs will depend
on various factors including, but not limited to, relative value, expected future prepayment trends, supply and demand, costs of hedging, costs of
financing, expected future interest rate volatility and the overall shape of the U.S. Treasury and interest rate swap yield curves. We take all of
these factors into account when we consider our allocation between these types of investments.

The types of residential pass-through certificates in which we invest, or which may comprise the CMOs in which we invest, are described below.

Freddie Mac Certificates

Freddie Mac is a stockholder-owned, federally-chartered corporation created pursuant to an act of the U.S. Congress on July 24, 1970. The
principal activity of Freddie Mac currently consists of purchasing residential mortgage loans and mortgage-related securities in the secondary
mortgage market and securitizing them into mortgage backed securities sold to investors. On September 6, 2008, the Federal Housing Finance
Agency, or FHFA, placed Freddie Mac into conservatorship and appointed FHFA as the conservator. As the conservator of Freddie Mac, the
FHFA now controls and directs the operations of Freddie Mac and may (i) take over the assets of and operate Freddie Mac with all the powers of
the stockholders, the directors, and the officers of Freddie Mac and conduct all business of Freddie Mac; (ii) collect all obligations and money
due to Freddie Mac; (iii) perform all functions of Freddie Mac that are consistent with the conservator�s appointment; (iv) preserve and conserve
the assets and property of Freddie Mac; and (v) contract for assistance in fulfilling any function, activity, action or duty of the conservator. In the
event the conservator were to repudiate Freddie Mac�s guarantee obligations, the ability of holders of Freddie Mac certificates to enforce the
guarantee obligation would be limited to actual direct compensatory damages. The rights of holders of Freddie Mac certificates to bring
proceedings against the U.S. Treasury are limited if Freddie Mac fails to pay under its guarantee.

Freddie Mac guarantees to each holder of Freddie Mac certificates the timely payment of interest at the applicable pass-through rate and
principal on the holder�s pro rata share of the unpaid principal balance of the related mortgage loans. The obligations of Freddie Mac under its
guarantees are solely those of Freddie Mac and are not backed by the full faith and credit of the United States or any federal agency or
instrumentality other than Freddie Mac. If Freddie Mac were unable to satisfy these obligations, distributions to holders of Freddie Mac
certificates would consist solely of payments and other recoveries on the underlying mortgage loans and, accordingly, defaults and delinquencies
on the underlying mortgage loans would adversely affect monthly distributions to holders of Freddie Mac certificates.

Freddie Mac certificates are backed by pools of single-family mortgage loans or multi-family mortgage loans. These underlying mortgage loans
may have original terms to maturity of up to 40 years. Freddie Mac certificates may be issued under cash programs (composed of mortgage
loans purchased from a number of sellers) or guarantor programs (composed of mortgage loans acquired from one seller in exchange for
certificates representing interests in the mortgage loans purchased). Freddie Mac certificates may pay interest at a fixed rate or an adjustable rate.
The interest rate paid on adjustable-rate Freddie Mac certificates (�Freddie Mac ARMs�) adjusts periodically within 60 days prior to the month in
which the interest rates on the underlying mortgage loans adjust. The interest rates paid on certificates issued under Freddie Mac�s standard ARM
programs adjust in relation to the Treasury index. Other specified indices used in Freddie Mac ARM programs include the 11th District Cost of
Funds Index published by the Federal Home Loan Bank of San Francisco, LIBOR and other
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indices. Interest rates paid on fully-indexed Freddie Mac ARM certificates equal the applicable index rate plus a specified number of basis
points. The majority of series of Freddie Mac ARM certificates issued to date have pools of mortgage loans with monthly, semi-annual or annual
interest adjustments. Adjustments in the interest rates paid are generally limited to an annual increase or decrease of either 100 or 200 basis
points and to a lifetime cap of 500 or 600 basis points over the initial interest rate. Certain Freddie Mac programs include mortgage loans which
allow the borrower to convert the adjustable mortgage interest rate to a fixed rate. Adjustable-rate mortgages which are converted into fixed-rate
mortgage loans are repurchased by Freddie Mac or by the seller of the loan to Freddie Mac at the unpaid principal balance of the loan plus
accrued interest to the due date of the last adjustable rate interest payment.

Fannie Mae Certificates

Fannie Mae is a stockholder owned, federally-chartered corporation organized and existing under the Federal National Mortgage Association
Charter Act, created in 1938 and rechartered in 1968 by Congress as a stockholder owned company. Fannie Mae provides funds to the mortgage
market primarily by purchasing home mortgage loans from local lenders, thereby replenishing their funds for additional lending. On
September 6, 2008, the FHFA placed Fannie Mae into conservatorship and appointed FHFA as the conservator. As the conservator of Fannie
Mae, the FHFA now controls and directs the operations of Fannie Mae and may (i) take over the assets of and operate Fannie with all the powers
of the stockholders, the directors, and the officers of Fannie Mae and conduct all business of Fannie Mae; (ii) collect all obligations and money
due to Fannie Mae; (iii) perform all functions of Fannie Mae which are consistent with the conservator�s appointment; (iv) preserve and conserve
the assets and property of Fannie Mae; and (v) contract for assistance in fulfilling any function, activity, action or duty of the conservator. In the
event the conservator were to repudiate Fannie Mae�s guarantee obligations, the ability of holders of Fannie Mae certificates to enforce the
guarantee obligation would be limited to actual direct compensatory damages. The rights of holders of Fannie Mae certificates to bring
proceedings against the U.S. Treasury are limited if Fannie Mae fails to pay under its guarantee.

Fannie Mae guarantees to each MBS trust that issues Fannie Mae certificates that it will supplement the amounts received by the MBS trust from
the underlying mortgage loans as required to make the timely payment of monthly principal and interest on the certificates it has issued. The
obligations of Fannie Mae under its guarantees are solely those of Fannie Mae and are not backed by the full faith and credit of the United States
or any federal agency or instrumentality other than Fannie Mae. If Fannie Mae were unable to satisfy its obligations, distributions to holders of
Fannie Mae certificates would consist solely of payments and other recoveries on the underlying mortgage loans and, accordingly, defaults and
delinquencies on the underlying mortgage loans would adversely affect monthly distributions to holders of Fannie Mae.

