Edgar Filing: MFA MORTGAGE INVESTMENTS - Form 424B5

MFA MORTGAGE INVESTMENTS
Form 424B5
April 30, 2003

Quicklinks -- Click here to rapidly navigate through this document

Filed Pursuant to Rule 424(b)5
Registration Number 333-070082

PROSPECTUS SUPPLEMENT
(to prospectus dated October 5, 2001) April 29, 2003

6,750,000 Shares

Common Stock

We are offering 6,750,000 shares of our common stock, par value $0.01 per share. We will receive all of the net proceeds from the sale of such
common stock.

Our common stock is listed on the New York Stock Exchange under the symbol "MFA." The last reported sales price of our common stock on
April 29, 2003 was $9.38 per share.

Before buying any of these shares of our common stock, you should carefully consider the information under the headings ''Additional
risk factors'' beginning on page S-9 of this prospectus supplement and '"Risk factors'' beginning on page 3 of the accompanying
prospectus.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of these securities or
passed upon the accuracy or adequacy of this prospectus supplement or the accompanying prospectus. Any representation to the
contrary is a criminal offense.

Per share Total
Public offering price $ 9200 $ 62,100,000
Underwriting discounts and commissions $ 0.506 $ 3,415,500
Proceeds, before expenses, to us $ 8.694 § 58,684,500

We have also granted the underwriters a 30-day option to purchase up to an additional 1,012,500 shares of our common stock to cover
over-allotments at the public offering price per share less underwriting discounts and commissions.

The underwriters are offering the shares of our common stock as described herein under "Underwriting." Delivery of the shares will be made on
or about May 5, 2003.

UBS Warburg
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Friedman Billings Ramsey

RBC Capital Markets

You should rely only on the information contained in, or incorporated by reference into, this prospectus supplement and the accompanying
prospectus. We have not, and the underwriters have not, authorized any other person to provide you with different information. If anyone
provides you with different or inconsistent information, you should not rely on it. We are not, and the underwriters are not, making an offer to
sell these securities in any jurisdiction where the offer or sale is not permitted. You should assume that the information appearing in this
prospectus supplement, the accompanying prospectus and the documents incorporated therein by reference is accurate only as of its respective
date or dates or on the date or dates which are specified in these documents. Our business, financial condition, results of operations and
prospects may have changed since those dates. The information presented in this prospectus supplement, to the extent it is inconsistent with the
information in the accompanying prospectus, supersedes and replaces the information in the accompanying prospectus.
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Forward-looking information

This prospectus supplement and the accompanying prospectus contain or incorporate by reference certain forward-looking statements within the
meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended. When
used, statements which are not historical in nature, including those containing words such as "anticipate," "estimate," "should," "expect,"

"believe," "intend" and similar expressions, are intended to identify forward-looking statements. These forward-looking statements are subject to
various risks and uncertainties, including those relating to:

non

changes in the prepayment rates on the mortgage loans securing our mortgage-backed securities;
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changes in short-term interest rates and the market value of our mortgage-backed and other securities;

our ability to use borrowings to finance our assets;

risks associated with investing in real estate assets, including changes in business conditions and the general economy;
changes in government regulations affecting our business; and

our ability to maintain our qualification as a real estate investment trust (a "REIT") for federal income tax purposes.

Other risks, uncertainties and factors, including those discussed under "Additional risk factors" in this prospectus supplement and "Risk factors"
in the accompanying prospectus or described in reports that we file from time to time with the Securities and Exchange Commission, including
our Annual Report on Form 10-K and Quarterly Reports on Form 10-Q, could cause our actual results to differ materially from those projected
in any forward-looking statements we make. We are not obligated to publicly update or revise any forward-looking statements, whether as a
result of new information, future events or otherwise.
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The following information is qualified in its entirety by the more detailed information and financial statements and notes thereto appearing
elsewhere in this prospectus supplement and the accompanying prospectus or incorporated by reference into the accompanying prospectus. We
encourage you to read this prospectus supplement and the accompanying prospectus, as well as the information which is incorporated by
reference into the accompanying prospectus, in their entireties. You should carefully consider the factors set forth under "Additional risk
factors" in this prospectus supplement and "Risk factors" in the accompanying prospectus before making an investment decision to purchase
shares of our common stock. On August 13, 2002, we changed our name from America First Mortgage Investments, Inc. to MFA Mortgage
Investments, Inc. All references to "we," "us" or "our company" in this prospectus supplement and the accompanying prospectus mean MFA
Mortgage Investments, Inc. Unless otherwise specified, the information in this prospectus supplement assumes that the underwriters do not
exercise their over-allotment option described herein under "Underwriting.”

The Company
OUR BUSINESS

We invest primarily in adjustable-rate mortgage-backed securities that we acquire in the secondary market. As of March 31, 2003,
approximately 98.5% of our assets consisted of mortgage-backed securities issued or guaranteed as to principal or interest by an agency of the
U.S. government or a federally chartered corporation, such as the Government National Mortgage Association ("GNMA"), the Federal National
Mortgage Association ("FNMA") or the Federal Home Loan Mortgage Corporation ("FHLMC"), high quality mortgage-backed securities rated
"AAA" by at least one nationally recognized rating agency and cash. As of March 31, 2003, we had total assets of approximately $3.6 billion.

INVESTMENT STRATEGY

The mortgage-backed securities we acquire are primarily secured by pools of mortgage loans on single-family residences. Our investment policy
requires that at least 50% of our assets consist of adjustable-rate mortgage-backed securities that are either issued or guaranteed as to principal or
interest by an agency of the U.S. government or a federally chartered corporation, such as GNMA, FNMA or FHLMC, or are rated in one of the
two highest rating categories by at least one nationally recognized rating agency. We are not currently in the business of originating mortgage
loans or providing other types of financing to the owners of real estate.

Interest rates on the adjustable-rate mortgages securing our mortgage-backed securities are based on an index rate and adjust periodically.
Typical index rates include:

CMT Index. The one-year constant maturity treasury rate;
LIBOR. The London Interbank Offered Rate that banks in London offer for deposits of U.S. dollars; and
COFI. A monthly or semiannual weighted average of the actual interest expenses recognized during a given month by

all savings institutions headquartered in Arizona, California and Nevada, as published by the Federal Home Loan Bank of
San Francisco.
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Interest rates on the adjustable-rate mortgages securing our mortgage-backed securities are usually adjusted on an interim basis, generally
annually; however, some may be adjusted more frequently. The maximum adjustment in any year is usually limited to 1% to 2%. Generally,
adjustable-rate mortgages have a lifetime limit on interest rate increases of 6% over the initial interest rate. A majority of our adjustable-rate
mortgages are hybrids, which have a fixed interest rate for an initial period of time and then convert to a
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one-year adjustable-rate for the remaining loan term. We may also invest in mortgages and mortgage-backed securities that are not guaranteed
by a federal agency and/or that have fixed interest rates.

