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PRELIMINARY PROSPECTUS SUPPLEMENT

(To Prospectus Dated July 9, 2012)

Shares

% Series B Cumulative Redeemable Preferred Stock

(Liquidation Preference $25.00 Per Share)

ARMOUR Residential REIT, Inc. is offering to the public      shares of our    % Series B Cumulative Redeemable
Preferred Stock, which we refer to in this prospectus supplement as the �Series B Preferred Stock.� This is an original
issuance of the Series B Preferred Stock. We will pay monthly cumulative dividends on the Series B Preferred Stock
on the       day of each month (provided that if any dividend payment date is not a business day, then the dividend
which would otherwise have been payable on that dividend payment date may be paid on the next succeeding business
day) from, and including, the date of original issuance at   % of the $25.00 per share liquidation preference per annum
(equivalent to $    per annum per share). The first dividend payable on              , 2013 in the amount of $   per share
will be paid to the persons who are the holders of record of the Series B Preferred Stock at the close of business on
            , 2013.

The Series B Preferred Stock will not be redeemable before February    , 2018 except under circumstances intended to
preserve our qualification as a real estate investment trust, or REIT, for federal income tax purposes and except as
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described below upon the occurrence of a Change of Control (as defined herein). On or after February    , 2018 we
may, at our option, redeem any or all of the shares of the Series B Preferred Stock at $25.00 per share plus any
accumulated and unpaid dividends to, but not including, the redemption date. In addition, upon the occurrence of a
Change of Control, we may, at our option, redeem any or all of the shares of Series B Preferred Stock within 120 days
after the first date on which such Change of Control occurred at $25.00 per share plus any accumulated and unpaid
dividends to, but not including, the redemption date. The Series B Preferred Stock has no stated maturity, is not
subject to any sinking fund or mandatory redemption and will remain outstanding indefinitely unless repurchased or
redeemed by us or converted into our common stock in connection with a Change of Control by the holders of Series
B Preferred Stock.

Upon the occurrence of a Change of Control, each holder of Series B Preferred Stock will have the right (subject to
our election to redeem the Series B Preferred Stock in whole or in part, as described above, prior to the Change of
Control Conversion Date (as defined herein)) to convert some or all of the Series B Preferred Stock held by such
holder on the Change of Control Conversion Date into a number of shares of our common stock per share of Series B
Preferred Stock equal to the lesser of:

·

the quotient obtained by dividing (i) the sum of the $25.00 liquidation preference per share of the Series B Preferred
Stock plus the amount of any accumulated and unpaid dividends thereon to, but not including, the Change of Control
Conversion Date (unless the Change of Control Conversion Date is after a dividend record date (as defined herein)
and prior to the corresponding dividend payment date (as defined herein) for the Series B Preferred Stock, in which
case no additional amount for such accrued and unpaid dividends will be included in this sum) by (ii) the Common
Stock Price (as defined herein); and

·

                (the �Share Cap�), subject to certain adjustments as explained herein;

in each case, on the terms and subject to the conditions described in this prospectus supplement, including provisions
for the receipt, under specified circumstances, of alternative consideration as described in this prospectus supplement.

No current market exists for the Series B Preferred Stock. We have applied to list the Series B Preferred Stock on The
New York Stock Exchange, or NYSE, under the symbol �ARR PrB.� If the application is approved, trading of the Series
B Preferred Stock on NYSE is expected to begin within 30 days after the date of initial issuance of the Series B
Preferred Stock. Our Series A Preferred Stock is traded on the NYSE under the symbol �ARR PrA� and our common
stock is traded on the NYSE under the symbol �ARR.�

There are restrictions on ownership of the Series B Preferred Stock intended to preserve our qualification as a REIT.
Please see the sections entitled �Description of the Series B Preferred Stock�Restrictions on Ownership and Transfer� in
this prospectus supplement and �Description of Capital Stock�Restrictions on Ownership and Transfer� in the
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accompanying prospectus. In addition, except under limited circumstances as described in this prospectus supplement,
holders of the Series B Preferred Stock generally do not have any voting rights.

The Series B Preferred Stock has not been rated. Investing in the Series B Preferred Stock involves a high
degree of risk. See �Risk Factors� beginning on page S-7 of this prospectus supplement and in the documents
incorporated by reference in this prospectus supplement and the accompanying prospectus.

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

Per Share Total(1)
Public offering price $ $
Underwriting discount $ $
Proceeds to us (before expenses) $ $
(1)   Assumes no exercise of the underwriters� over-allotment option.

The underwriters have an option to purchase up to                 additional shares of Series B Preferred Stock from us to
cover over-allotments, if any, on the same terms and conditions set forth above within 30 days of the date of this
prospectus supplement.

The underwriters expect to deliver the shares of Series B Preferred Stock to purchasers on or about          , 2013, only
in book-entry form through the facilities of The Depository Trust Company.
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Joint Book-Running Managers

Citigroup UBS Investment Bank Deutsche Bank Securities

Co-Managers

Barclays Credit Suisse J.P. Morgan MLV & Co.

JMP Securities Ladenburg Thalmann & Co. Inc. Maxim Group LLC National Securities
Corporation

The date of this prospectus supplement is             , 2013
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You should rely only on the information contained in or incorporated by reference in this prospectus
supplement and the accompanying prospectus. We have not authorized anyone to provide you with different
information. We are not making an offer of these securities in any state where the offer is not permitted. You
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should not assume that the information contained in this prospectus supplement and the accompanying
prospectus is accurate as of any date other than the date on the front of this prospectus supplement.
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ABOUT THIS PROSPECTUS SUPPLEMENT

This prospectus supplement is a supplement to the accompanying prospectus that is also a part of this document. This
prospectus supplement and the accompanying prospectus are part of a registration statement on Form S-3ASR that we
filed with the Securities and Exchange Commission, or SEC or Commission, using a "shelf" registration process. This
prospectus supplement contains specific information about us and the terms on which we are offering and selling
shares of the Series B Preferred Stock. To the extent that any statement made in this prospectus supplement is
inconsistent with statements made in the prospectus, the statements made in the prospectus will be deemed modified
or superseded by those made in this prospectus supplement. Before you purchase shares of the Series B Preferred
Stock, you should carefully read this prospectus supplement, the accompanying prospectus and the registration
statement, together with the documents incorporated by reference in this prospectus supplement and the
accompanying prospectus.

When used in this prospectus supplement or the accompanying prospectus, the terms �ARMOUR,� �company,� �issuer,�
�registrant,� �we,� �our,� and “us” refer to ARMOUR Residential REIT, Inc. and references to “ARRM” or the “Manager” are to
ARMOUR Residential Management, LLC, a Delaware limited liability company, unless otherwise specified.

S-i
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SPECIAL NOTE REGARDING FORWARD−LOOKING STATEMENTS

This prospectus supplement and the accompanying prospectus contain various �forward-looking statements.�
Forward-looking statements relate to expectations, beliefs, projections, future plans and strategies, anticipated events
or trends and similar expressions concerning matters that are not historical facts. In some cases, you can identify
forward-looking statements by the use of forward-looking terminology such as �believes,� �expects,� �may,� �will,� �would,�
�could,� �should,� �seeks,� �approximately,� �intends,� �plans,� �projects,� �estimates� or �anticipates� or the negative of these words
and phrases or similar words or phrases. All forward-looking statements may be impacted by a number of risks and
uncertainties, including statements regarding the following subjects:

·

our business and investment strategy;

·

our anticipated results of operations;

·

statements about future dividends;

·

our ability to obtain financing arrangements;

·

our understanding of our competition and ability to compete effectively;

·

market, industry and economic trends; and

·

interest rates.

The forward-looking statements in this prospectus supplement and the accompanying prospectus are based on our
beliefs, assumptions and expectations of our future performance, taking into account all information currently
available to us. These beliefs, assumptions and expectations are subject to risks and uncertainties and can change as a
result of many possible events or factors, not all of which are known to us. If a change occurs, our business, financial
condition, liquidity and results of operations may vary materially from those expressed in our forward-looking
statements. You should carefully consider these risks before you make an investment decision with respect to our
Series B Preferred Stock, along with the following factors that could cause actual results to vary from our
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forward-looking statements:

·

the factors referenced in this prospectus supplement, including those set forth under the section captioned �Risk
Factors;�

·

mortgage loan modification programs and future legislative action;

·

the impact of round 3 of the U.S. Federal Reserve�s quantitative easing program to purchase Agency Securities, or
�QE3�, on the prices and liquidity of Agency Securities or other securities in which we invest;

·

actions by the U.S. Federal Reserve which could cause a flattening of the yield curve, which could materially
adversely affect our business, financial condition and results of operations and our ability to pay distributions to our
stockholders;

·

availability, terms and deployment of capital;

·

changes in economic conditions generally;  

·

changes in interest rates, interest rate spreads, the yield curve or prepayment rates;

·

general volatility of the financial markets, including markets for residential mortgage-backed securities;

·

the downgrade of the U.S. Government�s or certain European countries� credit ratings and future downgrades of the
U.S. Government�s or certain European countries� credit ratings may materially adversely affect our business, financial
condition and results of operations;

·

inflation or deflation;

·
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the impact of the federal conservatorship of Fannie Mae and Freddie Mac and related efforts, along with any changes
in laws and regulations affecting the relationship between Fannie Mae and Freddie Mac and the U.S. Government and
the U.S. Federal Reserve System;

·

availability of suitable investment opportunities;

·

the degree and nature of the competition for investments in the assets in which we invest;

·

changes in our business and investment strategy;

·

our failure to maintain an exemption from being regulated as a commodity pool operator;

·

our dependence on our Manager and ability to find a suitable replacement if our Manager were to terminate its
management relationship with us;

S-ii
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·

the existence of conflicts of interest in our relationship with our Manager, JAVELIN Mortgage Investment Corp., a
publicly-traded REIT affiliated with our executive officers and directors, and certain of our directors and officers,
which could result in decisions that are not in the best interest of our stockholders;

·

our management�s competing duties to other affiliated entities, which could result in decisions that are not in the best
interests of our stockholders; and

·

changes in applicable laws and regulations.

We cannot guarantee future results, levels of activity, performance or achievements. You should not place undue
reliance on forward-looking statements, which apply only as of the date of this prospectus supplement. We do not
intend and disclaim any duty or obligation to update or revise any industry information or forward-looking statements
set forth in this prospectus supplement to reflect new information, future events or otherwise, except as required under
the U.S. federal securities.

S-iii

Edgar Filing: Armour Residential REIT, Inc. - Form 424B3

11



SUMMARY

This summary highlights the material information contained in this prospectus supplement. It does not contain all of
the information that you should consider before investing in our Series B Preferred Stock. You should read carefully
the more detailed information set forth under �Risk Factors� in this prospectus supplement, in our Annual Report on
Form 10-K for the year ended December 31, 2011, in our subsequent Quarterly Reports on Form 10-Q and the other
information included in this prospectus supplement. Except as otherwise indicated, the information in this prospectus
supplement assumes no exercise of the underwriters� option to purchase additional shares.

Overview

We are an externally-managed Maryland corporation formed in 2008, managed by ARRM, an investment advisor
registered with Securities and Exchange Commission ("SEC").  We invest primarily in hybrid adjustable rate,
adjustable rate and fixed rate residential mortgage backed securities (�RMBS�) that are issued or guaranteed by a U.S.
Government-sponsored entity (�GSE�), such as the Federal National Mortgage Association (�Fannie Mae�), the Federal
Home Loan Mortgage Corporation (�Freddie Mac�), or guaranteed by the Government National Mortgage
Administration (�Ginnie Mae�) (collectively, �Agency Securities�).  From time to time, a portion of our portfolio may be
invested in unsecured notes and bonds issued by U.S. Government-chartered entities (collectively, �Agency Debt�), U.S.
Treasuries and money market instruments, subject to certain income tests we must satisfy for our qualification as a
REIT. Our charter permits us to invest in Agency Securities and non-Agency Securities. As of September 30, 2012,
Agency Securities accounted for 100% of our portfolio. It is expected that the percentage will continue to be 100% or
close thereto.

We seek attractive long-term investment returns by investing our equity capital and borrowed funds in our targeted
asset class of Agency Securities. We earn returns on the spread between the yield on our assets and our costs,
including the interest cost of the funds we borrow, after giving effect to our hedges. We have elected to be taxed and
intend to continue to qualify as a REIT under the Internal Revenue Code (�the Code�). We will generally not be subject
to federal income tax to the extent that we distribute our taxable income to our shareholders and as long as we satisfy
the ongoing REIT requirements including meeting certain asset, income and stock ownership tests.

Our business plan is to identify and acquire Agency Securities, finance our acquisitions with borrowings under a
series of short-term repurchase agreements at the most competitive interest rates available to us and then
cost-effectively mitigate our interest rate and other risks based on our entire portfolio of assets, liabilities and
derivatives and our management's view of the market. Successful implementation of our business plan requires us to
address interest rate risk, maintain adequate liquidity and effectively mitigate interest rate risks. We execute our
business plan in a manner consistent with our intention of qualifying as a REIT and avoiding regulation as an
investment company under the Investment Company Act of 1940.

Recent Developments

During the period from October 1, 2012 to January 31, 2013, we issued and sold 16,093 shares of our common stock
under our Dividend Reinvestment and Stock Purchase Plan for net proceeds of approximately $0.1 million.

During the period from October 1, 2012 to January 31, 2013, we issued and sold 395,572 shares of our Series A
Preferred Stock under our at-the-market (�ATM�) offering programs for net proceeds of approximately $9.9 million. We
did not issue and sell any shares of our common stock under our ATM offering program during this period.

Edgar Filing: Armour Residential REIT, Inc. - Form 424B3

12



On December 17, 2012, our board of directors authorized us to repurchase up to $100 million of our outstanding
shares of common stock. Pursuant to the authorization, shares may be purchased in the open market, including
through block trades, in privately negotiated transactions, or under a trading plan separately adopted in the future. The
timing, manner, price and amount of any repurchases are at our discretion, subject to the requirements of the federal
securities laws and related rules. The authorization does not oblige us to repurchase any shares and it may be
modified, suspended or terminated at any time and for any reason. To date, no shares have been repurchased under the
repurchase authorization.

Dividends

On October 29, 2012, November 27, 2012 and December 27, 2012, we paid a cash dividend of $0.171875 per share of
outstanding preferred stock to holders of record of our Series A Preferred Stock as of October 15, 2012, November 15,
2012 and December 14, 2012, respectively.

S-1
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Additionally, on October 30, 2012, November 29, 2012 and December 28, 2012, we paid a cash dividend of $0.09 per
share of outstanding common stock to holders of record of our common stock as of October 15, 2012, November 15,
2012 and December 14, 2012, respectively.

On December 17, 2012, we confirmed that a monthly cash dividend of $0.171875 would be payable on January 28,
2013, February 26, 2013 and March 26, 2013 to holders of record of our Series A Preferred Stock as of January 15,
2013, February 15, 2013 and March 15, 2013, respectively. On January 28, 2013, we paid the cash dividend of
$0.171875 to holders of record of our Series A Preferred Stock as of January 15, 2013.

Also on December 17, 2012, we announced that a monthly cash dividend of $0.08 would be payable on January 30,
2013, February 27, 2013 and March 27, 2013 to holders of record of our common stock as of January 15, 2013,
February 15, 2013 and March 15 2013, respectively. On January 30, 2013, we paid the cash dividend of $0.08 to
holders of record of our common stock as of January 15, 2013.

Corporate Information

We were incorporated in the state of Maryland on February 5, 2008.  On November 6, 2009, we consummated a
business combination with Enterprise Acquisition Corp., a publicly traded blank check company formed for the
purposes of acquiring an operating business.   As a result of this transaction, which we refer to as the Business
Combination, we became a publicly traded company.

Our principal offices are located at 3001 Ocean Drive, Suite 201, Vero Beach, Florida 32963. Our phone number is
(772) 617-4340.  Our website is www.ARMOURREIT.com. The contents of our website are not a part of this
prospectus supplement or the accompanying prospectus. The information on our website is not intended to form a part
of or be incorporated by reference into this prospectus supplement or the accompanying prospectus.