Fannie Mae certificates may be backed by pools of single-family or multi-family mortgage loans. The original term to maturity of any such
mortgage loan generally does not exceed 40 years. Fannie Mae certificates may pay interest at a fixed rate or an adjustable rate. Each series of
Fannie Mae ARM certificates bears an initial interest rate and margin tied to an index based on all loans in the related pool, less a fixed
percentage representing servicing compensation and Fannie Mae�s guarantee fee. The specified index used in different series has included the
Treasury Index, the 11th District Cost of Funds Index published by the Federal Home Loan Bank of San Francisco, LIBOR and other indices.
Interest rates paid on fully-indexed Fannie Mae ARM certificates equal the applicable index rate plus a specified number of percentage points.
The majority of series of Fannie Mae ARM certificates issued to date have pools of mortgage loans with monthly, semi-annual or annual interest
rate adjustments. Adjustments in the interest rates paid are generally limited to an annual increase or decrease of either 100 basis points or 200
basis points and to a lifetime cap of 500 basis points or 600 basis points over the initial interest rate.
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Ginnie Mae Certificates

Ginnie Mae is a wholly-owned corporate instrumentality of the United States within the Department of Housing and Urban Development, or
HUD. The National Housing Act of 1934 authorizes Ginnie Mae to guarantee the timely payment of the principal of and interest on certificates
which represent an interest in a pool of mortgages insured by the Federal Housing Administration, or FHA, or partially guaranteed by the
Department of Veterans Affairs and other loans eligible for inclusion in mortgage pools underlying Ginnie Mae certificates. Section 306(g) of
the Housing Act provides that the full faith and credit of the United States is pledged to the payment of all amounts which may be required to be
paid under any guaranty by Ginnie Mae.

At present, most Ginnie Mae certificates are backed by single-family mortgage loans. The interest rate paid on Ginnie Mae certificates may be a
fixed rate or an adjustable rate. The interest rate on Ginnie Mae certificates issued under Ginnie Mae�s standard ARM program adjusts annually
in relation to the Treasury index. Adjustments in the interest rate are generally limited to an annual increase or decrease of 100 basis points and
to a lifetime cap of 500 basis points over the initial coupon rate.

Investment Methods

We may utilize to-be-announced forward contracts (�TBAs�), in order to invest in agency securities. Pursuant to these TBAs, we agree to
purchase, for future delivery, agency securities with certain principal and interest terms and certain types of underlying collateral, but the
particular agency securities to be delivered would not be identified until shortly, generally two days, before the TBA settlement date. Our ability
to purchase agency securities through TBAs may be limited by the 75% asset test applicable to REITs and the 55% asset test to qualify for
exemption from the Investment Company Act.

Investment Committee and Investment Guidelines

Our Manager has established an investment committee, which consists of Messrs. Malon Wilkus, John R. Erickson, Samuel A. Flax and Thomas
A. McHale, each of whom are officers of our Manager. The investment committee meets monthly to discuss diversification of our investment
portfolio, hedging and financing strategies and compliance with the investment guidelines. Our Board of Directors receives an investment report
and reviews our investment portfolio and related compliance with the investment guidelines on at least a quarterly basis. Our Board of Directors
does not review or approve individual investments but receives notice if the Company is operating outside of our operating policies or
investment guidelines.

Our Board of Directors has approved the following investment guidelines:

� no investment shall be made in any non-agency securities;

� no investment shall be made that would cause us to fail to qualify as a REIT for federal income tax purposes;

� no investment shall be made that would cause us to be regulated as an investment company under the Investment Company Act; and

� prior to entering into any proposed investment transaction with American Capital or any of its affiliates, a majority of our
independent directors must approve the terms of the transaction.

The investment committee may change these investment guidelines at any time with the approval of our Board of Directors, but without any
approval from our stockholders.

In February 2010, our Board of Directors approved the removal of a guideline that limited our leverage to not greater than 10 times our
stockholders� equity (as computed in accordance with GAAP).
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Agency securities consist of residential pass-through certificates and collateralized mortgage obligations for which the principal and interest are
guaranteed by a U.S. Government agency or a U.S. Government sponsored entity.

� Residential Pass-Through Certificates. Residential pass-through certificates are securities representing interests in �pools� of
mortgage loans secured by residential real property where payments of both interest and principal, plus pre-paid principal, on the
securities are made monthly to holders of the securities, in effect �passing through� monthly payments made by the individual
borrowers on the mortgage loans that underlie the securities, net of fees paid to the issuer/guarantor and servicers of the securities.
Holders of the securities also receive guarantor advances of principal and interest for delinquent loans in the mortgage pools.

� Collateralized Mortgage Obligations. CMOs are structured instruments representing interests in residential pass-through certificates.
CMOs consist of multiple classes of securities, with each class having specified characteristics, including stated maturity dates,
weighted average lives and rules governing principal and interest distribution. Monthly payments of interest and principal, including
prepayments, are typically returned to different classes based on rules described in the trust documents. Principal and interest
payments may also be divided between holders of different securities in the CMO and some securities may only receive interest
payments while others receive only principal payments.

These securities are collateralized by pools of fixed-rate mortgage loans (�FRMs�), adjustable-rate mortgage loans (�ARMs�) or hybrid ARMs.
Hybrid ARMs are mortgage loans that have interest rates that are fixed for an initial period (typically three, five, seven or 10 years) and,
thereafter, reset at regular intervals subject to interest rate caps. Our allocation of investments among securities collateralized by FRMs, ARMs
or hybrid ARMs will depend on our assessment of the relative value of the securities, which will be based on numerous factors including, but not
limited to, expected future prepayment trends, supply and demand, costs of financing, costs of hedging, expected future interest rate volatility
and the overall shape of the U.S. Treasury and interest rate swap yield curves.

As of March 31, 2010, our $5.2 billion investment portfolio was financed with $4.7 billion of repurchase agreements and $0.6 billion of equity
capital, resulting in a leverage ratio of approximately 7.6 times our stockholders� equity. When adjusted for the net payable for agency securities
purchased but not yet settled, the leverage ratio was approximately 7.9 times our stockholders� equity as of March 31, 2010. Financing spreads
(the difference between yields on our investments and rates on related borrowings, including amortization expense related to terminated swaps)
averaged 216 basis points during the three months ended March 31, 2010.

