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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

We make forward-looking statements in this annapbrt that are subject to risks and uncertainfibese forward-looking

statements include information about possible surred future results of our business, financiabdam, liquidity, results of operations,

plans and objectives. When we use the words “lselie"expect,
“may,

LI} [T} LLT} [ET} IENTH

anticipate,” “estimate,” “p lan,” “continue,” “intend,” “should,”
would,” “will” or similar expressions, we intend to identify forward-looking statemen&tatements regarding the following

subjects, among others, are forward-looking byrthaiure:

our business and investment strate

our projected financial and operating rest

our ability to maintain existing financing arrangemts, obtain future financing arrangements andettvas of such arrangemen
general volatility of the securities markets in afhive invest

the impact of and changes to various governmemgraros, including the US Department of the Treasupyirchase of Agency
residential mortgac-backed securities, the Term As-Backed Securities Loan Facility and the Pi-Private Investment prograr

our expected investmen

changes in the value of our investme

interest rate mismatches between our investmet®anborrowings used to fund such purcha

changes in interest rates and mortgage prepaymas;

effects of interest rate caps on our adjus-rate investments

rates of default or decreased recovery rates omgastments

prepayments of the mortgage and other loans uridgrbur mortgag-backed or other as-backed securitie:
the degree to which our hedging strategies mayayr mot protect us from interest rate volatili

impact of and changes in governmental regulatitanslaw and rates, accounting guidance, and simiktters;
availability of investment opportunities in reatas-related and other securitie

availability of qualified personne

estimates relating to our ability to make distribns to our stockholders in the futu

our understanding of our competition; ¢

market trends in our industry, interest rates,diblet securities markets or the general econt




The forward-looking statements are based on ouefsehssumptions and expectations of our futureopmance, taking into account
all information currently available to us. You skunot place undue reliance on these forward-loglsitatements. These beliefs, assumptions
and expectations can change as a result of mamsjbmevents or factors, not all of which are knawmis. Some of these factors are
described under the caption “Risk Factors” instlinnual Report on Form 10-K and any subsequentt@iyaReports on Form 10-Q. If a
change occurs, our business, financial conditigajdity and results of operations may vary matgrifiom those expressed in our forward-
looking statements. Any forward-looking statemereaks only as of the date on which it is made. Nsks and uncertainties arise from time
to time, and it is impossible for us to predictsb@vents or how they may affect us. Except adnegtjby law, we are not obligated to, and do
not intend to, update or revise any forward-lookstatements, whether as a result of new informafigare events or otherwise.




PART |
Iltem 1. Business
The Company

We are a specialty finance company that invedtiseedirectly or indirectly through our subsidiarjién residential mortgage-backed
securities, or RMBS, residential mortgage loansmmoercial mortgage loans, real estate-related dexsieind various other asset classes. We
elected to be taxed as a real estate investmestt muREIT, for federal income tax purposes comeimenwith our taxable year ended
December 31, 2007. Therefore, we generally witlb®subject to federal income tax on our taxafteine that is distributed to our
stockholders. We were incorporated in Marylandune 2007 and commenced operations in November. 28@7listed our common stock
on the New York Stock Exchange, or NYSE, in Noven#7 and trade under the symbol “CIM”.

We are externally managed by Fixed Income Discduivisory Company, which we refer to as our ManagefIDAC. Our
Manager is an investment advisor registered wighSfcurities and Exchange Commission, or SEC. tiddily, our Manager is a wholly-
owned subsidiary of Annaly Capital Management,,loc Annaly, a New York Stock Exchange-listed RENhjich has a long track record of
managing investments in U.S. government agencygaget-backed securities.

Our objective is to provide attractive risk-adjubteturns to our investors over the long-term, jrifg through dividends and
secondarily through capital appreciation. We intemdchieve this objective by investing in a bretass of financial assets to construct an
investment portfolio that is designed to achietmative risk-adjusted returns and that is strieriuto comply with the various federal income
tax requirements for REIT status and to maintainexelusion from regulation under the Investmenin@any Act of 1940, or 1940 Act.

Our Manager

We are externally managed and advised by FIDA®ealfincome management company, pursuant to a neamagt agreement. All
of our officers are employees of our Manager or oini¢s affiliates. We believe our relationshiptivour Manager enables us to leverage our
Manager’s well-respected and established portfolimagement resources for each of our targeted@asses and its sophisticated
infrastructure supporting those resources, inclgidiwestment professionals focusing on residentiaitgage loans, U.S. government agency
residential mortgage-backed securities, or Agené\BR, which are mortgage pa#iz-ough certificates, collateralized mortgage dddiions, o
CMOs, and other mortgage-backed securities reptiageinterests in or obligations backed by poolsnairtgage loans issued or guaranteed
by the Federal National Mortgage Association, arri@a Mae, the Federal Home Loan Mortgage Corparatio Freddie Mac, and the
Government National Mortgage Association, or Ginviee, non-Agency RMBS, commercial mortgage loansymoercial mortgage-backed
securities, or CMBS, and other asset-backed sessjridr ABS. Additionally, we have benefitted angect to continue to benefit from our
Manager’s finance and administration functions,alitdddress legal, compliance, investor relatiomsagerational matters, including
portfolio management, trade allocation and exeaysecurities valuation, risk management and in&tiom technologies in connection with
the performance of its duties. Our Manager commeérctive investment management operations in 1994.

Our Manager is responsible for administering owitess activities and day-to-day operations. Runtsto the terms of the
management agreement, our Manager provides uwitimanagement team, including our officers, alaity appropriate support
personnel. Our Manager is at all times subjeth¢osupervision and oversight of our board of doecand has only such functions and
authority as we delegate to it.

Our Investment Strategy

Our objective is to provide attractive risk-adjubsteturns to our investors over the long-term, prily through dividends and
secondarily through capital appreciation. We idtemachieve this objective by investing in a déied investment portfolio of RMBS,
residential mortgage loans, real estate-relategrities and various other asset classes, subjenaiotaining our REIT status and exemption
from registration under the 1940 Act. The RMBS,ABEMBS, and collateralized debt obligations, or@)we purchase may include
investment-grade and non-investment grade clags#sding the BB-rated, B-rated and non-rated @ass




We rely on our Manager’s expertise in identifyirgpets within our target asset classes. Our Mamagkes investment decisions
based on various factors, including expected casdt,yelative value, risk-adjusted returns, cuti@md projected credit fundamentals, current
and projected macroeconomic considerations, cuamiprojected supply and demand, credit and madtetoncentration limits, liquidity,
cost of financing and financing availability, aslihas maintaining our REIT qualification and oureexption from registration under the 1940
Act.

