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Approximate date of commencement of proposed sale to the public:    As soon as practicable after this Registration Statement becomes
effective.

If the only securities being registered on this form are being offered pursuant to dividend or interest reinvestment plans, please check the
following box.  ¨

If any of the securities being registered on this Form are to be offered on a delayed or continuous basis pursuant to Rule 415 under the Securities
Act of 1933, other than securities offered only in connection with dividend or interest reinvestment plans, check the following box.  x

If this Form is filed to register additional securities for an offering pursuant to Rule 462(b) under the Securities Act, check the following box and
list the Securities Act registration statement number of the earlier effective registration statement for the same offering.  ¨                      

If this Form is a post-effective amendment filed pursuant to Rule 462(c) under the Securities Act, check the following box and list the Securities
Act registration number of the earlier effective registration statement for the same offering.  ¨                      

If delivery of the prospectus is expected to be made pursuant to Rule 434, please check the following box.  ¨

CALCULATION OF REGISTRATION FEE

Title of Securities To Be Registered(1)

Proposed Maximum

Aggregate

Offering Price(2)

Amount of

Registration Fee(2)

Common Stock, $0.01 par value

Preferred Stock, $0.01 par value

Warrants

Total $ 300,000,000.00(3) $ 38,010.00(3)

(1) Securities registered hereunder may be sold separately, together or as units with other securities registered hereunder. The securities registered hereunder
include (i) an indeterminate number of shares of preferred stock as may be sold, from time to time, by the registrant, (ii) an indeterminate number of shares of
common stock as may be sold, from time to time, by the registrant and an indeterminate number of shares of common stock as shall be issuable upon
conversion of warrants or convertible preferred stock registered hereunder, and (iii) an indeterminate number of warrants, representing rights to purchase
common stock or preferred stock registered hereunder.

(2) Calculated pursuant to Rule 457(o) under the Securities Act. Pursuant to Rule 457(o) under the Securities Act and General Instruction II.D to Form S-3, the
table does not specify by each class information as to the amount to be registered, proposed maximum offering price per unit or proposed maximum aggregate
offering price. In no event will the maximum aggregate offering price of all securities issued pursuant to this registration statement exceed $300,000,000.00.

(3) The prospectus forming part of this registration statement, as such prospectus may be amended or supplemented from time to time, shall be deemed to relate
to the $134,368,190.00 of securities being registered pursuant to this registration statement and, pursuant to Rule 429 under the Securities Act, to
$165,631,810.00 of common stock and preferred stock registered and issuable by the registrant pursuant to the registration statement on Form S-3,
Registration No. 333-99005 (the �Prior Shelf Registration Statement�). The registration fee associated with such securities registered pursuant to the Prior Shelf
Registration Statement is $20,985.55 and was paid in connection with the Prior Shelf Registration Statement.

Pursuant to Rule 429 of the Securities Act of 1933, the prospectus constituting part of this Registration Statement, as such prospectus
may be amended or supplemented from time to time, is a combined prospectus and relates to the securities of Anworth Mortgage Asset
Corporation registered pursuant to a registration statement on Form S-3 (Registration No. 333-99005).
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We hereby amend this Registration Statement on such date or dates as may be necessary to delay its effective date until we file a further
amendment which specifically states that this Registration Statement shall thereafter become effective in accordance with Section 8(a) of
the Securities Act of 1933, or until the Registration Statement shall become effective on such date as the Securities and Exchange
Commission, acting pursuant to said Section 8(a), may determine.
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EXPLANATORY NOTE

This registration statement relates to securities that may be offered from time to time by Anworth Mortgage Asset Corporation (�Anworth�). This
registration statement contains a form of basic prospectus (the �Basic Prospectus�) which will be used in connection with offerings of securities by
Anworth. The specific terms of the securities to be offered will be set forth in a prospectus supplement relating to such securities. In addition,
this registration statement contains a prospectus covering the offering of shares of the common stock of Anworth that may be issued and sold
under a sales agreement that Anworth has entered into with Cantor Fitzgerald & Co. (the �Sales Agreement Prospectus�). The Sales Agreement
Prospectus will be identical in all respects to the Basic Prospectus, except that the Sales Agreement Prospectus will contain a different front
page. The front cover page of the Sales Agreement Prospectus follows the Basic Prospectus included herein.
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The information in this prospectus is not complete and may be changed. We may not sell these securities until the
registration statement filed with the Securities and Exchange Commission becomes effective. This prospectus is not an
offer to sell securities, and we are not soliciting offers to buy these securities, in any state where the offer or sale is not
permitted.

PROSPECTUS SUBJECT TO COMPLETION, DATED MAY 11, 2004

$300,000,000

Anworth Mortgage Asset Corporation

Common Stock

Preferred Stock

Warrants

By this prospectus, we may offer, from time to time:

� shares of our common stock;

� shares of our preferred stock;

� warrants to purchase shares of our common stock or preferred stock; or

� any combination of the foregoing.
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We will provide specific terms of each issuance of these securities in supplements to this prospectus. You should read this prospectus and any
supplement carefully before you decide to invest.

This prospectus may not be used to consummate sales of these securities unless it is accompanied by a prospectus supplement.

Our common stock is traded on the New York Stock Exchange under the ticker symbol �ANH.� On May 7, 2004, the last reported sales price of
our common stock was $10.95 per share.

We may sell these securities to or through underwriters, dealers or agents, or we may sell the securities directly to investors on our own behalf.

Investing in our common stock involves a high degree of risk. You should carefully consider the information under the heading � Risk
Factors� beginning on page 4 of this prospectus before buying shares of our common stock.

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

The date of this prospectus is
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You should rely only on the information contained in or incorporated by reference into this prospectus. We 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. The information in this prospectus is current as of the date of this prospectus. Our business, financial condition, results of
operations and prospects may have changed since that date.
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ABOUT THIS PROSPECTUS

This prospectus is part of a registration statement that we filed with the Securities and Exchange Commission, or SEC, using a �shelf� registration
process. Under this process, we may offer and sell any combination of common stock, preferred stock and warrants in one or more offerings for
total proceeds of up to $300,000,000. This prospectus provides you with a general description of the securities we may offer. Each time we offer
to sell securities, we will provide a supplement to this prospectus that will contain specific information about the terms of that offering. The
prospectus supplement may also add, update or change information contained in this prospectus. It is important for you to consider the
information contained in this prospectus and any prospectus supplement together with additional information described under the heading �Where
You Can Find More Information.�

1
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OUR COMPANY

Our Business

We are in the business of investing primarily in United States agency and other highly rated single-family adjustable-rate and fixed-rate
mortgage-backed securities that we acquire in the secondary market. United States agency securities are securities that are obligations
guaranteed by the United States government, its agencies, or government sponsored entities such as Fannie Mae or Freddie Mac. We seek
attractive long-term investment returns by investing our equity capital and borrowed funds in such securities. Our returns are earned on the
spread between the yield on our earning assets and the interest cost of the funds we borrow. We have elected to be taxed as a real estate
investment trust, or REIT, under the United States Internal Revenue Code. As a REIT, we routinely distribute substantially all of the income
generated from our operations to our stockholders. As long as we retain our REIT status, we generally will not be subject to federal or state taxes
on our income to the extent that we distribute our net income to our stockholders.

On November 3, 2003, we formed a wholly-owned subsidiary called Belvedere Trust Mortgage Corporation, or Belvedere Trust. Belvedere
Trust was formed as a qualified REIT subsidiary to acquire and own mortgage loans, with a focus on the high credit-quality jumbo adjustable
rate, hybrid and second-lien mortgage markets. Belvedere Trust was also formed with the intent of securitizing the mortgage loans it acquires
and selling mortgage-backed securities in the capital markets. We have made an investment of $33 million in Belvedere Trust to capitalize its
mortgage operations. We have also formed BT Management Company, L.L.C., or BT Management, a Delaware limited liability company that is
owned 50% by us, 27.5% by Claus Lund, the Chief Executive Officer of Belvedere Trust, 17.5% by Russell J. Thompson, the Chief Financial
Officer of Belvedere Trust, and 5% by Lloyd McAdams, our Chairman and Chief Executive Officer. BT Management has entered into a
management agreement with Belvedere Trust pursuant to which BT Management will manage the day-to-day operations of Belvedere Trust in
exchange for an annual base management fee and a quarterly incentive fee. We believe that over time Belvedere Trust�s business will become an
important part of our overall operations and business strategy.

