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Maintain Buy given attractive valuation and yield 
While 3Q results were below our expectations, it was due to lower leverage as 
opposed to tighter net interest spreads. We expect Annaly to continue generating 
attractive returns given the low financing cost environment. While prepayments 
will likely remain elevated in 4Q and 1Q, we expect earnings to benefit in 2012 as 
prepayments slow. Additionally, we believe there could be upside to our 
estimates if leverage increases. We are adjusting our price target to $19.50 from 
$20.50 per share, and we are maintaining our Buy rating.  

Forecasts and ratios 

Year End Dec 31 2010A 2011E 2012E

1Q EPS1 0.62 0.62A 0.57

2Q EPS 0.59 0.72A 0.60

3Q EPS 0.60 0.56A 0.62

4Q EPS 0.53 0.57 0.62

FY EPS (USD) 2.34 2.47 2.41

OLD FY EPS (USD) 2.34 2.64 2.78

DPS (USD) 2.65 2.47 2.40

Dividend Yield (%) 15.1 14.8 14.4
Source: Deutsche Bank estimates, company data 

1 Includes the impact of FAS123R requiring the expensing of stock options. 

 
Deutsche Bank Securities Inc. 

All prices are those current at the end of the previous trading session unless otherwise indicated. Prices are sourced from local 
exchanges via Reuters, Bloomberg and other vendors. Data is sourced from Deutsche Bank and subject companies. Deutsche 
Bank does and seeks to do business with companies covered in its research reports. Thus, investors should be aware that the firm 
may have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single 
factor in making their investment decision. DISCLOSURES AND ANALYST CERTIFICATIONS ARE LOCATED IN APPENDIX 1. 
MICA(P) 146/04/2011. 

Results 
 

Buy 
Price at 1 Nov 2011 16.66
Price target 19.50
52-week range 18.72 - 15.48

 
Key changes 

Price target 20.50 to 19.50 -4.9%
EPS (USD) 2.64 to 2.47 -6.4%
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Absolute 0.2 -4.7 -5.7
S&P 500 INDEX 7.7 -5.3 2.9

 
Stock & option liquidity data 

Market cap (USDm) 16,175.4
Shares outstanding (m) 970.9
Free float (%) 98
Volume (1 Nov 2011) 3,196,734
Option volume (und. shrs., 1M avg.) 2,601,686
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3Q results below expectations; Book value decreases to $16.22 per share 
Annaly reported 3Q core earnings, excluding unrealized losses on swaps, realized 
gains, and other income, of $0.56 per share, which were below our estimate of 
$0.62 per share. The downside was primarily a result of a lower-than-expected 
leverage (5.5x vs. our est. of 5.7x) and a higher-than-expected share count. The net 
interest spread of 208 bps beat our estimate of 195 bps. The company reported a 
GAAP loss of $0.98 per share. Annaly paid a 3Q dividend of $0.60 per share, 
which decreased sequentially from $0.65 per share. Core earnings including gains 
on sale of MBS of $0.65 per share covered the 3Q dividend. Book value decreased 
to $16.22 per share from $16.55 per share.  

Conference call on Wednesday, November 2 at 9 AM ET 
The dial-in number is 866.843.0890 and the passcode is 2870365. 

Decreasing price target to $19.50 per share from $20.50 per share 
Given lower portfolio returns near-term from lower leverage and faster 
prepayments, we are reducing our book value premium to 20% from 25%. We 
believe our new book value premium is appropriate given our portfolio return 
expectations. Annaly has historically traded in a range of 0.9x to 1.7x book value.  

