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Dear Fellow Shareholders,
As we anticipated, 2015 marked a year of unprecedented volatility across 
all asset classes as market participants prepared for the eventuality of 
the Federal Reserve raising U.S. interest rates after nearly eight years of 
accommodative policy and extraordinary market influence. The realities 
of slowing global growth combined with the impact of certain restrictive 
banking regulation set in – and like a chain reaction – commodity prices 
cratered, valuations, liquidity and confidence in the credit and equity 
markets declined considerably and the resultant heightened market 
volatility affected the disposition of the world’s Central Banks. Amidst this 
challenging environment, Annaly delivered strong financial results, paying 
over $1.2 billion in dividends and producing an attractive return on equity 
while maintaining a low leverage ratio relative to the industry.

Our financial results reflect strong underlying performance across our 
diversified and complementary businesses. Since 2014 – the time period 
in which our current investment teams began to deploy capital and the 
first full year we were externally managed – we’ve generated a return of 
33.1% to our stockholders compared to an average of 11.6% for the peer 
companies in our sector. In addition to our dividend program, in August 
of last year, we authorized a repurchase plan of up to $1 billion of our 
common shares through December 31, 2016. As of March 31, 2016, we 
have cumulatively repurchased $614 million of stock under both our 
current program and our previous share repurchase program, which was 
initiated in 2012.

Throughout 2015, we also continued the diversification of our investment 
and financing strategies. During the year, we expanded our allocation 
of capital into lower-levered, largely floating rate credit businesses from 
11% to 23% of our total equity capital. We invested $1.3 billion in growing 
our commercial real estate business, launching our own residential 
credit platform and nearly tripling the size of our middle market lending 
portfolio. On a stand-alone basis of roughly $3 billion of equity capital, 
these three businesses would amount to one of the largest hybrid 
mortgage REITs in the world and three times the size of the average 
market capitalization for the 40 other mortgage REITs in the industry. 
Throughout the year and into 2016, we have also diversified our financing 
sources adding to our capacity for growth while, as importantly, insulating 
us from the risks mono-line strategies face amidst the new world of bank 
reform. As a result of our diversification strategy, our business model 
continues to deliver earnings which have proven to be on average 
significantly less volatile than the rest of the industry.

While we have made broad investments over the past few years in 
both our investment and financing strategies, we have not asked our 
shareholders to bear any of the incremental costs for this growth and 
diversification. Following disciplined cost cutting programs and certain 
strategic streamlining, our operating costs are significantly lower than 
the average for the industry – approximately 50% less as a percentage of 
equity and approximately 65% less as a percentage of assets. And when 
these ratios and other measures are compared against the top ten largest 
“hybrid” REITs in the sector, Annaly’s operating efficiency is even more 
apparent. 

In addition to our efforts to maintain superior operating leverage, we 
have sharpened our focus on improved corporate governance practices. 
Among numerous other initiatives, in the first quarter of 2016, we 
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announced the expansion of our stock ownership guidelines. Pursuant to 
these guidelines, the Annaly team (including our executive officers) will 
not be granted stock, but rather, will be asked to purchase predetermined 
amounts of shares in the open market – based on certain criteria 
including seniority, annual compensation level and role. Establishing an 
ownership culture throughout the firm, for the long term, is extremely 
important to me and is consistent with the fact that senior management 
has purchased nearly 1.9 million common shares with an aggregate 
purchase price of $22.0 million since 2011. 

In regard to our outlook for 2016, let’s just say we are not surprised by the 
macroeconomic headwinds, shifting policies of the Central Banks and 
heightened market volatility since the start of the year. In this increasingly 
challenging environment, the largest and most diversified investment 
platforms are favored. Our plan is to make the most disciplined 
investment decisions based on risk-adjusted returns over the long term. 
We will continue to balance the liquidity of our agency strategies with 
our lower-levered, floating rate credit alternatives to generate attractive 
relative returns to our shareholders. We will strive to maintain ultimate 
flexibility, with an ever increasing focus on protecting our strong capital 
base. Annaly is not only the largest and most liquid mortgage REIT 
in the world – we are a unique and efficient yield manufacturer with 
more optionality than any other company in the industry. Our vision 
and strategic decisions have positioned us to take advantage of current 
market volatility, expected industry dislocations and the unforeseen 
opportunities for which we have been preparing.