Our Investments

We acquire mortgage-related assets, finance our purchases in the capital markets and use leverage to increase our return on stockholders� equity.
Through this strategy we expect to earn income that will enable us to generate dividends for our stockholders.

We acquire mortgage-related assets that we believe will generate attractive returns on capital invested. Before making these investments, we
consider the amount and nature of the anticipated returns from the assets, our ability to pledge the assets to secure collateralized borrowings, and
the costs associated with financing, managing, securitizing and reserving for the assets. We have also established a written asset acquisition
policy that provides the following investment guidelines:

� Category I�At least 60% of our total assets will generally be adjustable or fixed-rate mortgage securities and short-term investments.
Assets in this category will be rated within one of the two highest rating categories by at least one nationally recognized statistical rating
organization, or if not rated, will be obligations guaranteed by the United States government or its agencies, Fannie Mae or Freddie
Mac.

� Category II�At least 90% of our total assets will generally consist of Category I investments plus unrated mortgage loans, mortgage
securities rated at least investment grade by at least one nationally recognized statistical rating organization, or shares of other REITs or
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mortgage-related companies.

� Category III�No more than 10% of our total assets may be of a type not meeting any of the above criteria. Among the types of assets
generally assigned to this category are mortgage securities rated below investment grade and leveraged mortgage derivative securities.

2
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We finance our acquisition of mortgage-related assets through borrowing at short-term rates using repurchase agreements. We generally borrow
between eight and twelve times the amount of our equity. We actively manage the adjustment periods and the selection of the interest rate
indices of our borrowings against the adjustment periods and the selection of indices on our mortgage-related assets in order to limit our liquidity
and interest rate related risks.

We also seek to lessen the effects on our income if mortgage loans underlying our securities prepay at a rate materially different than anticipated.
We do this by structuring a diversified portfolio with a variety of prepayment characteristics, investing in mortgage assets or structures with
prepayment protections and purchasing mortgage assets at a premium and at a discount. We may choose to engage in various hedging activities
designed to mitigate our exposure to changes in interest rates and prepayment rates. As of the date of this prospectus, we have made only limited
use of hedging transactions.

We review credit risk and other risks of loss associated with each potential investment and may diversify our portfolio to avoid undue
geographic, insurer, industry and other types of concentrations. Given the fact that we maintain such a large percentage of our assets in high
quality or highly rated assets, many of which include an implied guarantee of the federal government as to payment of principal and interest, we
believe we have limited exposure to losses from credit risk.

In addition to the strategies described above, we intend to pursue other strategies to grow our earnings and our dividends per share, which may
include the following:

� increasing the size of our balance sheet at a rate faster than the rate of increase in our operating expenses;

� issuing new stock when market opportunities exist to profitably increase the size of our balance sheet through the use of leverage; and

� lowering our effective borrowing costs over time by seeking direct funding with collateralized lenders, rather than using financial
intermediaries, possibly using commercial paper, medium term note programs, preferred stock and other forms of capital.

General Information

We were incorporated on October 20, 1997 under Maryland law. Our office is located at 1299 Ocean Avenue, Suite 250, Santa Monica,
California 90401. Our telephone number is (310) 255-4493.

3
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RISK FACTORS

An investment in our stock involves a number of risks. Before making a decision to purchase our securities, you should carefully consider all of
the risks described in this prospectus. If any of the risks discussed in this prospectus actually occur, our business, financial condition and results
of operations could be materially adversely affected. If this were to occur, the trading price of our securities could decline significantly and you
may lose all or part of your investment.

Risks Related to Our Business

Interest rate mismatches between our adjustable-rate mortgage-backed securities and our borrowings used to fund our purchases of the
assets may reduce our income during periods of changing interest rates.

We fund most of our acquisitions of adjustable-rate mortgage-backed securities with borrowings that have interest rates based on indices and
repricing terms similar to, but of shorter maturities than, the interest rate indices and repricing terms of our mortgage-backed securities.
Accordingly, if short-term interest rates increase, this may adversely affect our profitability.

Most of the mortgage-backed securities we acquire are adjustable-rate securities. This means that their interest rates may vary over time based
upon changes in a short-term interest rate index. Therefore, in most cases the interest rate indices and repricing terms of the mortgage-backed
securities that we acquire and their funding sources will not be identical, thereby creating an interest rate mismatch between assets and liabilities.
While the historical spread between relevant short-term interest rate indices has been relatively stable, there have been periods when the spread
between these indices was volatile. During periods of changing interest rates, these mismatches could reduce our net income, dividend yield and
the market price of our stock.

The interest rates on our borrowings generally adjust more frequently than the interest rates on our adjustable-rate mortgage-backed securities.
For example, on March 31, 2004, our adjustable-rate mortgage-backed securities had a weighted average term to next rate adjustment of
approximately 23 months, while our borrowings had a weighted average term to next rate adjustment of 248 days. Accordingly, in a period of
rising interest rates, we could experience a decrease in net income or a net loss because the interest rates on our borrowings adjust faster than the
interest rates on our adjustable-rate mortgage-backed securities.

We may experience reduced net interest income from holding fixed-rate investments during periods of rising interest rates.

We generally fund our acquisition of fixed-rate mortgage-backed securities with short-term borrowings. During periods of rising interest rates,
our costs associated with borrowings used to fund acquisition of fixed-rate assets are subject to increases while the income we earn from these
assets remains substantially fixed. This reduces or could eliminate the net interest spread between the fixed-rate mortgage-backed securities that
we purchase and our borrowings used to purchase them, which could lower our net interest income or cause us to suffer a loss. On March 31,
2004, 8.2% of our mortgage-backed securities were fixed-rate securities.
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Increased levels of prepayments from mortgage-backed securities may decrease our net interest income.

Pools of mortgage loans underlie the mortgage-backed securities that we acquire. We generally receive payments from principal payments that
are made on these underlying mortgage loans. When borrowers prepay their mortgage loans faster than expected, this results in prepayments that
are faster than expected on the mortgage-backed securities. Faster than expected prepayments could adversely affect our profitability, including
in the following ways:

� We usually purchase mortgage-backed securities that have a higher interest rate than the market interest rate at the time. In exchange for
this higher interest rate, we pay a premium over the par value to acquire

4
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the security. In accordance with accounting rules, we amortize this premium over the term of the mortgage-backed security. If the
mortgage-backed security is prepaid in whole or in part prior to its maturity date, however, we expense the premium that was prepaid at
the time of the prepayment. On March 31, 2004, substantially all of our mortgage-backed securities were acquired at a premium.

� We anticipate that a substantial portion of our adjustable-rate mortgage-backed securities may bear interest rates that are lower than
their fully indexed rates, which are equivalent to the applicable index rate plus a margin. If an adjustable-rate mortgage-backed security
is prepaid prior to or soon after the time of adjustment to a fully-indexed rate, we will have held that mortgage-backed security while it
was less profitable and lost the opportunity to receive interest at the fully indexed rate over the remainder of its expected life.

� If we are unable to acquire new mortgage-backed securities similar to the prepaid mortgage-backed securities, our financial condition,
results of operation and cash flow would suffer.

Prepayment rates generally increase when interest rates fall and decrease when interest rates rise, but changes in prepayment rates are difficult to
predict. Prepayment rates also may be affected by conditions in the housing and financial markets, general economic conditions, seasonal
periods and the relative interest rates on fixed-rate and adjustable-rate mortgage loans. We have in the past experienced periods of extremely
high prepayment rates which has resulted in reduced earnings.