Annaly manages interest rate and prepayment risks 
The primary risks are unexpected changes in interest rates, as an increase in short-
term rates would likely increase funding costs while a fall in long-term rates would 
likely result in an increase in refinance activity and increase amortization expenses. 
The loss of any key personnel could negatively impact the company. See page 3 
for valuation and risk details. 
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Additional details  
Portfolio update 

During 3Q, Annaly reported an annualized yield on average earning assets of 3.71% versus 
an annualized cost of funds of 1.63%, which resulted in a net interest spread of 208 bps 
(down sequentially from 245 bps). At the end of 3Q, the yield on average earnings assets 
was 3.58% vs. cost of funds of 1.62%, resulting in a net interest spread of 196 bps. 

During 3Q, Annaly’s portfolio increased to $108 billion from $98 billion and consisted of 90% 
fixed-rate securities, 9% adjustable-rate securities, and 1% LIBOR floating-rate CMOs. 
However, as a result of swap transactions, the portfolio was effectively 50% fixed-rate 
securities, 9% adjustable-rate securities, and 41% floating rate securities. 

At 3Q end, Annaly’s repo borrowings totaled $86 billion, resulting in a leverage of 5.5x, which 
decreased sequentially from 5.7x. Annaly uses interest rate swaps to protect a portion of its 
cost of funds against increasing short-term rates. At 3Q end, the company had swaps with 
notional amount of $41 billion, which amounted to 40% of its repo borrowings. 

Reducing estimates 

Given 3Q leverage, we are reducing our 2011 and 2012 leverage assumptions, which results 
in a reduction to our earnings estimates. That said, higher-than-expected leverage could 
result in upside to our estimates. Additionally, we expect the net interest spread to benefit 
when prepayments begin to slow, which we anticipate to be in 2Q12.  

For 2011, we are decreasing our core earnings estimate to $2.47 per share from $2.64 per 
share. The decrease is a result of a $0.06 per share downside to 3Q results as well as our 
lower leverage assumptions in 4Q. We are decreasing our dividend estimate to $2.47 per 
share from $2.52 per share. Our estimates do not assume any future gain on sale of MBS or 
any additional equity offerings. 

We are decreasing our 2012 core earnings estimate to $2.41 per share from $2.78 per share. 
We are reducing our 2012 dividend estimate to $2.40 per share from $2.60 per share. Our 
estimates do not assume any gain on sale of MBS or any additional equity offerings. 



1 November 2011 Real Estate Finance Annaly  

Deutsche Bank Securities Inc. Page 3 

Figure 1: Annaly model (in USD millions) 
2010 2011 2012

FY Ends December Q1 Q2 Q3 Q4 FY Q1 Q2 Q3 Q4E FY Q1E Q2E Q3E Q4E FY
Interest Income 654.4        643.7        703.0        682.1        2,683.1     844.0        957.1        930.8        972.5        3,704.4     981.5        1,020.3    1,037.2    1,038.6    4,077.6     

Interest Expense 276.5        280.2        302.6        304.0        1,163.3     321.6        330.1        353.3        351.2        1,314.3     360.3        365.3        366.5        367.0        1,459.1     
Net Interest Income 377.9        363.4        400.4        378.1        1,519.8     522.4        627.0        577.5        621.3        2,390.1     621.2        655.1        670.7        671.5        2,618.5     

Advisory Income, net 12.2          13.9          15.3          16.3          57.7          17.2          20.7          20.8          21.0          79.7          21.3          21.5          21.8          21.8          86.4          
Gain on Sale of MBS 47.0          39.0          62.0          33.8          181.8        27.2          7.3            91.7          -            126.2        -            -            -            -            -            
Unrealized gain on interest rate swaps (116.7)      (593.0)      (448.3)      839.2        (318.8)       169.3        (466.9)      (1,505.3)   -            (1,803.0)   -            -            -            -            -            
Dividend Income 8.0            7.3            8.1            7.6            31.0          6.3            8.2            8.7            -            23.2          -            -            -            -            -            
Other Income -            0.6            2.0            (2.8)           (0.3)           21.7          (5.5)           (34.6)         -            (18.4)         -            -            -            -            -            
Impairment Charge -            -            -            -            -            -            -            -            -            -            -            -            -            -            -            
General and Administrative 40.0          41.5          43.4          46.5          171.5        51.8          57.2          65.2          67.5          241.8        68.2          68.9          69.1          69.2          275.5        