Finally, in September of last year when my role changed, Wellington 
Denahan transitioned to Executive Chairman to focus on strategic 
and capital allocation decisions and remained as Chairman of the 
Board. As the Co-Founder of Annaly, it is impossible to overstate the 
contributions Wellington has made to the growth and success of 
our Company over the past 20 years. I am enormously grateful for 
her instrumental support during my transition and want to thank and 
recognize her for all she has done for this Company, its employees and, 
most importantly, for our shareholders. I also want to thank the Board 
of Directors and all the employees at Annaly for their confidence in me 
and for all of their hard work in bringing us here, and to you, my fellow 
shareholders, for your on-going commitment, support and trust.

Sincerely,

Kevin G. Keyes
Chief Executive Officer and President
April 12, 2016
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Business Overview

We are a leading mortgage real estate investment trust (or REIT) listed on the New York Stock Exchange 

(NYSE) and are externally managed by Annaly Management Company LLC (our Manager). Since our 

founding in 1997, we have strived to generate net income for distribution to our shareholders and 

preserve capital through the prudent selection and management of our investments. We own a portfolio 

of real estate related investments. We use our capital coupled with borrowed funds to invest in real 

estate related investments, earning the spread between the yield on our assets and the cost of our 

borrowings and hedging activities.

1 As of March 31, 2016.
2 Includes market value of to-be-announced forward contracts (or TBAs).
3  Non-GAAP measure. For a reconciliation to the most directly comparable GAAP financial measure and an explanation of 

why we use such measures, please see pages 51-54 of the Annual Report on Form 10-K included herein.
4  Computed as the sum of debt, TBA derivative notional outstanding and net forward purchases of investments divided by 

total equity.
5  Includes repurchase agreements, other secured financing, Convertible Senior Notes and non-recourse securitized debt, 

loan participation and mortgages payable.
6  Operating expenditures reflect general and administrative expenses (or G&A), compensation expenses, management fee 

and other operating expenses. 

Recent Stock Information1

Exchange:                                         NYSE: NLY

Common Share Price:                            $10.26

52-Week Range (closing price): $8.69 - $10.55

Market Capitalization:                      $9.5 billion

Latest Quarterly Dividend:                       $0.30

Dividend Yield:                                       11.7%

2015 Highlights

 Annaly owns and manages $89 billion in 

gross assets2

 Normalized core earnings per average basic 

common share of $1.283

Net income per average basic common 

share of $0.42

 Annualized normalized core return on 

average equity of 10.17%3

Annualized return on average equity of 

3.68%

 Economic leverage of 6.0:14

Leverage of 5.1:15

 Operating expenditures as a percentage of 

average assets equal to 0.25%6
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Investment Strategy and Capital Allocation Policy

Our principal business objectives are to generate net income for distribution to our shareholders from 

our investments and capital preservation.

We seek to achieve attractive risk-adjusted returns and preservation of capital over the long term through 

investment in a diversified portfolio of target assets. As part of our diversification strategy, in February 

2016, our board of directors (or Board) made changes to the capital allocation policy to allow us 

greater flexibility to generate attractive returns for our shareholders. Under our capital allocation policy, 

subject to oversight by our Board, we may allocate our investments within our target asset classes as 

we determine is appropriate from time to time. The following target assets have been approved for 

investment under our capital allocation policy. 

Our diversification strategy is reflected in the following allocation of our capital across four businesses – 

agency, commercial real estate, residential credit and middle market lending – as of December 31, 2015.