While we seek to minimize prepayment risk to the extent practical, in selecting investments we must balance prepayment risk against other risks
and the potential returns of each investment. No strategy can completely insulate us from prepayment risk.

Our officers devote a portion of their time to another company in capacities that could create conflicts of interest that may adversely
affect our investment opportunities; this lack of a full-time commitment could also adversely affect our operating results.

Lloyd McAdams, Joseph E. McAdams, Bistra Pashamova and other of our officers and employees are officers and employees of Pacific Income
Advisers, Inc., or PIA, where they devote a portion of their time. These officers and employees are under no contractual obligations mandating
mimnimum amounts of time to be devoted to our company. In addition, a trust controlled by Lloyd McAdams and Heather U. Baines is the
principal stockholder of PIA.

These officers and employees are involved in investing both our assets and approximately $4.3 billion in mortgage-backed securities and other
fixed income assets for institutional clients and individual investors through PIA. These multiple responsibilities and ownerships may create
conflicts of interest if these officers and employees of our company are presented with opportunities that may benefit both us and the clients of
PIA. These officers allocate investments among our portfolio and the clients of PIA by determining the entity or account for which the
investment is most suitable. In making this determination, these officers consider the investment strategy and guidelines of each entity or
account with respect to acquisition of assets, leverage, liquidity and other factors that our officers determine appropriate. These officers,
however, have no obligation to make any specific investment opportunities available to us and the above mentioned conflicts of interest may
result in decisions or allocations of securities that are not in our best interests.

Several of our officers and employees are also directors, officers and managers of BT Management Company, L.L.C., the company that manages
the day-to-day operations of Belvedere Trust Mortgage Corporation, our newly formed mortgage loan subsidiary, and Lloyd McAdams is also
an owner and officer of Syndicated Capital, a registered broker-dealer. Our officers service to PIA, BT Management Company, L.L.C. and
Syndicated Capital allow them to spend only part of their time and effort managing our company as they are required to devote a portion of their
time and effort to the management of other companies and this may adversely affect our overall management and operating results.
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We may incur increased borrowing costs related to repurchase agreements and that would adversely affect our profitability.

Currently, all of our borrowings are collateralized borrowings in the form of repurchase agreements. If the interest rates on these repurchase
agreements increase, that would adversely affect our profitability.

Our borrowing costs under repurchase agreements generally correspond to short-term interest rates such as LIBOR or a short-term Treasury
index, plus or minus a margin. The margins on these borrowings over or under short-term interest rates may vary depending upon:

� the movement of interest rates;

� the availability of financing in the market; and

� the value and liquidity of our mortgage-backed securities.

We anticipate that interest rates and our borrowing costs could rise in the short and intermediate term and that this would negatively affect our
income.

Interest rate caps on our adjustable-rate mortgage-backed securities may reduce our income or cause us to suffer a loss during periods
of rising interest rates.

Our adjustable-rate mortgage-backed securities are subject to periodic and lifetime interest rate caps. Periodic interest rate caps limit the amount
an interest rate can increase during any given period. Lifetime interest rate caps limit the amount an interest rate can increase through maturity of
a mortgage-backed security. Our borrowings are not subject to similar restrictions. Accordingly, in a period of rapidly increasing interest rates,
the interest rates paid on our borrowings could increase without limitation while interest rate caps would limit the interest rates on our
adjustable-rate mortgage-backed securities. This problem is magnified for our adjustable-rate mortgage-backed securities that are not fully
indexed. Further, some adjustable-rate mortgage-backed securities may be subject to periodic payment caps that result in a portion of the interest
being deferred and added to the principal outstanding. As a result, we could receive less cash income on adjustable-rate mortgage-backed
securities than we need to pay interest on our related borrowings. These factors could lower our net interest income or cause us to suffer a loss
during periods of rising interest rates. On March 31, 2004, approximately 91.8% of our mortgage-backed securities were adjustable-rate
securities.

Our leveraging strategy increases the risks of our operations.

We generally borrow between eight and twelve times the amount of our equity, although our borrowings may at times be above or below this
amount. We incur this leverage by borrowing against a substantial portion of the market value of our mortgage-backed securities. Use of
leverage can enhance our investment returns. Leverage, however, also increases risks. In the following ways, the use of leverage increases our
risk of loss and may reduce our net income by increasing the risks associated with other risk factors, including a decline in the market value of
our mortgage-backed securities or a default of a mortgage-related asset:
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� The use of leverage increases our risk of loss resulting from various factors including rising interest rates, increased interest rate
volatility, downturns in the economy and reductions in the availability of financing or deteriorations in the conditions of any of our
mortgage-related assets.

� A majority of our borrowings are secured by our mortgage-backed securities, generally under repurchase agreements. A decline in the
market value of the mortgage-backed securities used to secure these debt obligations could limit our ability to borrow or result in
lenders requiring us to pledge additional collateral to secure our borrowings. In that situation, we could be required to sell
mortgage-backed securities under adverse market conditions in order to obtain the additional collateral required by the lender. If these
sales are made at prices lower than the carrying value of the mortgage-backed securities, we would experience losses.

6
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� A default of a mortgage-related asset that constitutes collateral for a loan could also result in an involuntary liquidation of the
mortgage-related asset. This would result in a loss to us of the difference between the value of the mortgage-related asset upon
liquidation and the amount borrowed against the mortgage-related asset.

� To the extent we are compelled to liquidate qualified REIT assets to repay debts, our compliance with the REIT rules regarding our
assets and our sources of income could be affected, which could jeopardize our status as a REIT. Losing our REIT status would cause
us to lose tax advantages applicable to REITs and may decrease our overall profitability and distributions to our stockholders.

We have not extensively used derivatives to mitigate our interest rate and prepayment risks and this leaves us exposed to certain risks.

Our policies permit us to enter into interest rate swaps, caps and floors and other derivative transactions to help us reduce our interest rate and
prepayment risks described above. We have made limited use of these types of instruments. This strategy saves us the additional costs of such
hedging transactions, but it leaves us exposed to the types of risks that such hedging transactions would be designed to reduce. If we decide to
enter into additional derivative transactions in the future, these transactions may mitigate our interest rate and prepayment risks but cannot
eliminate these risks. Additionally, the use of derivative transactions could have a negative impact on our earnings.

An increase in interest rates may adversely affect our book value.

Increases in interest rates may negatively affect the market value of our mortgage-related assets. Our fixed-rate securities are generally more
negatively affected by these increases. In accordance with accounting rules, we reduce our book value by the amount of any decrease in the
market value of our mortgage-related assets. Losses on securities classified as available for sale which are determined by management to be
other than temporary in nature are reclassified from accumulated other comprehensive income to current operations.

We may invest in leveraged mortgage derivative securities that generally experience greater volatility in market prices, thus exposing us
to greater risk with respect to their rate of return.

We may acquire leveraged mortgage derivative securities that may expose us to a high level of interest rate risk. The characteristics of leveraged
mortgage derivative securities result in greater volatility in their market prices. Thus, acquisition of leveraged mortgage derivative securities
would expose us to the risk of greater price volatility in our portfolio and that could adversely affect our net income and overall profitability.

We depend on borrowings to purchase mortgage-related assets and reach our desired amount of leverage. If we fail to obtain or renew
sufficient funding on favorable terms, we will be limited in our ability to acquire mortgage-related assets and our earnings and
profitability would decline.

We depend on short-term borrowings to fund acquisitions of mortgage-related assets and reach our desired amount of leverage. Accordingly, our
ability to achieve our investment and leverage objectives depends on our ability to borrow money in sufficient amounts and on favorable terms.
In addition, we must be able to renew or replace our maturing short-term borrowings on a continuous basis. Moreover, we depend on a limited
number of lenders to provide the primary credit facilities for our purchases of mortgage-related assets.
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If we cannot renew or replace maturing borrowings, we may have to sell our mortgage-related assets under adverse market conditions and may
incur permanent capital losses as a result. Any number of these factors in combination may cause difficulties for us, including a possible
liquidation of a major portion of our portfolio at disadvantageous prices with consequent losses, which may render us insolvent.
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Possible market developments could cause our lenders to require us to pledge additional assets as collateral. If our assets are insufficient
to meet the collateral requirements, then we may be compelled to liquidate particular assets at an inopportune time.