Over time, we will modify our investment allocatistrategy as market conditions change to seek toniee the returns from our
investment portfolio. We believe this strategymntned with our Manager’s experience, will enalddaipay dividends and achieve capital
appreciation throughout changing interest rateaadit cycles and provide attractive long-term me$uto investors.

Our targeted asset classes and the principal meszgs we expect to make in each are as follows:

Asset Class Principal Investments

Residential Mortgage-Backed Securities e Non-Agency RMBS, including investment-grade and norestment grade
classes, including the E-rated, E-rated and nc-rated classe!

e Agency RMBS.

Residential Mortgage Loans e Prime mortgage loans, which are mortgage loartsctirform to the
underwriting guidelines of Fannie Mae and FreddacMvhich we refer to as
Agency Guidelines; and jumbo prime mortgage loargch are mortgage loans
that conform to the Agency Guidelines except desdo size

e Alt-A mortgage loans, which are mortgage loans thay have been originated
using documentation standards that are less strintigjan the documentation
standards applied by certain other first lien magtgloan purchase programs,
such as the Agency Guidelines, but have one or cmrgensating factors such
as a borrower with a strong credit or mortgageonysor significant asset

Commercial Mortgage Loans e First or second lien loans secured by multifamilggerties, which are resident
rental properties consisting of five or more dwgjlunits; and mixed residential
or other commercial properties; retail propert@ice properties; or industrial
properties, which may or may not conform to the AgeGuidelines

Other Asse-Backed Securitie e CMBS.

e Debt and equity tranches of CDC(

e Consumer and non-consumer ABS, including investrgeade and non-
investment grade classes, including the-rated, E-rated and nc-rated classe:




Since we commenced operations in November 200 hawve focused our investment activities on acquinog-Agency and Agency
RMBS and on purchasing residential mortgage lohastave been originated by select high-qualitgioators, including the retail lending
operations of leading commercial banks. Our investt portfolio at December 31, 2010 was weightegatd non-Agency RMBS. At
December 31, 2010, approximately 83.4% of our imest portfolio was non-Agency RMBS, 12.6% of aweéstment portfolio was Agency
RMBS, and 4.0% of our investment portfolio was siized residential mortgage loans. At December28ID9, approximately 64.6% of our
investment portfolio was non-Agency RMBS, 23.3%uf investment portfolio was Agency RMBS, and 12 dP6ur investment portfolio
was securitized residential mortgage loans. We &xpat over the near term, our investment poufalill continue to be weighted toward
RMBS, subject to maintaining our REIT qualificatiand our 1940 Act exemption.

In addition, we have engaged in and anticipateicoimg to engage in transactions with residentiattgage lending operations of
leading commercial banks and other high-qualitgioators in which we identify and re-underwriteidesitial mortgage loans owned by such
entities, and rather than purchasing and secungfigiich residential mortgage loans ourselves, wdtanoriginator would structure the
securitization and we would purchase the resultiegzanine and subordinate non-Agency RMBS. Wealsyengage in similar
transactions with non-Agency RMBS in which we acguince AAA-rated non-Agency RMBS and immediatelsecuritize those
securities. We may sell the resulting AAA-rategpetusenior RMBS and retain the rated or unratedzaréme RMBS. Our investment
decisions, however, will depend on prevailing madanditions and will change over time. As a resuk cannot predict the percentage of
our assets that will be invested in each asse$ dawhether we will invest in other classes ofistinents. We may change our investment
strategy and policies without a vote of our stoddbrs.

We have elected to be taxed as a REIT and openateusiness to be exempt from registration undeld®40 Act, and therefore we
are required to invest a substantial majority af @gsets in loans secured by mortgages on red estd real estate-related assets. Subject to
maintaining our REIT qualification and our 1940 Astemption, we do not have any limitations on tants we may invest in any of our
targeted asset classes.

Investment Portfolio
The following briefly discusses the principal typgdnvestments that we have made and expect t@mak
Residential Mortgag-Backed Securities

We have invested in and intend to continue to inlreBRMBS which are typically pass-through certifies created by the
securitization of a pool of mortgage loans thatckateralized by residential real estate properti

The securitization process is governed by one aermbthe rating agencies, including Fitch Ratingspdy’s Investors Service,
Standard & Poor’s, and DBRS Limited which deterntime respective bond class sizes, generally bas@dsequential payment
structure. Bonds that are rated from AAA to BBBthyg rating agencies are considered “investmemtegid@ond classes that are subordinate
to the BBB class are considered “below-investmeatlg” or “non-investment grade.” The respectivadolass sizes are determined based
on the review of the underlying collateral by théing agencies. The payments received from thenlyidg loans are used to make the
payments on the RMBS. Based on the sequential @atypmiority, the risk of nonpayment for the invasnt grade RMBS is lower than the
risk of nonpayment for the non-investment gradedsonAccordingly, the investment grade class igchity sold at a lower yield compared to
the non-investment grade classes which are sdigyher yields.

We invest in investment grade and non-investmeadgRMBS. We evaluate the credit characterisfitBese types of securities,
including, but not limited to, loan balance distriion, geographic concentration, property type upancy, periodic and lifetime cap,
weighted-average loan-to-value and weighted-avelfég©® score. Qualifying securities are then aredyasing base line expectations of
expected prepayments and loss severities, issndréha current state of the fixécome market and broader economy in general. dsoanc
prepayments are stressed simultaneously basedredliarisk-based model. Securities in this pdidfare monitored for variance from
expected prepayments, severities, losses and lcaghTthe due diligence process is particularly imt@ant and costly with respect to newly
formed originators or issuers because there mditleeor no information publicly available abotigse entities and investments.




We may invest in net interest margin securitied\ds, which are notes that are payable from ardis® by excess cash flow that
is generated by RMBS or home equity line of créditked securities, or HELOCS, after paying the debtice, expenses and fees on such
securities. The excess cash flow represents allpartion of a residual that is generally retaibgdhe originator of the RMBS or
HELOCs. The residual is illiquid, thus the origiorawill monetize the position by securitizing tfesidual and issuing a NIM, usually in the
form of a note that is backed by the excess cashdkenerated in the underlying securitization.

We may invest in mortgage pass-through certifica®sed or guaranteed by Ginnie Mae, Fannie M&aeaidie Mac which are
securities representing interests in “poa&mortgage loans secured by residential real ptppehere payments of both interest and princ
plus pre-paid principal, on the securities are madathly to holders of the security, in effect pagshrough monthly payments made by the
individual borrowers on the mortgage loans thateuliel the securities, net of fees paid to the igguarantor and servicers of the
securities. We may also invest in CMOs issuechyAgencies. CMOs consist of multiple classesofisties, with each class bearing
different stated maturity dates. Monthly paymesftprincipal, including prepayments, are first reted to investors holding the shortest
maturity class; investors holding the longer mayuclasses receive principal only after the filsiss has been retired.