S-2
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THE OFFERING

We are selling all of the shares of the Series B Preferred Stock offered by this prospectus supplement. For a
description of the Series B Preferred Stock, please see the sections entitled �Description of the Series B Preferred
Stock� in this prospectus supplement and �Description of Capital Stock�Preferred Stock� in the accompanying
prospectus.

Issuer ARMOUR Residential REIT, Inc.

Securities Offered             shares of            % Series B Cumulative Redeemable Preferred Stock, plus
up to an additional             shares if the underwriters exercise their over-allotment
option in full.

Dividends Holders of the Series B Preferred Stock will be entitled to receive cumulative cash
dividends at a rate of              % per annum of the $25.00 per share liquidation
preference (equivalent to $         per annum per share).

Dividends will be payable monthly on the          day of each month, provided that if
any dividend payment date is not a business day, then the dividend which would
otherwise have been payable on that dividend payment date may be paid on the next
succeeding business day. Dividends will accrue and be cumulative from, and
including, the date of original issuance, which is expected to be            , 2013. The
first dividend payable on             , 2013 in the amount of $             per share will be
paid to the persons who are the holders of record of the Series B Preferred Stock at
the close of business on the corresponding record date, which will be             , 2013.

No Maturity The Series B Preferred Stock has no stated maturity and will not be subject to any
sinking fund or mandatory redemption. Shares of the Series B Preferred Stock will
remain outstanding indefinitely unless we decide to redeem or otherwise repurchase
them or they become convertible and are converted as described below under
��Conversion Rights.� We are not required to set aside funds to redeem the Series B
Preferred Stock.

Optional Redemption The Series B Preferred Stock is not redeemable by us prior to February    , 2018
except under circumstances intended to preserve our qualification as a REIT for
federal income tax purposes and except as described below under ��Special Optional
Redemption.� On and after February   , 2018 we may, at our option, redeem the
Series B Preferred Stock, in whole or in part, at any time or from time to time, for
cash at a redemption price equal to $25.00 per share, plus any accumulated and
unpaid dividends to, but not including, the date fixed for redemption. See
�Description of the Series B Preferred Stock�Redemption�Optional Redemption.�

Special Optional Redemption Upon the occurrence of a Change of Control, we may, at our option, redeem the
Series B Preferred Stock, in whole or in part, within 120 days after the first date on
which such Change of Control occurred, for cash at a redemption price of $25.00 per
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share, plus any accumulated and unpaid dividends to, but not including, the date
fixed for redemption. If, prior to the Change of Control Conversion Date (as defined
herein), we have provided notice of our election to redeem some or all of the shares
of Series B Preferred Stock (whether pursuant to our optional redemption right
described above or this special optional redemption right), the holders of Series B
Preferred Stock will not have the conversion right described below under
��Conversion Rights� with respect to the shares of Series B Preferred Stock called for
redemption. Please see the section entitled �Description of the Series B Preferred
Stock�Redemption�Special Optional Redemption� in this prospectus supplement.

S-3
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A �Change of Control� is deemed to occur when, after the original issuance of the
Series B Preferred Stock, the following have occurred and are continuing:

·

the acquisition by any person, including any syndicate or group deemed to be a
�person� under Section 13(d)(3) of the Securities Exchange Act of 1934, as amended,
or the Exchange Act, of beneficial ownership, directly or indirectly, through a
purchase, merger or other acquisition transaction or series of purchases, mergers or
other acquisition transactions of our stock entitling that person to exercise more than
50% of the total voting power of all our stock entitled to vote generally in the
election of our directors (except that such person will be deemed to have beneficial
ownership of all securities that such person has the right to acquire, whether such
right is currently exercisable or is exercisable only upon the occurrence of a
subsequent condition); and

·

following the closing of any transaction referred to in the bullet point above, neither
we nor the acquiring or surviving entity has a class of common securities (or
American Depositary Receipts representing such securities) listed on the New York
Stock Exchange (the �NYSE�), the NYSE MKT LLC (the �NYSE MKT�) or the
NASDAQ Stock Market (�NASDAQ�), or listed or quoted on an exchange or
quotation system that is a successor to the NYSE, the NYSE Amex or NASDAQ.

Conversion Rights Upon the occurrence of a Change of Control, each holder of Series B Preferred
Stock will have the right subject to our election to redeem the Series B Preferred
Stock in whole or part, as described above under ��Optional Redemption� or ��Special
Optional Redemption,� prior to the Change of Control Conversion Date to convert
some or all of the Series B Preferred Stock held by such holder on the Change of
Control Conversion Date into a number of shares of our common stock per share of
Series B Preferred Stock equal to the lesser of:

·

the quotient obtained by dividing (i) the sum of the $25.00 liquidation preference
per share of Series B Preferred Stock plus the amount of any accumulated and
unpaid dividends thereon to, but not including, the Change of Control Conversion
Date (unless the Change of Control Conversion Date is after a dividend record date
(as defined herein) and prior to the corresponding dividend payment date (as defined
herein) for the Series B Preferred Stock, in which case no additional amount for
such accrued and unpaid dividends will be included in this sum) by (ii) the Common
Stock Price (as defined herein); and
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·

           (the �Share Cap�), subject to adjustments to the Share Cap for any splits,
subdivisions or combinations of our common stock;

in each case, on the terms and subject to the conditions described in this prospectus
supplement, including provisions for the receipt, under specified circumstances, of
alternative consideration as described in this prospectus supplement.

For definitions of �Change of Control Conversion Right,� �Change of Control
Conversion Date� and �Common Stock Price� and a description of certain adjustments
and provisions for the receipt of alternative consideration that may be applicable to
the conversion of Series B Preferred Stock in the event of a Change of Control, and
for other important information, please see the section entitled �Description of the
Series B Preferred Stock�Conversion Rights.�

Liquidation Preference If we liquidate, dissolve or wind up, holders of the Series B Preferred Stock will
have the right to receive $25.00 per share, plus any accumulated and unpaid
dividends to, but not including, the date of payment, before any payment is made to
the holders of our common stock. Please see the section entitled �Description of the
Series B Preferred Stock�Liquidation Preference.�

S-4
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Ranking The Series B Preferred Stock will rank, with respect to rights to the payment of
dividends and the distribution of assets upon our liquidation, dissolution or winding
up, (1) senior to all classes or series of our common stock and to all other equity
securities issued by us other than equity securities referred to in clauses (2) and (3);
(2) on a parity with our 8.250% Series A Cumulative Redeemable Preferred Stock
(�Series A Preferred Stock�) and all equity securities issued by us with terms
specifically providing that those equity securities rank on a parity with the Series B
Preferred Stock with respect to rights to the payment of dividends and the
distribution of assets upon our liquidation, dissolution or winding up; (3) junior to
all equity securities issued by us with terms specifically providing that those equity
securities rank senior to the Series B Preferred Stock with respect to rights to the
payment of dividends and the distribution of assets upon our liquidation, dissolution
or winding up; and (4) effectively junior to all of our existing and future
indebtedness (including indebtedness convertible to our common stock or preferred
stock) and to the indebtedness of our existing subsidiary and any future subsidiaries.
Please see the section entitled �Description of the Series B Preferred Stock�Ranking.�

Voting Rights Holders of Series B Preferred Stock will generally have no voting rights. However,
if we do not pay dividends on the Series B Preferred Stock for eighteen or more
monthly dividend periods (whether or not consecutive), the holders of the Series B
Preferred Stock (voting separately as a class with the holders of all other classes or
series of our preferred stock we may issue upon which like voting rights have been
conferred and are exercisable (including holders of our Series A Preferred Stock, if
applicable) and which are entitled to vote as a class with the Series B Preferred
Stock in the election referred to below) will be entitled to vote for the election of
two additional directors to serve on our board of directors until we pay, or declare
and set aside funds for the payment of, all dividends that we owe on the Series B
Preferred Stock, subject to certain limitations described in the section entitled
�Description of the Series B Preferred Stock�Voting Rights.� In addition, the
affirmative vote of the holders of at least two-thirds of the outstanding shares of
Series B Preferred Stock is required for us to authorize or issue any class or series of
stock ranking prior to the Series B Preferred Stock with respect to the payment of
dividends or the distribution of assets on liquidation, dissolution or winding up, to
amend any provision of our amended and restated articles of incorporation so as to
materially and adversely affect any rights of the Series B Preferred Stock or to take
certain other actions. If any such amendments to our charter would be material and
adverse to holders of the Series B Preferred Stock and any other series of parity
preferred stock upon which similar voting rights have been conferred and are
exercisable (including our Series A Preferred Stock), a vote of at least two-thirds of
the outstanding shares of Series B Preferred Stock and the shares of the other
applicable series (including our Series A Preferred Stock) materially and adversely
affected, voting together as a class, would be required. Please see the section entitled
�Description of the Series B Preferred Stock�Voting Rights.�

Information Rights During any period in which we are not subject to Section 13 or 15(d) of the
Exchange Act and any shares of Series B Preferred Stock are outstanding, we will
use our best efforts to (i) transmit by mail (or other permissible means under the
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Exchange Act) to all holders of Series B Preferred Stock, as their names and
addresses appear on our record books and without cost to such holders, copies of the
annual reports on Form 10-K and quarterly reports on Form 10-Q that we would
have been required to file with the SEC pursuant to Section 13 or 15(d) of the
Exchange Act if we were subject thereto (other than any exhibits that would have
been required) and (ii) promptly, upon request, supply copies of such reports to any
holders or prospective holder of Series B Preferred Stock, subject to certain
exceptions described in this prospectus supplement. We will use our best efforts to
mail (or otherwise provide) the information to the holders of the Series B Preferred
Stock within 15 days after the respective dates by which a periodic report on Form
10-K or Form 10-Q, as the case may be, in respect of such information would have
been required to be filed with the SEC, if we were subject to Section 13 or 15(d) of
the Exchange Act, in each case, based on the dates on which we would be required
to file such periodic reports if we were an �large accelerated filer� within the meaning
of the Exchange Act.
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Listing No current market exists for the Series B Preferred Stock. We have filed an
application to list the Series B Preferred Stock on the NYSE. If approved for listing,
we expect that trading on the NYSE will commence within 30 days after the date of
initial issuance of the Series B Preferred Stock. The underwriters have advised us
that they intend to make a market in the Series B Preferred Stock prior to the
commencement of any trading on the NYSE, but they are not obligated to do so and
may discontinue market making at any time without notice. We cannot assure you
that a market for the Series B Preferred Stock will develop prior to commencement
of trading on the NYSE or, if developed, will be maintained or will provide you
with adequate liquidity.

Restrictions on Ownership

and Transfer In order to ensure that we remain a qualified REIT for federal income tax purposes,
our amended and restated articles of incorporation, together with our articles
supplementary establishing the terms of our Series B Preferred Stock, provide that
no person may beneficially or constructively own, or be deemed to own by virtue of
the attribution provisions of the Internal Revenue Code, more than 9.8% in value or
in number of shares, whichever is more restrictive, of either our common stock or
our capital stock, subject to certain exceptions. The shares of Series B Preferred
Stock owned directly or indirectly by each holder (but not Series B Preferred Stock
held by the other holders) will be counted as our common stock (on an as-converted
basis) for purposes of the 9.8% ownership limitation applicable to our common
stock with respect to such holder. Additionally, all shares of the Series B Preferred
Stock will be counted as our capital stock for purposes of the 9.8% ownership
limitation applicable to our capital stock. These provisions may restrict the ability of
a holder of Series B Preferred Stock to convert such stock into our common stock
and may limit the amount of Series B Preferred Stock that a holder may acquire or
otherwise own. Please see the sections entitled �Description of the Series B Preferred
Stock�Restrictions on Ownership and Transfer� in this prospectus supplement and
�Description of Capital Stock�Restrictions on Ownership and Transfer� in the
accompanying prospectus.

Use of proceeds We plan to use the net proceeds from this offering to acquire additional Agency
Securities in accordance with our objectives and strategies described in this
prospectus. We may also use a portion of the net proceeds for general corporate
purposes. Please see the section entitled �Use of Proceeds� in this prospectus
supplement.

Risk Factors Investing in our preferred stock involves risks. You should carefully consider the
risks described under �Risk Factors� in this prospectus supplement, in our most recent
Annual Report on Form 10-K and our subsequent Quarterly Reports on Form 10-Q
as well as the other information contained or incorporated by reference in this
prospectus supplement and the accompanying prospectus before making a decision
to invest in our Series B Preferred Stock.
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U.S. Federal Income Tax
Considerations

For a discussion of the Federal income tax consequences of purchasing, owning and
disposing of the Series B Preferred Stock and any common stock received upon
conversion of the Series B Preferred Stock, please see the section entitled
�Supplement to U.S. Federal Income Tax Considerations.�

Book-Entry and Form The Series B Preferred Stock will be represented by one or more global certificates
in definitive, fully registered form deposited with a custodian for, and registered in
the name of, a nominee of The Depository Trust Company.

S-6
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RISK FACTORS

In evaluating an investment in the Series B Preferred Stock, you should carefully consider the following risk factors
and the risk factors described under the caption �Risk Factors� in our Annual Report on Form 10-K for the year
ended December 31, 2011 and our subsequent Quarterly Reports on Form 10-Q, which are incorporated by reference
in this prospectus supplement and in the accompanying prospectus, in addition to the other risks and uncertainties
described in this prospectus supplement, any other documents incorporated by reference in the accompanying
prospectus and, if applicable, any free writing prospectus we may provide you in connection with this offering.

The Series B Preferred Stock ranks junior to all of our indebtedness and other liabilities and is effectively junior to
all indebtedness and other liabilities of our subsidiary.

In the event of our bankruptcy, liquidation, dissolution or winding-up of our affairs, our assets will be available to pay
obligations on the Series B Preferred Stock only after all of our indebtedness and other liabilities have been paid. The
rights of holders of the Series B Preferred Stock to participate in the distribution of our assets will rank junior to the
prior claims of our current and future creditors and any future series or class of preferred stock we may issue that
ranks senior to the Series B Preferred Stock. In addition, the Series B Preferred Stock effectively ranks junior to all
existing and future indebtedness and other liabilities of (as well as any preferred equity interests held by others in) our
existing subsidiary and any future subsidiaries. Our existing subsidiary is and any future subsidiaries would be
separate legal entities and have no legal obligation to pay any amounts to us in respect of dividends due on the Series
B Preferred Stock. If we are forced to liquidate our assets to pay our creditors, we may not have sufficient assets to
pay amounts due on any or all of the Series B Preferred Stock then outstanding. We and our subsidiary have incurred
and may in the future incur substantial amounts of debt and other obligations that will rank senior to the Series B
Preferred Stock. At September 30, 2012, we had approximately $21.1 billion of indebtedness and other liabilities
ranking senior to the Series B Preferred Stock, substantially all of which consisted of borrowings under our repurchase
agreements.

Certain of our existing or future debt instruments may restrict the authorization, payment or setting apart of dividends
on the Series B Preferred Stock. In addition, future offerings of debt or senior equity securities may adversely affect
the market price of the Series B Preferred Stock. If we decide to issue debt or senior equity securities in the future, it is
possible that these securities will be governed by an indenture or other instruments containing covenants restricting
our operating flexibility. Additionally, any convertible or exchangeable securities that we issue in the future may have
rights, preferences and privileges more favorable than those of the Series B Preferred Stock and may result in dilution
to owners of the Series B Preferred Stock. We and, indirectly, our stockholders, will bear the cost of issuing and
servicing such securities. Because our decision to issue debt or equity securities in any future offering will depend on
market conditions and other factors beyond our control, we cannot predict or estimate the amount, timing or nature of
our future offerings. The holders of the Series B Preferred Stock will bear the risk of our future offerings, which may
reduce the market price of the Series B Preferred Stock and will dilute the value of their holdings in us.

We may issue additional shares of Series B Preferred Stock and additional series of preferred stock that rank on
parity with the Series B Preferred Stock as to dividend rights, rights upon liquidation or voting rights.

We are allowed to issue additional shares of Series B Preferred Stock and additional series of preferred stock that
would rank equally to the Series B Preferred Stock as to dividend payments and rights upon our liquidation,
dissolution or winding up of our affairs pursuant to our amended and restated articles of incorporation and the articles
supplementary for the Series B Preferred Stock without any vote of the holders of the Series B Preferred Stock. The
issuance of additional shares of Series B Preferred Stock and additional series of parity preferred stock could have the
effect of reducing the amounts available to the Series B Preferred Stock issued in this offering upon our liquidation or
dissolution or the winding up of our affairs. It also may reduce dividend payments on the Series B Preferred Stock
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issued in this offering if we do not have sufficient funds to pay dividends on all Series B Preferred Stock outstanding
and other classes of stock with equal priority with respect to dividends.