Possible market developments, including a sharp rise in interest rates, a change in prepayment rates or increasing market concern about the value
or liquidity of one or more types of mortgage-related assets in which our portfolio is concentrated, may reduce the market value of our portfolio,
which may cause our lenders to require additional collateral. This requirement for additional collateral may compel us to liquidate our assets at a
disadvantageous time, thus adversely affecting our operating results and net profitability.

Our use of repurchase agreements to borrow funds may give our lenders greater rights in the event that either we or a lender files for
bankruptcy.

Our borrowings under repurchase agreements may qualify for special treatment under the bankruptcy code, giving our lenders the ability to
avoid the automatic stay provisions of the bankruptcy code and to take possession of and liquidate our collateral under the repurchase
agreements without delay in the event that we file for bankruptcy. Furthermore, the special treatment of repurchase agreements under the
bankruptcy code may make it difficult for us to recover our pledged assets in the event that a lender files for bankruptcy. Thus, the use of
repurchase agreements exposes our pledged assets to risk in the event of a bankruptcy filing by either a lender or us.

Because assets we acquire may experience periods of illiquidity, we may lose profits or be prevented from earning capital gains if we
cannot sell mortgage-related assets at an opportune time.

We bear the risk of being unable to dispose of our mortgage-related assets at advantageous times or in a timely manner because mortgage-related
assets generally experience periods of illiquidity. The lack of liquidity may result from the absence of a willing buyer or an established market
for these assets, as well as legal or contractual restrictions on resale. As a result, the illiquidity of mortgage-related assets may cause us to lose
profits and the ability to earn capital gains.

We depend on our key personnel and the loss of any of our key personnel could severely and detrimentally affect our operations.

We depend on the diligence, experience and skill of our officers and other employees for the selection, structuring and monitoring of our
mortgage-related assets and associated borrowings. Our key officers include Lloyd McAdams, President, Chairman and Chief Executive Officer,
Joseph E. McAdams, Chief Investment Officer, Executive Vice President and Director, Thad Brown, Chief Financial Officer, and Bistra
Pashamova, Vice President. Our dependence on our key personnel is heightened by the fact that we have a relatively small number of
employees, and the loss of any key person could harm our entire business, financial condition, cash flow and results of operations. In particular,
the loss of the services of Lloyd McAdams or Joseph E. McAdams would seriously harm our business.

Our board of directors may change our operating policies and strategies without prior notice or stockholder approval and such changes
could harm our business, results of operation and stock price.
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Our board of directors can modify or waive our current operating policies and our strategies without prior notice and without stockholder
approval. We cannot predict the effect any changes to our current operating policies and strategies may have on our business, operating results
and stock price, however, the effects may be adverse.

Our incentive compensation plan may create an incentive to increase the risk of our mortgage portfolio in an attempt to increase
compensation.

In addition to their base salaries, management and key employees are eligible to earn incentive compensation for each fiscal year pursuant to our
incentive compensation plan. Under the plan, the aggregate
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amount of compensation that may be earned by all employees equals a percentage of taxable net income, before incentive compensation, in
excess of the amount that would produce an annualized return on average net worth equal to the ten-year US Treasury Rate plus 1%. In any
fiscal quarter in which our taxable net income is an amount less than the amount necessary to earn this threshold return, we calculate negative
incentive compensation for that fiscal quarter which will be carried forward and will offset future incentive compensation earned under the plan,
but only with respect to those participants who were participants during the fiscal quarter(s) in which negative incentive compensation was
generated. Although negative incentive compensation is used to offset future incentive compensation, as our management evaluates different
mortgage-backed securities for our investment, there is a risk that management will cause us to assume more risk than is prudent, which could
result in losses.

Competition may prevent us from acquiring mortgage-related assets at favorable yields and that would negatively impact our
profitability.

Our net income largely depends on our ability to acquire mortgage-related assets at favorable spreads over our borrowing costs. In acquiring
mortgage-related assets, we compete intensely with other REITs, investment banking firms, savings and loan associations, banks, insurance
companies, mutual funds, other lenders and other entities that purchase mortgage-related assets, many of which have greater financial resources
than us. As a result, we may not in the future be able to acquire sufficient mortgage-related assets at favorable spreads over our borrowing costs.
If that occurs, our profitability will be harmed.

Our investment policy involves risks associated with the credit quality of our investments. If the credit quality of our investments
declines or if there are defaults on the investments we make, our profitability may decline and we may suffer losses.

Our mortgage-backed securities have primarily been agency certificates that, although not rated, carry an implied �AAA� rating. Agency
certificates are mortgage-backed securities where either Freddie Mac or Fannie Mae guarantees payments of principal or interest on the
certificates. Freddie Mac and Fannie Mae are government-sponsored enterprises and securities guaranteed by these entities are not guaranteed by
the United States government. Our capital investment policy, however, provides us with the ability to acquire a material amount of lower credit
quality mortgage-backed securities. If we acquire mortgage-backed securities of lower credit quality, our profitability may decline and we may
incur losses if there are defaults on the mortgages backing those securities or if the rating agencies downgrade the credit quality of those
securities or the securities of Fannie Mae and Freddie Mac.

We have not previously engaged in the business of acquiring and securitizing whole mortgage loans and we may not be successful.

We recently formed a new subsidiary called Belvedere Trust Mortgage Corporation, or Belvedere Trust, to engage in the business of acquiring
and securitizing whole mortgage loans. Although we hired a management team that we believe has appropriate experience managing the
acquisition and securitization of whole loans, we have never engaged in this particular business and we may not be successful. The acquisition of
whole loans and the securitization process are inherently complex and involve risks related to the types of mortgages we seek to acquire, interest
rate changes, funding sources, delinquency rates, borrower bankruptcies and other factors that we may not be able to manage. Our failure to
manage these and other risks could have a material adverse affect on our business and results of operations.

Belvedere Trust�s investment strategy of acquiring, accumulating and securitizing loans involves credit risk.
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access to financing, it bears the risk of loss on any loans that its

9

Edgar Filing: ANWORTH MORTGAGE ASSET CORP - Form S-3

Table of Contents 23



Table of Contents

acquires or originates and which it subsequently securitizes. Belvedere Trust acquires loans that are not credit enhanced and that do not have the
backing of Fannie Mae or Freddie Mac. Accordingly, it is subject to risks of borrower default, bankruptcy and special hazard losses (such as
those occurring from earthquakes) with respect to those loans to the extent that there is any deficiency between the value of the mortgage
collateral and insurance and the principal amount of the loan. In the event of a default on any such loans that it holds, Belvedere Trust would
bear the loss of principal between the value of the mortgaged property and the outstanding indebtedness, as well as the loss of interest. We have
not established any limits upon the geographic concentration or the credit quality of suppliers of the mortgage-related assets that we acquire.

Belvedere Trust requires a significant amount of cash, and if it is not available, the business and financial performance of Belvedere
Trust will be significantly harmed.

Belvedere Trust requires substantial cash to fund its loan acquisitions, to pay its loan acquisition expenses and to hold its loans pending sale or
securitization. Belvedere Trust also needs cash to meet its working capital and other needs. Pending sale or securitization of a pool of mortgage
loans, Belvedere Trust acquires mortgage loans that it expects to finance through borrowings from warehouse lines of credit and repurchase
facilities. It is possible that Belvedere Trust�s future warehouse lenders could experience changes in their ability to advance funds to Belvedere
Trust, independent of the performance of Belvedere Trust or its loans.