Agency RMBS are collateralized by either fixed-ratertgage loans, or FRMs, adjustable-rate mortd@ayes, or ARMs, or hybrid
ARMs. Hybrid ARMs are mortgage loans that haveriest rates that are fixed for an initial periggpitally three, five, seven or ten years)
and thereafter reset at regular intervals subgettterest rate caps. Our allocation between #@zsicollateralized by FRMs, ARMs or hybrid
ARMs will depend on various factors including, Imat limited to, relative value, expected futuregagment trends, supply and demand, ¢
of financing, costs of hedging, expected futureriest rate volatility and the overall shape ofth8. Treasury and interest rate swap yield
curves. We take these factors into account whemualee these types of investments.

Residential Mortgage Loan

We have invested and intend to continue to investsidential mortgage loans (mortgage loans sddweesidential real property)
primarily through direct purchases from selecteghfguality originators. We may to enter into audfial mortgage loan purchase agreements
with a number of primary mortgage loan originatims|uding mortgage bankers, commercial banks,nggvand loan associations, home
builders, credit unions and mortgage conduits. riidg also purchase mortgage loans on the secondakem We expect these loans to be
secured primarily by residential properties in thdted States.

We invest primarily in residential mortgage loamslerwritten to our specifications. The originatpesform the credit review of the
borrowers, the appraisal of the properties secutirgoan, and maintain other quality control pchges. We generally consider the purchase
of loans when the originators have verified therters’ income and assets, verified their creditdry and obtained appraisals of the
properties. We or a third party perform an indefgem underwriting review of the processing, undémg and loan closing methodologies
that the originators used in qualifying a borrod@ra loan. Depending on the size of the loansmag not review all of the loans in a pool,
but rather select loans for underwriting reviewdshapon specific risk-based criteria such as ptgpecation, loan size, effective loan-to-
value ratio, borrower’s credit score and otherecid we believe to be important indicators of credk. Additionally, before the purchase of
loans, we obtain representations and warranties &ach originator stating that each loan is undéemrto our requirements or, in the event
underwriting exceptions have been made, we arem¥d so that we may evaluate whether to accemjectrthe loans. An originator who
breaches these representations and warrantieskimgra loan that we purchase may be obligatedporahase the loan from us. As added
security, we use the services of a third-party doent custodian to insure the quality and accurd@}l andividual mortgage loan closing
documents and to hold the documents in safekeegisa result, all of the original loan collatedalcuments that are signed by the borrower,
other than the original credit verification docurtgrare examined, verified and held by the thirdypdocument custodian.

We may originate mortgage loans or provide othpes$yof financing to the owners of real estate. diteently do not intend to
establish a loan servicing platform, but expeattain highly-rated servicers to service our magigban portfolio. We purchase certain
residential mortgage loans on a servicing-retalvesis. In the future, however, we may decide igirgite mortgage loans or other types of
financing, and we may elect to service mortgagadand other types of assets.




We expect that all servicers servicing our loankhvé highly rated by the rating agencies. We alsoduct a due diligence review of
each servicer before executing a servicing agreentervicing procedures will typically follow FaierMae guidelines but will be specified
in each servicing agreement. All servicing agresaill meet standards for inclusion in highlye@dtmortgage-backed or asset-backed
securitizations.

We expect that the loans we acquire will be filest | single-family residential traditional fixedtea adjustable-rate and hybrid
adjustable-rate loans with original terms to mayuof not more than 40 years and are either fulhp#gizing or are interest-only for up to ten
years, and fully amortizing thereafter. Fi-rate mortgage loans bear an interest rate ttideid for the life of the loan. All adjustable-eat
and hybrid adjustable-rate residential mortgagadaoaill bear an interest rate tied to an interatt index. Most loans have periodic and
lifetime constraints on how much the loan interag¢ can change on any predetermined interestasgt date. The interest rate on each
adjustable-rate mortgage loan resets monthly, semirally or annually and generally adjusts to agmaover a U.S. Treasury index or
London Interbank Offer Rate, or LIBOR, index. Hybadjustablerate loans have a fixed rate for an initial perigeinerally three to ten yes
and then convert to adjustable-rate loans for tiegiraining term to maturity.

We acquire residential mortgage loans for our pticfwith the intention of either securitizing theand retaining them in our
portfolio as securitized mortgage loans, or holdimgm in our residential mortgage loan portfolio facilitate the securitization or financing
of our loans, we expect to generally create subatdicertificates, which provide a specified amairdredit enhancement. We expect to
issue securities through securities underwritecseather retain these securities or finance thethérrepurchase agreement market. There is
no limit on the amount we may retain of these beiovestment-grade subordinate certificates. Umélsecuritize our residential mortgage
loans, we expect to finance our residential mortgdagn portfolio through the use of warehouse itéesl and repurchase agreements.

Commercial Mortgage Loans

We may invest in commercial mortgage loans. Gdlyerge may invest in first or second lien loanswwed by multifamily
properties, which are residential rental properti@ssisting of five or more dwelling units, or byxed residential or other commercial
properties, retail properties, office propertiesnatustrial properties. These loans may or maycoaform to the Agency guidelines.

Other Asset-Backed Securities

We may invest in securities issued in various CDf@rimgs to gain exposure to bank loans, corpdateds, ABS, mortgages,
RMBS, CMBS, and other instruments. To avoid artyalcor perceived conflicts of interest with our haer, an investment in any such
security structured or managed by our Managerheilapproved by a majority of our independent dinect To the extent such securities are
treated as debt of the CDO issuer for federal irectam purposes, we will hold the securities disectlbject to the requirements of our
continued qualification as a REIT. To the extért $ecurities represent equity interests in a C&30er for federal income tax purposes, we
may be required to hold such securities througixatile REIT subsidiary, or TRS, which would causzihcome recognized with respect to
such securities to be subject to federal (and eaplplé state and local) corporate income tax. Besk“Factors — Tax Risks.” We could fail to
qualify as a REIT or we could become subject temafty tax if the income we recognize from cerfairestments that are treated or could be
treated as equity interests in a foreign corponagixceed 5% of our gross income in a taxable year.

We may invest in CMBS, which are secured by, odence ownership interests in, a single commerctatgage loan or a pool of
mortgage loans secured by commercial propertiégesd securities may be senior, subordinated, imesgtgrade or non-investment
grade. We intend to invest in CMBS that will yiedrrent interest income and where we considerahen of principal to be likely. We
intend to acquire CMBS from private originators @finvestors in, mortgage loans, including saviagd loan associations, mortgage
bankers, commercial banks, finance companies, imarg banks and other entities.