FINANCING STRATEGY

We finance the acquisition of our mortgage-backed securities at short-term borrowing rates through the use of repurchase agreements. Under
these repurchase agreements, we sell securities to a lender and agree to repurchase those securities in the future for a price that is higher than the
original sales price. The difference between the sales price we receive and the repurchase price we pay represents interest paid to the lender.
Although structured as a sale and repurchase obligation, a repurchase agreement operates as a financing under which we effectively pledge our
securities as collateral to secure a short-term loan which is equal in value to a specified percentage of the market value of the pledged collateral.
We retain beneficial ownership of the pledged collateral, including the right to distributions. At the maturity of a repurchase agreement, we are
required to repay the loan and concurrently receive back our pledged collateral from the lender or, with the consent of the lender, we may renew
such agreement at the then prevailing financing rate. Our repurchase agreements may require us to pledge additional assets to the lender in the
event the market value of the existing pledged collateral declines. To date, we have not had margin calls on our repurchase agreements that we
were not able to satisfy with either cash or additional pledged collateral.

Our repurchase agreements generally range from one month to 18 months in duration; however, we are not precluded from entering into
repurchase agreements with longer durations and expect that we may extend future agreements. Should the providers of the repurchase
agreements decide not to renew such agreements at maturity, we must either refinance these obligations or be in a position to retire the
obligations. If, during the term of a repurchase agreement, a lender should file for bankruptcy, we might experience difficulty recovering our
pledged assets and may have an unsecured claim against the lender's assets for the difference between the amount loaned to us and the fair value
of the collateral pledged to such lender. To reduce our exposure, we enter into repurchase agreements only with financially sound institutions
whose holding or parent company's long-term debt rating is "A" or better as determined by at least one nationally recognized rating agency,
where applicable. If this minimum criterion is not met, we will not enter into repurchase agreements with that lender without the specific
approval of our Board of Directors. In the event an existing lender is downgraded below "A," we will seek approval from our Board of Directors
before entering into additional repurchase agreements with that lender. We generally seek to diversify our exposure by entering into repurchase
agreements with at least four separate lenders with a maximum loan amount from any single lender of no more than three times our stockholders
equity. As of March 31, 2003, we had repurchase agreements with 12 separate lenders, all of which were rated "A" or better, with a maximum
exposure (the difference between the amount loaned to us and the fair value of the security pledged by us as collateral) to any single lender of
approximately $51.2 million.

1

We may use derivative transactions and other hedging strategies to help us mitigate our prepayment and interest rate risks if we determine that
the cost of these transactions is justified by their potential benefit. To reduce our exposure, we enter into interest rate cap agreements only with
financially sound institutions whose holding or parent company's long-term debt rating is "A" or better as determined by at least one nationally
recognized rating agency, where applicable. As of March 31, 2003, we had 11 interest rate cap agreements with an aggregate notional amount of
$310 million which were purchased to hedge against future increases in interest rates on our repurchase agreements. See "Additional risk factors
Our use of derivatives to mitigate our prepayment and interest rate risks may not be effective."

Each of the multifamily apartment properties in which we hold interests is financed with a long-term fixed-rate mortgage loan. The borrowers on
these mortgage loans are separate corporations, limited partnerships or limited liability companies. Each of these mortgage loans is made to the
ownership entity on a nonrecourse basis (subject to customary nonrecourse exceptions), which means generally that the lender's
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final source of the repayment in the event of a default is the foreclosure of the property securing the mortgage loan. As of March 31, 2003,
aggregate mortgage indebtedness secured by these multifamily apartment properties was approximately $47.6 million.

Our policy is to maintain an assets-to-equity ratio of less than 11 to 1. As of March 31, 2003, our assets-to-equity ratio was approximately 9.7 to
1.
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OTHER ASSETS

In addition to our portfolio of mortgage-backed securities, at March 31, 2003, we held interests in corporate, partnership and limited liability
company entities that had ownership interests in six multifamily apartment properties containing a total of 1,473 rental units. Four of these
apartments are located in Georgia, one is located in North Carolina and one is located in Nebraska. We are currently in the process of marketing
for sale our interests in certain of these apartment properties.

RECENT DEVELOPMENTS

On April 16, 2003, Morrowood Associates, Ltd., a limited partnership in which we hold a 99% limited partner interest, sold Morrowood
Townhouses, a 264-unit multifamily apartment complex located in Clayton County, Georgia, for approximately $7.2 million.

PRICE RANGE OF COMMON STOCK AND DISTRIBUTIONS

Our common stock began trading on the New York Stock Exchange on April 10, 1998 under the symbol "MFA." The following table sets forth,
for the periods indicated, the high and low sales price per share of our common stock and the cash dividends declared per share of our common
stock.

Sales prices
per share

Cash dividend
declared
High Low per share
2003
Second Quarter (through April 29, 2003) $ 958 § 8.51
First Quarter 9.04 8.15 0.280
2002
Fourth Quarter $ 916 $ 7.10 $ 0.3200
Third Quarter 10.18 721 0.320@
Second Quarter 10.74 8.30 0.300
First Quarter 9.59 8.20 0.300%
2001
Fourth Quarter $ 940 $ 765 $ 0.280
Third Quarter 8.85 7.25 0.225
Second Quarter 8.25 6.75 0.175
First Quarter 7.50 5.06 0.165
(1)
On December 19, 2002, we declared a fourth quarter 2002 common stock dividend of $0.28 per share as well as a special fourth quarter 2002 common
stock dividend of $0.04 per share.
@ On September 12, 2002, we declared a third quarter 2002 common stock dividend of $0.28 per share as well as a special third quarter 2002 common
stock dividend of $0.04 per share.
v On June 12, 2002, we declared a second quarter 2002 common stock dividend of $0.28 per share as well as a special second quarter 2002 common
stock dividend of $0.02 per share.
“ On March 12, 2002, we declared a first quarter 2002 common stock dividend of $0.28 per share as well as a special first quarter 2002 common stock
dividend of $0.02 per share.
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We pay cash dividends on a quarterly basis. We declared total cash dividends to our stockholders during the years ended December 31, 2002 and
2001 of approximately $54.8 million ($1.240 per share) and approximately $17.0 million ($0.845 per share), respectively. We intend to continue
to pay dividends on our common stock in an amount equal to at least 90% of our taxable income before deductions of dividends paid and
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excluding net capital gains in order to maintain our status as a REIT for federal income tax purposes. Dividends will be declared and paid at the
discretion of our Board of Directors and will depend on our earnings, our financial condition, maintenance of our REIT status and such other
factors as our Board of Directors may deem relevant from time to time. We have not established a minimum dividend payment level and our
ability to pay dividends may be adversely affected for the reasons described under "Additional risk factors" in this prospectus supplement and
"Risk factors" in the accompanying prospectus.

COMPLIANCE WITH REIT REQUIREMENTS AND INVESTMENT COMPANY ACT OF 1940

We have elected to be treated as a REIT for federal income tax purposes. In order to maintain our status as a REIT, we must comply with a
number of requirements under federal income tax law that are discussed under "Federal income tax considerations" in this prospectus
supplement. In addition, we at all times intend to conduct our business so as to maintain our exempt status under, and not to become regulated as
an investment company for purposes of, the Investment Company Act of 1940, as amended. If we fail to maintain our exempt status under the
Investment Company Act of 1940, we would be unable to conduct our business as described in this prospectus supplement and the
accompanying prospectus. See "Risk factors Loss of Investment Company Act exemption would adversely affect us" in the accompanying
prospectus.