The size and composition of our investment portfolio depends on investment strategies being implemented by management, the availability of
investment capital and overall market conditions, including the availability of attractively priced investments and suitable financing to
appropriately leverage our investment portfolio. Market conditions are influenced by, among other things, current levels of and expectations for
future levels of, short-term interest rates, mortgage prepayments, market liquidity and government participation in the market.

Our Financing Strategy

As part of our investment strategy, we leverage our investment portfolio pursuant to master repurchase agreements. A repurchase transaction
acts as a financing arrangement under which we effectively pledge our agency securities as collateral to secure a short-term loan. Our
borrowings pursuant to these repurchase transactions generally have maturities that range from 30 to 90 days, but may have maturities of less
than 30 days or up to 364 days. Our leverage may vary periodically depending on market conditions and our Manager�s assessment of risk and
returns. We generally would expect our leverage to be within six to eleven times the amount of our stockholders� equity However, under certain
market conditions, we may operate at leverage levels outside of this range for extended periods of time. We also cannot assure you that we will
continue to be successful in borrowing sufficient amounts to fund our intended acquisitions of agency securities.
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We have entered into master repurchase agreements with 18 financial institutions as of December 31, 2009. The terms of the repurchase
transaction borrowings under our master repurchase agreements generally conform to the terms in the standard master repurchase agreement as
published by the Securities Industry and Financial Markets Association (SIFMA) as to repayment, margin requirements and the segregation of
all securities we have initially sold under the repurchase transaction. In addition, each lender typically requires that we include supplemental
terms and conditions to the standard master repurchase agreement. Typical supplemental terms and conditions include changes to the margin
maintenance requirements, required haircuts, purchase price maintenance requirements, requirements that all controversies related to the
repurchase agreement be litigated in a particular jurisdiction and cross default provisions. These provisions differ for each of our lenders and
certain of these terms are not determined until we engage in a specific repurchase transaction.

While repurchase agreements are our primary source of financing, we may seek to obtain other sources of financing depending on market
conditions.

To the extent that we invest in agency securities through TBAs, we may finance the acquisition of agency securities by entering into dollar roll
transactions using TBAs in which we would sell a TBA and simultaneously purchase a similar, but not identical, TBA. Our ability to enter into
dollar-roll transactions with respect to TBAs may be limited by the 75% gross income test applicable to REITs.

Our Hedging Strategy

As part of our risk management strategy, we may hedge some of our exposure to interest rate and prepayment risk as our Manager determines is
in our best interest given our investment strategy, the cost of the hedging transactions and our intention to qualify as a REIT. As a result, we may
elect to bear a level of interest rate or prepayment risk that could otherwise be hedged when our Manager believes, based on all relevant facts,
that bearing the risk enhances our risk/return profile. Our Manager designs an interest rate risk management program consistent with its outlook
for the market to attempt to mitigate the impact of changes in interest rates on our investment portfolio and related borrowings. We may enter
into interest rate swap agreements, interest rate swaptions, TBA agency securities, caps, collars, floors, forward contracts, options or futures to
attempt to manage the overall interest rate risk of the portfolio, reduce fluctuations in book value and generate additional income distributable to
stockholders. See �Item 1. Business� in our most recent Annual Report on Form 10-K for further discussion on our hedging strategy.

We have built a balance sheet and undertaken an interest rate and prepayment risk management program which seeks to generate net interest
income and maintain liquidity sufficient to continue operations given a variety of potentially adverse circumstances. Accordingly, we expect our
interest rate and prepayment risk management program to address both income preservation, as discussed above, and capital preservation. Since
borrowers whose mortgages collateralize the agency securities in which we invest are able to prepay their mortgage loans at par at any time, we
face the risk that we will experience a return of principal earlier than anticipated and be left to invest that principal at potentially lower prevailing
yields. Because prepayments on agency securities generally accelerate when interest rates decrease and slow when interest rates increase, agency
securities typically have �negative convexity.� In other words, certain agency securities may increase in price more slowly than most bonds, or
even fall in value, as interest rates decline. Conversely, certain agency securities may decrease in value more quickly than most bonds as interest
rates increase. For capital preservation, we monitor our �duration.� This is the expected percentage change in market value of our assets that would
be caused by a 1% change in short and long-term interest rates. To monitor weighted average duration and the related risks of fluctuations in the
liquidation value of our investment portfolio, our Manager models the impact of various economic scenarios on the market value of our agency
securities and liabilities. We believe that our interest rate and prepayment risk management program allows us to maintain operations throughout
a wide variety of potentially adverse circumstances. Nevertheless, in order to further preserve our capital base (and lower our duration) during
periods when we believe a trend of rising interest rates has been established, we may decide to increase hedging activities or to sell assets. Each
of these actions may lower our earnings and dividends in the short term to further our objective of maintaining attractive levels of earnings and
dividends over the long term.
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Under the gross income tests applicable to REITs, income from a hedging transaction that we enter into to manage risk of interest rate changes
with respect to borrowings made to acquire or carry real estate assets does not constitute REIT gross income, and such income is ignored for
purposes of the gross income tests applicable to REITs. Therefore, we may have to limit our use of advantageous hedging techniques, which
could expose us to greater risks associated with changes in interest rates than we would otherwise want to bear or implement those hedges
through our taxable REIT subsidiary, American Capital Agency TRS, LLC, or our TRS. Implementing our hedges through our TRS could
increase the cost of our hedging activities because our TRS would be subject to tax on income and gains. We may, in the future, implement part
of our hedging strategy through our TRS. To comply with the asset tests applicable to us as a REIT, we could own 100% of the stock of such
subsidiary, provided that the value of the stock that we own in all such TRSs does not exceed 25% of the value of our total assets at the close of
any calendar quarter.

Our Option Strategy

As part of our risk management strategy, we may write put or call options on TBA securities as a method of insulating our stockholders� equity
and enhancing our risk/return profile. Our Manager implements this strategy based upon overall market conditions, the level of volatility in the
mortgage market, size of our agency securities portfolio, notional value of our swap positions outstanding and our intention to qualify as a REIT.