In general, CDO issuers are special purpose vehibbg hold a portfolio of incomgroducing assets financed through the issuan
rated debt securities of different seniority andigq The debt tranches are typically rated basedash flow structure, portfolio quality,
diversification and credit enhancement. The egséigurities issued by the CDO vehicle are thet“foss” piece of the CDO vehicle’s capital
structure, but they are also generally entitledltoesidual amounts available for payment after@O vehicles senior obligations have be
satisfied. Some CDO vehicles are “synthetic,” inich the credit risk to the collateral pool is tséerred to the CDO vehicle by a credit
derivative such as a credit default swap.




We also may invest in consumer ABS. These seesritie generally securities for which the undeglyiallateral consists of assets
such as home equity loans, credit card receivabidsauto loans. We also expect to invest in natsemer ABS. These securities are
generally secured by loans to businesses and tofsissets such as equipment loans, truck loashagricultural equipment loans. Issuer:
consumer and non-consumer ABS generally are spaeipbse entities owned or sponsored by banksiaadde companies, captive finance
subsidiaries of non-financial corporations or spknéd originators such as credit card lenders. nvdlg purchase RMBS and ABS which are
denominated in foreign currencies or are collaizzdl by non-U.S. assets.

Investment Guidelines

We have adopted a set of investment guidelinesstitaiut the asset classes, risk tolerance ledigks;sification requirements and
other criteria used to evaluate the merits of djgeicivestments as well as the overall portfoliorgmsition. Our Manager’s Investment
Committee reviews our compliance with the investhgridelines periodically and our board of direstoeceives an investment report at €
quarter-end in conjunction with its review of owragterly results. Our board also reviews our itwest portfolio and related compliance
with our investment policies and procedures andsitment guidelines at each regularly scheduleddbafadirectors meeting.

Our board of directors and our Manager’s Investn@arhmittee have adopted the following guidelingsofar investments and
borrowings:

e No investment shall be made that would cause tHlto qualify as a REIT for federal income taxrpases
e No investment shall be made that would cause be tegulated as an investment company under the Aé¢

e With the exception of real estate and housing,imgls industry shall represent greater than 20%hefsecurities or aggregate risk
exposure in our portfolio; ar

e Investments in non-rated or deeply subordinated AB&her securities that are non-qualifying astmtpurposes of the 75% REIT
asset test will be limited to an amount not to ext®0% of our stockholde' equity.

These investment guidelines may be changed by erityapf our board of directors without the apprbwfour stockholders.

Our board of directors has also adopted a sepseatsf investment guidelines and procedures tomower relationships with
FIDAC. We have also adopted detailed compliandiips to govern our interaction with FIDAC, inclind when FIDAC is in receipt of
material non-public information.

Our Financing Strategy

We use leverage to increase potential returnsitetogkholders. We are not required to maintainspecific debt-to-equity ratio as
we believe the appropriate leverage for the pdeicassets we are financing depends on the credlitg and risk of those assets. At
December 31, 2010, our ratio of debt-to-equity Wdsl. For purposes of calculating this ratio, equity is equal to the total stockholders’
equity on our consolidated statements of finanmdaldition. Our debt consists of repurchase agra&rend securitized debt. As part of our
borrowing, we have entered into a RMBS repurchgseeament with Annaly, which owns approximately 4438f our outstanding shares of
common stock. As of December 31, 2010, we hadnam€ing under this agreement. As of December 829 2we had outstanding under !
agreement $259.0 million which consisted of apprately 10.95% of our total financing. In additieve have entered into a RMBS
repurchase agreement with RCap Securities, Intya@lywowned subsidiary of Annaly. As of December 30210 and 2009, we had no
financing under this agreement.




Subject to our maintaining our qualification aslEIR we may use a number of sources to financanwaistments, including the
following:

e Repurchase Agreements. We finance certain of our assets through theofisepurchase agreements. We anticipate thateckpse
agreements will be one of the sources we will osachieve our desired amount of leverage for csidemtial real estate assets. We
maintain formal relationships with multiple courgarties to obtain financing on favorable ter

e Warehouse Facilities. We may utilize credit facilities for capital rassd to fund our assets. We intend to maintain &rm
relationships with multiple counterparties to maintwarehouse lines on favorable ter

e Securitization. We have and may continue to acquire residemtaatgage loans for our portfolio with the intentiohsecuritizing
them and retaining the securitized mortgage loamair portfolio. To facilitate the securitization financing of our loans, we
generally create subordinate certificates, progdirspecified amount of credit enhancement, whielintend to retain in our
portfolio.

e Asset-Backed Commercial Paper . We may finance certain of our assets using dssekted commercial paper, or ABCP, conduits,
which are bankruptcy-remote special purpose vehitlat issue commercial paper and the proceeds$ichvare used to fund assets,
either through repurchase or secured lending pnegiraVe may utilize ABCP conduits of third partegscreate our own condu

e TermFinancing CDOs. We may finance certain of our assets using feramcing strategies, including CDOs and other imatc
funded financing structures. CDOs are multiplessldebt securities, or bonds, secured by poolssaits, such as mortgage-backed
securities and corporate debt. Like typical séiaation structures, in a CD(

o the assets are pledged to a trustee for the baridfie holders of the bonc

o0 one or more classes of the bonds are rated byromem rating agencies; a

0 one or more classes of the bonds are marketedvideavariety of fixed-income investors which enabliee CDO sponsor to
achieve a relatively low cost of lo-term financing

Unlike typical securitization structures, the urigieg assets may be sold, subject to certain litioites, without a corresponding pay-
down of the CDO, provided the proceeds are reimeist qualifying assets. As a result, CDOs en#ildesponsor to actively manage, subject
to certain limitations, the pool of assets. Weaewa CDO financing structures may be an appropfiatacing vehicle for our target asset
classes because they will enable us to obtainvelatow, long-term cost of funds and minimize ttigk that we may have to refinance our
liabilities before the maturities of our investmgnwhile giving us the flexibility to manage credgk and, subject to certain limitations, to
take advantage of profit opportunities.

Our Interest Rate Hedging and Risk Management Straggy

We may, from time to time, utilize derivative firdal instruments to hedge all or a portion of thieiest rate risk associated with
borrowings. Under the federal income tax laws i@pple to REITs, we generally enter into certaimsactions to hedge indebtedness that we
incur, or plan to incur, to acquire or carry restiade assets, although our total gross income $uch hedges and other non-qualifying sources
must not exceed 25% of our gross income.