GENERAL INFORMATION

We were incorporated on July 24, 1997 under Maryland law. Our principal executive offices are located at 350 Park Avenue, 21% Floor, New

York, New York 10022. Our telephone number is (212) 207-6400. Our internet address is www.mfa-reit.com. Information contained on our
internet website is not, and should not be interpreted to be, part of this prospectus supplement or the accompanying prospectus.
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The offering

Common stock offered by us 6,750,000 shares
Common stock to be outstanding after the offering 53,104,605 shares"
New York Stock Exchange symbol MFA

(1)

Based on the number of shares of our common stock outstanding on April 29, 2003. Does not include 560,000 shares of common stock that may be
issued upon the exercise of outstanding options granted under our Second Amended and Restated 1997 Employee Stock Option Plan (the "Stock Option
Plan").

Use of proceeds

We expect to receive approximately $58.4 million in net proceeds from the sale of the shares of our common stock in this offering
(approximately $67.2 million if the underwriters exercise their over-allotment option in full), after deducting underwriting discounts and
commissions and the estimated expenses of this offering payable by us.

We intend to use the net proceeds from this offering to acquire additional mortgage-backed securities consistent with our investment policy. We
then intend to increase our investment assets by borrowing against these additional mortgage-backed securities and using the proceeds of such
borrowings to acquire additional mortgage-backed securities. Pending investment, we will hold the net proceeds from this offering in
interest-bearing accounts or in readily marketable, interest-bearing securities.
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Additional risk factors

An investment in our common stock involves a number of risks. Before making an investment decision, you should carefully consider all of the
risks described in this prospectus supplement and under "Risk factors" in the accompanying prospectus, as well as the other information
contained in, or incorporated by reference into, this prospectus supplement or the accompanying prospectus. If any of these risks actually occur,

6
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our business, financial condition and results of operations could be materially adversely affected. If this were to occur, the value of our common
stock could decline significantly and you may lose all or part of your investment.

We may not be able to use the money we raise to acquire investments at favorable prices.

There can be no assurance that we will be able to invest all of the additional funds raised in this offering in mortgage-backed securities at
favorable prices. As a result, we may not be able to acquire enough mortgage-backed securities in order to become fully invested after the
offering or we may have to pay more for mortgage-backed securities than we have historically. In either case, the return that we earn on
stockholders' equity may be reduced.

We are subject to increases in interest rates, cyclical or otherwise.

Interest rates are highly sensitive to many factors, including fiscal and monetary policies and domestic and international economic and political
considerations, as well as other factors beyond our control. The current yield curve, representing the difference between short-term interest rates
(one year or less) and long-term interest rates (ten years or greater), is currently steep. The interest rates on our borrowings generally adjust more
frequently than the interest rates on our adjustable-rate mortgage-backed securities. During a period of rising interest rates, our borrowing costs
could increase at a faster pace than our interest earnings from mortgage-backed securities. If this happens, we could experience a decrease in net
income or incur a net loss during these periods, which may negatively impact our dividend. Further, an increase in short-term interest rates
without a corresponding increase in long-term interest rates (i.e., a flattening of the yield curve) could also have a negative impact on the market
value of our common stock.

An increase in prepayment rates of the mortgages underlying our mortgage-backed securities may adversely affect our profitability.

The mortgage-backed securities we acquire are secured by pools of mortgage loans on single-family residences. When we acquire a
mortgage-backed security, we anticipate that the underlying mortgages will prepay at a projected rate generating an expected yield. When
homeowners prepay their mortgage loans faster than anticipated, it results in a faster prepayment rate on the related mortgage-backed securities
in our portfolio and this may adversely affect our profitability. Prepayment rates generally increase when interest rates fall and decrease when
interest rates rise, but changes in prepayment rates are difficult to predict. Due to the fact that interest rates, in general, and mortgage rates, in
particular, for both fixed-rate and adjustable-rate mortgage loans declined in 2002 and in the first quarter of 2003 to historical lows, prepayment
rates may increase from their current levels in the future and could remain at higher levels for an extended period of time. Prepayment rates also
may be affected by conditions in the housing and financial markets, general economic conditions and the relative interest rates on fixed-rate and
adjustable-rate mortgage loans. During the first quarter ended March 31, 2003, the prepayment rate on our portfolio of mortgage-backed
securities averaged a 33% constant prepayment rate.

We often purchase mortgage-backed securities that have a higher interest rate than the prevailing market interest rate. In exchange for a higher
interest rate, we typically pay a premium over par value to acquire
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these securities. In accordance with accounting rules, we amortize this premium over the life of the mortgage-backed security. If the mortgage
loans underlying a mortgage-backed security prepay faster than we anticipate, we will have to amortize the premium at a faster rate which may
adversely affect our profitability. Our investment policies allow us to acquire mortgage-backed securities at an average portfolio purchase price
of up to 103.5% of par value. As of March 31, 2003, the average cost of our portfolio of mortgage-backed securities was approximately 102.3%
of par value.

We may experience a decline in the market value of our investments.

The market value of our interest-bearing obligations, such as mortgage-backed securities, may move inversely with changes in interest rates. A
decline in the market value of our mortgage-backed securities may limit our ability to borrow or result in lenders initiating margin calls under
our repurchase agreements. As a result, we could be required to sell some of our investments under adverse market conditions in order to
maintain liquidity. If these sales were made at prices lower than the amortized cost of such investments, we would incur losses. A default under
our repurchase agreements could also result in a liquidation of the underlying collateral and a resulting loss of the difference between the value
of the collateral and the amount borrowed.

Our status as a REIT.
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We believe that we qualify for taxation as a REIT for federal income tax purposes and plan to operate so that we can continue to meet the
requirements for qualification and taxation as a REIT. If we qualify as a REIT, we generally will not be subject to federal income tax on our
income that we distribute currently to our stockholders. Many of the REIT requirements, however, are highly technical and complex. The
determination that we are a REIT requires an analysis of various factual matters and circumstances, some of which may not be totally within our
control and some of which involve questions of interpretation. For example, to qualify as a REIT, at least 95% of our gross income must come
from specific passive sources, like mortgage interest, that are itemized in the REIT tax laws. In addition, the composition of our assets must meet
certain requirements at the close of each quarter. There can be no assurance that the Internal Revenue Service ("IRS") or a court would agree
with any conclusions we have reached or positions we have taken in interpreting the REIT requirements. We also are required to distribute to our
stockholders at least 90% of our REIT taxable income (excluding capital gains). Such distribution requirement limits the amount of cash we
have available for other business purposes, including amounts to fund our growth. Also, it is possible that because of the differences between the
time we actually receive revenue or pay expenses and the period we report those items for distribution purposes we may have to borrow funds on
a short-term basis to meet the 90% distribution requirement. Even a technical or inadvertent mistake could jeopardize our REIT status.
Furthermore, Congress and the IRS might make changes to the tax laws and regulations, and the courts might issue new rulings, that make it
more difficult or impossible for us to remain qualified as a REIT.