We anticipate that Belvedere Trust�s repurchase facilities will be dependent on the ability of counter-parties to re-sell Belvedere Trust�s
obligations to third parties. If there is a disruption of the repurchase market generally, or if one of Belvedere Trust�s counter-parties is itself
unable to access the repurchase market, Belvedere Trust�s access to this source of liquidity could be adversely affected. Cash could also be
required to meet margin calls under the terms of Belvedere Trust�s borrowings in the event that there is a decline in the market value of the loans
that collateralize its debt, the terms of short-term debt become less attractive, or for other reasons. Any of these events would have a material
adverse affect on Belvedere Trust.

For some period of time, Belvedere Trust will use the proceeds of our investment in it to meet its operating expenses as it acquires new loans for
its portfolio. As of March 31, 2004, we had invested $33 million in Belvedere Trust to capitalize its mortgage operations. If Belvedere Trust has
fully invested all of the proceeds of our investment in it prior to the point at which Belvedere Trust generates sufficient cash for it to fund its
operations, if it ever does, then Belvedere Trust will need to either restructure the securities supporting its portfolio, require additional capital
from us or third parties or, if it is unable to sell additional securities on reasonable terms or at all, it will need to either reduce its acquisition
business or sell a higher portion of its loans. In the event that Belvedere Trust�s liquidity needs exceed its access to liquidity, it may need to sell
assets at an inopportune time, thus reducing its earnings. Adverse cash flow could also threaten Belvedere Trust�s ability to maintain its solvency
or to satisfy the income and asset tests necessary to elect and maintain its REIT status.

The use of securitizations with over-collateralization requirements may have a negative impact on Belvedere Trust�s cash flow.

Belvedere Trust expects that its securitizations will restrict its cash flow if the loan delinquencies exceed certain levels. The terms of the
securitization will generally provide that, if certain delinquencies and/or losses exceed the specified levels based on rating agencies� (or the
financial guaranty insurer�s, if applicable) analysis of the characteristics of the loans pledged to collateralize the securities, the required level of
over-collateralization may be increased or may be prevented from decreasing as would otherwise be permitted if losses and/or delinquencies did
not exceed those levels. Other tests (based on delinquency levels or other criteria) may restrict Belvedere Trust�s ability to receive net interest
income from a securitization transaction. We cannot assure you that the performance tests will be satisfied. Nor can we assure you, in advance of
completing negotiations with the rating agencies or other key transaction parties on our future securitizations, the actual terms of the delinquency
tests, over-collateralization terms, cash flow release mechanisms or other significant factors regarding the calculation of net excess income to
Belvedere Trust. Failure to obtain the terms on a favorable basis may materially and adversely affect the availability of net excess income to
Belvedere Trust.
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The success of Belvedere Trust�s loan business will depend upon its ability to ensure that loans to be held in its securitizations are
serviced effectively.

The success of Belvedere Trust�s mortgage loan business will depend to a great degree upon its ability to ensure that its loans held for
securitization are serviced effectively. In general, it is the intention of Belvedere Trust to acquire loans �servicing retained�, where the loans will
be serviced by the originating or selling institution. Belvedere Trust has no experience servicing a portfolio of loans. If Belvedere Trust is
required to purchase the servicing rights and obligations of a loan portfolio in order to acquire a portfolio with desirable attributes, Belvedere
Trust will be required to implement a servicing function or contract with a third party to service the loans in order for Belvedere Trust to
implement its strategy. We cannot assure you that Belvedere Trust will be able to service the loans or effectively supervise a sub-servicing
relationship according to industry standards. Failure to service the loans properly will harm Belvedere Trust�s business and operating results.
Prior to either building the servicing capabilities that Belvedere Trust may require or acquiring an existing servicing operation that has such
capabilities, if ever, Belvedere Trust anticipates contracting with an experienced servicer of non-conforming loans to �sub-service� its loans. The
fees paid to a subservicer will reduce to a certain extent the revenue Belvedere Trust is able to retain from its loans, and its net interest income
will be reduced by and at risk, depending on the effectiveness of the servicing company.

Belvedere Trust is externally managed and this may diminish or eliminate our return on our investment in this line of business.

Belvedere Trust is externally managed pursuant to a management agreement between Belvedere Trust and BT Management Company, L.L.C.,
or BT Management. Although we own 50% of BT Management, it is also owned 27.5% by Claus Lund, the Chief Executive Officer of
Belvedere Trust, 17.5% by Russell J. Thompson, the Chief Financial Officer of Belvedere Trust and 5% by Lloyd McAdams, our Chairman and
Chief Executive Officer. Our ability to generate profits from our ownership of Belvedere Trust, if any, could be greatly diminished due to the
fact that Belvedere Trust is required to pay a base management fee to BT Management and Belvedere Trust may also be required to pay an
incentive fee. An externally managed structure may not optimize our interest in Belvedere Trust and, if we are unable to properly manage fixed
costs at Belvedere Trust could, when combined with the base management fee, result in losses at Belvedere Trust.

Our Chairman has an ownership interest in BT Management that creates potential conflicts of interest.

Mr. McAdams, our Chairman and Chief Executive Officer, has a direct ownership interest in BT Management that creates potential conflicts of
interest. Mr. McAdams is Chairman of the Board and Chief Executive Officer and a member of the Board of Managers of BT Management and
owns an equity interest in BT Management. Under the management agreement between Belvedere Trust and BT Management, BT Management
is entitled to earn certain incentive compensation based on the level of Belvedere Trust�s annualized net income. In evaluating mortgage assets
for investment and with respect to other management strategies, an undue emphasis on the maximization of income at the expense of other
criteria could result in increased risk to the value of our portfolio.
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Risks Related to REIT Compliance and Other Matters

If we are disqualified as a REIT, we will be subject to tax as a regular corporation and face substantial tax liability.

We believe that since our initial public offering in 1998 we have operated so as to qualify as a REIT under the Internal Revenue Code of 1986,
as amended (the tax code), and we intend to continue to meet the requirements for taxation as a REIT. Nevertheless, we may not remain
qualified as a REIT in the future. Qualification as a REIT involves the application of highly technical and complex tax code provisions for which
only a limited number of judicial or administrative interpretations exist. Even a technical or inadvertent mistake could jeopardize our REIT
status. Furthermore, Congress or the IRS might change tax laws or regulations and the courts might issue new rulings, in each case potentially
having retroactive effect that could make it more difficult or impossible for us to qualify as a REIT. If we fail to qualify as a REIT in any tax
year, then:

� we would be taxed as a regular domestic corporation, which, among other things, means being unable to deduct distributions to
stockholders in computing taxable income and being subject to federal income tax on our taxable income at regular corporate rates;

� any resulting tax liability could be substantial and would reduce the amount of cash available for distribution to stockholders; and

� unless we were entitled to relief under applicable statutory provisions, we would be disqualified from treatment as a REIT for the
subsequent four taxable years following the year during which we lost our qualification, and thus, our cash available for distribution to
stockholders would be reduced for each of the years during which we do not qualify as a REIT.

Complying with REIT requirements may cause us to forego otherwise attractive opportunities.

In order to qualify as a REIT for federal income tax purposes, we must continually satisfy tests concerning, among other things, our sources of
income, the nature and diversification of our mortgage-backed securities and other assets, including our stock in Belvedere Trust, the amounts
we distribute to our stockholders and the ownership of our stock. We may also be required to make distributions to stockholders at
disadvantageous times or when we do not have funds readily available for distribution. Thus, compliance with REIT requirements may hinder
our ability to operate solely on the basis of maximizing profits.

Complying with REIT requirements may limit our ability to hedge effectively.

The REIT provisions of the tax code may substantially limit our ability to hedge mortgage-backed securities and related borrowings by requiring
us to limit our income in each year from qualified hedges, together with any other income not generated from qualified REIT real estate assets,
to less than 25% of our gross income. In addition, we must limit our aggregate income from hedging and services from all sources, other than
from qualified REIT real estate assets or qualified hedges, to less than 5% of our annual gross income. As a result, although we do not currently
engage in hedging transactions, we may in the future have to limit our use of advantageous hedging techniques. This could result in greater risks
associated with changes in interest rates than we would otherwise want to incur. If we were to violate the 25% or 5% limitations, we may have to
pay a penalty tax equal to the amount of income in excess of those limitations, multiplied by a fraction intended to reflect our profitability. If we
fail to satisfy the 25% and 5% limitations, unless our failure was due to reasonable cause and not due to willful neglect, we could lose our REIT
status for federal income tax purposes.
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Complying with REIT requirements may force us to liquidate otherwise attractive investments.