Pre-Tax Income 288.2        (210.3)      (3.9)           1,225.7    1,299.8     712.3        133.6        (906.4)      574.8        556.1        574.3        607.7        623.3        624.1        2,429.4     

Income Tax 7.3            8.8            11.1          8.2            35.4          13.6          12.8          15.4          14.7          56.4          14.9          15.1          15.3          15.3          60.5          

Income before Minority Interest 280.9        (219.2)      (14.9)         1,217.5    1,264.3     698.8        120.8        (921.8)      560.1        499.6        559.4        592.6        608.1        608.8        2,368.9     
Minority Interest (0.1)           (0.9)           (0.9)           (1.0)           (2.9)           (1.1)           -            -            -            (1.1)           -            -            -            -            -            

Net Income (Loss) 281.1        (218.2)      (14.1)         1,218.5    1,267.3     699.9        120.8        (921.8)      560.1        500.8        559.4        592.6        608.1        608.8        2,368.9     
Dividends on Preferred Stock 4.6            4.6            4.5            4.3            18.0          4.3            4.3            4.2            4.2            16.9          4.2            4.2            4.2            4.2            16.7          

Net Income to Common Shareholders 276.4        (222.9)      (18.6)         1,214.2    1,249.2     695.6        116.6        (926.0)      555.9        483.9        555.2        588.4        603.9        604.7        2,352.2     

Average Shares Outstanding (Diluted) 575.9        582.7        611.9        662.5        625.3        791.0        827.8        948.5        988.5        889.0        989.5        990.5        991.5        992.5        991.0        

Core EPS - Diluted 0.62$        0.59$        0.60$        0.53$        2.34$        0.62$        0.72$        0.56$        0.57$        2.47$        0.57$        0.60$        0.62$        0.62$        2.41$        

Dividend per Share 0.65$        0.68$        0.68$        0.64$        2.65$        0.62$        0.65$        0.60$        0.60$        2.47$        0.60$        0.60$        0.60$        0.60$        2.40$        

Key Metrics
Earning Assets, average 66,265     68,611     73,457     78,484     71,705      90,202     96,868     103,193   108,056   99,580      109,056   110,306   110,631   110,781   110,193   
Common Equity, average 9,568        9,607        9,610        9,726        9,628        11,359     13,391     14,920     15,918     13,897      15,934     15,950     15,966     15,982     15,958      
Interest Rate Spread 2.22% 2.16% 2.11% 1.85% 2.07% 2.17% 2.45% 2.08% 2.00% 2.17% 2.00% 2.10% 2.15% 2.15% 2.10%
Debt/Equity Leverage, end of period 5.6x 5.8x 6.3x 6.7x 6.3x 5.7x 5.5x 5.6x 5.7x 5.8x 5.8x 5.8x
Return on Equity, annualized 16.3% 15.2% 17.6% 15.4% 16.1% 17.7% 17.5% 16.3% 14.1% 16.5% 14.0% 14.9% 15.2% 15.2% 14.8%
Source: Deutsche Bank and company reports 

Decreasing price target to $19.50 per share from $20.50 per share 

Given lower portfolio returns near-term from lower leverage and faster prepayments, we are 
reducing our book value premium to 20% from 25%. We believe our new book value 
premium is appropriate given our portfolio return expectations. Annaly has historically traded 
in a range of 0.9x to 1.7x book value. 