If we fail to qualify as a REIT for federal income tax purposes, we would be subject to federal income tax at regular corporate rates. Also, unless
the IRS granted us relief under certain statutory provisions, we would remain disqualified as a REIT for four years following the year we first
failed to qualify. If we failed to qualify as a REIT, we would have to pay significant income taxes. This likely would have a significant adverse
effect on the value of our common stock. In addition, we would no longer be required to pay any dividends to stockholders.

Even if we qualify as a REIT for federal income tax purposes, we are required to pay certain federal, state and local taxes on our income and
property. Any of these taxes will reduce our operating cash flow.
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For a further discussion of our taxation as a REIT, please see "Federal income tax considerations" in this prospectus supplement.
We are dependent on our executives and employees.

As a self-advised REIT, we are dependent on the efforts of our key officers and employees, including Stewart Zimmerman, Chairman of the
Board, Chief Executive Officer and President; William Gorin, Executive Vice President and Chief Financial Officer; Ronald Freydberg,
Executive Vice President and Secretary; and Teresa D. Covello, Senior Vice President, Chief Accounting Officer and Controller. The loss of any
of their services could have an adverse effect on our operations.

Our use of derivatives to mitigate our prepayment and interest rate risks may not be effective.

Our policies permit us to enter into interest rate swaps, caps and floors and other derivative transactions to help us mitigate our prepayment and
interest rate risks. As of March 31, 2003, we had 11 interest rate cap agreements with an aggregate notional amount of $310 million which were
purchased to hedge against future increases in interest rates on our repurchase agreements. No hedging strategy, however, can completely
insulate us from the prepayment and interest rate risks to which we are exposed. Furthermore, certain of the federal income tax requirements that
we must satisfy in order to qualify as a REIT limit our ability to hedge against such risks. We will not enter into derivative transactions if we
believe that they will jeopardize our status as a REIT.

We may change our policies without stockholder approval.

Our Board of Directors establishes all of our fundamental operating policies, including our investment, financing and distribution policies, and
any revisions to such policies would require the approval of our Board of Directors. Although our Board of Directors has no current plans to do
s0, it may amend or revise these policies at any time without the vote of our stockholders. Policy changes could adversely affect our financial
condition, results of operations, the market price of our common stock or our ability to pay dividends or distributions.

One of our directors has ownership interests in other companies that create potential conflicts of interest.

One of our directors owns an equity interest in America First Companies L.L.C. ("America First"). A subsidiary of America First provides
on-site management for the multifamily apartment properties in which we hold investments and earns fees based on the gross revenues of these
properties. Because of the ownership interest in America First held by one of our directors, our agreements with America First and its
subsidiaries may not be considered to have been negotiated at arm's-length. This relationship may also cause a conflict of interest in other
situations where we are negotiating with America First.
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Capitalization

The following table sets forth our capitalization as of March 31, 2003:

on an historical basis; and
on an as adjusted basis to give effect to the sale of 6,750,000 shares of our common stock at the price per share set forth

on the cover page of this prospectus supplement and the application of the net proceeds of this offering as described in "Use
of proceeds."

The information set forth in the following table should be read in conjunction with the financial statements and the notes thereto included in our
Quarterly Report on Form 10-Q for the quarter ended March 31, 2003, which is incorporated by reference into the accompanying prospectus.

March 31, 2003

As adjusted for
Historical this offeringm

(dollars in thousands)

Stockholders' Equity:
Common stock, par value $0.01 per share, 375,000,000 shares authorized, 46,354,605
shares issued and outstanding on an historical basis and 53,104,605 shares issued and

outstanding on an as adjusted basis® $ 464 $ 531
Additional paid-in capital 359,767 418,088
Retained earnings (accumulated deficit) (10,178) (10,178)
Accumulated other comprehensive income® 22,019 22,019

Total $ 372,072 $ 430,460
(1)

Reflects the effects of this offering, after deducting underwriting discounts and commissions and estimated offering expenses payable by us. Assumes
(i) no exercise of the underwriters' over-allotment option to purchase up to 1,012,500 additional shares of our common stock, (ii) net proceeds per
share, after deducting underwriting discounts and commissions, of $8.694 with respect to the shares offered in this offering and (iii) approximate
estimated offering expenses of $296,000.

(2)
Excludes 560,000 shares of common stock that may be issued upon the exercise of outstanding options granted under our Stock Option Plan, all of
which were exercisable as of March 31, 2003.

(3)
Represents net unrealized gains resulting from mark-to-market adjustments on our available-for-sale securities and unrealized depreciation on interest
rate cap agreements.
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Selected financial data

The operating data for the years ended December 31, 2002, 2001, 2000, 1999 and 1998 and the balance sheet data as of December 31, 2002,
2001 and 2000 are derived from our financial statements and notes thereto, which have been audited by PricewaterhouseCoopers LLP, our prior
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independent auditors, and are incorporated by reference into the accompanying prospectus. On April 10, 1998, we merged with America First
Participating/Preferred Equity Mortgage Fund Limited Partnership ("PREP Fund 1") and America First PREP Fund 2 Limited Partnership
("PREP Fund 2") and acquired 99% of the limited partner interests in America First PREP Fund 2 Pension Series Limited Partnership ("Pension
Fund" and, collectively with PREP Fund 1 and PREP Fund 2, the "PREP Funds"). The operating data for the year ended December 31, 1998
reflects the combined operating data of our company and PREP Fund 1 through the date of such merger and of our company after the date of
such merger. No operating data for PREP Fund 2 and Pension Fund is included in our operating data for any period prior to April 10, 1998
because PREP Fund 1 is treated as our sole predecessor for accounting purposes. Balance sheet data as of December 31, 1998 is that of our
company. The balance sheet data as of December 31, 1998 was derived from financial statements of our company and PREP Fund 1 that are not
incorporated by reference into the accompanying prospectus. The operating data for the three months ended March 31, 2003 and 2002 and the
balance sheet data as of March 31, 2003 and 2002 are derived from our unaudited financial statements and the notes thereto and are incorporated
by reference into the accompanying prospectus. Our unaudited interim results for the three months ended March 31, 2003 are not necessarily
indicative of the results that may be expected for the fiscal year ending December 31, 2003. The following selected financial data should be read
in conjunction with the more detailed information contained in our financial statements and the notes thereto and the information under
"Management's Discussion and Analysis of Financial Condition and Results of Operations" included in our Annual Report on Form 10-K for the
year ended December 31, 2002 and our Quarterly Report on Form 10-Q for the quarter ended March 31, 2003, which are incorporated by
reference into the accompanying prospectus.