Other Investment Strategies

We may enter into other short or long term investment strategies as the opportunities arise.

Our Manager

We are externally managed and advised by our Manager pursuant to the terms of a management agreement. Because we have no employees or
separate facilities, we rely on our Manager to administer our business activities and day-to-day operations, subject to the supervision and
oversight of our Board of Directors. Our Manager is a subsidiary of a wholly-owned portfolio company of American Capital. American Capital
is a publicly traded private equity firm and global asset manager. American Capital, both directly and through its asset management business,
originates, underwrites and manages investments in middle market private equity, leveraged finance, real estate and structured products.
Founded in 1986, American Capital has $12 billion in capital resources under management, as of September 30, 2009, and eight offices in the
U.S., Europe and Asia.

Gary Kain is the President of our Manager and also serves as our Senior Vice President and Chief Investment Officer. Mr. Kain joined American
Capital in January 2009, succeeding Russell Jeffrey who had previously served as our Chief Investment Officer since our IPO. Prior to joining
American Capital, Mr. Kain most recently served as Senior Vice President of Investments and Capital Markets of Freddie Mac. He also served
as Senior Vice President of Mortgage Investments & Structuring of Freddie Mac from February 2005 to April 2008. Mr. Kain�s group was
responsible for managing all of Freddie Mac�s mortgage investment activities for the company�s $700 billion retained portfolio. Mr. Kain joined
Freddie Mac in 1988.

Effective July 2009, Mr. Kain and several other American Capital employees became full-time employees of our Manager. These organizational
changes provide our Manager with a dedicated investment team and support personnel. Our Manager has also entered into an administrative
services agreement with American Capital, pursuant to which our Manager has access to American Capital�s employees, infrastructure, business
relationships, management expertise and capital raising capabilities, which allow it to fulfill all of its responsibilities under the management
agreement. Certain of our Manager�s officers are also members of American Capital�s senior management.
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The Management Agreement

We have entered into a management agreement with our Manager with an initial term ending May 20, 2011. The management agreement may
only be terminated without cause, as defined in the management agreement, after the completion of its initial term on May 20, 2011, or the
expiration of each automatic annual renewal term. We are required to provide 180-days prior notice of non-renewal of the management
agreement and must pay a termination fee on the last day of the initial term or any automatic renewal term, equal to three times the average
annual management fee earned by our Manager during the prior 24-month period immediately preceding the most recently completed month
prior to the effective date of termination. We may only not renew the management agreement with or without cause with the consent of the
majority of our independent directors. Our Manager is responsible for, among other things, performing all of our day-to-day functions,
determining investment criteria in conjunction with our Board of Directors, sourcing, analyzing and executing investments, asset sales and
financings and performing asset management duties.

We pay our Manager a base management fee payable monthly in arrears in an amount equal to one twelfth of 1.25% of our Equity. Our Equity is
defined as our month-end stockholders� equity, adjusted to exclude the effect of any unrealized gains or losses included in either retained
earnings or other comprehensive income (�OCI�) (a separate component of stockholders� equity), each as computed in accordance with GAAP.
There is no incentive compensation payable to our Manager pursuant to the management agreement.

In addition, we also reimburse our Manager for expenses directly related to our operations incurred by our Manager, but excluding
employment-related expenses of our Manager�s officers and employees and any American Capital employees who provide services to us
pursuant to the management agreement.

Exemption from Regulation Under the Investment Company Act

We conduct our business so as not to become regulated as an investment company under the Investment Company Act in reliance on the
exemption provided by Section 3(c)(5)(C) of the Investment Company Act. Section 3(c)(5)(C), as interpreted by the staff of the SEC, requires us
to invest at least 55% of our assets in �mortgages and other liens on and interest in real estate�, or �qualifying real estate interests�, and a least 80%
of our assets in qualifying real estate interests plus �real estate-related assets�. In satisfying this 55% requirement, we may treat agency securities
issued with respect to an underlying pool of mortgage loans in which we hold all of the certificates issued by the pool as qualifying real estate
interests. Therefore, the agency securities that we acquire are limited by the provisions of the Investment Company Act and the rules and
regulations promulgated there under. We also may be required at times to adopt less efficient methods of financing certain of our agency
securities and we may be precluded from acquiring certain types of higher yielding agency securities. This exemption also prohibits us from
issuing redeemable securities. If we fail to qualify for an exemption from registration as an investment company under the Investment Company
Act or an exclusion from the definition of an investment company, our ability to use leverage would be substantially reduced.

Federal Income Tax Considerations

The following is a summary of the material U.S. federal income tax consequences of an investment in common stock of American Capital
Agency Corp. For purposes of this section under the heading �Federal Income Tax Considerations,� references to �American Capital Agency Corp.,�
�we,� �our� and �us� mean only American Capital Agency Corp. and not its subsidiaries or other lower-tier entities, except as otherwise indicated. This
summary is based upon the Internal Revenue Code, the regulations promulgated by the U.S. Treasury Department (�Treasury�), rulings and other
administrative pronouncements issued by the IRS, and judicial decisions, all as currently in effect, and all of which are subject to differing
interpretations or to change, possibly with retroactive effect. No assurance can be given that the IRS would not assert, or that a court would not
sustain, a position contrary to any of the tax consequences described below. We have not sought and will not seek an advance ruling from the
IRS regarding any matter discussed in this prospectus. The summary is also
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based upon the assumption that we will operate American Capital Agency Corp. and its subsidiaries and affiliated entities in accordance with
their applicable organizational documents or partnership agreements. This summary is for general information only and is not tax advice. It does
not purport to discuss all aspects of U.S. federal income taxation that may be important to a particular investor in light of its investment or tax
circumstances or to investors subject to special tax rules, such as:

� financial institutions;

� insurance companies;

� broker-dealers;

� regulated investment companies;

� partnerships and trusts;

� persons who hold our stock on behalf of other persons as nominees;

� persons who receive American Capital Agency Corp. stock through the exercise of employee stock options or otherwise as
compensation;

� persons holding American Capital Agency Corp. stock as part of a �straddle,� �hedge,� �conversion transaction,� �synthetic security� or other
integrated investment;

and, except to the extent discussed below:

� tax-exempt organizations; and

� foreign investors.
This summary assumes that investors will hold their common stock as a capital asset, which generally means as property held for investment.