Annaly manages interest rate and prepayment risks. The primary risks therefore are 
unexpected changes in interest rates are a risk for Annaly, as an increase in short-term rates 
would likely increase funding costs while a fall in long-term rates would likely result in an 
increase in refinance activity. Additionally, liquidity concerns in the Agency MBS market may 
result in declines in the value of Annaly's portfolio, which could result in margin calls. A 
company-specific risk is that the entire portfolio is managed from one primary office in NY, 
with a high concentration of key employees. 
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Appendix 1 
Important Disclosures 

Additional information available upon request 

Disclosure checklist 
Company Ticker Recent price* Disclosure 
Annaly NLY.N 16.66 (USD) 1 Nov 11 1,7 
 
*Prices are sourced from local exchanges via Reuters, Bloomberg and other vendors.  Data is sourced from Deutsche Bank and subject companies. 

 
Important Disclosures Required by U.S. Regulators 
Disclosures marked with an asterisk may also be required by at least one jurisdiction in addition to the United States.  See 
“Important Disclosures Required by Non-US Regulators” and Explanatory Notes. 
1. Within the past year, Deutsche Bank and/or its affiliate(s) has managed or co-managed a public or private offering for this 

company, for which it received fees. 

7. Deutsche Bank and/or its affiliate(s) has received compensation from this company for the provision of investment 
banking or financial advisory services within the past year. 

 
Important Disclosures Required by Non-U.S. Regulators 
Please also refer to disclosures in the “Important Disclosures Required by US Regulators” and the Explanatory Notes. 
1. Within the past year, Deutsche Bank and/or its affiliate(s) has managed or co-managed a public or private offering for this 

company, for which it received fees. 

7. Deutsche Bank and/or its affiliate(s) has received compensation from this company for the provision of investment 
banking or financial advisory services within the past year. 

 
For disclosures pertaining to recommendations or estimates made on securities other than the primary subject of this 
research, please see the most recently published company report or visit our global disclosure look-up page on our 
website at http://gm.db.com/ger/disclosure/Disclosure.eqsr?ricCode=NLY.N. 

 
Analyst Certification 

The views expressed in this report accurately reflect the personal views of the undersigned lead analyst(s) about the subject 
issuer and the securities of the issuer. In addition, the undersigned lead analyst(s) has not and will not receive any 
compensation for providing a specific recommendation or view in this report. Stephen Laws 
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Historical recommendations and target price: Annaly (NLY.N) 

 (as of 11/1/2011) 
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Previous Recommendations 

Strong Buy 
Buy 
Market Perform 
Underperform 
Not Rated  
Suspended Rating 

Current Recommendations 

Buy 
Hold 
Sell 
Not Rated  
Suspended Rating 

*New Recommendation Structure 
as of September 9, 2002 

 

 1. 4/29/2009: Buy, Target Price Change USD22.00 

2. 10/28/2010: Buy, Target Price Change USD20.00 

 3. 5/5/2011: Buy, Target Price Change USD20.50 

 

Equity rating key  Equity rating dispersion and banking relationships 

Buy: Based on a current 12- month view of total share-
holder return (TSR = percentage change in share price 
from current price to projected target price plus  pro-
jected dividend yield ) , we recommend that investors 
buy the stock. 
Sell: Based on a current 12-month view of total share-
holder return, we recommend that investors sell the 
stock 
Hold: We take a neutral view on the stock 12-months 
out and, based on this time horizon, do not recommend 
either a Buy or Sell. 
Notes: 
1. Newly issued research recommendations and target 
prices always supersede previously published research.
2. Ratings definitions prior to 27 January, 2007 were: 

Buy:  Expected total return (including dividends) of 
10% or more over a 12-month period 
Hold: Expected total return (including dividends) 
between -10% and 10% over a 12-month period 
Sell: Expected total return (including dividends) of -
10% or worse over a 12-month period 
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Regulatory Disclosures 

1. Important Additional Conflict Disclosures 

Aside from within this report, important conflict disclosures can also be found at https://gm.db.com/equities under the 
"Disclosures Lookup" and "Legal" tabs. Investors are strongly encouraged to review this information before investing. 