We engage in a variety of interest rate managerteehniques that seek to mitigate changes in inteaéss or other potential
influences on the values of our assets. The fédwrame tax rules applicable to REITs may requisgo implement certain of these
techniques through a TRS that is fully subjectdmorate income taxation. Our interest rate mamage techniques may include:

e puts and calls on securities or indices of se@as;
e Eurodollar futures contracts and options on sugcfireocts;
e interest rate caps, swaps and swapti

e U.S. Treasury securities and options on U.S. Trgasecurities; an

e other similar transaction




We attempt to reduce interest rate risks and tomitze exposure to interest rate fluctuations thiotlge use of match funded
financing structures, when appropriate, wherebyseek (i) to match the maturities of our debt oltlayes with the maturities of our assets
(i) to match the interest rates on our investmaerits like-kind debt (i.e., floating rate assete éinanced with floating rate debt and fixed-rate
assets are financed with fixed-rate debt), direstlyhrough the use of interest rate swaps, capsher financial instruments, or through a
combination of these strategies. This will allosvta minimize the risk that we have to refinancel@bilities before the maturities of our
assets and to reduce the impact of changing intexss on our earnings.

Compliance with REIT and Investment Company Requiements

We monitor our investment securities and the incfnoim these securities and, to the extent we énterhedging transactions, we
monitor income from our hedging transactions ad,welas to ensure at all times that we maintaingoalification as a REIT and our exempt
status under the 1940 Act.

Employees

We are externally managed and advised by our Manmagsuant to a management agreement as discuskd bVe have no
employees other than our officers, each of whoaise an employee of our Manager or one of itsiaféis. Our Manager is not obligated to
dedicate certain of its employees exclusively tonas is it or its employees obligated to dedicatg specific portion of its time to our
business. Our Manager uses the proceeds fromaiteigement fee in part to pay compensation to fitseo$ and employees who,
notwithstanding that certain of them also are dficers, receive no cash compensation directly fugn

The Management Agreement

We entered into a management agreement with oualyerwith an initial term ending December 31, 204ith automatic, one-year
renewals at the end of each calendar year followhegnitial term, subject to approval by our indadent directors. Under the management
agreement, our Manager implements our businesegyrand performs certain services for us, sultgeotersight by our board of
directors. Our Manager is responsible for, amahgrthings, performing all of our day-to-day fupats; determining investment criteria in
conjunction with our board of directors; sourciagalyzing and executing investments; asset satkfirsancings; and performing asset
management duties.

Our independent directors review our Manager’'sqgrarince annually, and following the initial termnetmanagement agreement
may be terminated by us without cause upon thenadfive vote of at least two-thirds of our indepentddirectors, or by a vote of the holders
of at least a majority of the outstanding sharesusfcommon stock (other than shares held by Anoalis affiliates), based upon: (i) our
Manager’s unsatisfactory performance that is maltgrdetrimental to us, or (ii) our determinatidrat the management fees payable to our
Manager are not fair, subject to our Manager’strigtprevent termination based on unfair fees lmepting a reduction of management fees
agreed to by at least two-thirds of our independé@ettors. We will provide our Manager with 188ys’ prior notice of such
termination. Upon termination without cause, wé pay our Manager a substantial termination féée may also terminate the management
agreement with 30 days’ prior notice from our boafdirectors, without payment of a termination,f® cause or upon a change of control
of Annaly or our Manager, each as defined in theagament agreement. Our Manager may terminate dnagement agreement if we
become required to register as an investment coynpaater the 1940 Act, with such termination deerteedccur immediately before such
event, in which case we would not be required ypgtermination fee. Our Manager may also dedbnenew the management agreement
by providing us with 180-days’ written notice, irhizh case we would not be required to pay a tertinndee.

We pay our Manager a management fee quarterlyréaer in an amount equal to 1.50% per annum, ea&lilquarterly, of our
stockholders’ equity. For purposes of calculatimg management fee, our stockholders’ equity mdansum of the net proceeds from any
issuances of our equity securities since inceftidlncated on a pro rata daily basis for such issaa during the fiscal quarter of any such
issuance), plus our retained earnings at the esdaf quarter (without taking into account any-gash equity compensation expense
incurred in current or prior periods), less any antdhat we pay for repurchases of our common stac#f less any unrealized gains, losses of
other items that do not affect realized net incgregardless of whether such items are includedtiarccomprehensive income, or OCI, or
loss, or in netincome). This amount is adjustedxclude one-time events pursuant to changesnearghy accepted accounting principles, or
GAAP, and certain non-cash charges after discusdietween our Manager and our independent direatatapproved by a majority of our
independent directors. The management fee witedaced, but not below zero, by our proportionates of any CDO base management
fees FIDAC receives in connection with the CDOwhich we invest, based on the percentage of egquétihold in such CDOs. The
management fee is payable independent of the peafoce of our investment portfolio.
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For the years ended December 31, 2010, 2009 arf] 200 Manager earned management fees of $40.@mi$25.7 million and
$8.4 million, respectively and received expensmbeirsement of $465 thousand, $0 and $0, respectiregbm our inception through 2009,
our Manager waived its right to require us to payro rata portion of rent, telephone, utilitieffice furniture, equipment, machinery and
other office, internal and overhead expenses oMamager and its affiliates required for our opierz.

Competition

Our net income depends, in large part, on ourtghidi acquire assets at favorable spreads oveb@uowing costs. In acquiring real
estaterelated assets, we will compete with other mortgRB€T's, specialty finance companies, savings aad &ssociations, banks, mortgi
bankers, insurance companies, mutual funds, itistital investors, investment banking firms, finaénstitutions, governmental bodies and
other entities. In addition, there are numeroustgage REITs with similar asset acquisition objessi including a number that have been
recently formed, and others that may be organirdte future. These other REITs will increase catitipa for the available supply of
mortgage assets suitable for purchase. Many of@mpetitors are significantly larger than we a@eéhaccess to greater capital and other
resources and may have other advantages ovenwsldition, some of our competitors may have higisértolerances or different risk
assessments, which could allow them to considedarwariety of investments and establish more fable relationships than we can.
Current market conditions may attract more comgegjtwhich may increase the competition for soucddmmancing. An increase in the
competition for sources of funding could adversafect the availability and cost of financing, ahéreby adversely affect the market pric
our common stock.