The federal income tax treatment of holders of our common stock depends in some instances on determinations of fact and
interpretations of complex provisions of U.S. federal income tax law for which no clear precedent or authority may be available. In
addition, the tax consequences to any particular stockholder of holding our common stock will depend on the stockholder�s particular
tax circumstances. You are urged to consult your tax advisor regarding the federal, state, local, and foreign income and other tax
consequences to you in light of your particular investment or tax circumstances of acquiring, holding, exchanging, or otherwise
disposing of our common stock.

Taxation of American Capital Agency Corp.

We will be taxed as a REIT, commencing with our initial taxable year ended December 31, 2008, upon the filing of our federal income tax
return for such year. We believe that we have been organized and have operated in such a manner that permits us to satisfy the requirements for
taxation as a REIT under the applicable provisions of the Internal Revenue Code.
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While we intend to operate so that we will continue to qualify as a REIT, given the highly complex nature of the rules governing REITs, the
ongoing importance of factual determinations, and the possibility of future changes in our circumstances, no assurance can be given by us that
we will qualify as a REIT for any particular year. Qualification and taxation as a REIT depends on our ability to meet on a continuing basis,
through actual operating results, distribution levels, and diversity of stock and asset ownership, various qualification requirements imposed upon
REITs by the Internal Revenue Code. Our ability to qualify as a REIT also requires that we satisfy certain asset tests, some of which depend
upon the fair market values of assets that we own directly or indirectly. Such values may not be susceptible to a precise determination.
Accordingly, no assurance can be given that the actual results of our operations for any taxable year will satisfy such requirements for
qualification and taxation as a REIT.
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Taxation of REITs in General

As indicated above, our qualification and taxation as a REIT depends upon our ability to meet, on a continuing basis, various qualification
requirements imposed upon REITs by the Internal Revenue Code. The material qualification requirements are summarized below under
��Requirements for Qualification�General.� While we intend to operate so that we continue to qualify as a REIT, no assurance can be given that the
IRS will not challenge our qualification, or that we will be able to operate in accordance with the REIT requirements in the future. See ��Failure to
Qualify.�

Provided that we qualify as a REIT, generally we will be entitled to a deduction for dividends that we pay and therefore will not be subject to
federal corporate income tax on our taxable income that is currently distributed to our stockholders. This treatment substantially eliminates the
�double taxation� at the corporate and stockholder levels that generally results from investment in a corporation. In general, the income that we
generate is taxed only at the stockholder level upon a distribution of dividends to our stockholders.

For tax years through 2010, most domestic stockholders that are individuals, trusts or estates are taxed on corporate dividends at a maximum rate
of 15% (the same as long-term capital gains). With limited exceptions, however, dividends from us or from other entities that are taxed as REITs
are generally not eligible for this rate and will continue to be taxed at rates applicable to ordinary income, which will be as high as 35% through
2010. See ��Taxation of Stockholders�Taxation of Taxable Domestic Stockholders�Distributions.�

Any net operating losses, foreign tax credits and other tax attributes generally do not pass through to our stockholders, subject to special rules for
certain items such as the capital gains that we recognize. See ��Taxation of Stockholders.�

In any year in which we qualify as a REIT, we will nonetheless be subject to federal tax in the following circumstances:

� We will be taxed at regular corporate rates on any undistributed taxable income, including undistributed net capital gains.

� We may be subject to the �alternative minimum tax� on our items of tax preference, including any deductions of net operating losses.

� If we have net income from prohibited transactions, which are, in general, sales or other dispositions of inventory or property held
primarily for sale to customers in the ordinary course of business, other than foreclosure property, such income will be subject to a
100% tax. See ��Prohibited Transactions,� and ��Foreclosure Property,� below.

� If we elect to treat property that we acquire in connection with a foreclosure of a mortgage loan or certain leasehold terminations as
�foreclosure property,� we may thereby avoid the 100% tax on gain from a resale of that property (if the sale would otherwise
constitute a prohibited transaction), but the income from the sale or operation of the property may be subject to corporate income tax
at the highest applicable rate (currently 35%).

� If we should fail to satisfy the 75% gross income test or the 95% gross income test, as discussed below, but nonetheless maintain our
qualification as a REIT because we satisfy other requirements, we will be subject to a 100% tax on an amount based on the
magnitude of the failure, as adjusted to reflect the profit margin associated with our gross income.

� If we should violate the asset tests (other than certain de minimis violations) or other requirements applicable to REITs, as described
below, and yet maintain our qualification as a REIT because there is reasonable cause for the failure and other applicable
requirements are met, we may be subject to an penalty tax. In that case, the amount of the penalty tax will be at least $50,000 per
failure, and, in the case of certain asset test failures, will be determined as the amount of net income generated by the assets in
question multiplied by the highest corporate tax rate (currently 35%) if that amount exceeds $50,000 per failure.

Edgar Filing: American Capital Agency Corp - Form 424B3

Table of Contents 17



13

Edgar Filing: American Capital Agency Corp - Form 424B3

Table of Contents 18



Table of Contents

� If we should fail to distribute during each calendar year at least the sum of (a) 85% of our REIT ordinary income for such year,
(b) 95% of our REIT capital gain net income for such year, and (c) any undistributed taxable income from prior periods, we would be
subject to a nondeductible 4% excise tax on the excess of the required distribution over the sum of (i) the amounts that we actually
distributed and (ii) the amounts we retained and upon which we paid income tax at the corporate level.

� We may be required to pay monetary penalties to the IRS in certain circumstances, including if we fail to meet record keeping
requirements intended to monitor our compliance with rules relating to the composition of a REIT�s stockholders, as described below
in ��Requirements for Qualification�General.�

� A 100% tax may be imposed on transactions between us and a taxable REIT subsidiary (�TRS�) (as described below) that do not
reflect arm�s-length terms.

� If we acquire appreciated assets from a corporation that is not a REIT (i.e., a corporation taxable under subchapter C of the Internal
Revenue Code) in a transaction in which the adjusted tax basis of the assets in our hands is determined by reference to the adjusted
tax basis of the assets in the hands of the subchapter C corporation, we may be subject to tax on such appreciation at the highest
corporate income tax rate then applicable if we subsequently recognize gain on a disposition of any such assets during the ten-year
period following their acquisition from the subchapter C corporation.