In addition, although holders of Series B Preferred Stock are entitled to limited voting rights, as described in
�Description of the Series B Preferred Stock�Voting Rights,� with respect to such matters, the Series B Preferred Stock
will vote separately as a class along with all other series of our preferred stock that we may issue upon which like
voting rights have been conferred and are exercisable (including our Series A Preferred Stock). As a result, the voting
rights of holders of Series B Preferred Stock may be significantly diluted, and the holders of such other series of
preferred stock that we may issue may be able to control or significantly influence the outcome of any vote.

Future issuances and sales of parity preferred stock, or the perception that such issuances and sales could occur, may
cause prevailing market prices for the Series B Preferred Stock and our common stock to decline and may adversely
affect our ability to raise additional capital in the financial markets at times and prices favorable to us.
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We may not be able to pay dividends on the Series B Preferred Stock.

Under Maryland law, cash dividends on capital stock may be paid from net earnings and only if our total assets are not
less than the sum of our total liabilities plus the amount that would be needed if we were to be dissolved at the time of
the distribution, to satisfy the preferential rights upon dissolution of stockholders whose preferential rights on
dissolution are superior to those receiving the distribution. Our ability to pay cash dividends on the Series B Preferred
Stock will require us to be profitable and to have positive net assets (total assets less total liabilities) over our capital.
Further, notwithstanding these factors, we may not have sufficient cash to pay dividends on the Series B Preferred
Stock. Our ability to pay dividends may be impaired if any of the risks described in this prospectus supplement and
the accompanying prospectus or incorporated by reference in this prospectus supplement and in the accompanying
prospectus, were to occur. In addition, payment of our dividends depends upon our financial condition, maintenance
of our REIT qualification and other factors as our board of directors may deem relevant from time to time. We cannot
assure you that our business will generate sufficient cash flow from operations or that future borrowings will be
available to us in an amount sufficient to enable us to make distributions on our common stock and preferred stock,
including the Series B Preferred Stock offered by this prospectus supplement, to pay our indebtedness or to fund our
other liquidity needs.

The Series B Preferred Stock has not been rated.

We have not sought to obtain a rating for the Series B Preferred Stock. No assurance can be given, however, that one
or more rating agencies might not independently determine to issue such a rating or that such a rating, if issued, would
not adversely affect the market price of the Series B Preferred Stock. In addition, we may elect in the future to obtain a
rating for the Series B Preferred Stock, which could adversely affect the market price of the Series B Preferred Stock.
Ratings only reflect the views of the rating agency or agencies issuing the ratings and such ratings could be revised
downward, placed on a watch list or withdrawn entirely at the discretion of the issuing rating agency if in its judgment
circumstances so warrant. Any such downward revision, placing on a watch list or withdrawal of a rating could have
an adverse effect on the market price of the Series B Preferred Stock.

The Series B Preferred Stock will bear a risk of redemption by us.

On or after February    , 2018, we may, at our option, redeem the Series B Preferred Stock, in whole or in part, at any
time or from time to time. In addition, we may redeem shares of the Series B Preferred Stock at any time to preserve
our qualification as a REIT for federal income tax purposes. Also, upon the occurrence of a Change of Control, we
may, at our option, redeem the Series B Preferred Stock, in whole or in part, within 120 days after the first date on
which such Change of Control occurred. We may have an incentive to redeem the Series B Preferred Stock voluntarily
if market conditions allow us to issue other preferred stock or debt securities at a rate that is lower than the dividend
on the Series B Preferred Stock. If we redeem the Series B Preferred Stock, then from and after the redemption date,
your dividends will cease to accrue on your shares of Series B Preferred Stock, your shares of Series B Preferred
Stock shall no longer be deemed outstanding and all your rights as a holder of those shares will terminate, except the
right to receive the redemption price plus accumulated and unpaid dividends, if any, payable upon redemption.

You may not be able to exercise conversion rights upon a Change of Control. If exercisable, the change of control
conversion rights described in this prospectus supplement may not adequately compensate you. These change of
control conversion rights may also make it more difficult for a party to acquire us or discourage a party from
acquiring us.

Upon the occurrence of a Change of Control, each holder of the Series B Preferred Stock will have the right (unless,
prior to the Change of Control Conversion Date, we have provided notice of our election to redeem some or all of the
shares of Series B Preferred Stock held by such holder as described under �Description of the Series B Preferred
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Stock�Redemption�Optional Redemption� or ��Special Optional Redemption,� in which case such holder will have the right
only with respect to shares of Series B Preferred Stock that are not called for redemption) to convert some or all of
such holder�s Series B Preferred Stock into our shares of common stock (or under specified circumstances involving
certain alternative consideration).

Notwithstanding that we generally may not redeem the Series B Preferred Stock prior to February    , 2018 we have a
special optional redemption right to redeem the Series B Preferred Stock in the event of a Change of Control, and
holders of the Series B Preferred Stock will not have the right to convert any shares that we have elected to redeem
prior to the Change of Control Conversion Date. Please see the sections entitled �Description of the Series B Preferred
Stock�Redemption�Special Optional Redemption� and �Description of the Series B Preferred Stock�Conversion Rights.�

If we do not elect to redeem the Series B Preferred Stock prior to the Change of Control Conversion Date, then upon
an exercise of the conversion rights provided for in this prospectus supplement, the holders of Series B Preferred
Stock will be limited to a maximum number of shares of our common stock (or, if applicable, the Alternative
Conversion Consideration (as defined herein)) equal to the Share Cap (as defined herein) multiplied by the number of
shares of Series B Preferred Stock converted.  If the Common Stock Price is less than $      (which is      % of the per
share closing sale price of our common
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stock reported on the NYSE on           , 2013), subject to adjustment in certain circumstances, the holders of the Series
B Preferred Stock will receive a maximum of           shares of our common stock per share of Series B Preferred
Stock, which may result in a holder receiving shares of common stock (or Alternative Conversion Consideration, as
applicable) with a value that is less than the liquidation preference of the Series B Preferred Stock plus any
accumulated and unpaid dividends.

In addition, the Change of Control conversion feature of the Series B Preferred Stock may have the effect of
discouraging a third party from making an acquisition proposal for us or of delaying, deferring or preventing certain of
our change of control transactions under circumstances that otherwise could provide the holders of our common stock
and Series B Preferred Stock with the opportunity to realize a premium over the then-current market price of such
stock or that stockholders may otherwise believe is in their best interests.

The market price of the Series B Preferred Stock could be substantially affected by various factors.

The market price of the Series B Preferred Stock will depend on many factors, which may change from time to time,
including:

·

prevailing interest rates, increases in which may have an adverse effect on the market price of the Series B Preferred
Stock;

·

trading prices of common and preferred equity securities issued by REITs and other real estate companies;

·

the annual yield from distributions on the Series B Preferred Stock as compared to yields on other financial
instruments;

·

general economic and financial market conditions;

·

government action or regulation;

·

the financial condition, performance and prospects of us and our competitors;

·

changes in financial estimates or recommendations by securities analysts with respect to us or our competitors in our
industry;
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·

our issuance of additional preferred equity or debt securities; and

·

actual or anticipated variations in quarterly operating results of us and our competitors.

As a result of these and other factors, investors who purchase the Series B Preferred Stock in this offering may
experience a decrease, which could be substantial and rapid, in the market price of the Series B Preferred Stock,
including decreases unrelated to our operating performance or prospects.

Our amended and restated articles of incorporation and the articles supplementary establishing the terms of the
Series B Preferred Stock contain restrictions upon ownership and transfer of the Series B Preferred Stock, which
may impair the ability of holders to convert Series B Preferred Stock into our common stock.

Our amended and restated articles of incorporation and the articles supplementary establishing the terms of the Series
B Preferred Stock contain restrictions on ownership and transfer of the Series B Preferred Stock intended to assist us
in maintaining our qualification as a REIT for federal income tax purposes. For example, our amended and restated
articles of incorporation, together with our articles supplementary, provide that no person may beneficially or
constructively own, or be deemed to own by virtue of the attribution provisions of the Internal Revenue Code, more
than 9.8% in value or in number of shares, whichever is more restrictive, of either our common stock or our capital
stock, subject to certain exceptions. See �Description of the Series B Preferred Stock�Restrictions on Ownership and
Transfers of Stock� in this prospectus supplement. Given that shares of the Series B Preferred Stock owned directly or
indirectly by you (but not Series B Preferred Stock held by the other holders) will be counted as our common stock
(on an as-converted basis) for purposes of the 9.8% ownership limitation applicable to our common stock with respect
to you, and that all shares of the Series B Preferred Stock will be counted as our capital stock for purposes of the 9.8%
ownership limitation applicable to our capital stock, you should consider these ownership limitations prior to your
purchase of the Series B Preferred Stock. Notwithstanding any other provision of the Series B Preferred Stock, no
holder of Series B Preferred Stock will be entitled to convert such stock into our common stock to the extent that
receipt of our common stock would cause the holder to exceed the ownership limitations contained in our amended
and restated articles of incorporation and in the articles supplementary for the Series B Preferred Stock. In addition,
these restrictions could have anti-takeover effects and could reduce the possibility that a third party will attempt to
acquire control of us, which could adversely affect the market price of the Series B Preferred Stock.

As a holder of Series B Preferred Stock, you will have extremely limited voting rights.

Your voting rights as a holder of Series B Preferred Stock will be limited. Our shares of common stock are the only
class of our securities that carry full voting rights. Voting rights for holders of Series B Preferred Stock exist primarily
with respect to the ability to elect, voting together with the holders of any other series of our preferred stock having
similar voting rights (including holders of our Series A Preferred Stock), two additional directors to our board of
directors, subject to limitations described in the section entitled �Description of the Series B Preferred Stock�Voting
Rights,� in the event that
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eighteen monthly dividends (whether or not consecutive) payable on the Series B Preferred Stock are in arrears, and
with respect to voting on amendments to our certificate of incorporation or articles supplementary relating to the
Series B Preferred Stock that materially and adversely affect the rights of the holders of Series B Preferred Stock or
authorize, increase or create additional classes or series of our shares that are senior to the Series B Preferred Stock.
Other than the limited circumstances described in this prospectus supplement and except to the extent required by law,
holders of Series B Preferred Stock will not have any voting rights. Please see the section entitled �Description of the
Series B Preferred Stock�Voting Rights.�

Disruptions in the financial markets could affect our ability to obtain financing on reasonable terms and have
other adverse effects on us and the market price of the Series B Preferred Stock.

Over the last several years, the United States stock and credit markets have experienced significant price volatility,
dislocations and liquidity disruptions, which have caused market prices of many stocks and debt securities to fluctuate
substantially and the spreads on prospective debt financings to widen considerably. More recently, the financial crisis
in Europe (which relates primarily to concerns that certain European countries may be unable to pay their national
debt) has had a similar, although less pronounced, effect. These circumstances have materially impacted liquidity in
the financial markets, making terms for certain financings less attractive, and in certain cases have resulted in the
unavailability of certain types of financing. Unrest in certain Middle Eastern countries and the resultant increase in
petroleum prices have added to the uncertainty in the capital markets. Continued uncertainty in the stock and credit
markets may negatively impact our ability to access additional financing at reasonable terms, which may negatively
affect our ability to purchase Agency Securities at the times, in the volumes, on the terms and with the leverage that
we desire. A prolonged downturn in the stock or credit markets may cause us to seek alternative sources of potentially
less attractive financing, and may require us to adjust our investment strategy accordingly. In addition, these factors
may make it more difficult for us to sell Agency Securities or may adversely affect the price we receive for Agency
Securities that we do sell, as prospective buyers may experience increased costs of financing or difficulties in
obtaining financing. These types of events in the stock and credit markets may make it more difficult or costly for us
to raise capital through the issuance of our common stock, preferred stock or debt securities. The potential disruptions
in the financial markets may have a material adverse effect on the market value of our common stock and preferred
stock, including the Series B Preferred Stock offered pursuant to this prospectus supplement, the return we receive on
our investments, as well as other unknown adverse effects on us or the economy in general.

The Series B Preferred Stock is a new issue of securities and does not have an established trading market, which
may negatively affect its value and your ability to transfer and sell your shares.

The Series B Preferred Stock is a new issue of securities and currently no market exists for the Series B Preferred
Stock. We have filed an application to list the Series B Preferred Stock on the NYSE. However, we cannot assure you
that the Series B Preferred Stock will be approved for listing on the NYSE. Even if so approved, trading of the Series
B Preferred Stock on the NYSE is not expected to begin until some time during the period ending 30 days after the
date of initial issuance of the Series B Preferred Stock and, in any event, a trading market on the NYSE for the Series
B Preferred Stock may never develop or, even if one develops, may not be maintained and may not provide you with
adequate liquidity. The underwriters have advised us that they intend to make a market in the Series B Preferred Stock
prior to the commencement of any trading on the NYSE, but are not obligated to do so and may discontinue market
making at any time without notice. The liquidity of any market for the Series B Preferred Stock that may develop will
depend on a number of factors, including prevailing interest rates, the dividend rate on our common stock, our
financial condition and operating results, the number of holders of the Series B Preferred Stock, the market for similar
securities and the interest of securities dealers in making a market in the Series B Preferred Stock. As a result, the
ability to transfer or sell the Series B Preferred Stock and the amount you receive upon any sale or transfer of the
Series B Preferred Stock could be adversely affected.
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If our common stock is delisted, your ability to transfer or sell your shares of the Series B Preferred Stock may be
limited and the market value of the Series B Preferred Stock will likely be materially adversely affected.

Other than in connection with a Change of Control, the Series B Preferred Stock does not contain provisions that are
intended to protect you if our common stock is delisted from the NYSE. Since the Series B Preferred Stock has no
stated maturity date, you may be forced to hold your shares of the Series B Preferred Stock and receive stated
dividends on the Series B Preferred Stock when, as and if authorized by our board of directors and paid by us with no
assurance as to ever receiving the liquidation value thereof. In addition, if our common stock is delisted from the
NYSE, it is likely that the Series B Preferred Stock will be delisted from the NYSE as well. Accordingly, if our
common stock is delisted from the NYSE, your ability to transfer or sell your shares of the Series B Preferred Stock
may be limited and the market value of the Series B Preferred Stock will likely be materially adversely affected.
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USE OF PROCEEDS

We estimate that the net proceeds we will receive from selling the Series B Preferred Stock in this offering will be
approximately $             million (or approximately $             million if the underwriters� overallotment option is
exercised in full), after deducting underwriting discounts and estimated offering expenses of approximately $            .

We plan to use the net proceeds from this offering to acquire additional target assets in accordance with our objectives
and strategies described in this prospectus. Our focus will be on purchasing Agency Securities subject to our
investment guidelines and REIT qualification requirements. ARRM�s decisions to purchase Agency Securities will
depend on prevailing market conditions and may change over time in response to opportunities available in different
interest rate, economic and credit environments. Until appropriate assets can be identified, ARRM may invest the net
proceeds from this offering in interest-bearing short-term investments, including funds that are consistent with our
qualification as a REIT. These investments are expected to provide a lower net return than we will seek to achieve
from our target assets. We may also use a portion of the net proceeds for general corporate purposes. Prior to the time
we have fully used the net proceeds of this offering, we may fund our cash distributions out of such net proceeds.
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RATIO OF EARNINGS TO COMBINED FIXED CHARGES AND PREFERRED DIVIDENDS

The following table sets forth our ratio of earnings to combined fixed charges and preferred stock dividends for each
of the periods presented. The ratio of earnings to combined fixed charges and preferred dividends was computed by
dividing earnings by our combined fixed charges and preferred dividends. For purposes of calculating this ratio,
�earnings� include pre-tax income from continuing operations before extraordinary items plus fixed charges. �Fixed
charges� consist of interest on all indebtedness determined in accordance with accounting principles generally accepted
in the United States (�GAAP�). �Preferred stock dividends� consist of dividends paid on our issued and outstanding Series
A Preferred Stock.