Distributions

To maintain our qualification as a REIT, we musttidbute substantially all of our taxable incometo stockholders for each
year. We have declared and paid regular quartiévigends in the past and intend to do so in theréu

Available Information

Our investor relations website is www.chimerareitnc We make available on the website under "Firgduhaformation/SEC
filings," free of charge, our annual report on Fdr@K, our quarterly reports on Form 10-Q, our eatrreports on Form 8-K and any other
reports (including any amendments to such repagsjoon as reasonably practicable after we eleécaibnfile or furnish such materials to 1
SEC. Information on our website, however, is nat pathis Annual Report on Form 10-K. All repofited with the Securities and Exchange
Commission may also be read and copied at the Si@®kc reference room at 100 F Street, N.E., Wagbin, D.C. 20549. Further
information regarding the operation of the pubéiterence room may be obtained by calling 1-800-8880. In addition, all of our filed
reports can be obtained at the SEC’s website at \waaagov.
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Iltem 1A. Risk Factors

If any of the following risks occur, our busineisancial condition or results of operations coblimaterially and adversely
affected. In that case, the trading price of ounewmn stock could decline, and stockholders may $osee or all of their investment.

Risks Associated With Recent Adverse Developments the Mortgage Finance and Credit Markets

Difficult conditions in the financial markets and the economy generally have caused us and may continto cause us market value
losses related to our holdings, and we do not exgahese conditions to improve in the near future.

Our results of operations are materially affectgd@nditions in the mortgage market, the finangiarkets and the economy
generally. Recently, concerns over inflation, egergsts, geopolitical issues, the availability @odt of credit, the mortgage market and a
declining real estate market have contributed ¢ogiased volatility and diminished expectationstfier economy and markets going forward.
The mortgage market, including the market for prand Alt-A loans, has been severely affected byigha in the lending landscape and
there is no assurance that these conditions hab#ized or that they will not worsen. The sevedfythe liquidity limitation was largely
unanticipated by the markets. For now (and forfthheseeable future), access to mortgages has bbstastially limited. This has an impact
on new demand for homes, which will compress thadnownership rates and weigh heavily on future hpriee performance. There is a
strong correlation between home price growth ratesmortgage loan delinquencies. The market de&tiom has caused us to expect
increased losses related to our holdings and, d@@08, to sell assets at a loss. Continued maetetioration may once again force us to
sell assets at a loss.

A substantial portion of our assets are classfiecccounting purposes as “available-for-sale” eadied at fair value. Changes in
the fair values of those assets are directly clthogeredited to OCI. As a result, a decline irueal may reduce the book value of our assets.
Moreover, if the decline in value of an availabbe-$ale security is other than temporary, suchidedtill reduce earnings.

All of our repurchase agreements and interestswatgp agreements are subject to bilateral margia icathe event that the collateral
securing our obligations under those facilitiesemds or does not meet our collateralization requeérgs. For example, during 2008, due to
the deterioration in the market value of our asse¢sreceived and met margin calls under our ré@se agreements, which required us to
obtain additional funding from third parties, inding from Annaly, and taking other steps to incesasr liquidity. Additionally, the
disruptions during 2008 resulted in us not beingampliance with the net income covenant in onewfwhole loan repurchase agreements
and the liquidity covenants in our other whole loapurchase agreement at a time during which wenbamounts outstanding under those
facilities. We amended these covenants, and on28y12008, we terminated those facilities to aymagting non-usage fees. We can provide
no assurances that such events will not occur agairat a time when we cannot find additional fagdivhich may result in us having to
dispose of assets at an inopportune time whengairedepressed.

Dramatic declines in the housing market, with fajlhome prices and increasing foreclosures and plogment, have resulted in
significant asset write-downs by financial instibuis, which have caused many financial institutithseek additional capital, to merge with
other institutions and, in some cases, to faihddition, we rely on the availability of financing acquire residential mortgage loans, real
estate-related securities and real estate loaad@reraged basis. Institutions from which we ws@ek to obtain financing may have owned or
financed residential mortgage loans, real estd&te securities and real estate loans, which Hegéned in value and caused them to suffer
losses as a result of the recent downturn in thideatial mortgage market. Many lenders and irtgtibal investors have reduced and, in st
cases, ceased to provide funding to borrowersydnag) other financial institutions. If these coinalits persist, these institutions may become
insolvent or tighten their lending standards, whiolild make it more difficult for us to obtain fimeing on favorable terms or at all. Our
profitability may be adversely affected if we arable to obtain cost-effective financing for ouwéstments.
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Mortgage loan modification programs, future legisldive action and changes in the requirements necesgdo qualify for refinancing a
mortgage may adversely affect the value of, and theturns on, the assets in which we invest.

During the second half of 2008, in 2009, and in@Qake U.S. government, through the Federal Houathginistration, or FHA, an
the FDIC, implemented programs designed to prokimi@eowners with assistance in avoiding residentiaitgage loan foreclosures
including the Hope for Homeowners Act of 2008, whadlows certain distressed borrowers to refinghe& mortgages into FHA-insured
loans and the Home Affordable Modification ProgramHAMP, which provides a detailed, uniform mott# one-time modification of
eligible residential mortgage loans. The programay also involve, among other things, the modifa@rabf mortgage loans to reduce the
principal amount of the loans or the rate of inképayable on the loans, or to extend the payneemtst of the loans. Members of the U.S.
Congress have indicated support for additionaklagive relief for homeowners, including an amendba# the bankruptcy laws to permit the
modification of mortgage loans in bankruptcy pratings. These loan modification programs, includingre legislative or regulatory
actions and amendments to the bankruptcy lawsyéisatt in the modification of outstanding mortgggns, as well as changes in the
requirements necessary to qualify for refinancimgatgage may adversely affect the value of, aedd¢turns on, our noAgency RMBS ani
Agency RMBS. Depending on whether or not we pusellaan instrument at a premium or discount, thiel yie receive may be positively or
negatively impacted by any modification.

The U.S. Government's pressing for refinancing ofertain loans may affect prepayment rates for mortgge loans in mortgage-backed
securities.

In addition to the increased pressure upon resalanbrtgage loan investors and servicers to engafpess mitigation activities, the
U.S. Government is pressing for refinancing of@ertoans, and this encouragement may affect prapayrates for mortgage loans in
mortgage-backed securities. In connection withegoment-related securities, in February 2009 Peasi@bama unveiled the Homeowner
Affordability and Stability Plan, which, in partalts upon Fannie Mae and Freddie Mac to loosem gligibility criteria for the purchase of
loans in order to provide access to low-cost refiirag for borrowers who are current on their maggypayments but who cannot otherwise
qualify to refinance at a lower market rate. Theanchange was to permit an increase in the loaratue, or LTV, ratio of a refinancing
loan eligible for sale up to 105%. In July 200% FHFA authorized Fannie Mae and Freddie Maciseihe present LTV ratio ceiling of
105% to 125%. The charters governing the operatidrFannie Mae and Freddie Mac prohibit purcha$ésans with loan to value ratios in
excess of 80% unless the loans have mortgage imzifar unless other types of credit enhancemenpravided in accordance with the
statutory requirements). The FHFA, which reguld&tasnie Mae and Freddie Mac, determined that nertgage insurance will not be
required on the refinancing if the applicable gngitready owns the loan or guarantees the relat@thage-backed securities. Additionally,
the Treasury reports that in some cases a newiappwvall not be necessary upon refinancing. TheaBury estimates that up to 5,000,000
homeowners with loans owned or guaranteed by Faviagor Freddie Mac may be eligible for this refiogg program, which has been
extended to terminate in June 2011.