 

2. Short-Term Trade Ideas 

Deutsche Bank equity research analysts sometimes have shorter-term trade ideas (known as SOLAR ideas) that are consistent 
or inconsistent with Deutsche Bank's existing longer term ratings. These trade ideas can be found at the SOLAR link at 
http://gm.db.com. 

 

3. Country-Specific Disclosures 

Australia and New Zealand: This research, and any access to it, is intended only for "wholesale clients" within the meaning of 
the Australian Corporations Act and New Zealand Financial Advisors Act respectively. 
Brazil: The views expressed above accurately reflect personal views of the authors about the subject company(ies) and 
its(their) securities, including in relation to Deutsche Bank. The compensation of the equity research analyst(s) is indirectly 
affected by revenues deriving from the business and financial transactions of Deutsche Bank. 
EU countries: Disclosures relating to our obligations under MiFiD can be found at 
http://www.globalmarkets.db.com/riskdisclosures. 
Japan: Disclosures under the Financial Instruments and Exchange Law: Company name - Deutsche Securities Inc. Registration 
number - Registered as a financial instruments dealer by the Head of the Kanto Local Finance Bureau (Kinsho) No. 117. 
Member of associations: JSDA, Type II Financial Instruments Firms Association, The Financial Futures Association of Japan. 
Commissions and risks involved in stock transactions - for stock transactions, we charge stock commissions and consumption 
tax by multiplying the transaction amount by the commission rate agreed with each customer. Stock transactions can lead to 
losses as a result of share price fluctuations and other factors. Transactions in foreign stocks can lead to additional losses 
stemming from foreign exchange fluctuations. "Moody's", "Standard & Poor's", and "Fitch" mentioned in this report are not 
registered credit rating agencies in Japan unless “Japan” is specifically designated in the name of the entity. 
Russia: This information, interpretation and opinions submitted herein are not in the context of, and do not constitute, any 
appraisal or evaluation activity requiring a license in the Russian Federation. 
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International locations 

Deutsche Bank Securities Inc. 
60 Wall Street 
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United States of America 
Tel: (1) 212 250 2500 

Deutsche Bank AG London 
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Global Disclaimer 
The information and opinions in this report were prepared by Deutsche Bank AG or one of its affiliates (collectively "Deutsche Bank"). The information herein is believed to be reliable and has been obtained from public sources 
believed to be reliable. Deutsche Bank makes no representation as to the accuracy or completeness of such information. 

Deutsche Bank may engage in securities transactions, on a proprietary basis or otherwise, in a manner inconsistent with the view taken in this research report. In addition, others within Deutsche Bank, including strategists and 
sales staff, may take a view that is inconsistent with that taken in this research report. 

Opinions, estimates and projections in this report constitute the current judgement of the author as of the date of this report. They do not necessarily reflect the opinions of Deutsche Bank and are subject to change without 
notice. Deutsche Bank has no obligation to update, modify or amend this report or to otherwise notify a recipient thereof in the event that any opinion, forecast or estimate set forth herein, changes or subsequently becomes 
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As a result of Deutsche Bank’s March 2010 acquisition of BHF-Bank AG, a security may be covered by more than one analyst within the Deutsche Bank group. Each of these analysts may use differing methodologies to value 
the security; as a result, the recommendations may differ and the price targets and estimates of each may vary widely. 

In August 2009, Deutsche Bank instituted a new policy whereby analysts may choose not to set or maintain a target price of certain issuers under coverage with a Hold rating. In particular, this will typically occur for "Hold" rated 
stocks having a market cap smaller than most other companies in its sector or region. We believe that such policy will allow us to make best use of our resources. Please visit our website at http://gm.db.com to determine the 
target price of any stock. 

The financial instruments discussed in this report may not be suitable for all investors and investors must make their own informed investment decisions. Stock transactions can lead to losses as a result of price fluctuations and 
other factors. If a financial instrument is denominated in a currency other than an investor's currency, a change in exchange rates may adversely affect the investment. Past performance is not necessarily indicative of future 
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