Actual

Nine Months
Ended

September 30,
2012

Period From
July 9, 2007
through

Year Ended December 31,
December

31,
2011(1) 2010(1) 2009(1) 2008(1) 2007(1)(2)

Ratio of earnings to combined
fixed charges and preferred
stock dividends 3.76 0.20 6.42 NM(2) NM(2) NM(2)

(1) We did not have any shares of preferred stock issued and outstanding for the periods presented.
(2) Enterprise Acquisition Corp., the accounting acquirer in the merger with ARMOUR completed on November 6,

2009, was formed on July 9, 2007 as a development stage company with no operations. Prior to November 6,
2009, the ratio of earnings to fixed charges is not a meaningful measure.
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DESCRIPTION OF THE SERIES B PREFERRED STOCK

This description of certain terms of the Series B Preferred Stock supplements, and, to the extent inconsistent
therewith, replaces, the description of the general terms and provisions of our preferred stock set forth in the
accompanying prospectus, to which description reference is hereby made. The description of certain terms of the
Series B Preferred Stock in this prospectus supplement does not purport to be complete and is in all respects subject
to, and qualified in its entirety by references to the relevant provisions of our amended and restated articles of
incorporation, the articles supplementary establishing the terms of our Series B Preferred Stock (the �articles
supplementary�), our bylaws and Maryland law. Copies of our amended and restated articles of incorporation, the
articles supplementary and our bylaws are available from us upon request. As used under this caption �Description of
the Series B Preferred Stock,� references to �us,� �our� and �we� mean ARMOUR Residential REIT, Inc., unless
otherwise expressly stated or the context otherwise requires.

General

Pursuant to our amended and restated articles of incorporation, we are currently authorized to designate and issue up
to 50,000,000 shares of preferred stock, par value $0.001 per share, in one or more classes or series and, subject to the
limitations prescribed by our amended and restated articles of incorporation and Maryland law, with such rights,
preferences, privileges and restrictions of each class or series of preferred stock, including dividend rights, conversion
rights, voting rights, terms of redemption, liquidation preferences and the number of shares constituting any class or
series as our board of directors may determine, without any vote or action by our stockholders. As of the date of this
prospectus supplement, we have                 shares of 8.250% Series A Cumulative Redeemable Preferred Stock issued
and outstanding. In connection with this offering, our board of directors will designate a new series of preferred stock
with the rights set forth herein consisting of           shares, plus up to an additional          shares which may be issued
upon exercise of the underwriters� over-allotment option, designated as       % Series B Cumulative Redeemable
Preferred Stock, which we refer to herein as the Series B Preferred Stock, by adopting articles supplementary.
Subsequent to the completion of this offering, we will have available for issuance          authorized but unissued shares
of preferred stock (or          shares if the underwriters exercise their over-allotment option in full). Our board of
directors may, without the approval of holders of the Series B Preferred Stock or our common stock, designate
additional series of authorized preferred stock ranking junior to or on parity with the Series B Preferred Stock or
designate additional shares of the Series B Preferred Stock and authorize the issuance of such shares.

We have applied to list the shares of the Series B Preferred Stock on the NYSE under the symbol �ARR PrB.� If listing
is approved, we expect trading to commence within 30 days after the initial delivery of the shares of Series B
Preferred Stock.

The registrar, transfer agent and dividend and redemption price disbursing agent in respect of the Series B Preferred
Stock will be Continental Stock Transfer and Trust Company. The principal business address for Continental Stock
Transfer and Trust Company is 17 Battery Place, 8th Floor, New York, NY 10004. The articles supplementary
designating the Series B Preferred Stock will provide that we will maintain an office or agency where shares of Series
B Preferred Stock may be surrendered for payment (including redemption), registration of transfer or exchange.

Maturity

The Series B Preferred Stock has no stated maturity and will not be subject to any sinking fund or mandatory
redemption. Shares of the Series B Preferred Stock will remain outstanding indefinitely unless we decide to redeem or
otherwise repurchase them or they become convertible and are converted as described below under ��Conversion
Rights.� We are not required to set aside funds to redeem the Series B Preferred Stock.

Edgar Filing: Armour Residential REIT, Inc. - Form 424B3

34



Ranking

The Series B Preferred Stock will rank, with respect to rights to the payment of dividends and the distribution of assets
upon our liquidation, dissolution or winding up:

(1)    senior to all classes or series of our common stock and to all other equity securities issued by us other than equity
securities referred to in clauses (2) and (3) below;

(2)    on a parity with our Series A Preferred Stock and all equity securities issued by us with terms specifically
providing that those equity securities rank on a parity with the Series B Preferred Stock with respect to rights to the
payment of dividends and the distribution of assets upon our liquidation, dissolution or winding up;
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(3)    junior to all equity securities issued by us with terms specifically providing that those equity securities rank
senior to the Series B Preferred Stock with respect to rights to the payment of dividends and the distribution of assets
upon our liquidation, dissolution or winding up (please see the section entitled ��Voting Rights� below); and

(4)    effectively junior to all of our existing and future indebtedness (including indebtedness convertible to our
common stock or preferred stock) and to the indebtedness of our existing subsidiary and any future subsidiaries.

Dividends

Holders of shares of the Series B Preferred Stock are entitled to receive cumulative cash dividends at the rate of        %
of the $25.00 per share liquidation preference per annum (equivalent to $        per annum per share). Dividends on the
Series B Preferred Stock shall accrue daily and be cumulative from, and including, the date of original issue and shall
be payable monthly on the          day of each month (each, a �dividend payment date�); provided that if any dividend
payment date is not a business day, as defined in the articles supplementary, then the dividend which would otherwise
have been payable on that dividend payment date may be paid on the next succeeding business day and no interest,
additional dividends or other sums will accrue on the amount so payable for the period from and after that dividend
payment date to that next succeeding business day. The first dividend on the Series B Preferred Stock is scheduled to
be paid on             , 2013 in the amount of $            per share, and that dividend will be paid to the persons who are the
holders of record of the Series B Preferred Stock at the close of business on the corresponding record date, which will
be             , 2013. Any dividend payable on the Series B Preferred Stock, including dividends payable for any partial
dividend period, will be computed on the basis of a 360-day year consisting of twelve 30-day months. Dividends will
be payable to holders of record as they appear in our stock records for the Series B Preferred Stock at the close of
business on the applicable record date, which shall be the 15th day of the calendar month, whether or not a business
day, in which the applicable dividend payment date falls (each, a �dividend record date�).

No dividends on shares of Series B Preferred Stock shall be authorized by our board of directors or paid or set apart
for payment by us at any time when the terms and provisions of any agreement of ours, including any agreement
relating to our indebtedness, prohibit the authorization, payment or setting apart for payment thereof or provide that
the authorization, payment or setting apart for payment thereof would constitute a breach of the agreement or a default
under the agreement, or if the authorization, payment or setting apart for payment shall be restricted or prohibited by
law. You should review the information appearing above under �Risk Factors�We may not be able to pay dividends on
the Series B Preferred Stock� for information as to, among other things, other circumstances under which we may be
unable to pay dividends on the Series B Preferred Stock.

Notwithstanding the foregoing, dividends on the Series B Preferred Stock will accrue whether or not we have
earnings, whether or not there are funds legally available for the payment of those dividends and whether or not those
dividends are declared by our board of directors. No interest, or sum in lieu of interest, will be payable in respect of
any dividend payment or payments on the Series B Preferred Stock which may be in arrears, and holders of the Series
B Preferred Stock will not be entitled to any dividends in excess of full cumulative dividends described above. Any
dividend payment made on the Series B Preferred Stock shall first be credited against the earliest accumulated but
unpaid dividend due with respect to those shares.

Future distributions on our common stock and preferred stock, including the Series B Preferred Stock offered pursuant
to this prospectus supplement, will be at the discretion of our board of directors and will depend on, among other
things, our results of operations, cash flow from operations, financial condition and capital requirements, the annual
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distribution requirements under the REIT provisions of the Code, any debt service requirements and any other factors
our board of directors deems relevant. Accordingly, we cannot guarantee that we will be able to make cash
distributions on our preferred stock or what the actual distributions will be for any future period.

Unless full cumulative dividends on the Series B Preferred Stock have been or contemporaneously are declared and
paid or declared and a sum sufficient for the payment thereof is set apart for payment for all past dividend periods, no
dividends (other than in shares of common stock or in shares of any series of preferred stock that we may issue
ranking junior to the Series B Preferred Stock as to dividends and upon liquidation) shall be declared or paid or set
aside for payment upon shares of our common stock or preferred stock that we may issue ranking junior to or on a
parity with the Series B Preferred Stock (including our Series A Preferred Stock) as to dividends or upon liquidation.
Nor shall any other distribution be declared or made upon shares of our common stock or preferred stock that we may
issue ranking junior to or on a parity with the Series B Preferred Stock (including our Series A Preferred Stock) as to
dividends or upon liquidation. In addition, any shares of our common stock or preferred stock that we may issue
ranking junior to or on a parity with the Series B Preferred Stock (including our Series A Preferred Stock) as to
dividends or upon liquidation shall not be redeemed, purchased or
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otherwise acquired for any consideration (or any moneys paid to or made available for a sinking fund for the
redemption of any such shares) by us (except by conversion into or exchange for our other capital stock that we may
issue ranking junior to the Series B Preferred Stock as to dividends and upon liquidation and except for transfers made
pursuant to the provisions of our amended and restated articles of incorporation relating to restrictions on ownership
and transfers of our capital stock).

When dividends are not paid in full (or a sum sufficient for such full payment is not so set apart) upon the Series B
Preferred Stock and the shares of any other series of preferred stock that we may issue ranking on a parity as to
dividends with the Series B Preferred Stock (including our Series A Preferred Stock), all dividends declared upon the
Series B Preferred Stock and any other series of preferred stock ranking on a parity that we may issue as to dividends
with the Series B Preferred Stock shall be declared pro rata so that the amount of dividends declared per share of
Series B Preferred Stock and such other series of preferred stock that we may issue shall in all cases bear to each other
the same ratio that accrued dividends per share on the Series B Preferred Stock and such other series of preferred stock
that we may issue (which shall not include any accrual in respect of unpaid dividends for prior dividend periods if
such preferred stock does not have a cumulative dividend) bear to each other. No interest, or sum of money in lieu of
interest, shall be payable in respect of any dividend payment or payments on the Series B Preferred Stock which may
be in arrears.

Liquidation Preference

In the event of our voluntary or involuntary liquidation, dissolution or winding up, the holders of shares of Series B
Preferred Stock will be entitled to be paid out of the assets we have legally available for distribution to our
stockholders, subject to the preferential rights of the holders of any class or series of our stock we may issue ranking
senior to the Series B Preferred Stock with respect to the distribution of assets upon liquidation, dissolution or winding
up, a liquidation preference of $25.00 per share, plus an amount equal to any accumulated and unpaid dividends to,
but not including, the date of payment, before any distribution of assets is made to holders of our common stock or
any other class or series of our stock we may issue that ranks junior to the Series B Preferred Stock as to liquidation
rights.

In the event that, upon any such voluntary or involuntary liquidation, dissolution or winding up, our available assets
are insufficient to pay the amount of the liquidating distributions on all outstanding shares of Series A Preferred Stock,
Series B Preferred Stock and the corresponding amounts payable on all shares of other classes or series of our capital
stock that we may issue ranking on a parity with the Series B Preferred Stock in the distribution of assets, then the
holders of the Series A Preferred Stock, Series B Preferred Stock and all other such classes or series of capital stock
shall share ratably in any such distribution of assets in proportion to the full liquidating distributions to which they
would otherwise be respectively entitled.

Holders of Series B Preferred Stock will be entitled to written notice of any such liquidation no fewer than 30 days
and no more than 60 days prior to the payment date.  After payment of the full amount of the liquidating distributions
to which they are entitled, the holders of Series B Preferred Stock will have no right or claim to any of our remaining
assets. The consolidation or merger of us with or into any other corporation, trust or entity or of any other entity with
or into us, or the sale, lease, transfer or conveyance of all or substantially all of our property or business, shall not be
deemed to constitute a liquidation, dissolution or winding up of us (although such events may give rise to the special
optional redemption and contingent conversion rights to the extent described below).

Redemption

The Series B Preferred Stock is not redeemable by us prior to February    , 2018 except as described below under
��Special Optional Redemption� and except that, as provided in our amended and restated articles of incorporation, we

Edgar Filing: Armour Residential REIT, Inc. - Form 424B3

38



may purchase or redeem shares of the Series B Preferred Stock prior to that date in order to preserve our qualification
as a REIT for federal income tax purposes. Please see ��Restrictions on Ownership and Transfer� below and the section
entitled �Description of Capital Stock�Restrictions on Ownership and Transfer� in the accompanying prospectus.

Optional Redemption. On and after February    , 2018 we may, at our option, upon not less than 30 nor more than 60
days� written notice, redeem the Series B Preferred Stock, in whole or in part, at any time or from time to time, for cash
at a redemption price of $25.00 per share, plus any accumulated and unpaid dividends thereon to, but not including,
the date fixed for redemption.

Special Optional Redemption. Upon the occurrence of a Change of Control, we may, at our option, upon not less than
30 nor more than 60 days� written notice, redeem the Series B Preferred Stock, in whole or in part, within 120 days
after the first date on which such Change of Control occurred, for cash at a redemption price of $25.00 per share, plus
any accumulated and unpaid dividends thereon to, but not including, the date fixed for redemption. If, prior to the
Change of Control Conversion Date, we have provided notice of our election to redeem some or all of the shares of
Series B Preferred Stock (whether pursuant to our optional redemption right described above under ��Optional
Redemption� or this special optional redemption right), the holders of Series B Preferred Stock will not have the
Change of Control Conversion Right (as defined below) described below under ��Conversion Rights� with respect to the
shares called for redemption.
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A �Change of Control� is deemed to occur when, after the original issuance of the Series B Preferred Stock, the
following have occurred and are continuing:

·

the acquisition by any person, including any syndicate or group deemed to be a �person� under Section 13(d)(3) of the
Securities Exchange Act of 1934, as amended (the �Exchange Act�), of beneficial ownership, directly or indirectly,
through a purchase, merger or other acquisition transaction or series of purchases, mergers or other acquisition
transactions of our stock entitling that person to exercise more than 50% of the total voting power of all our stock
entitled to vote generally in the election of our directors (except that such person will be deemed to have beneficial
ownership of all securities that such person has the right to acquire, whether such right is currently exercisable or is
exercisable only upon the occurrence of a subsequent condition); and

·

following the closing of any transaction referred to in the bullet point above, neither we nor the acquiring or surviving
entity has a class of common securities (or American Depositary Receipts representing such securities) listed on the
New York Stock Exchange (the �NYSE�), the NYSE MKT LLC (the �NYSE MKT�) or the NASDAQ Stock Market
(�NASDAQ�), or listed or quoted on an exchange or quotation system that is a successor to the NYSE, the NYSE Amex
or NASDAQ.

Redemption Procedures. In the event we elect to redeem Series B Preferred Stock, the notice of redemption will be
mailed to each holder of record of Series B Preferred Stock called for redemption at such holder�s address as it appear
on our stock transfer records, not less than 30 nor more than 60 days prior to the redemption date, and will state the
following:

·

the redemption date;

·

the number of shares of Series B Preferred Stock to be redeemed;

·

the redemption price;

·

the place or places where certificates (if any) for the Series B Preferred Stock are to be surrendered for payment of the
redemption price;
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·

that dividends on the shares to be redeemed will cease to accumulate on the redemption date;

·

whether such redemption is being made pursuant to the provisions described above under ��Optional Redemption� or
��Special Optional Redemption�;

·

if applicable, that such redemption is being made in connection with a Change of Control and, in that case, a brief
description of the transaction or transactions constituting such Change of Control; and

·

if such redemption is being made in connection with a Change of Control, that the holders of the shares of Series B
Preferred Stock being so called for redemption will not be able to tender such shares of Series B Preferred Stock for
conversion in connection with the Change of Control and that each share of Series B Preferred Stock tendered for
conversion that is called, prior to the Change of Control Conversion Date (as defined below), for redemption will be
redeemed on the related date of redemption instead of converted on the Change of Control Conversion Date.