The HERA authorized a voluntary FHA mortgage insgeaprogram called HOPE for Homeowners, or H4H Runog designed to
refinance certain delinquent borrowers into new FiHgured loans. The H4H Program targets delingbenowers under conventional
mortgage loans, as well as under government-insureguaranteed mortgage loans, that were origihateor before January 1, 2008.
Holders of existing mortgage loans being refinanceder the H4H Program must accept a write-dowprioicipal and waive all prepayment
fees. While the use of the program has been egtyelimited to date, Congress continues to amendtiogram to encourage its use. The
H4H Program is effective through September 30, 2011

The U.S. Department of Housing and Urban Developgri@emched the FHA Short Refinance Option for peapho owe more on
their mortgage than their home is worth because liheal markets saw large declines in home vallibese people can refinance their
mortgages into an FHA loan subject to certain cihonk. This program, which the Administration esttes could help up to 3 million to 4
million homeowners, is due to run through the eha0i2.

To the extent these and other economic stabilizaticstimulus efforts are successful in increagiregpayment speeds for residential

mortgage loans, such as those in mortgage-backeditses, that could potentially harm our incomel @perating results, particularly in
connection with loans or mortgage-backed secunitigshased at a premium or our interest-only stesri
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The actions of the U.S. government, Federal Reseraad Treasury, including the establishment of the ALF and the PPIP, may
adversely affect our business.

The TALF was first announced by the Treasury ondioler 25, 2008, and has been expanded in sizecapd since its initial
announcement. Under the TALF, the Federal Red@ank of New York makes non-recourse loans to boersvio fund their purchase of
eligible assets, currently certain asset backedriiss but not RMBS. The nature of the eligibésets has been expanded several times. The
Treasury has stated that through its expansioneoTALF, non-recourse loans will be made availablevestors to certain fund purchases of
legacy securitization assets. On March 23, 209 Treasury in conjunction with the FDIC, and tleléral Reserve, announced the PPIP.
The PPIP aims to recreate a market for specifauidl residential and commercial loans and se@agitihrough a number of joint public and
private investment funds. The PPIP is designeattda new private capital into the market for theseurities and loans by providing
government equity co-investment and attractive ipdlancing. The TALF program ended in June 2010.

It is not possible to predict how the TALF, the PPbr other recent U.S. Government actions willaotghe financial markets,
including current significant levels of volatilitpr our current or future investments. To the eitke market does not respond favorably to
these initiatives or they do not function as inehdour business may not receive any benefits flosregislation. In addition, the U.S.
government, Federal Reserve, Treasury and oth@rgmental and regulatory bodies have taken or@rsidering taking other actions to
address the financial crisis. We cannot prediattivér or when such actions may occur, and sucbrectiould have a dramatic impact on our
business, results of operations and financial ¢adi

There can be no assurance that the actions of the&l Government, the Federal Reserve, the Treasuryd other governmental and
regulatory bodies for the purpose of stabilizing tle financial markets, including the establishment ofthe TALF and the PPIP, or
market response to those actions, will achieve thetended effect, that our business will benefit frm these actions or that further
government or market developments will not adversglimpact us.

In response to the financial issues affecting #eking system and the financial markets and goamgern threats to investment
banks and other financial institutions, the U.Sv&oment, the Federal Reserve, the Treasury ama gvernmental and regulatory bodies
have taken action to attempt to stabilize the fii@mmarkets. Significant measures include theegnant of the Economic Stabilization Act
2008, or the EESA, to, among other things, estialbfie Troubled Asset Relief Program, or the TARIR;énactment of the HERA, which
established a new regulator for Fannie Mae anddieddac; the establishment of the TALF; and thalelsgthment of the PPIP.

There can be no assurance that the EESA, HERA, TREWP or other recent U.S. Government actionshaWe a beneficial impact
on the financial markets, including on current leva volatility. To the extent the market does respond favorably to these initiatives or
these initiatives do not function as intended, lmusiness may not receive the anticipated posithgatt from the legislation. There can also
be no assurance that we will be eligible to pgtité in any programs established by the U.S. Govent such as the TALF or the PPIP or, if
we are eligible, that we will be able to utilizesth successfully or at all. In addition, becauseptograms are designed, in part, to provide
liquidity to restart the market for certain of dargeted assets, the establishment of these pregray result in increased competition for
attractive opportunities in our targeted assettss dlso possible that our competitors may utittze programs which would provide them with
attractive debt and equity capital funding from th&. Government. In addition, the U.S. Governmt,Federal Reserve, the Treasury and
other governmental and regulatory bodies have takame considering taking other actions to addifesdinancial crisis. We cannot predict
whether or when such actions may occur, and suitnaaccould have a dramatic impact on our businessilts of operations and financial
condition.

The conservatorship of Fannie Mae and Freddie Madheir reliance upon the U.S. Government for solveng and related efforts that
may significantly affect Fannie Mae and Freddie Maand their relationship with the U.S. Government, nay adversely affect our
business, operations and financial condition.