In order to qualify as a REIT, we must also ensure that at the end of each calendar quarter at least 75% of the value of our assets consists of cash,
cash items, government securities and qualified REIT real estate assets. The remainder of our investment in securities generally cannot include
more than 10% of the outstanding voting securities of any one issuer or more than 10% of the total value of the outstanding securities of any one
issuer. In addition, in general, no more than 5% of the value of our assets can consist of the securities of any one issuer.
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The 5% and 10% limitations described above will apply to our investment in Belvedere Trust unless Belvedere Trust is a qualified REIT
subsidiary of ours (i.e., we own 100% of Belvedere Trust�s outstanding stock), Belvedere Trust is a qualified REIT, or Belvedere Trust is a
taxable REIT subsidiary of ours. If we fail to comply with these requirements, we must dispose of a portion of our assets within 30 days after the
end of the calendar quarter in order to avoid losing our REIT status and suffering adverse tax consequences.

Complying with REIT requirements may force us to borrow to make distributions to stockholders.

As a REIT, we must distribute 90% of our annual taxable income (subject to certain adjustments) to our stockholders. From time to time, we
may generate taxable income greater than our net income for financial reporting purposes from, among other things, amortization of capitalized
purchase premiums, or our taxable income may be greater than our cash flow available for distribution to stockholders. For example, our taxable
income would exceed our net income for financial reporting purposes to the extent that compensation paid to our chief executive officer and our
other four highest paid officers exceeds $1,000,000 for any such officer for any calendar year under Section 162(m) of the tax code. Since
payments under our 2002 Incentive Compensation Plan do not qualify as performance-based compensation under Section 162(m), a portion of
the payments made under such plan to certain of such officers would not be deductible for federal income tax purposes under such
circumstances. If we do not have other funds available in these situations, we may be unable to distribute substantially all of our taxable income
as required by the REIT provisions of the tax code. Thus, we could be required to borrow funds, sell a portion of our mortgage-backed securities
at disadvantageous prices or find another alternative source of funds. These alternatives could increase our costs or reduce our equity.

If Belvedere Trust fails to qualify as a REIT, a qualified REIT subsidiary or a taxable REIT subsidiary, we may lose our REIT status.

As long as we own 100% of Belvedere Trust�s outstanding stock, Belvedere Trust will be treated as a qualified REIT subsidiary for federal
income tax purposes. As such, for federal income tax purposes, we will not be treated as owning stock in Belvedere Trust and Belvedere Trust�s
assets, liabilities and income will generally be treated as our assets, liabilities and income for purposes of the REIT qualification tests described
below under �Certain Federal Income Tax Considerations.� If, however, we do not own 100% of Belvedere Trust�s outstanding stock, and
Belvedere Trust does not qualify as a REIT or a taxable REIT subsidiary, we will lose our REIT status if, at the end of any calendar quarter, the
value of our Belvedere Trust securities exceeds 5% of the value of our total assets or we own more than 10% of the value or voting power of
Belvedere Trust�s outstanding securities. If we fail to satisfy the 5% test or the 10% test at the end of any calendar quarter, a 30-day �cure� period
may apply following the close of the quarter. If we make an election to treat Belvedere Trust as a taxable REIT subsidiary, the total value of any
securities we own in Belvedere Trust and all of our other taxable REIT subsidiaries, if any, may not exceed 20% of the value of our total assets
at the end of any calendar quarter. Since Belvedere Trust may elect to be taxed as a REIT in the future, however, we do not intend to make a
taxable REIT subsidiary election for Belvedere Trust.

If Belvedere Trust fails to qualify as a REIT, Belvedere Trust will be subject to corporate income taxes on its taxable income, which will
reduce the amount available for distribution to us.

Belvedere Trust was formed as a qualified REIT subsidiary, but may elect to be taxed to be as a REIT in the future, possibly as early as its
taxable year ending December 31, 2004. Although Belvedere Trust expects to operate in a manner to permit it to qualify as a REIT if and when
it makes a REIT election and to continue to maintain such qualification, the actual results of Belvedere Trust�s operations for any particular
taxable year may not satisfy these requirements. If Belvedere Trust fails to qualify for taxation as a REIT in any taxable year after it makes a
REIT election, and the relief provisions of the tax code do not apply, Belvedere Trust will be required to pay tax on Belvedere Trust�s taxable
income in that taxable year and all subsequent taxable years at regular corporate rates. Distributions to us in any year in which Belvedere Trust
fails to qualify as a REIT will not be deductible by Belvedere Trust. As a result, we anticipate that Belvedere Trust�s failure to qualify as a REIT
after it makes a REIT election would reduce the cash available for distribution to us. Unless entitled to relief under
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specific statutory provisions, if Belvedere Trust fails to maintain its REIT status after it makes a REIT election, Belvedere Trust will also be
disqualified from taxation as a REIT for the four taxable years following the year in which it loses its qualification.

Failure to maintain an exemption from the Investment Company Act would adversely affect our results of operations.

We believe that we conduct our business in a manner that allows us to avoid being regulated as an investment company under the Investment
Company Act of 1940, as amended. If we fail to continue to qualify for an exemption from registration as an investment company, our ability to
use leverage would be substantially reduced and we would be unable to conduct our business as planned. The Investment Company Act exempts
entities that are primarily engaged in the business of purchasing or otherwise acquiring �mortgages and other liens on and interests in real estate.�
Under the SEC�s current interpretation, qualification for this exemption generally requires us to maintain at least 55% of our assets directly in
qualifying real estate interests. Mortgage-backed securities that do not represent all the certificates issued with respect to an underlying pool of
mortgages may be treated as securities separate from the underlying mortgage loans and thus may not qualify for purposes of the 55%
requirement. Therefore, our ownership of these mortgage-backed securities is limited by the Investment Company Act. In meeting the 55%
requirement under the Investment Company Act, we treat as qualifying interests mortgage-backed securities issued with respect to an underlying
pool for which we hold all issued certificates. If the SEC or its staff adopts a contrary interpretation, we could be required to sell a substantial
amount of our mortgage-backed securities under potentially adverse market conditions. Further, in order to maintain our exemption from
registration as an investment company, we may be precluded from acquiring mortgage-backed securities whose yield is somewhat higher than
the yield on mortgage-backed securities that could be purchased in a manner consistent with the exemption.

Additional Risk Factors

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

We intend to seek to raise additional capital from time to time if we determine that it is in our best interests and the best interests of our
stockholders, including through public offerings of our stock. The net proceeds of any offering could represent a significant increase in our
equity. Depending on the amount of leverage that we use, the full investment of the net proceeds of any offering might result in a substantial
increase in our total assets. Competition for mortgage assets is intense and we may not be able to invest all of such additional funds in
mortgage-backed securities at favorable prices. We may not be able to acquire enough mortgage-backed securities to become fully invested after
an offering, or we may have to pay more for mortgage-backed securities that we have historically. In either case, the return that we earn on our
stockholders� equity may be reduced.

We have not established a minimum dividend payment level and there are no assurances of our ability to pay dividends in the future.

We intend to pay quarterly dividends and to make distributions to our stockholders in amounts such that all or substantially all of our taxable
income in each year, subject to certain adjustments, is distributed. This, along with other factors, should enable us to qualify for the tax benefits
accorded to a REIT under the tax code. We have not established a minimum dividend payment level and our ability to pay dividends may be
adversely affected by the risk factors described in this prospectus and our prospectus supplement accompanying this prospectus. All distributions
will be made 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. There are no assurances of our ability to pay dividends in
the future.
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We may incur excess inclusion income that would increase the tax liability of our stockholders.