For the three months
ended March 31, For the years ended December 31,

2003 2002 2002 2001 2000 1999 1998

(in thousands, except for per share data)

Operating data:

Mortgage-backed securities

income $ 32,065 $ 26,638 § 126,238  $ 53,387 $ 33,391  $ 24302 $ 8,241
Corporate debt securities

income 321 791 1,610 1,336 675 165
Dividend income 39 39 666 928 331

Interest income on

temporary cash investments 123 255 926 842 645 366 589
Interest expense on

repurchase agreements (14,967) (13,483) (63,491) (35,073) (30,103) (18,466) (4,620)
Income/loss from equity

interests in real estate(® (100) 59 80 3,137 3,670 3,013 727
Revenue from operations of

real estate held® 427 685

Net gain (loss) on sale of

securities 414 205 (438) 456 55 415
Other-than-temporary

impairment on securities (3,474) (3,474) (2,453)

Operating and other

expenses® (2,204) (1,212) (5,905) (5,355) (2,457) (2,672) (2,095)

S-13

Cost incurred in acquiring

AFMAC®) (12,539)
Minority interest N/A N/A N/A N/A N/A 4) 4)
Net income $ 15344  $ 9,557 § 56,094 $ 3,784 $ 7,866 $ 7,600 $ 3,418

Net income, per share  basic $ 033 §$ 0.28

&+

1.35

v
<
[}
G
w

089 $ 084 $ 0.32

Net income, per share
diluted

L3

033 § 0.28 1.35 089 $ 084 § 0.32

@
@
e
[}
G
@

Net income per
exchangeable unit  basic N/A N/A N/A N/A N/A N/A $ 0.08
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Net income per

exchangeable unit diluted N/A N/A N/A N/A N/A N/A $ 0.08

L} L] L] L} L] L} I
Dividends declared per
common share or cash
distributions paid/accrued
per exchangeable unit $ 028 § 030 $ 124§ 085 § 059 $ 067 $ 1.06

L} L] L] L} L] L} I

As of March 31, As of December 31,
2003 2002 2001 2000 1999 1998
(in thousands)

Balance sheet data:
Investment in mortgage-backed
securities $ 3,535,722 $ 3,485,319 §$ 1,926,900 $ 470,576  $ 475,720 $ 241,895
Investment in corporate debt
securities 9,774 15,666 8,020 4,673
Investment in corporate equity
securities 4,088 9,011 3,131 1,154
Total assets 3,627,560 3,603,859 2,068,933 522,490 524,384 264,669
Repurchase agreements 3,211,577 3,185,910 1,845,598 448,583 452,102 190,250
Total stockholders' equity 372,072 371,200 203,624 69,912 67,614 70,933
(1)

Included in 1998 income is net income of approximately $486,000 relating to the operations for the period from January 1, 1998 through our merger
with the PREP Funds on April 10, 1998. The income for the applicable periods is reflected in the per share and exchangeable unit information, as

Includes gains of $2.6 million, $2.6 million and $2.2 million resulting from the sale of the underlying real estate of unconsolidated real estate limited

On October 1, 2002, we acquired all of the outstanding shares of Retirement Centers Corporation ("RCC") not otherwise owned by us. As a result,

Includes incentive fees of $511,000, $519,000 and $433,000 earned by America First Mortgage Advisory Corporation, our former external advisor

("AFMAC"), in connection with the sales described in footnote (2) above for the years ended December 31, 2001, 2000 and 1999, respectively.

applicable.
(2)
partnerships for the years ended December 31, 2001, 2000 and 1999, respectively.
(3)
RCC's results of operations have been consolidated with ours since that date.
4)
(5)
The 2001 amount reflects the cost of our acquisition of AFMAC on January 1, 2002, of which $11.3 million was non-cash.
S-14

Federal income tax considerations

The following description of the material U.S. federal income tax considerations relating to our taxation and qualification as a REIT and the
ownership and disposition of our common stock replaces and supercedes the description of our federal income tax treatment and the federal
income tax treatment of our stockholders regarding our common stock contained in the accompanying prospectus.

This discussion is not exhaustive of all possible tax considerations and does not provide a detailed discussion of any state, local, foreign or other
tax laws or considerations. Your tax consequences may vary depending on your particular situation and this discussion does not purport to
discuss all aspects of taxation that may be relevant to a stockholder in light of his or her personal investment or tax circumstances or to a

stockholder subject to special treatment under the federal income tax laws, except to the extent discussed under the headings "

Taxation of
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Tax-Exempt Stockholders" and " Taxation of Non-U.S. Stockholders." Stockholders subject to special treatment include, without limitation,
insurance companies, financial institutions, broker-dealers, tax-exempt organizations, those holding common stock as part of a conversion
transaction, a hedge or hedging transaction or as a position in a straddle for tax purposes, foreign corporations or partnerships, and persons who
are not citizens or residents of the United States.

At the closing of the offering, we will obtain from Clifford Chance, our counsel, an opinion to the effect that, commencing with our taxable year
ended December 31, 1998, we have been organized and operated in conformity with the requirements for qualification as a REIT under the
Internal Revenue Code of 1986, as amended (the "Code"), and that our proposed method of operation will enable us to continue to so qualify.
Counsel's opinion will rely, with respect to all taxable periods beginning prior to January 1, 2002, solely on an opinion issued by Kutak Rock
LLP, which previously served as our counsel. Investors should be aware that opinions of counsel are not binding on the IRS or a court and there
cannot be any assurance that the IRS or a court will not take a contrary position. It also must be emphasized that counsel's opinion is based on
various assumptions and is conditioned upon numerous representations made by us as to factual matters, including representations regarding the
nature of our assets and the future conduct of our business. Moreover, our taxation and qualification as a REIT depend upon our ability to meet
on a continuous basis the annual operating results, asset ownership tests, distribution requirements, diversity of stock ownership and the various
other qualification tests imposed by the Code described below, the results of which will not be reviewed by counsel. Therefore, no assurance can
be given that the actual results of the company's operations for any given taxable year will satisfy the requirements for qualification and taxation
as a REIT. See " Failure to Qualify" below.

The information in this section is based on the Code, current, temporary and proposed regulations promulgated under the Code, the legislative
history of the Code, current administrative interpretations and practices of the IRS and court decisions, all as of the date of this prospectus
supplement. The administrative interpretations and practices of the IRS upon which this summary is based include its practices and policies as
expressed in private letter rulings which are not binding on the IRS, except with respect to the taxpayers who requested and received such
rulings. In each case, these sources are relied upon as of the date of this prospectus supplement. No assurance can be given that future
legislation, regulations, administrative interpretations and practices and court decisions will not significantly change current law, or adversely
affect existing interpretations of existing law, on which the information in this section is based. Even if there is no change in applicable law, no
assurance can be provided that the statements made in the following discussion will not be challenged by the IRS or will be sustained by a court
if so challenged.

Each prospective stockholder is advised to consult with its own tax advisor to determine the impact of its personal tax situation on the
anticipated tax consequences of the ownership and sale of our common stock. This includes the federal, state, local, foreign and other
tax consequences of the ownership and sale of our common stock and the potential changes in applicable tax laws.

S-15

TAXATION OF OUR COMPANY AS A REIT 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,
1998. We believe that we were organized and have operated in a manner so as to qualify as a REIT under the Code and we intend to continue to
operate in such a manner. No assurance, however, can be given that we in fact have qualified or will remain qualified as a REIT.

The sections of the Code that relate to the qualification and taxation of REITs are highly technical and complex. The following describes the
material aspects of the sections of the Code that govern the federal income tax treatment of a REIT and its stockholders. This summary is
qualified in its entirety by the applicable Code provisions, rules and regulations promulgated under the Code, and administrative and judicial
interpretations of the Code.