If less than all of the Series B Preferred Stock held by any holder are to be redeemed, the notice mailed to such holder
shall also specify the number of shares of Series B Preferred Stock held by such holder to be redeemed. No failure to
give such notice or any defect thereto or in the mailing thereof shall affect the validity of the proceedings for the
redemption of any shares of Series B Preferred Stock except as to the holder to whom notice was defective or not
given.

Holders of Series B Preferred Stock to be redeemed shall surrender the Series B Preferred Stock at the place
designated in the notice of redemption and shall be entitled to the redemption price and any accumulated and unpaid
dividends payable upon the redemption following the surrender. If notice of redemption of any shares of Series B
Preferred Stock has been given and if we have irrevocably set aside the funds necessary for redemption in trust for the
benefit of the holders of the shares of Series B Preferred Stock so called for redemption, then from and after the
redemption date (unless default shall be made by us in providing for the payment of the redemption price plus
accumulated and unpaid dividends, if any), dividends will cease to accrue on those shares of Series B Preferred Stock,
those shares of Series B Preferred Stock shall no longer be deemed outstanding and all rights of the holders of those
shares will terminate, except the right to receive the redemption price plus accumulated and unpaid dividends, if any,
payable upon redemption. If any redemption date is not a business day, then the redemption price and accumulated
and unpaid dividends, if any, payable upon redemption may be paid on the next business day and no interest,
additional dividends or other sums will accrue on the amount payable for the period from and after that redemption
date to that next business day. If less than all of the outstanding Series B Preferred Stock is to be redeemed, the Series
B Preferred Stock to be redeemed shall be selected pro rata (as nearly as may be practicable without creating
fractional shares) or by any other equitable method we determine but that will not result in the automatic transfer of
any shares of Series B Preferred Stock to a trust as described below under ��Restrictions on Ownership and Transfer.�
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Immediately prior to any redemption of Series B Preferred Stock, we shall pay, in cash, any accumulated and unpaid
dividends through and including the redemption date, unless a redemption date falls after a dividend record date and
prior to the corresponding dividend payment date, in which case each holder of Series B Preferred Stock at the close
of business on such dividend record date shall be entitled to the dividend payable on such shares on the corresponding
dividend payment date notwithstanding the redemption of such shares before such dividend payment date. Except as
provided above, we will make no payment or allowance for unpaid dividends, whether or not in arrears, on shares of
the Series B Preferred Stock to be redeemed.

Unless full cumulative dividends on all shares of Series B Preferred Stock shall have been or contemporaneously are
declared and paid or declared and a sum sufficient for the payment thereof has been or contemporaneously is set apart
for payment for all past dividend periods, no shares of Series B Preferred Stock shall be redeemed unless all
outstanding shares of Series B Preferred Stock are simultaneously redeemed and we shall not purchase or otherwise
acquire directly or indirectly any shares of Series B Preferred Stock (except by exchanging it for our capital stock
ranking junior to the Series B Preferred Stock as to dividends and upon liquidation); provided, however, that the
foregoing shall not prevent the purchase or acquisition by us of shares of Series B Preferred Stock to preserve our
REIT status for federal income tax purposes or pursuant to a purchase or exchange offer made on the same terms to
holders of all outstanding shares of Series B Preferred Stock.

Subject to applicable law, we may purchase shares of Series B Preferred Stock in the open market, by tender or by
private agreement. Any shares of Series B Preferred Stock that we acquire may be retired and re-classified as
authorized but unissued shares of preferred stock, without designation as to class or series, and may thereafter be
reissued as any class or series of preferred stock.

Conversion Rights

Upon the occurrence of a Change of Control, each holder of Series B Preferred Stock will have the right (unless, prior
to the Change of Control Conversion Date, we have provided notice of our election to redeem some or all of the
shares of Series B Preferred Stock held by such holder as described above under ��Redemption�Optional Redemption� or
��Redemption�Special Optional Redemption,� in which case such holder will have the right only with respect to shares of
Series B Preferred Stock that are not called for redemption) to convert some or all of the Series B Preferred Stock held
by such holder (the �Change of Control Conversion Right�) on the Change of Control Conversion Date into a number of
shares of our common stock per share of Series B Preferred Stock (the �Common Stock Conversion Consideration�)
equal to the lesser of:

·

the quotient obtained by dividing (i) the sum of the $25.00 liquidation preference per share of Series B Preferred
Stock plus the amount of any accumulated and unpaid dividends thereon to, but not including, the Change of Control
Conversion Date (unless the Change of Control Conversion Date is after a dividend record date and prior to the
corresponding dividend payment date for the Series B Preferred Stock, in which case no additional amount for such
accrued and unpaid dividends will be included in this sum) by (ii) the Common Stock Price, as defined below (such
quotient, the �Conversion Rate�); and

·

                (the �Share Cap�), subject to certain adjustments as described below.
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Anything in the articles supplementary to the contrary notwithstanding and except as otherwise required by law, the
persons who are the holders of record of shares of Series B Preferred Stock at the close of business on a dividend
record date will be entitled to receive the dividend payable on the corresponding dividend payment date
notwithstanding the conversion of those shares after such dividend record date and on or prior to such dividend
payment date and, in such case, the full amount of such dividend shall be paid on such dividend payment date to the
persons who were the holders of record at the close of business on such dividend record date. Except as provided
above, we will make no allowance for unpaid dividends that are not in arrears on the shares of Series B Preferred
Stock to be converted.

The Share Cap is subject to pro rata adjustments for any share splits (including those effected pursuant to a
distribution of our common stock to existing holders of our common stock), subdivisions or combinations (in each
case, a �Share Split�) with respect to our common stock as follows: the adjusted Share Cap as the result of a Share Split
will be the number of shares of our common stock that is equivalent to the product obtained by multiplying (i) the
Share Cap in effect immediately prior to such Share Split by (ii) a fraction, the numerator of which is the number of
shares of our common stock outstanding immediately after giving effect to such Share Split and the denominator of
which is the number of shares of our common stock outstanding immediately prior to such Share Split.

For the avoidance of doubt, subject to the immediately succeeding sentence, the aggregate number of shares of our
common stock (or equivalent Alternative Conversion Consideration (as defined below), as applicable) issuable or
deliverable, as applicable, in connection with the exercise of the Change of Control Conversion Right will not exceed
          shares of our common stock (or equivalent Alternative Conversion Consideration, as applicable), subject to
proportionate increase to the
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extent the underwriters� over-allotment option to purchase additional shares of Series B Preferred Stock is exercised,
not to exceed           shares of our common stock in total (or equivalent Alternative Conversion Consideration, as
applicable) (the �Exchange Cap�). The Exchange Cap is subject to pro rata adjustments for any Share Splits on the same
basis as the corresponding adjustment to the Share Cap.

In the case of a Change of Control pursuant to which our common stock is or will be converted into cash, securities or
other property or assets (including any combination thereof) (the �Alternative Form Consideration�), a holder of Series
B Preferred Stock will receive upon conversion of such Series B Preferred Stock the kind and amount of Alternative
Form Consideration which such holder would have owned or been entitled to receive upon the Change of Control had
such holder held a number of shares of our common stock equal to the Common Stock Conversion Consideration
immediately prior to the effective time of the Change of Control (the �Alternative Conversion Consideration�; the
Common Stock Conversion Consideration or the Alternative Conversion Consideration, whichever shall be applicable
to a Change of Control, is referred to as the �Conversion Consideration�).

If the holders of our common stock have the opportunity to elect the form of consideration to be received in the
Change of Control, the Conversion Consideration in respect of such Change of Control will be deemed to be the kind
and amount of consideration actually received by holders of a majority of the outstanding shares of our common stock
that made or voted for such an election (if electing between two types of consideration) or holders of a plurality of the
outstanding shares of our common stock that made or voted for such an election (if electing between more than two
types of consideration), as the case may be, and will be subject to any limitations to which all holders of our common
stock are subject, including, without limitation, pro rata reductions applicable to any portion of the consideration
payable in such Change of Control.

We will not issue fractional shares of our common stock upon the conversion of the Series B Preferred Stock in
connection with a Change of Control. Instead, we will make a cash payment equal to the value of such fractional
shares based upon the Common Stock Price used in determining the Common Stock Conversion Consideration for
such Change of Control.

Within 15 days following the occurrence of a Change of Control, provided that we have not then exercised our right to
redeem all shares of Series B Preferred Stock pursuant to the redemption provisions described above, we will provide
to holders of Series B Preferred Stock a notice of occurrence of the Change of Control that describes the resulting
Change of Control Conversion Right. This notice will state the following:

·

the events constituting the Change of Control;

·

the date of the Change of Control;

·

the last date on which the holders of Series B Preferred Stock may exercise their Change of Control Conversion Right;

·
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the method and period for calculating the Common Stock Price;

·

the Change of Control Conversion Date;

·

that if, prior to the Change of Control Conversion Date, we have provided notice of our election to redeem all or any
shares of Series B Preferred Stock, holders will not be able to convert the shares of Series B Preferred Stock called for
redemption and such shares will be redeemed on the related redemption date, even if such shares have already been
tendered for conversion pursuant to the Change of Control Conversion Right;

·

if applicable, the type and amount of Alternative Conversion Consideration entitled to be received per share of Series
B Preferred Stock;

·

the name and address of the paying agent, transfer agent and conversion agent for the Series B Preferred Stock;

·

the procedures that the holders of Series B Preferred Stock must follow to exercise the Change of Control Conversion
Right (including procedures for surrendering shares for conversion through the facilities of a Depositary (as defined
below)), including the form of conversion notice to be delivered by such holders as described below; and

·

the last date on which holders of Series B Preferred Stock may withdraw shares surrendered for conversion and the
procedures that such holders must follow to effect such a withdrawal.

Under such circumstances, we will also issue a press release containing such notice for publication on either of Dow
Jones & Company, Inc., Business Wire, PR Newswire or Bloomberg Business News (or, if these organizations are not
in existence at the time of issuance of the press release, such other news or press organization as is reasonably
calculated to broadly disseminate the relevant information to the public), and post a notice on our website, in any
event prior to the opening of business on the first business day following any date on which we provide the notice
described above to the holders of Series B Preferred Stock.
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To exercise the Change of Control Conversion Right, the holders of Series B Preferred Stock will be required to
deliver, on or before the close of business on the Change of Control Conversion Date, the certificates (if any)
representing the shares of Series B Preferred Stock to be converted, duly endorsed for transfer (or, in the case of any
shares of Series B Preferred Stock held in book-entry form through a Depositary, to deliver, on or before the close of
business on the Change of Control Conversion Date, the shares of Series B Preferred Stock to be converted through
the facilities of such Depositary), together with a written conversion notice in the form provided by us, duly
completed, to our transfer agent. The conversion notice must state:

·

the relevant Change of Control Conversion Date;

·

the number of shares of Series B Preferred Stock to be converted; and

·

that the Series B Preferred Stock is to be converted pursuant to the applicable provisions of the Series B Preferred
Stock.

The �Change of Control Conversion Date� is the date the Series B Preferred Stock is to be converted, which will be a
business day selected by us that is no fewer than 20 days nor more than 35 days after the date on which we provide the
notice described above to the holders of Series B Preferred Stock.

The �Common Stock Price� is (i) if the consideration to be received in the Change of Control by the holders of our
common stock is solely cash, the amount of cash consideration per share of our common stock or (ii) if the
consideration to be received in the Change of Control by holders of our common stock is other than solely cash (x) the
average of the closing sale prices per share of our common stock (or, if no closing sale price is reported, the average of
the closing bid and ask prices per share or, if more than one in either case, the average of the average closing bid and
the average closing ask prices per share) for the ten consecutive trading days immediately preceding, but not
including, the date on which such Change of Control occurred as reported on the principal U.S. securities exchange on
which our common stock is then traded, or (y) the average of the last quoted bid prices for our common stock in the
over-the-counter market as reported by Pink OTC Markets Inc. or similar organization for the ten consecutive trading
days immediately preceding, but not including, the date on which such Change of Control occurred, if our common
stock is not then listed for trading on a U.S. securities exchange.

Holders of Series B Preferred Stock may withdraw any notice of exercise of a Change of Control Conversion Right (in
whole or in part) by a written notice of withdrawal delivered to our transfer agent prior to the close of business on the
business day prior to the Change of Control Conversion Date. The notice of withdrawal delivered by any holder must
state:

·
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the number of withdrawn shares of Series B Preferred Stock;

·

if certificated Series B Preferred Stock has been surrendered for conversion, the certificate numbers of the withdrawn
shares of Series B Preferred Stock; and

·

the number of shares of Series B Preferred Stock, if any, which remain subject to the holder�s conversion notice.

Notwithstanding the foregoing, if any shares of Series B Preferred Stock are held in book-entry form through The
Depository Trust Company (�DTC�) or a similar depositary (each, a �Depositary�), the conversion notice and/or the notice
of withdrawal, as applicable, must comply with applicable procedures, if any, of the applicable Depositary.

Series B Preferred Stock as to which the Change of Control Conversion Right has been properly exercised and for
which the conversion notice has not been properly withdrawn will be converted into the applicable Conversion
Consideration  in accordance with the Change of Control Conversion Right on the Change of Control Conversion
Date, unless prior to the Change of Control Conversion Date we have provided notice of our election to redeem some
or all of the shares of Series B Preferred Stock, as described above under ��Redemption�Optional Redemption� or
��Redemption�Special Optional Redemption,� in which case only the shares of Series B Preferred Stock properly
surrendered for conversion and not properly withdrawn that are not called for redemption will be converted as
aforesaid. If we elect to redeem shares of Series B Preferred Stock that would otherwise be converted into the
applicable Conversion Consideration on a Change of Control Conversion Date, such shares of Series B Preferred
Stock will not be so converted and the holders of such shares will be entitled to receive on the applicable redemption
date the redemption price described above under ��Redemption�Optional Redemption� or ��Redemption�Special Optional
Redemption,� as applicable.

We will deliver all securities, cash and any other property owing upon conversion no later than the third business day
following the Change of Control Conversion Date. Notwithstanding the foregoing, the persons entitled to receive any
shares of our common stock or other securities delivered on conversion will be deemed to have become the holders of
record thereof as of the Change of Control Conversion Date.
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In connection with the exercise of any Change of Control Conversion Right, we will comply with all federal and state
securities laws and stock exchange rules in connection with any conversion of Series B Preferred Stock into shares of
our common stock or other property. Notwithstanding any other provision of the Series B Preferred Stock, no holder
of Series B Preferred Stock will be entitled to convert such Series B Preferred Stock into shares of our common stock
to the extent that receipt of such common stock would cause such holder (or any other person) to exceed the
applicable share ownership limitations contained in our amended and restated certificate of incorporation and the
articles supplementary, unless we provide an exemption from this limitation to such holder. Please see the section
entitled ��Restrictions on Ownership and Transfer� below and �Description of Capital Stock�Restrictions on Ownership
and Transfer� in the accompanying prospectus.

The Change of Control conversion feature may make it more difficult for a third party to acquire us or discourage a
party from acquiring us. See �Risk Factors� You may not be able to exercise conversion rights upon a Change of
Control. If exercisable, the Change of Control Conversion Right described in this prospectus supplement may not
adequately compensate you. The Change of Control Conversion Right may also make it more difficult for a party to
acquire us or discourage a party from acquiring us.�

Except as provided above in connection with a Change of Control, the Series B Preferred Stock is not convertible into
or exchangeable for any other securities or property.

Voting Rights

Holders of the Series B Preferred Stock will not have any voting rights, except as set forth below or as otherwise
required by law.