� The earnings of our subsidiaries, including American Capital Agency TRS, LLC (�our TRS�), are subject to federal corporate income
tax to the extent that such subsidiaries are subchapter C corporations.

In addition, we and our subsidiaries may be subject to a variety of taxes, including payroll taxes and state, local, and foreign income, property
and other taxes on our assets and operations. We could also be subject to tax in situations and on transactions not presently contemplated.

Requirements for Qualification�General

The Internal Revenue Code defines a REIT as a corporation, trust or association:

(1) that is managed by one or more trustees or directors;

(2) the beneficial ownership of which is evidenced by transferable shares, or by transferable certificates of beneficial interest;

(3) that would be taxable as a domestic corporation but for its election to be subject to tax as a REIT;

(4) that is neither a financial institution nor an insurance company subject to specific provisions of the Internal Revenue Code;

(5) the beneficial ownership of which is held by 100 or more persons;

(6) in which, during the last half of each taxable year, not more than 50% in value of the outstanding stock is owned, directly or
indirectly, by five or fewer �individuals� (as defined in the Internal Revenue Code to include specified tax-exempt entities); and

(7) which meets other tests described below, including with respect to the nature of its income and assets.
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The Internal Revenue Code provides that conditions (1) through (4) must be met during the entire taxable year, and that condition (5) must be
met during at least 335 days of a taxable year of 12 months, or during a proportionate part of a shorter taxable year. Conditions (5) and (6) need
not be met during a corporation�s initial tax year as a REIT (which, in our case, was 2008). Our amended and restated articles of incorporation
provides restrictions regarding the ownership and transfers of our stock, which are intended to assist us in satisfying the stock ownership
requirements described in conditions (5) and (6) above.
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To monitor compliance with the stock ownership requirements, we generally are required to maintain records regarding the actual ownership of
our stocks. To do so, we must demand written statements each year from the record holders of significant percentages of our stock pursuant to
which the record holders must disclose the actual owners of the stock (i.e., the persons required to include our dividends in their gross income).
We must maintain a list of those persons failing or refusing to comply with this demand as part of our records. We could be subject to monetary
penalties if we fail to comply with these record-keeping requirements. If you fail or refuse to comply with the demands, you will be required by
Treasury regulations to submit a statement with your tax return disclosing your actual ownership of our stock and other information.

In addition, a corporation generally may not elect to become a REIT unless its taxable year is the calendar year. We have adopted December 31
as our year-end, and thereby satisfy this requirement.

The Internal Revenue Code provides relief from violations of the REIT gross income requirements, as described below under ��Income Tests,� in
cases where a violation is due to reasonable cause and not to willful neglect, and other requirements are met, including the payment of a penalty
tax that is based upon the magnitude of the violation. In addition, certain provisions of the Internal Revenue Code extend similar relief in the
case of certain violations of the REIT asset requirements (see ��Asset Tests� below) and other REIT requirements, again provided that the violation
is due to reasonable cause and not willful neglect, and other conditions are met, including the payment of a penalty tax. If we fail to satisfy any
of the various REIT requirements, there can be no assurance that these relief provisions would be available to enable us to maintain our
qualification as a REIT, and, if such relief provisions are available, the amount of any resultant penalty tax could be substantial.

Effect of Subsidiary Entities

Ownership of Partnership Interests. If we are a partner in an entity that is treated as a partnership for federal income tax purposes, Treasury
regulations provide that we are deemed to own our proportionate share of the partnership�s assets, and to earn our proportionate share of the
partnership�s income, for purposes of the asset and gross income tests applicable to REITs. Our proportionate share of a partnership�s assets and
income is based on our capital interest in the partnership (except that for purposes of the 10% value test, our proportionate share of the
partnership�s assets is based on our proportionate interest in the equity and certain debt securities issued by the partnership). In addition, the
assets and gross income of the partnership are deemed to retain the same character in our hands. Thus, our proportionate share of the assets and
items of income of any of our subsidiary partnerships will be treated as our assets and items of income for purposes of applying the REIT
requirements.

Disregarded Subsidiaries. If we own a corporate subsidiary that is a �qualified REIT subsidiary,� that subsidiary is generally disregarded for
federal income tax purposes, and all of the subsidiary�s assets, liabilities and items of income, deduction and credit are treated as our assets,
liabilities and items of income, deduction and credit, including for purposes of the gross income and asset tests applicable to REITs. A qualified
REIT subsidiary is any corporation, other than a TRS (as described below), that is directly or indirectly wholly-owned by a REIT. Other entities
that are wholly-owned by us, including single member limited liability companies that have not elected to be taxed as corporations for federal
income tax purposes, are also generally disregarded as separate entities for federal income tax purposes, including for purposes of the REIT
income and asset tests. Disregarded subsidiaries, along with any partnerships in which we hold an equity interest, are sometimes referred to
herein as �pass-through subsidiaries.�

In the event that a disregarded subsidiary of ours ceases to be wholly-owned�for example, if any equity interest in the subsidiary is acquired by a
person other than us or another disregarded subsidiary of ours�the subsidiary�s separate existence would no longer be disregarded for federal
income tax purposes. Instead, the subsidiary would have multiple owners and would be treated as either a partnership or a taxable corporation.
Such an event could, depending on the circumstances, adversely affect our ability to satisfy the various asset and gross income requirements
applicable to REITs, including the requirement that REITs generally may not own, directly or indirectly, more than 10% of the securities of
another corporation. See ��Asset Tests� and ��Income Tests.�
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Taxable Subsidiaries. In general, we may jointly elect with a subsidiary corporation, whether or not wholly-owned, to treat such subsidiary
corporation as a TRS. We generally may not own more than 10% of the securities of a taxable corporation, as measured by voting power or
value, unless we and such corporation elect to treat such corporation as a TRS. The separate existence of a TRS or other taxable corporation is
not ignored for federal income tax purposes. Accordingly, our TRS or other taxable corporation generally is subject to corporate income tax on
its earnings, which may reduce the cash flow that we and our subsidiaries generate in the aggregate, and may reduce our ability to make
distributions to our stockholders.