Qualification and taxation as a REIT depend upon our ability to meet on a continuing basis, through actual annual operating results, the various
requirements under the Code and, as described in this prospectus supplement, with regard to, among other things, the source of our gross
income, the composition of our assets, our distribution levels and our diversity of stock ownership. While we intend to operate so that we 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 in the law, no assurance can be given that we so qualify or will continue to so qualify.

Provided we qualify for taxation as a REIT, we generally will not be subject to federal corporate income tax on our net income that is currently
distributed to our stockholders. This treatment substantially eliminates the "double taxation" that generally results from an investment in a
corporation. Double taxation means taxation once at the corporate level when income is earned and once again at the stockholder level when
such income is distributed. However, even as a REIT, we will be subject to federal income taxation in the following circumstances:

12
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We will be required to pay tax at regular corporate rates on any undistributed REIT taxable income, including
undistributed net capital gains;

We may be subject to the "alternative minimum tax" on items of tax preference, if any;

If we have (i) net income from the sale or other disposition of "foreclosure property" which is held primarily for sale to
customers in the ordinary course of business or (ii) other nonqualifying income from foreclosure property, we will be
required to pay tax at the highest corporate rate on this income. In general, foreclosure property is property acquired through
foreclosure after a default on a loan secured by the property or on a lease of the property;

We will be required to pay a 100% tax on any net income from prohibited transactions. In general, prohibited
transactions are sales or other taxable dispositions of assets, other than foreclosure property, held for sale to customers in the
ordinary course of business;

If we fail to satisfy the 75% or 95% gross income tests, as described below, but have, nevertheless, maintained our
qualification as a REIT, we will be subject to a tax equal to the gross income attributable to the greater of either (i) the
amount by which 75% of our gross income exceeds the amount qualifying under the 75% test for the taxable year or (ii) the
amount by which 90% of our gross income exceeds the amount of our income qualifying under the 95% test for the taxable
year multiplied in either case by a fraction intended to reflect our profitability;

We will be required to pay a 4% excise tax on the amount by which our annual distributions to our stockholders is less
than the sum of (i) 85% of our ordinary income for the year, (ii) 95% of our REIT capital gain net income for the year, and
(iii) any undistributed taxable income from prior periods;

If we acquire an asset from a corporation which is not a REIT in a transaction in which the basis of the asset in our hands
is determined by reference to the basis of the asset in the hands of the transferor corporation and we subsequently sell or
otherwise dispose of the asset within ten years, then under existing treasury regulations, we would be required to pay tax at
the highest regular corporate tax rate on this gain to the extent the fair market value of the asset exceeds our adjusted tax
basis in the asset, in each case, determined as of the date on which we acquired the asset. The results described in this
paragraph assume that we will not elect in lieu of this treatment to be subject to an immediate tax when the asset is acquired;
and

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 to the extent our stock is held by specified tax-exempt
organizations not subject to tax on unrelated business taxable income.

REQUIREMENTS FOR QUALIFICATION AS A REIT

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

M

that is managed by one or more trustees or directors;
@3

that issues transferable shares or transferable certificates to its owners;
3)

that would be taxable as a regular corporation, but for its election to be taxed as a REIT;
“

that is not a financial institution or an insurance company under the Code;
)

that is owned by 100 or more persons;
(0)
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not more than 50% in value of the outstanding stock of which is owned, actually or constructively, by five or fewer
individuals (as defined in the Code to include certain entities) during the last half of each year (the "%/s0 Rule");
and

@)
that meets other tests, described below, regarding the nature of its income and assets, and the amount of its
distributions.

The Code provides that conditions (1) through (4) must be met during the entire year and that condition (5) must be met during at least 335 days
of a year of 12 months or during a proportionate part of a shorter taxable year. Conditions (5) and (6) do not apply to the first taxable year for
which an election is made to be taxed as a REIT.

Our amended and restated articles of incorporation provide for restrictions regarding ownership and transfer of our stock. These restrictions are
intended to assist us in satisfying the share ownership requirements described in conditions (5) and (6) above. These restrictions, however, may
not ensure that we will, in all cases, be able to satisfy the share ownership requirements described in conditions (5) and (6) above. If we fail to
satisfy these share ownership requirements, our status as a REIT may terminate. If, however, we complied with the rules contained in applicable
regulations that require a REIT to determine the actual ownership of its shares and we do not know, or would not have known through the
exercise of reasonable diligence, that we failed to meet the requirement described in condition (6) above, we would not be disqualified as a
REIT.

In addition, a corporation may not qualify as a REIT unless its taxable year is the calendar year. We have a calendar taxable year.

Qualified REIT Subsidiaries. A "qualified REIT subsidiary" is a corporation, all of the stock of which is owned by a REIT. Under the
Code, a qualified REIT subsidiary is not treated as a separate corporation from the REIT. Rather, all of the assets, liabilities and items of income,
deduction and credit of
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the qualified REIT subsidiary are treated as the assets, liabilities and items of income, deduction and credit of the REIT for purposes of the REIT
income and asset tests described below.

Taxable REIT Subsidiaries. A "taxable REIT subsidiary" is a corporation which, together with a REIT, which owns an interest in such
corporation, makes an election to be treated as a taxable REIT subsidiary. A taxable REIT subsidiary may earn income that would be
nonqualifying income if earned directly by a REIT and is generally subject to full corporate level tax. A REIT may own up to 100% of the stock
of a taxable REIT subsidiary.

Certain restrictions imposed on taxable REIT subsidiaries are intended to ensure that such entities will be subject to appropriate levels of federal
income taxation. First, a taxable REIT subsidiary may not deduct interest payments made in any year to an affiliated REIT to the extent that such
payments exceed, generally, 50% of the taxable REIT subsidiary's adjusted taxable income for that year (although the taxable REIT subsidiary
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 a
taxable REIT subsidiary pays interest, rent or another amount to a REIT that exceeds the amount that would be paid to an unrelated party in an
arm's length transaction, the REIT generally will be subject to an excise tax equal to 100% of such excess. We had made a taxable REIT
subsidiary election with respect to our ownership interest in RCC, which election was effective, for federal income tax purposes, as of March 30,
2002. During the time RCC was our taxable REIT subsidiary, we and RCC engaged in certain transactions pursuant to which RCC made interest
and other payments to us. We believe that such transactions were entered into at arm's length. However, no assurance can be given that any such
payments would not result in the limitation on interest deductions or 100% excise tax provisions being applicable to us and RCC. We, together
with RCC, revoked RCC's election to be a taxable REIT subsidiary in January 2003. As a result, effective January 2003, RCC became a
qualified REIT subsidiary.