Whenever dividends on any shares of Series B Preferred Stock are in arrears for eighteen or more monthly dividend
periods, whether or not consecutive, the number of directors constituting our board of directors will be automatically
increased by two (if not already increased by two by reason of the election of directors by the holders of any other
class or series of our preferred stock we may issue upon which like voting rights have been conferred and are
exercisable and with which the Series B Preferred Stock is entitled to vote as a class with respect to the election of
those two directors) and the holders of Series B Preferred Stock (voting separately as a class with all other classes or
series of preferred stock we may issue upon which like voting rights have been conferred and are exercisable
(including holders of our Series A Preferred Stock) and which are entitled to vote as a class with the Series B
Preferred Stock in the election of those two directors) will be entitled to vote for the election of those two additional
directors at a special meeting called by us at the request of the holders of record of at least 25% of the outstanding
shares of Series B Preferred Stock or by the holders of any other class or series of preferred stock upon which like
voting rights have been conferred and are exercisable and which are entitled to vote as a class with the Series B
Preferred Stock in the election of those two directors (unless the request is received less than 90 days before the date
fixed for the next annual or special meeting of stockholders, in which case, such vote will be held at the earlier of the
next annual or special meeting of stockholders), and at each subsequent annual meeting until all dividends
accumulated on the Series B Preferred Stock for all past dividend periods and the then current dividend period shall
have been fully paid or declared and a sum sufficient for the payment thereof set aside for payment. In that case, the
right of holders of the Series B Preferred Stock to elect any directors will cease and, unless there are other classes or
series of our preferred stock upon which like voting rights have been conferred and are exercisable, any directors
elected by holders of the Series B Preferred Stock shall immediately resign and the number of directors constituting
the board of directors shall be reduced accordingly. In no event shall the holders of Series B Preferred Stock be
entitled pursuant to these voting rights to elect a director that would cause us to fail to satisfy a requirement relating to
director independence of any national securities exchange or quotation system on which any class or series of our
stock is listed or quoted. For the avoidance of doubt, in no event shall the total number of directors elected by holders
of the Series B Preferred Class (voting separately as a class with all other classes or series of preferred stock we may
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issue upon which like voting rights have been conferred and are exercisable and which are entitled to vote as a class
with the Series B Preferred Stock in the election of such directors) pursuant to these voting rights exceed two.

If a special meeting is not called by us within 30 days after request from the holders of Series B Preferred Stock as
described above, then the holders of record of at least 25% of the outstanding Series B Preferred Stock may designate
a holder to call the meeting at our expense.
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If, at any time when the voting rights conferred upon the Series B Preferred Stock are exercisable, any vacancy in the
office of a director elected shall occur, then such vacancy may be filled only by the remaining such director or by vote
of the holders of record of the outstanding Series B Preferred Stock and any other classes or series of Preferred Stock
upon which like voting rights have been conferred and are exercisable (including holders of our Series A Preferred
Stock) and which are entitled to vote as a class with the Series B Preferred Stock in the election of directors.  Any
director elected or appointed may be removed only by the affirmative vote of holders of the outstanding Series B
Preferred Stock and any other classes or series of Preferred Stock upon which like voting rights have been conferred
and are exercisable (including holders of our Series A Preferred Stock) and which classes or series of Preferred Stock
are entitled to vote as a class with the Series B Preferred Stock in the election of directors, such removal to be effected
by the affirmative vote of a majority of the votes entitled to be cast by the holders of the outstanding Series B
Preferred Stock and any such other classes or series of Preferred Stock, and may not be removed by the holders of the
Common Stock.

On each matter on which holders of Series B Preferred Stock are entitled to vote, each share of Series B Preferred
Stock will be entitled to one vote, except that when shares of any other class or series of our preferred stock have the
right to vote with the Series B Preferred Stock as a single class on any matter, the Series B Preferred Stock and the
shares of each such other class or series will have one vote for each $25.00 of liquidation preference (excluding
accumulated dividends).

So long as any shares of Series B Preferred Stock remain outstanding, we will not, without the affirmative vote or
consent of the holders of at least two-thirds of the shares of the Series B Preferred Stock outstanding at the time, given
in person or by proxy, either in writing or at a meeting (voting together as a class with our Series A Preferred Stock
and all other series of parity preferred stock that we may issue upon which like voting rights have been conferred and
are exercisable), (a) authorize or create, or increase the authorized or issued amount of, any class or series of capital
stock ranking senior to the Series B Preferred Stock with respect to payment of dividends or the distribution of assets
upon liquidation, dissolution or winding up or reclassify any of our authorized capital stock into such shares, or create,
authorize or issue any obligation or security convertible into or evidencing the right to purchase any such shares; or
(b) amend, alter or repeal the provisions of our charter, whether by merger, consolidation or otherwise, so as to
materially and adversely affect any right, preference, privilege or voting power of the Series B Preferred Stock (each,
an �Event�); provided, however, with respect to the occurrence of any Event set forth in (b) above, so long as the Series
B Preferred Stock remains outstanding with the terms thereof materially unchanged, taking into account that, upon an
occurrence of an Event, we may not be the surviving entity, the occurrence of any such Event shall not be deemed to
materially and adversely affect such rights, preferences, privileges or voting power of holders of the Series B
Preferred Stock; provided further, that any increase in the amount of the authorized preferred stock, including the
Series B Preferred Stock, or the creation or issuance of any additional Series B Preferred Stock or other series of
preferred stock that we may issue, or any increase in the amount of authorized shares of such series, in each case
ranking on a parity with or junior to the Series B Preferred Stock that we may issue with respect to payment of
dividends or the distribution of assets upon liquidation, dissolution or winding up, shall not be deemed to materially
and adversely affect such rights, preferences, privileges or voting powers; and provided further, that if an Event set
forth in (b) above affects materially and adversely any right, preference, privilege or voting power of the Series B
Preferred Stock but not all of the series of parity preferred stock that we may issue upon which similar voting rights
have been conferred and are exercisable, the vote or consent that is required will be the vote or consent of the holders
of at least two-thirds of the outstanding shares of the Series B Preferred Stock and all such other similarly affected
series (including the Series A Preferred Stock), outstanding at the time (voting together as a class).

The foregoing voting provisions will not apply if, at or prior to the time when the act with respect to which such vote
would otherwise be required shall be effected, all outstanding shares of Series B Preferred Stock shall have been
redeemed or called for redemption upon proper notice and sufficient funds shall have been deposited in trust to effect
such redemption.

Edgar Filing: Armour Residential REIT, Inc. - Form 424B3

51



Except as expressly stated in the articles supplementary or as may be required by applicable law, the Series B
Preferred Stock will not have any relative, participating, optional or other special voting rights or powers and the
consent of the holders thereof shall not be required for the taking of any corporate action.

Information Rights

During any period in which we are not subject to Section 13 or 15(d) of the Exchange Act and any shares of Series B
Preferred Stock are outstanding, we will use our best efforts to (i) transmit by mail (or other permissible means under
the Exchange Act) to all holders of Series B Preferred Stock, as their names and addresses appear on our record books
and without cost to such holders, copies of the annual reports on Form 10-K and quarterly reports on Form 10-Q that
we would have been required to file with the SEC pursuant to Section 13 or 15(d) of the Exchange Act if we were
subject thereto (other than any exhibits that would have been required) and (ii) promptly, upon request, supply copies
of such reports to any holders or prospective holder of Series B Preferred Stock. We will use our best effort to mail (or
otherwise provide) the information to the holders of the Series B Preferred Stock within 15 days after the respective
dates by which a periodic report on Form 10-K or Form 10-Q, as the case may be, in respect of such information
would have been required to be filed with the SEC, if we were subject to Section 13 or 15(d) of the Exchange Act, in
each case, based on the dates on which we would be required to file such periodic reports if we were a
�large-accelerated filer� within the meaning of the Exchange Act.
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Restrictions on Ownership and Transfer

In order to qualify as a REIT under the Internal Revenue Code, our shares of capital stock must be beneficially owned
by 100 or more persons during at least 335 days of a taxable year of 12 months or during a proportionate part of a
shorter taxable year. Also no more than 50% of the value of our outstanding shares of capital stock may be owned,
directly or constructively, by five or fewer individuals (as defined in the Internal Revenue Code to include certain
entities) during the second half of any calendar year.

Our amended and restated articles of incorporation and articles supplementary establishing the terms of the Series B
Preferred Stock contain restrictions on the ownership and transfer of Series B Preferred Stock which are intended to
assist us in complying with these requirements and continuing to qualify as a REIT. The articles supplementary
provides that all holders of Series B Preferred Stock will be subject to Article VII of our amended and restated articles
of incorporation, which, together with our articles supplementary, provide that no person may beneficially or
constructively own, or be deemed to own by virtue of the attribution provisions of the Internal Revenue Code, more
than 9.8% in value or in number of shares, whichever is more restrictive, of either our common stock or our capital
stock, subject to certain exceptions. For the purposes of determining the percentage ownership of our capital stock by
any person, shares of capital stock that may be acquired upon conversion, exchange or exercise of any of our
securities directly or constructively held by such person, but not capital stock issuable with respect to the conversion,
exchange or exercise of our securities held by other persons, shall be deemed to be outstanding prior to conversion,
exchange or exercise. Therefore, the Series B Preferred Stock owned directly or indirectly by each holder (but not
Series B Preferred Stock held by the other holders) will be counted as common stock (on an as-converted basis) for
purposes of the 9.8% ownership limitation applicable to our common stock with respect to such holder. All Series B
Preferred Stock will be counted as capital stock for purposes of the 9.8% ownership limitation applicable to our
capital stock.

Moreover, the constructive ownership rules are complex, and may cause shares of Series B Preferred Stock owned
actually or constructively by a group of related individuals and/or entities to be constructively owned by one
individual or entity. As a result, the acquisition of less than 9.8% of the shares of Series B Preferred Stock (or the
acquisition of an interest in an entity that owns, actually or constructively, Series B Preferred Stock) by an individual
or entity could nevertheless cause that individual or entity, or another individual or entity, to own constructively in
excess of 9.8% of the outstanding Series B Preferred Stock and thus violate the ownership limitations, or any other
limitations in our amended and restated articles of incorporation or articles supplementary.

Any acquisition by you of Series B Preferred Stock (whether in this offering or following completion of the offering)
or other classes of our capital stock that result in your exceeding the 9.8% common stock, or the 9.8% capital stock
ownership threshold may not be valid. In addition, no holder of Series B Preferred Stock will be entitled to convert the
Series B Preferred Stock into our common stock to the extent that receipt of our common stock would cause the
holder to actually or constructively own stock exceeding either of the 9.8% ownership thresholds unless we provide an
exemption from these ownership limitations to such holder at our sole discretion.

Under our amended and restated articles of incorporation and the articles supplementary for the Series B Preferred
Stock, any attempted transfer of our capital stock which, if effective, would result in a violation of the foregoing
restrictions will cause the number of shares causing the violation (rounded up to the nearest whole share) to be
automatically transferred to a trust for the exclusive benefit of one or more charitable beneficiaries, and the proposed
transferee will not acquire any rights in such shares. Our board of directors, in its sole discretion, may exempt a person
from the foregoing restrictions; however, it is not obligated to do so.

Furthermore, under our amended and restated articles of incorporation and, consequently, if the board of directors or
any duly authorized committee thereof (or other designees if permitted by Maryland law) shall at any time determine
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in good faith that a transfer or other event has taken place that results in a violation of the foregoing restrictions, or
that a person intends to acquire or has attempted to acquire beneficial or constructive ownership of any shares of our
capital stock in violation of the foregoing restrictions, we may take actions to refuse to give effect to or prevent such
transfer or other event, including, without limitation, redeeming shares of capital stock, refusing to give effect to such
transfer on our books or instituting proceedings to enjoin such transfer or other event.

Any person who acquires or attempts or intends to acquire beneficial or constructive ownership of shares of our
capital stock that will or may violate the foregoing restrictions or any person who would have owned shares of capital
stock that resulted in a transfer to the trust for the exclusive benefit of one or more charitable beneficiaries as
described above shall immediately give written notice to us of such event, or in the case of such a proposed or
attempted transaction, give at least 15 days prior written notice, and shall provide to us such other information as we
may request in order to determine the effect, if any, of such transfer on the our qualification as a REIT.
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For further information regarding restrictions on ownership and transfer of the Series B Preferred Stock, please see the
sections entitled �Description of Capital Stock�Restrictions on Ownership and Transfer� in the accompanying prospectus.

Preemptive Rights

No holders of the Series B Preferred Stock will, as holders of Series B Preferred Stock, have any preemptive rights to
purchase or subscribe for our common stock or any other security.

Book-Entry Procedures

DTC will act as securities depositary for the Series B Preferred Stock. We will issue one or more fully registered
global securities certificates in the name of DTC�s nominee, Cede & Co. These certificates will represent the total
aggregate number of shares of Series B Preferred Stock. We will deposit these certificates with DTC or a custodian
appointed by DTC. We will not issue certificates to you for the shares of Series B Preferred Stock that you purchase,
unless DTC�s services are discontinued as described below.

Title to book-entry interests in the Series B Preferred Stock will pass by book-entry registration of the transfer within
the records of DTC in accordance with its procedures. Book-entry interests in the securities may be transferred within
DTC in accordance with procedures established for these purposes by DTC. Each person owning a beneficial interest
in shares of the Series B Preferred Stock must rely on the procedures of DTC and the participant through which such
person owns its interest to exercise its rights as a holder of the Series B Preferred Stock.

DTC has advised us that it is a limited-purpose trust company organized under the New York Banking Law, a member
of the Federal Reserve System, a �clearing corporation� within the meaning of the New York Uniform Commercial
Code and a �clearing agency� registered under the provisions of Section 17A of the Exchange Act. DTC holds securities
that its participants (�Direct Participants�) deposit with DTC. DTC also facilitates the settlement among Direct
Participants of securities transactions, such as transfers and pledges in deposited securities through electronic
computerized book-entry changes in Direct Participants� accounts, thereby eliminating the need for physical movement
of securities certificates. Direct Participants include securities brokers and dealers, banks, trust companies, clearing
corporations, and certain other organizations. Access to the DTC system is also available to others such as securities
brokers and dealers, including the underwriters, banks and trust companies that clear through or maintain a custodial
relationship with a Direct Participant, either directly or indirectly (�Indirect Participants�). The rules applicable to DTC
and its Direct and Indirect Participants are on file with the SEC.

When you purchase shares of Series B Preferred Stock within the DTC system, the purchase must be by or through a
Direct Participant. The Direct Participant will receive a credit for the Series B Preferred Stock on DTC�s records. You
will be considered to be the �beneficial owner� of the Series B Preferred Stock. Your beneficial ownership interest will
be recorded on the Direct and Indirect Participants� records, but DTC will have no knowledge of your individual
ownership. DTC�s records reflect only the identity of the Direct Participants to whose accounts shares of Series B
Preferred Stock are credited.

You will not receive written confirmation from DTC of your purchase. The Direct or Indirect Participants through
whom you purchased the Series B Preferred Stock should send you written confirmations providing details of your
transactions, as well as periodic statements of your holdings. The Direct and Indirect Participants are responsible for
keeping an accurate account of the holdings of their customers like you.

Transfers of ownership interests held through Direct and Indirect Participants will be accomplished by entries on the
books of Direct and Indirect Participants acting on behalf of the beneficial owners.
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Conveyance of notices and other communications by DTC to Direct Participants, by Direct Participants to Indirect
Participants, and by Direct Participants and Indirect Participants to beneficial owners will be governed by
arrangements among them, subject to any statutory or regulatory requirements as may be in effect from time to time.

We understand that, under DTC�s existing practices, in the event that we request any action of the holders, or an owner
of a beneficial interest in a global security, such as you, desires to take any action which a holder is entitled to take
under our amended and restated articles of incorporation (including the articles supplementary designating the Series
B Preferred Stock), DTC would authorize the Direct Participants holding the relevant shares to take such action, and
those Direct Participants and any Indirect Participants would authorize beneficial owners owning through those Direct
and Indirect Participants to take such action or would otherwise act upon the instructions of beneficial owners owning
through them.

Any redemption notices with respect to the Series B Preferred Stock will be sent to Cede & Co. If less than all of the
outstanding shares of Series B Preferred Stock are being redeemed, DTC will reduce each Direct Participant�s holdings
of shares of Series B Preferred Stock in accordance with its procedures.
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In those instances where a vote is required, neither DTC nor Cede & Co. itself will consent or vote with respect to the
shares of Series B Preferred Stock. Under its usual procedures, DTC would mail an omnibus proxy to us as soon as
possible after the record date. The omnibus proxy assigns Cede & Co.�s consenting or voting rights to those Direct
Participants whose accounts the shares of Series B Preferred Stock are credited to on the record date, which are
identified in a listing attached to the omnibus proxy.