We are not treated as holding the assets of our TRS or other taxable subsidiary corporation or as receiving any income that the subsidiary earns.
Rather, the stock issued by a taxable subsidiary to us is an asset in our hands, and we treat the dividends paid to us from such taxable subsidiary,
if any, as income. This treatment can affect our income and asset test calculations, as described below. Because we do not include the assets and
income of TRSs or other taxable subsidiary corporations in determining our compliance with the REIT requirements, we may use such entities to
undertake indirectly activities that the REIT rules might otherwise preclude us from doing directly or through pass-through subsidiaries. For
example, we may use TRSs or other taxable subsidiary corporations to conduct activities that give rise to certain categories of income such as
management fees or to conduct activities that, if conducted by us directly, would be treated in our hands as prohibited transactions.

The TRS rules limit the deductibility of interest paid or accrued by a TRS to its parent REIT to assure that the TRS is subject to an appropriate
level of corporate taxation. Further, the rules impose a 100% excise tax on transactions between a TRS and its parent REIT or the REIT�s tenants
that are not conducted on an arm�s-length basis. We intend that all of our transactions with our TRSs will be conducted on an arm�s-length basis.

Income Tests

In order to continue to qualify as a REIT, we must satisfy two gross income requirements on an annual basis. First, at least 75% of our gross
income for each taxable year, excluding gross income from sales of inventory or dealer property in �prohibited transactions� and certain hedging
transactions, generally must be derived from investments relating to real property or mortgages on real property, including interest income
derived from mortgage loans secured by real property (including, generally, agency securities and certain types of mortgage-backed securities),
�rents from real property,� dividends received from other REITs, and gains from the sale of real estate assets, as well as specified income from
temporary investments. Second, at least 95% of our gross income in each taxable year, excluding gross income from prohibited transactions and
certain hedging transactions, must be derived from some combination of income that qualifies under the 75% gross income test described above,
as well as other dividends, interest, and gain from the sale or disposition of stock or securities, which need not have any relation to real property.
Income and gain from hedging transactions entered into after July 30, 2008 will be excluded from both the numerator and the denominator for
purposes of both the 75% and 95% gross income tests.

Interest income constitutes qualifying mortgage interest for purposes of the 75% gross income test (as described above) to the extent that the
obligation upon which such interest is paid is secured by a mortgage on real property. If we receive interest income with respect to a mortgage
loan that is secured by both real property and other property, and the highest principal amount of the loan outstanding during a taxable year
exceeds the fair market value of the real property on the date that we acquired or originated the mortgage loan, the interest income will be
apportioned between the real property and the other collateral, and our income from the arrangement will qualify for purposes of the 75% gross
income test only to the extent that the interest is allocable to the real property. Even if a loan is not secured by real property, or is undersecured,
the income that it generates may nonetheless qualify for purposes of the 95% gross income test.

We intend to continue to invest exclusively in agency securities that are either pass-through certificates or collateralized mortgage obligations
(�CMOs�). We expect that the agency securities will be treated either as
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interests in a grantor trust or as interests in a real estate mortgage investment conduit (�REMIC�) for federal income tax purposes and that all
interest income from our agency securities will be qualifying income for the 95% gross income test. In the case of an agency securities treated as
interests in grantor trusts, we would be treated as owning an undivided beneficial ownership interest in the mortgage loans held by the grantor
trust. The interest on such mortgage loans would be qualifying income for purposes of the 75% gross income test to the extent that the obligation
is secured by real property, as discussed above. In the case of agency securities treated as interests in a REMIC, income derived from REMIC
interests will generally be treated as qualifying income for purposes of the 75% and 95% gross income tests. If less than 95% of the assets of the
REMIC are real estate assets, however, then only a proportionate part of our interest in the REMIC and income derived from the interest will
qualify for purposes of the 75% gross income test. In addition, some REMIC securitizations include imbedded interest swap or cap contracts or
other derivative instruments that potentially could produce non-qualifying income for the holder of the related REMIC securities. We expect that
substantially all of our income from agency securities will be qualifying income for purposes of the REIT gross income tests.

We may purchase agency securities through �to-be-announced� forward contacts (�TBAs�) and may recognize income or gains from the disposition
of those TBAs, through dollar roll transactions or otherwise. There is no direct authority with respect to the qualification of income or gains
from dispositions of TBAs as gains from the sale of real property (including interests in real property and interests in mortgages on real
property) or other qualifying income for purposes of the 75% gross income test and we would not treat these items as such unless we receive a
reasoned, written opinion (within the meaning of applicable Treasury regulations) of our counsel that such income and gains should be treated as
such. Consequently, our ability to enter into dollar roll transactions and other dispositions of TBAs could be limited. Moreover, even if we were
to receive the opinion of counsel described above, it is possible that the IRS could assert that such income is not qualifying income. In the event
that such income were determined not to be qualifying for the 75% gross income test, we could be subject to a penalty tax or we could fail to
qualify as a REIT if such income when added to any other non-qualifying income exceeded 25% of our gross income.

Rents received by us, if any, will qualify as �rents from real property� in satisfying the gross income requirements described above only if several
conditions are met. If rent is partly attributable to personal property leased in connection with a lease of real property, the portion of the rent that
is attributable to the personal property will not qualify as �rents from real property� unless it constitutes 15% or less of the total rent received under
the lease. In addition, the amount of rent must not be based in whole or in part on the income or profits of any person. Amounts received as rent,
however, generally will not be excluded from rents from real property solely by reason of being based on fixed percentages of gross receipts or
sales. Also, rental income will qualify as rents from real property only to the extent that we do not directly or constructively hold a 10% or
greater interest, as measured by vote or value, in the lessee�s equity.

We may directly or indirectly receive distributions from our TRS or other corporations that are not REITs or qualified REIT subsidiaries. These
distributions generally are treated as dividend income to the extent of the earnings and profits of the distributing corporation. Such distributions
will generally constitute qualifying income for purposes of the 95% gross income test, but not for purposes of the 75% gross income test. Any
dividends that we receive from a REIT, however, will be qualifying income for purposes of both the 95% and 75% gross income tests.