Income Tests. We must meet two annual gross income requirements to qualify and to be taxed as a REIT. First, each year we must
derive, directly or indirectly, at least 75% of our gross income, excluding gross income from prohibited transactions, from investments relating
to real property or mortgages on real property, including "rents from real property" and mortgage interest, or from specified temporary
investments. Second, each year we must derive at least 95% of our gross income, excluding gross income from prohibited transactions, from
investments meeting the 75% test described above, or from dividends, interest and gain from the sale or disposition of stock or securities. For
these purposes, the term "interest" generally does not include any interest of which the amount received depends on the income or profits of any
person. An amount will generally not be excluded from the term "interest," however, if such amount is based on a fixed percentage of gross
receipts or sales.
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Any amount includable in our gross income with respect to a regular or residual interest in a real estate mortgage investment conduit is generally
treated as interest on an obligation secured by a mortgage on real property for purposes of the 75% gross income test. If, however, less than 95%
of the assets of a real estate mortgage investment conduit consist of real estate assets, we will be treated as receiving directly our proportionate
share of the income of the real estate mortgage investment conduit, which would generally include non-qualifying income for purposes of the
75% gross income test. In addition, if we receive interest income with respect to a mortgage loan that is secured by both real property and other
property and the principal amount of the loan exceeds the fair market value of the real property on the date the mortgage loan was made by us,
interest income on the loan will be apportioned between the real property and the other property, which apportionment would cause us to
recognize income that is not qualifying income for purposes of the 75% gross income test.
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To the extent interest on a loan is based on the cash proceeds from the sale or value of property, such income would be treated as gain from the
sale of the secured property, which generally should qualify for purposes of the 75% and 95% gross income tests.

We inevitably may have some gross income from various sources that fails to constitute qualifying income for purposes of one or both of the
gross income tests, such as qualified hedging income which would constitute qualifying income for purposes of the 95% gross income test, but
not the 75% gross income test. However, we intend to maintain our REIT status by carefully monitoring any such potential nonqualifying
income.

If we fail to satisfy one or both of the 75% or 95% gross income tests for any year, we may still qualify as a REIT if we are entitled to relief
under the Code. Generally, we may be entitled to relief if:

the failure to meet the gross income tests was due to reasonable cause and not due to willful neglect;
a schedule of the sources of our income is attached to our federal income tax return; and

any incorrect information on the schedule was not due to fraud with the intent to evade tax.

It is not possible to state whether in all circumstances we would be entitled to rely on these relief provisions. If these relief provisions do not
apply to a particular set of circumstances, we would fail to qualify as a REIT. As discussed above in " Taxation of Our Company as a REIT
General," even if these relief provisions apply and we retain our status as a REIT, a tax would be imposed with respect to our income that does
not meet the gross income tests. We may not always be able to maintain compliance with the gross income tests for REIT qualification despite
periodically monitoring our income.

Foreclosure Property. Net income realized by us from foreclosure property would generally be subject to tax at the maximum federal
corporate tax rate (currently 35%). Foreclosure property means real property and related personal property that is acquired through foreclosure
following a default on a lease of such property or a default on indebtedness that is secured by the property and for which an election is made to
treat the property as foreclosure property.

Prohibited Transaction Income. Any gain realized by us on the sale of any asset other than foreclosure property, held as inventory or
otherwise held primarily for sale to customers in the ordinary course of business, will be prohibited transaction income and subject to a 100%
penalty tax. Prohibited transaction income may also adversely affect our ability to satisfy the gross income tests for qualification as a REIT.
Whether an asset is held as inventory or primarily for sale to customers in the ordinary course of a trade or business depends on all the facts and
circumstances surrounding the particular transaction. While the regulations provide standards which, if met, would not cause a sale of an asset to
result in prohibited transaction income, we may not be able to meet these standards in all circumstances.

Asset Tests. At the close of each quarter of each calendar year, we also must satisfy four tests relating to the nature of our assets. First, at
least 75% of the value of our total assets must be real estate assets, cash, cash items and government securities. For purposes of this test, real
estate assets include real estate mortgages, real property, interests in other REITs and stock or debt instruments held for one year or less that are
purchased with the proceeds of a stock offering or a long-term public debt offering. Second, not more than 25% of our total assets may be
represented by securities, other than those securities includable in the 75% asset class. Third, not more than 20% of the value of our total assets
may be represented by securities in one or more taxable REIT subsidiaries. Fourth, of the investments included in the 25% asset class, the value
of any one issuer's securities may not exceed 5% of the value of our total assets, and we may not own more than 10% of the total vote or value of
the outstanding securities of any one issuer (other than securities of a qualified REIT subsidiary, a taxable REIT subsidiary and, with respect to
the 10% value test, certain "straight debt" securities).
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We currently own 100% of RCC. RCC elected to be taxed as a REIT for its taxable year ended December 31, 2001 and jointly elected, together
with us, to be treated as a taxable REIT subsidiary effective as of March 30, 2002. In January 2003, we, together with RCC, revoked RCC's
election to be treated as a taxable REIT subsidiary. As a result, effective January 2003, RCC became a qualified REIT subsidiary. We believe
that RCC met all of the requirements for taxation as a REIT with respect to its taxable year ended December 31, 2001 and as a taxable REIT
subsidiary commencing as of March 30, 2002 through January 2003; however, the sections of the Code that relate to qualification as a REIT are
highly technical and complex and there are certain requirements that must be met in order for RCC to have qualified as a taxable REIT
subsidiary effective March 30, 2002. Since RCC has been subject to taxation as a REIT or a taxable REIT subsidiary, as the case may be, at the
close of each quarter of our taxable years beginning with our taxable year ended December 31, 2001, we believe that our ownership interest in
RCC has not caused us to fail to satisfy the 10% value test. In addition, we believe that we have at all times prior to October 1, 2002 owned less
than 10% of the voting securities of RCC. No assurance, however, can be given that RCC in fact qualified as a REIT for its taxable year ended
December 31, 2001 or as a taxable REIT subsidiary as of March 30, 2002, that the nonvoting preferred stock of RCC owned by us would not be
deemed to be "voting stock" for purposes of the asset tests or, as a result of any of the foregoing, that we have qualified or will continue to
qualify as a REIT.

After meeting the asset tests at the close of any quarter, we will not lose our status as a REIT if we fail to satisfy the asset tests at the end of a
later quarter solely by reason of changes in asset values. In addition, if we fail to satisfy the asset tests because we acquire assets during a
quarter, we can cure this failure by disposing of sufficient nonqualifying assets within 30 days after the close of that quarter.

We intend to monitor the status of the assets that we own for purposes of the various asset tests and manage our portfolio in order to comply
with such tests.

Annual Distribution Requirements. To qualify as a REIT, we are required to distribute dividends, other than capital gain dividends, to
our stockholders in an amount at least equal to the sum of (i) 90% of our "REIT taxable income" and (ii) 90% of our after-tax net income, if any,
from foreclosure property, minus (iii) the sum of certain items of non-cash income. In general, "REIT taxable income" means taxable ordinary
income without regard to the dividends paid deduction.

We are generally required to distribute income in the taxable year in which it is earned, or in the following taxable year before we timely file our
tax return if such dividend distributions are declared and paid on or before our first regular dividend payment. Except as provided in " Taxation
of Taxable U.S. Stockholders" below, these distributions are taxable to holders of common stock in the year in which paid, even though these
distributions relate to the prior year for purposes of our 90% distribution requirement. To the extent that we do not distribute all of our net capital
gain or distribute at least 90%, but less than 100% of our "REIT taxable income," we will be subject to tax at regular corporate tax rates on such
undistributed amounts.