In general, dividend income that a tax-exempt entity receives from us should not constitute unrelated business taxable income as defined in
Section 512 of the tax code. If we realize excess inclusion income and allocate it to stockholders, this income cannot be offset by a stockholder�s
net operating losses. If the stockholder was a tax-exempt entity, then this income would be fully taxable as unrelated business taxable income
under Section 512 of the tax code. If the stockholder was foreign, then it would be subject to federal income tax withholding on this income
without reduction pursuant to any otherwise applicable income-tax treaty.

Excess inclusion income could result if we or Belvedere Trust held a residual interest in a REMIC. Excess inclusion income also would be
generated if we or Belvedere Trust were to issue debt obligations with two or more maturities and the terms of the payments on these obligations
bore a relationship to the payments that we received on our mortgage-backed securities securing those debt obligations. We generally structure
our borrowing arrangements in a manner designed to avoid generating significant amounts of excess inclusion income. We do, however, enter
into various repurchase agreements that have differing maturity dates and afford the lender the right to sell any pledged mortgage securities if we
default on our obligations. The IRS may determine that these borrowings give rise to excess inclusion income that should be allocated among
stockholders. Furthermore, some types of tax-exempt entities, including, without limitation, voluntary employee benefit associations and entities
that have borrowed funds to acquire their shares of our common stock, may be required to treat a portion of or all of the dividends they may
receive from us as unrelated business taxable income. We also invest in equity securities of other REITs. If we were to receive excess inclusion
income from another REIT, we may be required to distribute the excess inclusion income to our stockholders, which may result in the
recognition of unrelated business taxable income.

Our charter does not permit ownership of over 9.8% of our common or preferred stock and attempts to acquire our common or
preferred stock in excess of the 9.8% limit are void without prior approval from our board of directors.

For the purpose of preserving our REIT qualification and for other reasons, our charter prohibits direct or constructive ownership by any person
of more than 9.8% of the lesser of the total number or value of the outstanding shares of our common stock or more than 9.8% of the outstanding
shares of our preferred stock. Our charter�s constructive ownership rules are complex and may cause the outstanding stock owned by a group of
related individuals or entities to be deemed to be constructively owned by one individual or entity. As a result, the acquisition of less than 9.8%
of the outstanding stock by an individual or entity could cause that individual or entity to own constructively in excess of 9.8% of the
outstanding stock, and thus be subject to our charter�s ownership limit. Any attempt to own or transfer shares of our common or preferred stock
in excess of the ownership limit without the consent of the board of directors shall be void, and will result in the shares being transferred by
operation of law to a charitable trust.

Because provisions contained in Maryland law, our charter and our bylaws may have an anti-takeover effect, investors may be
prevented from receiving a �control premium� for their shares.

Provisions contained in our charter and bylaws, as well as Maryland corporate law, may have anti-takeover effects that delay, defer or prevent a
takeover attempt, which may prevent stockholders from receiving a �control premium� for their shares. For example, these provisions may defer or
prevent tender offers for our common stock or purchases of large blocks of our common stock, thereby limiting the opportunities for our
stockholders to receive a premium for their common stock over then-prevailing market prices. These provisions include the following:

� Ownership limit.    The ownership limit in our charter limits related investors, including, among other things, any voting group, from
acquiring over 9.8% of our common stock without our permission.
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� Maryland business combination statute.    Maryland law restricts the ability of holders of more than 10% of the voting power of a
corporation�s shares to engage in a business combination with the corporation.

� Maryland control share acquisition statute.    Maryland law limits the voting rights of �control shares� of a corporation in the event of a
�control share acquisition.�

Issuances of large amounts of our stock could cause our stock price to decline.

We may issue additional shares of common stock or shares of preferred stock that are convertible into common stock. If we issue a significant
number of shares of common stock or convertible preferred stock in a short period of time, there could be a dilution of the existing common
stock and a decrease in the market price of the common stock.

Future offerings of debt securities, which would be senior to our common stock upon liquidation, or equity securities, which would
dilute our existing stockholders and may be senior to our common stock for the purposes of dividend distributions, may adversely affect
the market price of our common stock.

In the future, we may attempt to increase our capital resources by making additional offerings of debt or equity securities, including commercial
paper, medium-term notes, senior or subordinated notes and classes of preferred stock or common stock. Upon liquidation, holders of our debt
securities and shares of preferred stock and lenders with respect to othemes New Roman" style="font-size:10.0pt;"> 

Fair value represents the net asset value (NAV) of the fund shares, which is calculated based on the valuation of the funds� underlying
investments at fair value at the end of the year. The investments are public investment vehicles, which are valued using the NAV provided by the
administrator of the fund. The NAV is based on the value of the underlying assets owned by the fund, excluding transaction costs, minus its
liabilities, and then divided by the number of shares outstanding.

The lifecycle funds include investments in highly diversified funds designed to remain appropriate for investors in terms of risk through a
variety of life circumstances. These funds contain a mix of domestic and foreign equities, fixed income investments, and cash.

The U.S. equities investments include a mix of predominately U.S. common stocks, bonds, and cash.

The fixed income investments include a mix of domestic and foreign securities, including corporate obligations, government securities, and
mortgage-backed and other asset-backed securities, common stocks, and cash.

The pooled separate accounts are deemed to be Level 2 investments unless the separate account includes a general investment account. A
general investment account is adjusted for contract value and therefore deemed to be a Level 3 investment. See below for a description of the
general investment account.
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The separate trust accounts consist primarily of marketable securities valued at the last reported sales price on the last business day of the year
and therefore deemed to be a Level 1 investment.

The U.S. equities investments include a mix of predominately U.S. common stocks and cash.

The international equities investments include a mix of predominately foreign common stocks and cash.
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Capital Accumulation Plan

Notes to Financial Statements (continued)

3. Investments and Fair Value Measurements (continued)

The fixed income investments include a mix of U.S. and foreign-issued corporate bonds, common stocks, and cash.

Nonpooled Separate Account

The nonpooled separate account consists of common stock of Hormel Foods Corporation, which is valued at the last reported sales price on the
last business day of the year, and a portion of uninvested cash, which is recorded at carrying value as maturities are less than three months.  This
nonpooled separate account is deemed to be a Level 1 investment.

Stable Value Fund

The investment in the stable value fund (general investment account) is reported at fair value with a reported adjustment to contract value shown
in the statements of net assets available for benefits. Therefore the general investment account is deemed to be a Level 3 investment.  The
statements of changes in net assets available for benefits are prepared on a contract value basis. The Plan�s insurance company general account
contract is fully benefit-responsive. Benefit responsiveness is defined as the extent to which a contract�s terms and the Plan permit or require
participant-initiated withdrawals at contract value.

The Plan has entered into a benefit-responsive investment contract with Massachusetts Mutual Life Insurance Company (MassMutual), which is
a general account evergreen group annuity contract. MassMutual maintains the contributions in a general account. Specific securities within the
general account are not attributed to the investment contract with the Plan. The Plan owns a series of guarantees that are embedded in the
insurance contract. The contractual guarantees are backed up by the full faith and credit of MassMutual, the contract issuer. The account is
credited with earnings on the underlying investments and charged for participant withdrawals and administrative expenses. MassMutual is
contractually obligated to repay the principal and a specified interest rate that is guaranteed to the Plan. There are no reserves against contract
value for credit risk of the contract issuer or otherwise. The crediting interest rate is based on a formula agreed upon with the issuer. Such
interest rates are reviewed on a semiannual basis for resetting.