Fees will generally be qualifying income for purposes of both the 75% and 95% gross income tests if they are received in consideration for
entering into an agreement to make a loan secured by real property and the fees are not determined by income and profits. Other fees generally
will not be qualifying income for purposes of either gross income test and will not be favorably counted for purposes of either gross income test.
Any fees earned by our TRS will not be included for purposes of the gross income tests. Any income or gain that we or our pass-through
subsidiaries derive from instruments that hedge certain risks, such as the risk of changes in interest rates, will be excluded from gross income for
purposes of the 95% gross income test, provided that specified requirements are met, including the requirement that the instrument is entered
into during the ordinary course of
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our business, the instrument hedges risks associated with indebtedness issued by us or our pass-through subsidiary that is incurred to acquire or
carry �real estate assets� (as described below under ��Asset Tests�), and the instrument is properly identified as a hedge along with the risk that it
hedges within prescribed time periods. Income and gain from such transactions will not be qualifying income for the 75% gross income test, and
income and gain from all other hedging transactions will not be qualifying income for either the 95% or 75% gross income test.

If we fail to satisfy one or both of the 75% or 95% gross income tests for any taxable year, including as a result of income and gains from the
disposition of TBAs, we may still qualify as a REIT for such year if we are entitled to relief under applicable provisions of the Internal Revenue
Code. These relief provisions will be generally available if (1) our failure to meet these tests was due to reasonable cause and not due to willful
neglect and (2) following our identification of the failure to meet the 75% or 95% gross income test for any taxable year, we file a schedule with
the IRS setting forth each item of our gross income for purposes of the 75% or 95% gross income test for such taxable year in accordance with
Treasury regulations yet to be issued. It is not possible to state whether we would be entitled to the benefit of these relief provisions in all
circumstances. If these relief provisions are inapplicable to a particular set of circumstances, we will not qualify as a REIT. As discussed above
under ��Taxation of REITs in General,� even where these relief provisions apply, the Internal Revenue Code imposes a tax based upon the amount
by which we fail to satisfy the particular gross income test.

Under The Housing and Economic Recovery Tax Act of 2008, the Secretary of the Treasury has been given broad authority to determine
whether particular items of gain or income recognized after July 30, 2008, qualify or not under the 75% and 95% gross income tests, or are to be
excluded from the measure of gross income for such purposes.

Asset Tests

At the close of each calendar quarter, we must also satisfy four tests relating to the nature of our assets. First, at least 75% of the value of our
total assets must be represented by some combination of �real estate assets,� cash, cash items, U.S. government securities, and, under some
circumstances, stock or debt instruments purchased with new capital. For this purpose, real estate assets include some kinds of mortgage-backed
securities and mortgage loans, as well as interests in real property and stock of other corporations that qualify as REITs. Assets that do not
qualify for purposes of the 75% asset test are subject to the additional asset tests described below.

Second, the value of any one issuer�s securities that we own may not exceed 5% of the value of our total assets.

Third, we may not own more than 10% of any one issuer�s outstanding securities, as measured by either voting power or value. The 5% and 10%
asset tests do not apply to securities of TRSs and qualified REIT subsidiaries and the 10% asset test does not apply to �straight debt� having
specified characteristics and to certain other securities described below. Solely for purposes of the 10% asset test, the determination of our
interest in the assets of a partnership or limited liability company in which we own an interest will be based on our proportionate interest in any
securities issued by the partnership or limited liability company, excluding for this purpose certain securities described in the Code. Fourth, the
aggregate value of all securities of TRSs that we hold may not exceed 25% (20% with respect to taxable years commencing prior to July 31,
2008) of the value of our total assets.

Notwithstanding the general rule, as noted above, that for purposes of the REIT income and asset tests we are treated as owning our
proportionate share of the underlying assets of a subsidiary partnership, if we hold indebtedness issued by a partnership, the indebtedness will be
subject to, and may cause a violation of, the asset tests unless the indebtedness is a qualifying mortgage asset or other conditions are met.
Similarly, although stock of another REIT is a qualifying asset for purposes of the REIT asset tests, any non-mortgage debt that is issued by
another REIT may not so qualify (such debt, however, will not be treated as �securities� for purposes of the 10% asset test, as explained below).
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Certain securities will not cause a violation of the 10% asset test described above. Such securities include instruments that constitute �straight
debt,� which includes, among other things, securities having certain contingency features. A security does not qualify as �straight debt� where a
REIT (or a controlled TRS of the REIT) owns other securities of the same issuer which do not qualify as straight debt, unless the value of those
other securities constitute, in the aggregate, 1% or less of the total value of that issuer�s outstanding securities. In addition to straight debt, the
Internal Revenue Code provides that certain other securities will not violate the 10% asset test. Such securities include (1) any loan made to an
individual or an estate, (2) certain rental agreements pursuant to which one or more payments are to be made in subsequent years (other than
agreements between a REIT and certain persons related to the REIT under attribution rules), (3) any obligation to pay rents from real property,
(4) securities issued by governmental entities that are not dependent in whole or in part on the profits of (or payments made by) a
non-governmental entity, (5) any security (including debt securities) issued by another REIT, and (6) any debt instrument issued by a partnership
if the partnership�s income is of a nature that it would satisfy the 75% gross income test described above under ��Income Tests.� In applying the
10% asset test, a debt security issued by a partnership is not taken into account to the extent, if any, of the REIT�s proportionate interest in the
equity and certain debt securities issued by that partnership.

We intend to continue to invest exclusively in agency securities that are either pass-through certificates or collateralized mortgage obligations.
We expect that the agency securities will be treated either as interests in grantor trusts or as interests in REMICs for federal income tax purposes.
In the case of an agency securities treated as interests in grantor trusts, we would be treated as owning an undivided beneficial ownership interest
in the mortgage loans held by the grantor trust. Such mortgage loans will generally qualify as real estate assets to the extent that they are secured
by real property. We expect that substantially all of our agency securities treated as interests in grantor trust will qualify as real estate assets. In
the case of agency securities treated as interests in a REMIC, such interests will generally qualify as real estate assets and income derived from
REMIC interests will generally be treated as qualifying income for purposes of the REIT income tests described above. If less than 95% of the
assets of a RE
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