Residential

  Agency mortgage-backed securities

  TBAs

  Agency debentures

  Residential credit investments, including:

Residential mortgage loans

Residential mortgage-backed securities

Agency credit risk sharing transactions

Commercial

 Commercial real estate, including:

Commercial mortgage loans

Commercial mortgage-backed securities

Preferred equity

Other real estate-related debt investments

Real property

 Corporate debt including loans and securities 

of middle market companies

Commercial
Real Estate

14%77%
$1.8 billion

Agency

$9.0 billion

Middle
Market
Lending

Residential
Credit

4%

5%

$0.5 billion

$0.6 billion
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Capital Structure and Financing

Our capital structure is designed to offer an efficient complement of funding sources to generate 

positive risk-adjusted returns for our shareholders while maintaining appropriate liquidity to support 

our business and meet our financial obligations under periods of market stress. To maintain our 

desired capital profile, we utilize a mix of debt and equity funding. Debt funding may include the 

use of repurchase agreements, Federal Home Loan Bank (or FHLB) advances, loans, securitizations, 

participation sold, lines of credit, asset backed commercial paper conduits, corporate bond issuance, 

mortgages payable or other liabilities. Equity capital primarily consists of common and preferred stock. 

Our Risk Framework

Risk management begins with our Board, through the review and oversight of the risk management 

framework, and continues with executive management, through the ongoing formulation of risk 

management practices and related execution in managing risk. 

We are subject to a variety of risks due to the business we operate. Risk categories are an important 

component of a robust enterprise wide risk management framework. We have identified the following 

primary categories that we utilize to identify, assess, measure and monitor risk.

Risk Description

Liquidity Risk Risk to earnings, capital or business arising from our inability to meet our 

obligations when they come due without incurring unacceptable losses 

because of inability to liquidate assets or obtain adequate funding

Investment/Market Risk Risk to earnings, capital or business resulting in the decline in value of our 

assets or an increase in the costs of financing caused by changes in market 

variables, such as interest rates, which affect the values of investment 

securities and other investment instruments

Counterparty Risk Risk to earnings, capital or business resulting from a counterparty's failure to 

meet the terms of any contract or otherwise failure to perform as agreed. 

This risk is present in funding and hedging activities

Credit Risk Risk to earnings, capital or business resulting from an obligor’s failure to 

meet the terms of any contract or otherwise failure to perform as agreed. 

This risk is present in lending and investing activities

Operational Risk Risk to earnings, capital, reputation or business arising from inadequate 

or failed internal processes or systems, human factors or external events. 

Model risk is included in operational risk

Compliance, Regulatory 

and Legal Risk

Risk to earnings, capital, reputation or conduct of business arising from 

violations of, or nonconformance with internal and external applicable rules 

and regulations, losses resulting from lawsuits or adverse judgments, or from 

changes in the regulatory environment that may impact our business model

We maintain a firm-wide risk appetite statement which defines the level and types of risk that we are 

willing to take in order to achieve our business objectives and reflects our risk management philosophy. 

Fundamentally, we will only engage in risk activities that are expected to enhance value for our 

shareholders based on our core expertise. Our activities focus on capital preservation and income 

generation through proactive portfolio management, supported by a conservative liquidity and leverage 

posture.
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Our risk appetite statement asserts the following key risk parameters to guide our investment 

management activities:

Risk Parameter Description

Portfolio Composition We will maintain a portfolio comprised of target assets approved by our 

Board and in accordance with our capital allocation policy

Leverage We will operate at an economic leverage ratio no greater than 10:1

Liquidity Risk We will seek to maintain an unencumbered asset portfolio sufficient to meet 

our liquidity needs under adverse market conditions

Interest Rate Risk We will seek to manage interest rate risk to protect the portfolio from 

adverse rate movements utilizing derivative instruments targeting both 

income and capital preservation

Credit Risk We will seek to manage credit risk by making investments which conform 

within our specific investment policy parameters and optimize risk-adjusted 

returns

Capital Preservation We will seek to protect our capital base through disciplined risk 

management practices

Compliance We will comply with regulatory requirements needed to maintain our REIT 

status and our exemption from registration under the Investment Company 

Act

Corporate Governance

Our primary corporate objective is to create long-term value for our shareholders while striving to 

foster a culture that values and rewards high ethical standards and integrity. Our Board is charged 

with the active guidance and oversight of our corporate governance system, including overseeing our 

management team, business strategy and related performance, and ensuring shareholder value is both 

created, through business performance, and protected, through adequate internal controls.