Dividends on the Series B Preferred Stock will be made directly to DTC�s nominee (or its successor, if applicable).
DTC�s practice is to credit participants� accounts on the relevant payment date in accordance with their respective
holdings shown on DTC�s records unless DTC has reason to believe that it will not receive payment on that payment
date.

Payments by Direct and Indirect Participants to beneficial owners will be governed by standing instructions and
customary practices, as is the case with securities held for the accounts of customers in bearer form or registered in
�street name.� These payments will be the responsibility of the participant and not of DTC, us or any agent of ours.

DTC may discontinue providing its services as securities depositary with respect to the Series B Preferred Stock at
any time by giving reasonable notice to us. Additionally, we may decide to discontinue the book-entry only system of
transfers with respect to the Series B Preferred Stock. In that event, we will print and deliver certificates in fully
registered form for the Series B Preferred Stock. If DTC notifies us that it is unwilling to continue as securities
depositary, or it is unable to continue or ceases to be a clearing agency registered under the Exchange Act and a
successor depositary is not appointed by us within 90 days after receiving such notice or becoming aware that DTC is
no longer so registered, we will issue the Series B Preferred Stock in definitive form, at our expense, upon registration
of transfer of, or in exchange for, such global security.

According to DTC, the foregoing information with respect to DTC has been provided to the financial community for
informational purposes only and is not intended to serve as a representation, warranty or contract modification of any
kind.

Global Clearance and Settlement Procedures

Initial settlement for the Series B Preferred Stock will be made in immediately available funds. Secondary market
trading among DTC's Participants will occur in the ordinary way in accordance with DTC�s rules and will be settled in
immediately available funds using DTC�s Same-Day Funds Settlement System.
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SUPPLEMENT TO U.S. FEDERAL INCOME TAX CONSIDERATIONS

For purposes of this offering of Series B Preferred Stock, the following summary of certain Federal income tax
considerations replaces the discussion set forth under heading �U.S. Federal Income Tax Considerations� in the
accompanying prospectus.

The following is a summary of the material U.S. federal income tax considerations of an investment in the Series B
Preferred Stock of ARMOUR Residential REIT, Inc. or any common stock received upon conversion of such Series B
Preferred Stock. For purposes of this section, references to �ARMOUR,� �our,� �us� or �we� mean only ARMOUR
Residential REIT, Inc. and not any of its subsidiaries or other lower-tier entities except as otherwise indicated. This
summary is based upon the Code, the regulations promulgated by the U.S. Treasury Department, or the Treasury
Regulations, current administrative interpretations and practices of the IRS (including administrative interpretations
and practices expressed in private letter rulings which are binding on the IRS only with respect to the particular
taxpayers who requested and received those rulings) 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 considerations
described below. No advance ruling has been or will be sought from the IRS regarding any matter discussed in this
summary. The summary is also based upon the assumption that our operation, and the operation of our subsidiaries
and other lower-tier and affiliated entities will, in each case, be in accordance with such entity's applicable
organizational documents. This summary does not discuss the impact that U.S. state and local taxes, U.S. estate and
gift taxes and any taxes imposed by non-U.S. jurisdictions could have on the matters discussed in this summary. This
summary is for general information only, and does not purport to discuss all aspects of U.S. federal income taxation
that may be important to a particular stockholder in light of its investment or tax circumstances or to stockholders
subject to special tax rules, such as:

·

U.S. expatriates;

·

persons who mark-to-market our Series B Preferred Stock or common stock;

·

subchapter S corporations;

·

U.S. stockholders (as defined below) whose functional currency is not the U.S. dollar;

·

financial institutions;
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·

insurance companies;

·

broker-dealers;

·

regulated investment companies (or RICs);

·

REITs;

·

trusts and estates;

·

holders who receive our Series B Preferred Stock or common stock through the exercise of employee stock options or
otherwise as compensation;

·

persons holding our Series B Preferred Stock or common stock as part of a �straddle,� �hedge,� �conversion transaction,�

·

�synthetic security� or other integrated investment;

·

persons subject to the alternative minimum tax provisions of the Code;

·

persons holding their interest in us through a partnership or similar pass-through entity;

·

persons holding a 10% or more (by vote or value) beneficial interest in us;

·

tax-exempt organizations; and

·
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non-U.S. stockholders (as defined below, and except as otherwise discussed below).

This summary assumes that investors will hold their Series B Preferred Stock or any common stock received upon
conversion of such Series B Preferred Stock as a capital asset, which generally means as property held for investment.

THE U.S. FEDERAL INCOME TAX TREATMENT OF HOLDERS OF THE SERIES A PREFERRED STOCK OR
ANY COMMON STOCK RECEIVED UPON CONVERSION OF SUCH SERIES A PREFERRED 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 U.S. FEDERAL INCOME TAX TREATMENT OF
HOLDING OUR SERIES A PREFERRED STOCK OR ANY COMMON STOCK RECEIVED UPON
CONVERSION OF SUCH SERIES A PREFERRED STOCK TO ANY PARTICULAR STOCKHOLDER WILL
DEPEND ON THE STOCKHOLDER'S PARTICULAR TAX CIRCUMSTANCES. YOU ARE URGED TO
CONSULT YOUR TAX ADVISOR REGARDING THE U.S. FEDERAL, STATE, LOCAL, AND FOREIGN
INCOME AND OTHER TAX CONSEQUENCES TO YOU, IN LIGHT OF YOUR PARTICULAR INVESTMENT
OR TAX CIRCUMSTANCES, OF ACQUIRING, HOLDING, AND DISPOSING OF SERIES A PREFERRED
STOCK OR ANY COMMON STOCK RECEIVED UPON CONVERSION OF SUCH SERIES A PREFERRED
STOCK.
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U.S. Federal Income Tax Considerations of ARMOUR as a REIT � Taxation of ARMOUR � General

We have elected to be taxed as a REIT under Sections 856 through 860 of the Code, commencing with our taxable
year ended December 31, 2009. We believe that we have been organized and intend to operate in a manner that allows
us to qualify for taxation as a REIT under the Code.

The law firm of Akerman Senterfitt has acted as our counsel for tax matters in connection this offering of the Series B
Preferred Stock. In connection with this offering of the Series B Preferred Stock, we will receive an opinion of
Akerman Senterfitt to the effect that, commencing with our taxable year ended December 31, 2009, we have been
organized and operated in conformity with the requirements for qualification and taxation as a REIT under the Code,
and our actual method of operation has enabled, and our proposed method of operation will continue to enable us, to
meet the requirements for qualification and taxation as a REIT under the Code. It must be emphasized that the opinion
of Akerman Senterfitt is based on various assumptions relating to our organization and operation, including that all
factual representations and statements set forth in all relevant documents, records and instruments are true and correct
and that we will at all times operate in accordance with the method of operation described in our organizational
documents and this document. Additionally, the opinion of Akerman Senterfitt is conditioned upon factual
representations and covenants made by our management and the management of ARRM, regarding our organization,
assets, present and future conduct of our business operations and other items regarding our ability to continue to meet
the various requirements for qualification as a REIT, and assumes that such representations and covenants are accurate
and complete and that we will take no action that could adversely affect our qualification as a REIT. While we believe
we are organized and intend to operate so that we will 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 or applicable law, no assurance can be given by Akerman Senterfitt or us that we will so qualify for any
particular year. Akerman Senterfitt will have no obligation to advise us or the holders of our shares of common stock
of any subsequent change in the matters stated, represented or assumed or of any subsequent change in the applicable
law. You should be aware that opinions of counsel are not binding on the IRS, or any court, and no assurance can be
given that the IRS will not challenge the conclusions set forth in such opinions.

Qualification and taxation as a REIT depend on our ability to meet, on a continuing basis, through actual results of
operations, distribution levels, diversity of share ownership and various qualification requirements imposed upon
REITs by the Code, the compliance with which will not be reviewed by Akerman Senterfitt. In addition, our ability to
qualify as a REIT may depend in part upon the operating results, organizational structure and entity classification for
U.S. federal income tax purposes of certain entities in which we invest. Our ability to qualify as a REIT also requires
that we satisfy certain asset and income tests, some of which depend upon the fair market values of assets directly or
indirectly owned by us or which serve as security for loans made by us. 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 the requirements for qualification and taxation as a REIT.

Taxation of REITs in General

As indicated above, qualification and taxation as a REIT depend on our ability to meet, on a continuing basis, through
actual results of operations, distribution levels, diversity of share ownership and various qualification requirements
imposed upon REITs by the Code. The material qualification requirements are summarized below, under �-
Requirements for Qualification as a REIT.� While we believe that we will operate so that we qualify as a REIT, no
assurance can be given that the IRS will not challenge our qualification as a REIT or that we will be able to operate in
accordance with the REIT requirements in the future.

Provided that we qualify as a REIT, we will generally be entitled to a deduction for dividends that we pay and,
therefore, will not be subject to U.S. federal corporate income tax on our net taxable income that is currently
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distributed to our stockholders. This treatment substantially eliminates the �double taxation� with respect to distributed
income at the corporate and stockholder levels that results generally from investment in a corporation. Rather, income
generated by a REIT and distributed to stockholders generally is taxed only at the stockholder level, upon a
distribution of dividends by the REIT. See �- Taxation of Taxable U.S. Stockholders.�

Stockholders who are individual U.S. stockholders (as defined below) are generally taxed on corporate dividends at a
reduced maximum rate (the same as long-term capital gains), thereby substantially reducing, though not completely
eliminating, the double taxation that has historically applied to corporate dividends. With limited exceptions, however,
dividends received by individual U.S. stockholders from us or from other entities that are taxed as REITs will
continue to be taxed at rates applicable to ordinary income. Net operating losses, foreign tax credits and other tax
attributes of a REIT generally do not pass through to the stockholders of the REIT, subject to special rules for certain
items, such as capital gains, recognized by REITs.
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Even if we qualify for taxation as a REIT, however, we will be subject to U.S. federal income taxation as follows:

·

We will be taxed at regular U.S. federal corporate income tax rates on any undistributed income, including
undistributed net capital gains. We may be subject to the �alternative minimum tax� on our items of tax preference, if
any.

·

If we have net income from prohibited transactions, which are, in general, sales or other dispositions of 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.

·

If we elect to treat property that we acquire in connection with a foreclosure of a mortgage loan or from certain
leasehold terminations as �foreclosure property,� we may thereby avoid (a) the 100% tax on gain from a resale of that
property (if the sale would otherwise constitute a prohibited transaction) and (b) the inclusion of any income from
such property not qualifying for purposes of the REIT gross income tests discussed below, but the income from the
sale or operation of the property may be subject to corporate income tax at the highest applicable rate.

·

If we 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 other requirements are met, we will be subject to a 100% tax on an
amount equal to (a) the greater of (1) the amount by which we fail the 75% gross income test or (2) the amount by
which we fail the 95% gross income test, as the case maybe, multiplied by (b) a fraction intended to reflect our
profitability.

·

If we fail to satisfy any of the REIT asset tests, as described below, other than a failure of the 5% or 10% REIT asset
tests that does not exceed a statutory de minimis amount as described more fully below, but our failure is due to
reasonable cause and not due to willful neglect and we nonetheless maintain our REIT qualification because of
specified cure provisions, we will be required to pay a tax equal to the greater of $50,000 or the highest corporate tax
rate of the net income generated by the nonqualifying assets during the period in which we failed to satisfy the asset
tests.

·

If we fail to satisfy any provision of the Code that would result in our failure to qualify as a REIT (other than a gross
income or asset test requirement) and the violation is due to reasonable cause and not willful neglect, we may retain
our REIT qualification but we will be required to pay a penalty of $50,000 for each such failure.

·
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If we 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 (the foregoing sum is referred to as the required distribution), we will be subject to a 4% excise tax on the
excess of the required distribution over the sum of (1) the amounts actually distributed (taking into account excess
distributions from prior years), plus (2) retained amounts on which income tax is paid 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 our stockholders.

·

A 100% excise tax may be imposed on some items of income and expense that are directly or constructively paid
between us and any taxable REIT subsidiary, or TRS, we may own if and to the extent that the IRS successfully
adjusts the reported amounts of these items.

·

If we acquire appreciated assets from a corporation that is not a REIT 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
non-REIT corporation, we will 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 10-year period following
their acquisition from the non-REIT corporation. The results described in this paragraph assume that the non-REIT
corporation will not elect, in lieu of this treatment, to be subject to an immediate tax when the asset is acquired by us.

·

We will generally be subject to tax on the portion of any excess inclusion income derived from an investment in
residual interests in real estate mortgage investment conduits (or REMICs) to the extent our stock is held by specified
tax-exempt organizations not subject to tax on unrelated business taxable income. Similar rules will apply if we own
an equity interest in a taxable mortgage pool. To the extent that we own a REMIC residual interest or a taxable
mortgage pool through a TRS, we will not be subject to this tax.

·

We may elect to retain and pay income tax on our net long-term capital gain. In that case, a stockholder would include
its proportionate share of our undistributed long-term capital gain (to the extent we make a timely designation of such
gain to the stockholder) in its income, would be deemed to have paid the tax that we paid on such gain, and would be
allowed a credit for its proportionate share of the tax deemed to have been paid, and an adjustment would be made to
increase the stockholder's basis in our Series B Preferred Stock or common stock. Stockholders that are U.S.
corporations will also appropriately adjust their earnings and profits for the retained capital gains in accordance with
Treasury Regulations to be promulgated.
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·

We may have subsidiaries or own interests in other lower-tier entities that are subchapter C corporations, the earnings
of which would be subject to U.S. federal corporate income tax.

In addition, we may be subject to a variety of taxes other than U.S. federal income tax, including payroll taxes and
state, local, and foreign income, franchise property and other taxes. We could also be subject to tax in situations and
on transactions not presently contemplated.

Requirements for Qualification as a REIT

The 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 the special Code provisions applicable to REITs;

(4)

that is neither a financial institution nor an insurance company subject to specific provisions of the Code;

(5)

the beneficial ownership of which is held by 100 or more persons during at least 335 days of a taxable year of 12
months, or during a proportionate part of a taxable year of less than 12 months;

(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 Code to include specified entities);

(7)
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which meets other tests described below, including with respect to the nature of its income and assets and the amount
of its distributions; and

(8)

that makes an election to be a REIT for the current taxable year or has made such an election for a previous taxable
year that has not been terminated or revoked.

The 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) do not need to be satisfied for the first taxable year for which an election to become a
REIT has been made. Our charter provides restrictions regarding the ownership and transfer of our shares, which are
intended, among other purposes to assist in satisfying the share ownership requirements described in conditions (5)
and (6) above. For purposes of condition (6), an �individual� generally includes a supplemental unemployment
compensation benefit plan, a private foundation or a portion of a trust permanently set aside or used exclusively for
charitable purposes, but does not include a qualified pension plan or profit sharing trust.

To monitor compliance with the share ownership requirements, we are generally required to maintain records
regarding the actual ownership of our shares. To do so, we must demand written statements each year from the record
holders of significant percentages of our shares of stock, in which the record holders are to disclose the actual owners
of the shares (i.e., the persons required to include in gross income the dividends paid by us). A list of those persons
failing or refusing to comply with this demand must be maintained as part of our records. Failure by us to comply with
these record-keeping requirements could subject us to monetary penalties. If we satisfy these requirements and after
exercising reasonable diligence would not have known that condition (6) is not satisfied, we will be deemed to have
satisfied such condition. A stockholder that fails or refuses to comply with the demand is required by Treasury
Regulations to submit a statement with its tax return disclosing the actual ownership of the shares and other
information.

In addition, a corporation generally may not elect to become a REIT unless its taxable year is the calendar year. We
satisfy this requirement.

Effect of Subsidiary Entities

Ownership of Partnership Interests

In the case of a REIT that is a partner in a partnership, Treasury Regulations provide that the REIT is deemed to own
its proportionate share of the partnership's assets and to earn its proportionate share of the partnership's gross income
based on its pro rata share of capital interests in the partnership for purposes of the asset and gross income tests
applicable to REITs, as described below. However, solely for purposes of the 10% value test, described below, the
determination of a REIT's interest in partnership assets will be based on the REIT's proportionate interest in any
securities issued by the partnership, excluding for these purposes, certain excluded securities as described in the Code.
In addition, the assets and gross income of the partnership generally are deemed to retain the same character in the
hands of the REIT. Thus, our proportionate share of the assets and items of income of partnerships in which we own
an equity interest is treated as an asset and as an item of income
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for us for purposes of applying the REIT requirements described below. Consequently, to the extent that we directly
or indirectly hold a preferred or other equity interest in a partnership, the partnership's assets and operations may
affect our ability to qualify as a REIT, even though we may have no control or only limited influence over the
partnership.