12
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Capital Accumulation Plan

Notes to Financial Statements (continued)

3. Investments and Fair Value Measurements (continued)

Certain events limit the ability of the Plan to transact at contract value with the issuer. Such events include the following: (i) amendments to the
plan documents (including complete or partial plan termination or merger with another plan); (ii) changes to the Plan�s prohibition on competing
investment options or deletion of equity wash provisions; (iii) bankruptcy of the Sponsor or other Sponsor event (e.g., divestures or spin-offs of
a subsidiary) that causes a significant withdrawal from the Plan; or (iv) the failure of the trust to qualify for exemption from federal income taxes
or any required prohibited transaction exemption under ERISA. The plan administrator does not believe that the occurrence of any such event,
which would limit the Plan�s ability to transact at contract value with participants, is probable.

The General Investment Account contract does not allow the insurance company to terminate the agreement prior to a breach of the contract
terms by the investor or on the contract anniversary date with 90 days prior notice.

The crediting interest rate on the General Investment Account was 3.80% and 4.00% as of October 31, 2010 and October 25, 2009, respectively.
The average yield was 3.68% during plan year 2010, which approximates the actual interest rate credited to the plan participants.
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Capital Accumulation Plan

Notes to Financial Statements (continued)

3. Investments and Fair Value Measurements (continued)

The investments of the Plan that are measured at fair value on a recurring basis as of October 31, 2010 and October 25, 2009, and their level
within the fair value hierarchy, are as follows:

Fair Value Measurements at October 31, 2011

Fair Value at
October 31,

2010

Quoted Prices
in Active

Markets for
Identical Assets

(Level 1)

Significant
Other

Observable
Inputs
(Level 2)

Significant
Unobservable

Inputs
(Level 3)

Investments at fair value:
Pooled separate accounts:
Lifecycle funds $ 14,579,301 $ � $ 13,980,296 $ 599,005
U.S. equities 2,468,892 � 2,468,892 �
Fixed income 652,969 � 652,969 �
Total pooled separate accounts 17,701,162 � 17,102,157 599,005

Separate trust accounts:
U.S. equities 1,615,468 1,615,468 � �
International equities 1,372,325 1,372,325 � �
Fixed income 743,014 743,014 � �
Total separate trust accounts 3,730,807 3,730,807 � �

Nonpooled separate account:
Hormel Foods Corporation stock
fund 1,000,243 1,000,243 � �
Total nonpooled separate account 1,000,243 1,000,243 � �
General Investment Account 14,237,699 � � 14,237,699

$ 36,669,911 $ 4,731,050 $ 17,102,157 $ 14,836,704
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Capital Accumulation Plan

Notes to Financial Statements (continued)

3. Investments and Fair Value Measurements (continued)

Fair Value Measurements at October 25, 2009

Fair Value at
October 25,

2009

Quoted Prices
in Active

Markets for
Identical Assets

(Level 1)

Significant
Other

Observable
Inputs
(Level 2)

Significant
Unobservable

Inputs
(Level 3)

Investments at fair value:
Pooled separate accounts:
Lifecycle funds $ 11,401,317 $ � $ � $ 11,401,317
U.S. equities 2,990,895 � 2,990,895 �
International equities 1,370,386 � 1,370,386 �
Fixed income 769,812 � 769,812 �
Total pooled separate accounts 16,532,410 � 5,131,093 11,401,317

Separate trust accounts:
U.S. equities 850,849 850,849 � �
International equities 84,676 84,676 � �
Fixed income 514,025 514,025 � �
Total separate trust accounts 1,449,550 1,449,550 � �

Nonpooled separate account:
Hormel Foods Corporation stock
fund 538,115 538,115 � �
Total nonpooled separate account 538,115 538,115 � �
General Investment Account 12,964,470 � � 12,964,470

$ 31,484,545 $ 1,987,665 $ 5,131,093 $ 24,365,787
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Capital Accumulation Plan

Notes to Financial Statements (continued)

3. Investments and Fair Value Measurements (continued)

A reconciliation of the beginning and ending balance of the investments measured at fair value using significant unobservable inputs (Level 3) is
as follows:

Beginning balance, October 25, 2008 $ 19,626,561
Purchases, issuances, and settlements (net) 1,673,974
Interest and dividend income 510,817
Realized (losses) gains (478,377)
Unrealized gains (losses) 3,032,812
Ending balance, October 25, 2009 24,365,787
Purchases, issuances, and settlements (net) (11,804,457)
Interest and dividend income 500,333
Realized (losses) gains 1,047,208
Unrealized gains (losses) 727,833
Ending balance October 31, 2010 $ 14,836,704

4. Income Tax Status

The Plan has received a determination letter from the Internal Revenue Service (IRS) dated March 13, 2003, stating that the Plan is qualified
under Section 401(a) of the Internal Revenue Code (the Code), and therefore, the related trust is exempt from taxation. The Plan was amended
subsequent to the IRS determination letter. Once qualified, the Plan is required to operate in conformity with the Code to maintain its
qualification. The Sponsor has indicated that it will take the necessary steps, if any, to bring the Plan�s operations into compliance with the Code.

U.S. generally accepted accounting principles require plan management to evaluate uncertain tax positions taken by the Plan. The financial
statement effects of a tax position are recognized when the position is more likely than not, based on the technical merits, to be sustained upon
examination by the IRS. The plan administrator has analyzed the tax positions taken by the Plan and has concluded that as of October 31, 2010,
there are no uncertain positions taken or expected to be taken. The Plan has recognized no interest or penalties related to uncertain tax positions.
The Plan is subject to routine audits by taxing jurisdictions; however, there are currently no audits for any tax periods in progress.
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Capital Accumulation Plan

Notes to Financial Statements (continued)

5. Risks and Uncertainties

The Plan invests in various investment securities. Investment securities are exposed to various risks, such as interest rate, market, and credit
risks. Due to the level of risk associated with certain investment securities, it is at least reasonably possible that changes in the values of
investment securities could occur in the near term and that such changes could materially affect participants� account balances and the amounts
reported in the statements of net assets available for benefits.
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Capital Accumulation Plan

Schedule H, Line 4i � Schedule of Assets
(Held at End of Year)

EIN: 36-3889635 Plan Number: 001

October 31, 2010

Identity of Issuer, Borrower,
Lessor, or Similar Party

Number of
Shares/Units Held

Current
Value

Nonpooled separate account:
State Street Corporation:*
Hormel Company Stock Account 30,782 units $ 1,000,243

Insurance company general account:
Massachusetts Mutual Life Insurance Company:*
General Investment Account, contract value 721,704 units 13,051,692

Pooled separate accounts:
Massachusetts Mutual Life Insurance Company:*
Moderate Option 576,104 units 6,125,457
Conservative Option 57,366 units 599,005
Aggressive Option 224,445 units 2,376,269
Growth Option 521,189 units 5,478,570
Large Cap Growth (Mainstay) 8,911 units 863,719
Select Fundamental Value Fund (Wellington) 5,800 units 792,443
Select Large Cap Value (Davis) 2,668 units 460,163
Select Indexed Equity Fund (Northern Trust) 3,160 units 352,567
Premier Core Bond Fund (Babson Capital) 345 units 652,969
Total pooled separate accounts 17,701,162

Separate trust accounts:
State Street Corporation:*
Small Cap Value (CRM) 48,774 units 529,000
Dodge & Cox International 126,239 units 1,372,325
Black Rock High Yield Bond Fund 48,719 units 743,014
Rainier Large Cap Growth Equity Portfolio 48,121 units 442,457
Van Kampen Small Cap Growth 66,996 units 644,011
Total separate trust accounts 3,730,807

Promissory notes* Various notes from participants,
bearing interest at 4.25% to
9.50%, due in various
installments through
January 2024 3,354,225
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Total assets (Held at End of Year) $ 38,838,129

*Indicates a party in interest to the Plan.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the trustees (or other persons who administer the employee benefit plan)
have duly caused this annual report to be signed on their behalf by the undersigned hereunto duly authorized.

CAPITAL ACCUMULATION PLAN

Date: April 22, 2011 By: /s/ JODY H. FERAGEN
JODY H. FERAGEN
Executive Vice President
and Chief Financial Officer
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EXHIBIT INDEX

Exhibit
Number Description

23 Consent of Independent Registered Public Accounting Firm
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