Our Board is comprised of seven independent directors and two executive directors. Each of our Board 

committees is solely comprised of independent directors. We have appointed a lead independent 

director to facilitate communication between the Board, management and major shareholders and 

perform such other duties and responsibilities as the Board may determine.
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Our Board of Directors/Committee Membership

Kevin G. Keyes Chief Executive Officer and President

Wellington J. 

Denahan

Executive Chairman and Chairman of the Board

Independent Directors

Francine J. Bovich Former Managing Director

Morgan Stanley Investment Management

 Audit Committee

 Nominating/Corporate 

Governance Committee

Kevin P. Brady Chief Executive Officer

ARMtech, LLC

 Audit Committee (Chair) 

 Nominating/Corporate 

Governance Committee 

 Risk Committee

Jonathan D. Green Former Vice Chairman

The Rockefeller Group

 Lead Independent Director

 Risk Committee (Chair)

 Compensation Committee

Michael E. Haylon Managing Director

Conning Asset Management

 Audit Committee

 Risk Committee

E. Wayne Nordberg Chairman

Hollow Brook Wealth Management, LLC

 Nominating/Corporate 

Governance Committee (Chair)

 Compensation Committee

John H. Schaefer Former President and Chief Operating Officer

Morgan Stanley Global Wealth Management

 Audit Committee

 Compensation Committee

 Risk Committee

Donnell A. Segalas Chief Executive Officer and Managing Partner

Pinnacle Asset Management, L.P.

 Compensation Committee (Chair)

 Nominating/Corporate 

Governance Committee
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Safe Harbor Notice

Certain statements contained in this annual report may not be based on historical facts and are 

“forward-looking statements” within the meaning of the Private Securities Litigation Reform Act of 1995. 

Forward-looking statements, which are based on various assumptions (some of which are beyond our 

control), may be identified by reference to a future period or periods or by the use of forward-looking 

terminology, such as “may,” “will,” “believe,” “expect,” “anticipate,” “continue,” or similar terms or variations 

on those terms or the negative of those terms. Actual results could differ materially from those set forth 

in forward-looking statements due to a variety of factors.

No forward-looking statements can be guaranteed and actual future results may vary materially and 

we caution you not to place undue reliance on these forward-looking statements. For a discussion 

of the risks and uncertainties which could cause actual results to differ from those contained in the 

forward-looking statements, please see the information within the section titled “Risk Factors” of Item 1A 

described in our annual report on Form 10-K. We do not undertake, and specifically disclaim any 

obligation, to publicly release the result of any revisions which may be made to any forward-looking 

statements to reflect the occurrence of anticipated or unanticipated events or circumstances after the 

date of such statements except as required by law.
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Oversight of all financial disclosure

Monitoring of internal controls over
financial reporting
Oversight of SOX program
Active monitoring of changes in
GAAP / Tax standards and related
applications

Oversight of enterprise-wide risk

Additional Risks overseen:
Operations
IT / MIS
Compliance
Legal & Regulatory
Reputational
New business initiatives risk assessment

Also responsible for monitoring and
oversight of internal controls environment

Review of risks overseen by ALCO and
FRDC

Annaly Board of Directors

Annaly Operating Committee

Board Risk Committee

Enterprise Risk Committee
(ERC)

Asset Liability Committee
(ALCO)

Financial Reporting and
Disclosure Committee

(FRDC)
Investment Committee

Review and approve specific investments
(e.g., Commercial)

Oversight of portfolio risk, asset allocation,
financing, and investment decisions across
all business silos

Board Audit Committee

Audit Services

Risks overseen:
Investment/Market
Liquidity
Credit
Capital / Funding
Counterparty

matters
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