From time to time, we may not have sufficient cash or other liquid assets to meet the above distribution requirement due to timing differences
between the actual receipt of cash and payment of expenses and the inclusion of income and deduction of expenses in arriving at our taxable
income. If these timing differences occur, in order to meet the REIT distribution requirements, we may need to arrange for short-term, or
possibly long-term, borrowings, or to pay dividends in the form of taxable stock dividends.

Under certain circumstances, we may be able to rectify a failure to meet a distribution requirement for a year by paying "deficiency dividends"
to our stockholders in a later year, which may be included in our deduction for dividends paid for the earlier year. Thus, we may be able to avoid
being subject to tax on amounts distributed as deficiency dividends. We will be required, however, to pay interest based upon the amount of any
deduction claimed for deficiency dividends. In addition, we will be subject to a 4% excise tax on the
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excess of the required distribution over the amounts actually distributed if we should fail to distribute each year at least the sum of 85% of our
ordinary income for the year, 95% of our capital gain net income for the year and any undistributed taxable income from prior periods.

Recordkeeping Requirements. We are required to maintain records and request on an annual basis information from specified
stockholders. This requirement is designed to disclose the actual ownership of our outstanding stock.

Excess Inclusion Income. 1f we are deemed to have issued debt obligations having two or more maturities, the payments on which
correspond to payments on mortgage loans owned by us, such arrangement will be treated as a "taxable mortgage pool" for federal income tax
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purposes. If all or a portion of our company is considered a taxable mortgage pool, our status as a REIT generally should not be impaired;
however, a portion of our taxable income may be characterized as "excess inclusion income" and allocated to our stockholders. Any excess
inclusion income:

could not be offset by unrelated net operating losses of a stockholder;
would be subject to tax as "unrelated business taxable income" to a tax-exempt stockholder;

would be subject to the application of federal income tax withholding (without reduction pursuant to any otherwise
applicable income tax treaty) with respect to amounts allocable to Non-U.S. stockholders; and

would be taxable (at the highest corporate tax rate) to us, rather than our stockholders, to the extent allocable to our stock
held by disqualified organizations (generally, tax-exempt entities not subject to unrelated business income tax, including
governmental organizations).

Failure to Qualify. If we fail to qualify for taxation as a REIT in any taxable year and the relief provisions of the Code described above
do not apply, we will be subject to tax, including any applicable alternative minimum tax, and possibly increased state and local taxes, on our
taxable income at regular corporate rates. Such taxation would reduce the cash available for distribution by us to our stockholders. Distributions
to our stockholders in any year in which we fail to qualify as a REIT will not be deductible by us and we will not be required to distribute any
amounts to our stockholders. Additionally, if we fail to qualify as a REIT, distributions to our stockholders will be subject to tax as ordinary
income to the extent of our current and accumulated earnings and profits and, subject to certain limitations of the Code, corporate stockholders
may be eligible for the dividends received deduction. Unless entitled to relief under specific statutory provisions, we would also be disqualified
from taxation as a REIT for the four taxable years following the year during which we lost our qualification. It is not possible to state whether in
all circumstances we would be entitled to statutory relief.

TAXATION OF TAXABLE U.S. STOCKHOLDERS

When using the term "U.S. stockholder," we mean a beneficial owner of shares of our common stock who is, for U.S. federal income tax
purposes:
a citizen or resident of the United States;
a corporation, or other entity treated as a corporation for U.S. federal income tax purposes created or organized in or
under the laws of the United States or of any state thereof or in the District of Columbia, unless regulations provide

otherwise;
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an estate the income of which is subject to U.S. federal income taxation regardless of its source; or

a trust whose administration is subject to the primary supervision of a U.S. court and which has one or more U.S. persons
who have the authority to control all substantial decisions of the trust.

Distributions Generally. Distributions out of our current or accumulated earnings and profits, other than capital gain dividends, will be
taxable to U.S. stockholders as ordinary income. Provided we qualify as a REIT, dividends paid by us will not be eligible for the dividends
received deduction generally available to U.S. stockholders that are corporations.

To the extent that we make distributions in excess of our current and accumulated earnings and profits, these distributions will be treated as a
tax-free return of capital to each U.S. stockholder, and will reduce the adjusted tax basis which each U.S. stockholder has in its shares of our
common stock by the amount of the distribution, but not below zero. Return of capital distributions in excess of a U.S. stockholder's adjusted tax
basis in our common stock will be taxable as capital gain, provided that the shares have been held as capital assets, and will be taxable as
long-term capital gain if the shares have been held for more than one year. Dividends declared in October, November or December of any year
and paid to a stockholder of record on a specified date in any of those months will be treated as both paid by us and received by the stockholder
on December 31 of that year, provided that the dividend is actually paid in January of the following year. Stockholders may not include on their
own income tax returns any of our net operating losses or capital losses.

17



Edgar Filing: MFA MORTGAGE INVESTMENTS - Form 424B5

Capital Gain Distributions. Distributions designated as net capital gain dividends will be taxable to U.S. stockholders as capital gain
income. Such capital gain income will be taxable to non-corporate U.S. stockholders at a maximum 20% or 25% rate based on the characteristics
of the asset sold that produced the gain. U.S. stockholders that are corporations may be required to treat up to 20% of certain capital gain
dividends as ordinary income.

Retention of Net Capital Gains. We may elect to retain, rather than distribute as a capital gain dividend, all or a portion of our net capital
gains. If this election is made, we would pay tax on such retained capital gains. In such a case, U.S. stockholders would generally:

include their proportionate share of the undistributed net capital gains in their taxable income;
receive a credit for their proportionate share of the tax paid by us with respect to such retained capital gains; and

increase the adjusted basis of their stock by the difference between the amount of their capital gain and their share of the
tax paid by us.

Passive Activity Losses and Investment Interest Limitations. Distributions made by us and gain arising from the sale or exchange by a
U.S. stockholder of common stock will not be treated as passive activity income. As a result, U.S. stockholders will not be able to apply any
"passive losses" against income or gain relating to our common stock. Distributions made by us, to the extent they do not constitute a return of
capital, generally will be treated as investment income for purposes of computing the investment interest limitation.

Dispositions of Stock. 1f you are a U.S. stockholder and you sell or dispose of your shares of common stock, you will recognize gain or
loss for federal income tax purposes in an amount equal to the difference between the amount of cash and the fair market value of any property
you receive on the sale or other disposition and your adjusted tax basis in the shares of common stock. This gain or loss will be capital gain or
loss if you have held the stock as a capital asset and will be long-term capital gain or loss if you have held the stock for more than one year. In
general, if you are a U.S. stockholder and you recognize loss upon the
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sale or other disposition of stock that you have held for six months or less, the loss you recognize will be treated as a long-term capital loss to the
extent you received distributions from us which were required to be treated as long-term capital gains.

Backup Withholding. We will report to our U.S. stockholders and the IRS the amount of dividends paid during each calendar year and
the amount of any tax withheld. Under the backup withholding rules, a U.S. stockholder may be subject to backup withholding with respect to
dividends paid unless the holder is a corporation or comes within other exempt categories and, when required, demonstrates this fact, or provides
a taxpayer identification number or social security number, certifies as to no loss of exemption from backup withholding, and otherwise