Disregarded Subsidiaries

If a REIT owns a corporate subsidiary that is a �qualified REIT subsidiary,� that subsidiary is disregarded for U.S.
federal income tax purposes, and all assets, liabilities and items of income, deduction and credit of the subsidiary are
treated as assets, liabilities and items of income, deduction and credit of the REIT itself, including for purposes of the
gross income and asset tests applicable to REITs, as summarized below. A qualified REIT subsidiary is any
corporation, other than a TRS, that is wholly-owned by a REIT, by other disregarded subsidiaries or by a combination
of the two. Single member limited liability companies that are wholly-owned by a REIT are also generally disregarded
as separate entities for U.S. federal income tax purposes, including for purposes of the REIT gross income and asset
tests. Disregarded subsidiaries, along with partnerships in which we hold an equity interest, are sometimes referred to
herein as �pass- through subsidiaries.�

In the event that a disregarded subsidiary ceases to be wholly-owned by us (for example, if any equity interest in the
subsidiary is acquired by a person other than us or another disregarded subsidiary of ours), the subsidiary's separate
existence would no longer be disregarded for U.S. federal income tax purposes. Instead, it 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 tests applicable to REITs,
including the requirement that REITs generally may not own, directly or indirectly, more than 10% of the value or
voting power of the outstanding securities of another corporation.

Taxable REIT Subsidiaries

A REIT, in general, may jointly elect with a subsidiary corporation, whether or not wholly-owned, to treat the
subsidiary corporation as a TRS. The separate existence of a TRS or other taxable corporation, unlike a disregarded
subsidiary as discussed above, is not ignored for U.S. federal income tax purposes. Accordingly, such an entity would
generally be subject to corporate income tax on its earnings, which may reduce the cash flow generated by us and our
subsidiaries in the aggregate and our ability to make distributions to our stockholders.

We have elected for Enterprise to be treated as a TRS. This will allow Enterprise to invest in assets and engage in
activities that could not be held or conducted directly by us without jeopardizing our qualification as a REIT.

A REIT is not treated as holding the assets of a TRS or other taxable subsidiary corporation or as receiving any
income that the subsidiary earns. Rather, the stock issued by the subsidiary is an asset in the hands of the REIT, and
the REIT generally recognizes as income the dividends, if any, that it receives from the subsidiary. This treatment can
affect the gross income and asset test calculations that apply to the REIT, as described below. Because a parent REIT
does not include the assets and income of such subsidiary corporations in determining the parent's compliance with the
REIT requirements, such entities may be used by the parent REIT to undertake indirectly activities that the REIT rules
might otherwise preclude it from doing directly or through pass-through subsidiaries or render commercially
unfeasible (for example, activities that give rise to certain categories of income such as non-qualifying hedging
income or inventory sales). If dividends are paid to us by one or more TRSs we may own, then a portion of the
dividends that we distribute to stockholders who are taxed at individual rates generally will be eligible for taxation at
preferential qualified dividend income tax rates rather than at ordinary income rates.
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Certain restrictions imposed on TRSs are intended to ensure that such entities will be subject to appropriate levels of
U.S. federal income taxation. First, a TRS may not deduct interest payments made in any year to an affiliated REIT to
the extent that such payments exceed, generally, 50% of the TRS's adjusted taxable income for that year (although the
TRS may carry forward to, and deduct in, a succeeding year the disallowed interest amount if the 50% test is satisfied
in that year). In addition, if amounts are paid to a REIT or deducted by a TRS due to transactions between a REIT, its
tenants and/or the TRS, that exceed the amount that would be paid to or deducted by a party in an arm's-length
transaction, the REIT generally will be subject to an excise tax equal to 100% of such excess.

Gross Income Tests

In order to maintain our qualification as a REIT, we must annually satisfy two gross income tests. 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 derivative instrument and foreign currency transactions, must be derived from
investments relating to real property or mortgages on real property, including �rents from real property,� dividends
received from and gains from the disposition of shares of other REITs, interest income derived from mortgage loans
secured by real property (including certain types of mortgage-backed securities), and gains from the sale of real estate
assets, as well as income from certain kinds of temporary investments. Second, at least 95% of our gross income in
each taxable year, excluding gross income from
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prohibited transactions and certain derivative instrument and foreign currency transactions, must be derived from
some combination of income that qualifies under the 75% 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.

For purposes of the 75% and 95% gross income tests, a REIT is deemed to have earned a proportionate share of the
income earned by any partnership, or any limited liability company treated as a partnership for U.S. federal income
tax purposes, in which it owns an interest, which share is determined by reference to its capital interest in such entity,
and is deemed to have earned the income earned by any qualified REIT subsidiary.

Interest Income

Interest income constitutes qualifying mortgage interest for purposes of the 75% gross income test to the extent that
the obligation 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 the mortgage loan,
the interest income will be apportioned between the real property and the other property, 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. If we acquire or originate a construction loan, for
purposes of the foregoing apportionment, the fair market value of the real property includes the fair market value of
the land plus the reasonably estimated cost of improvement or developments (other than personal property) which
secure the construction loan.

To the extent that the terms of a loan provide for contingent interest that is based on the cash proceeds realized upon
the sale of the property securing the loan (or a shared appreciation provision), income attributable to the participation
feature will be treated as gain from sale of the underlying property, which generally will be qualifying income for
purposes of both the 75% and 95% gross income tests, provided that the property is not inventory or dealer property in
the hands of the borrower or us.

To the extent that we derive interest income from a loan where all or a portion of the amount of interest payable is
contingent, such income generally will qualify for purposes of the gross income tests only if it is based upon the gross
receipts or sales and not the net income or profits of any person. This limitation does not apply, however, to a
mortgage loan where the borrower derives substantially all of its income from the property from the leasing of
substantially all of its interest in the property to tenants, to the extent that the rental income derived by the borrower
would qualify as rents from real property had it been earned directly by us.

Any amount includible in our gross income with respect to a regular or residual interest in a REMIC generally is
treated as interest on an obligation secured by a mortgage on real property. If, however, less than 95% of the assets of
a REMIC consists of real estate assets (determined as if we held such assets), we will be treated as receiving directly
our proportionate share of the income of the REMIC for purposes of determining the amount which is treated as
interest on an obligation secured by a mortgage on real property. In addition, some REMIC securitizations include
embedded interest rate swap or cap contracts or other derivative instruments that potentially could produce
nonqualifying income to us.

We believe that the interest, original issue discount, and market discount income that we receive from our
mortgage-related securities generally will be qualifying income for purposes of both the 75% and 95% gross income
tests. However, to the extent that we own non-REMIC collateralized mortgage obligations or other debt instruments
secured by mortgage loans (rather than by real property) or secured by non-real estate assets, or debt securities that are
not secured by mortgages on real property or interests in real property, the interest income received with respect to
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such securities generally will be qualifying income for purposes of the 95% gross income test, but not the 75% gross
income test. In addition, the loan amount of a mortgage loan that we own may exceed the value of the real property
securing the loan. In that case, income from the loan will be qualifying income for purposes of the 95% gross income
test, but the interest attributable to the amount of the loan that exceeds the value of the real property securing the loan
will not be qualifying income for purposes of the 75% gross income test.

We may purchase Agency RMBS through �to-be-announced� forward contracts, or TBAs, and may recognize income or
gains from the disposition of those TBAs through dollar roll transactions. 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. We will not treat these items as qualifying for purposes of the 75% gross income test unless
we receive advice of counsel that such income and gains should be treated as qualifying for purposes of the 75% gross
income test. As a result, our ability to enter into TBAs could be limited. Moreover, even if we were to receive advice
of counsel as described in the preceding sentence, it is possible that the IRS could assert that such income is not
qualifying income under the 75% gross
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income test. In the event that such income was determined not to be qualifying income for the 75% gross income test,
we could be subject to a penalty tax or could fail to qualify as a REIT if such income, when added to any other
non-qualifying income, exceeded 25% of our gross income.

Dividend Income

We may receive distributions from TRSs or other corporations that are not REITs or qualified REIT subsidiaries.
These distributions are generally classified as dividend income to the extent of the earnings and profits of the
distributing corporation. Such distributions generally constitute qualifying income for purposes of the 95% gross
income test, but not the 75% gross income test. Any dividends received by us from a REIT will be qualifying income
in our hands for purposes of both the 95% and 75% gross income tests.

Derivative Instrument Transactions

We may enter into derivative instrument transactions with respect to one or more of our assets or liabilities. Derivative
instrument transactions could take a variety of forms, including interest rate swap agreements, interest rate cap
agreements, options, futures contracts, forward rate agreements or similar financial instruments. Except to the extent
provided by Treasury Regulations, any income from a derivative instrument transaction we enter into (1) in the
normal course of our business primarily to manage risk of interest rate or price changes or currency fluctuations with
respect to borrowings made or to be made, or ordinary obligations incurred or to be incurred, to acquire or carry real
estate assets, which is clearly identified as specified in Treasury Regulations before the close of the day on which it
was acquired, originated, or entered into, including gain from the sale or disposition of such a transaction, or (2)
primarily to manage risk of currency fluctuations with respect to any item of income or gain that would be qualifying
income under the 75% or 95% income tests which is clearly identified as such before the close of the day on which it
was acquired, originated, or entered into, will not constitute gross income for purposes of the 75% or 95% gross
income test. To the extent that we enter into other types of derivative instrument transactions, the income from those
transactions is likely to be treated as non-qualifying income for purposes of both of the 75% and 95% gross income
tests. We intend to structure any derivative instrument transactions in a manner that does not jeopardize our
qualification as a REIT.

Failure to Satisfy the Gross Income Tests

We intend to monitor our sources of income, including any non-qualifying income received by us, so as to ensure our
compliance with the gross income tests. If we fail to satisfy one or both of the 75% or 95% gross income tests for any
taxable year, we may still qualify as a REIT for the year if we are entitled to relief under applicable provisions of the
Code. These relief provisions will generally be available if our failure to meet these tests was due to reasonable cause
and not due to willful neglect and, following the identification of such failure, we set forth a description of each item
of our gross income that satisfies the gross income tests in a schedule for the taxable year filed in accordance with the
Treasury Regulations. 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 involving us, we
will not qualify as a REIT. As discussed above under �- Taxation of REITs in General,� even where these relief
provisions apply, a tax would be imposed upon the profit attributable to the amount by which we fail to satisfy the
particular gross income test.

Asset Tests

We, at the close of each calendar quarter, 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
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this purpose, real estate assets include interests in real property, such as land, buildings, leasehold interests in real
property, stock of other corporations that qualify as REITs and certain kinds of mortgage-backed securities and
mortgage loans. A regular or residual interest in a REMIC is generally treated as a real estate asset. If, however, less
than 95% of the assets of a REMIC consists of real estate assets (determined as if we held such assets), we will be
treated as owning our proportionate share of the assets of the REMIC. Assets that do not qualify for purposes of the
75% test are subject to the additional asset tests described below. Second, the value of any one issuer's securities
owned by us may not exceed 5% of the value of our gross assets. Third, we may not own more than 10% of any one
issuer's outstanding securities, as measured by either voting power or value. Fourth, the aggregate value of all
securities of TRSs held by us may not exceed 25% of the value of our gross assets.
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The 5% and 10% asset tests do not apply to securities of TRSs and qualified REIT subsidiaries. The 10% value test
does not apply to certain �straight debt� and other excluded securities, as described in the Code, including but not
limited to any loan to an individual or an estate, any obligation to pay rents from real property and any security issued
by a REIT. In addition, (a) a REIT's interest as a partner in a partnership is not considered a security for purposes of
applying the 10% value test; (b) any debt instrument issued by a partnership (other than straight debt or other excluded
security) will not be considered a security issued by the partnership if at least 75% of the partnership's gross income is
derived from sources that would qualify for the 75% REIT gross income test; and (c) any debt instrument issued by a
partnership (other than straight debt or other excluded security) will not be considered a security issued by the
partnership to the extent of the REIT's interest as a partner in the partnership.

For purposes of the 10% value test, �straight debt� means a written unconditional promise to pay on demand on a
specified date a sum certain in money if (i) the debt is not convertible, directly or indirectly, into stock, (ii) the interest
rate and interest payment dates are not contingent on profits, the borrower's discretion, or similar factors other than
certain contingencies relating to the timing and amount of principal and interest payments, as described in the Code
and (iii) in the case of an issuer which is a corporation or a partnership, securities that otherwise would be considered
straight debt will not be so considered if we, and any of our �controlled taxable REIT subsidiaries� as defined in the
Code, hold any securities of the corporate or partnership issuer which (a) are not straight debt or other excluded
securities (prior to the application of this rule), and (b) have an aggregate value greater than 1% of the issuer's
outstanding securities (including, for the purposes of a partnership issuer, its interest as a partner in the partnership).

After initially meeting the asset tests at the close of any quarter, we will not lose our qualification as a REIT for failure
to satisfy the asset tests at the end of a later quarter solely by reason of changes in asset values (including a failure
caused solely by change in the foreign currency exchange rate used to value a foreign asset). If we fail to satisfy the
asset tests because we acquire or increase our ownership interest in securities during a quarter, we can cure this failure
by disposing of sufficient non-qualifying assets within 30 days after the close of that quarter. If we fail the 5% asset
test, or the 10% vote or value asset tests at the end of any quarter and such failure is not cured within 30 days
thereafter, we may dispose of sufficient assets (generally within six months after the last day of the quarter in which
our identification of the failure to satisfy these asset tests occurred) to cure such a violation that does not exceed the
lesser of 1% of our assets at the end of the relevant quarter or $10,000,000. If we fail any of the other asset tests or our
failure of the 5% and 10% asset tests is in excess of the de minimis amount described above, as long as such failure
was due to reasonable cause and not willful neglect, we may be permitted to avoid disqualification as a REIT, after the
30 day cure period, by taking steps including the disposition of sufficient assets to meet the asset test (generally within
six months after the last day of the quarter in which our identification of the failure to satisfy the REIT asset test
occurred) and paying a tax equal to the greater of $50,000 or the highest corporate income tax rate of the net income
generated by the non-qualifying assets during the period in which we failed to satisfy the asset test.

We expect that the assets and mortgage-related securities that we own generally will be qualifying assets for purposes
of the 75% asset test. However, to the extent that we own non-REMIC collateralized mortgage obligations or other
debt instruments secured by mortgage loans (rather than by real property) or secured by non-real estate assets, or debt
securities issued by C corporations that are not secured by mortgages on real property, those securities may not be
qualifying assets for purposes of the 75% asset test. In addition, we may purchase Agency RMBS through TBAs.
There is no direct authority with respect to the qualification of TBAs as real estate assets or Government securities for
purposes of the 75% asset test and we will not treat TBAs as such unless we receive advice of our counsel that TBAs
should be treated as qualifying assets for purposes of the 75% asset test. As a result, our ability to purchase TBAs
could be limited. Moreover, even if we were to receive advice of counsel as described in the preceding sentence, it is
possible that the IRS could assert that TBAs are not qualifying assets in which case we could be subject to a penalty
tax or fail to qualify as a REIT if such assets, when combined with other non-real estate assets, exceed 25% of our
gross assets. We believe that our holdings of securities and other assets will be structured in a manner that will comply
with the foregoing REIT asset requirements and intend to monitor compliance on an ongoing basis. There can be no
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assurance, however, that we will be successful in this effort. Moreover, values of some assets may not be susceptible
to a precise determination and are subject to change in the future. Furthermore, the proper classification of an
instrument as debt or equity for U.S. federal income tax purposes may be uncertain in some circumstances, which
could affect the application of the REIT asset tests. Accordingly, there can be no assurance that the IRS will not
contend that our interests in subsidiaries or in the securities of other issuers (including REIT issuers) cause a violation
of the REIT asset tests.

In addition, we may enter into repurchase agreements under which we will nominally sell certain of our assets to a
counterparty and simultaneously enter into an agreement to repurchase the sold assets. We believe t
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