Due to increased market concerns about Fannie Ma&@ddie Mac’s ability to withstand future credisses associated with
securities held in their investment portfolios, amdwhich they provide guarantees, without thedfiseipport of the U.S. Government
Congress passed the Housing and Economic Recowryf 2008, or the HERA. Among other things, thERA established the Federal
Housing Finance Agency, or FHFA, which has broailgtory powers over Fannie Mae and Freddie Mac.S€ptember 6, 2008, the FHFA
placed Fannie Mae and Freddie Mac into consenv@end, together with the Treasury, establishptbgram designed to boost investor
confidence in Fannie Mae’s and Freddie Mac’s debtraortgage-backed securities. As the conseredtBannie Mae and Freddie Mac, the
FHFA controls and directs their operations and ifiayake over the assets of and operate Fannieaddéreddie Mac with all the powers of
their shareholders, directors and officers of Famviae and Freddie Mac and conduct all businessuofhie Mae and Freddie Mac; (2) collect
all obligations and money due to Fannie Mae anddie=Mac; (3) perform all functions of Fannie Maeld&reddie Mac which are consistent
with the conservator’s appointment; (4) preserve @nserve the assets and property of Fannie MA€&@udie Mac; and (5) contract for
assistance in fulfilling any function, activity,taan or duty of the conservator.
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In addition to FHFA becoming the conservator of fiarMae and Freddie Mac, the Treasury and Fannie &na Freddie Mac have
entered into Preferred Stock Purchase Agreemen3BAs) pursuant to which the Treasury has engheggach of Fannie Mae and Frec
Mac maintains a positive net worth. On Decembe2B89, the Treasury amended the terms of the P&Presnove the $200 billion per
institution limit established under the PSPAs utitéd end of 2012. The Treasury also amended tRPAP @ith respect to the requirements for
Fannie Mae and Freddie Mac to reduce their poasoli

In addition, in 2008 the Federal Reserve estaldishprogram to purchase $100 billion in direct gdafions of Fannie Mae, Freddie
Mac and the Federal Home Loan Bank and $500 billiolhgency mortgage-backed securities. These targete increased in March 2009 to
$200 billion and $1.25 trillion of Agency debentsi@nd Agency mortgage-backed securities, respéctiVe Federal Reserve stated that its
actions were intended to reduce the cost and isertee availability of credit for the purchase ofikes, and were meant to support housing
markets and foster improved conditions in finanoialrkets more generally. The Federal Reserve aiptbthis program in March 2010.

The problems faced by Fannie Mae and Freddie Madtieg in their placement into federal conservsitgqu and receipt of
significant U.S. Government support have sparkdxhtieamong some federal policy makers regardingaghénued role of the U.S.
Government in providing liquidity for mortgage l@aand mortgage-backed securities. With Fannie 8/aed Freddie Mac’s future under
debate, the nature of their guarantee obligationgdcbe considerably limited relative to historicaasurements. Any changes to the nature
of their guarantee obligations could redefine wdtatstitutes a mortgage-backed security and could heoad adverse implications for the
market and our business, operations and finanoiaition. If Fannie Mae or Freddie Mac are elind@th or their structures change radically
(i.e., limitation or removal of the guarantee ohtign), we may be unable to acquire Agency RMBS.

Although the Treasury previously committed captitafFannie Mae and Freddie Mac through 2012, atlddéiwWhite Paper the
Treasury committed to providing sufficient capitalenable Fannie Mae and Freddie Mac to meet tiuigient and future guarantee
obligations, there can be no assurance that tlatiema will be adequate for their needs. If thestioas are inadequate, Fannie Mae and
Freddie Mac could continue to suffer losses andidcfail to honor their guarantees and other obiaet. Furthermore, the current credit
support provided by the Treasury to Fannie MaeFeddie Mac, and any additional credit supportaymrovide in the future, could have
the effect of lowering the interest rates we expececeive from mortgageacked securities, and tightening the spread bettreeinterest w
earn on our mortgage-backed securities and theofdistancing those assets.

On February 11, 2011, the U.S Department of thasuey (or Treasury) issued a White Paper titleddRring America's Housing
Finance Market” (or the White Paper) that lays amtpng other things, proposals to limit or potditiaind down the role that Fannie Mae
and Freddie Mac play in the mortgage market. Arghgroposals, if enacted, may have broad advergkcations for the mortgage-backed
securities market and our business, operationdiaacial condition. We expect such proposalsddHe subject of significant discussion
it is not yet possible to determine whether or whech proposals may be enacted, what form any Ieigélation or policies might take and
how proposals, legislation or policies emanatimgriithe White Paper may impact the mortgage-backedrigies market and our business,
operations and financial condition. We are evahgatand will continue to evaluate, the potentmapact of the proposals set forth in the W
Paper.

Future policies that change the relationship betwesnnie Mae and Freddie Mac and the U.S. Goverfyrimefuding those that
result in their winding down, nationalization, patization, or elimination, may create market uraety and have the effect of reducing the
actual or perceived credit quality of securitiesisd or guaranteed by Fannie Mae or Freddie Maca #esult, such policies could increas¢
risk of loss on investments in mortgage-backed réesiguaranteed by Fannie Mae and/or Freddie Miaalso is possible that such policies
could adversely impact the market for such seasritind spreads at which they trade. All of thedoing could materially and adversely
affect our business, operations and financial dandi
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We have received financing from Annaly which is aignificant shareholder of ours and which owns our Minager.

Our ability to fund our investments on a leverabadis depends to a large extent upon our abilisetaure warehouse, repurchase,
credit, and/or commercial paper financing on aceptterms. The current dislocation in the aency mortgage sector has made it diffi
for us to obtain short-term financing on favoratelens. As a result, we have completed loan sezatitins in order to obtain long-term
financing and terminated our un-utilized whole lsapurchase agreements in order to avoid payingusage fees under those agreements. Ir
addition, commencing in 2008, we entered into a FBBpurchase agreement with Annaly, which ownsaprately 4.38% of our
outstanding shares of common stock. This agreeomerihins customary representations, warrantiecanenants contained in such
agreements including Annaly having the right to mmatargin calls if the value of our RMBS collatezaip the agreement falls. As of
December 31, 2009, we had $259.0 million outstagndimder this agreement which consists of approxndt0.95% of our total
financing. As of December 31, 2010, we had no art®autstanding under this agreement. We cansar@you that Annaly will provide t
with financing in the future. If Annaly does nobpide us with financing at a time we are unablelitain other financing, we could be forced
to sell our assets at an inopportune time wherepréze depressed.

Risks Associated With Our Management and Relationsh With Our Manager
We are dependent on our Manager and its key persomhfor our success.

We have no separate facilities and are complegdignt on our Manager. We have no employees oltzar our officers. Our office
are also employees of our Manager, which has sigmif discretion as to the implementation of owmestment and operating policies and
strategies. Accordingly, we depend on the diliggrskill and network of business contacts of #v@@ management of our Manager. Our
Manager’'s employees evaluate, negotiate, structlsse and monitor our investments; therefore soacess will depend on their continued
service. The departure of any of the senior mansagfeour Manager could have a material adverseeéin our performance. In addition, we
can offer no assurance that our Manager will reroaininvestment manager or that we will continubage access to our Manager’s senior
managers. Our management agreement with our Managieextends until December 31, 2011. If the agment agreement is terminated
and no suitable replacement is found to manage@syay not be able to execute our business plaored¥er, our Manager is not obligated
to dedicate certain of its employees exclusivelygaor is it obligated to dedicate any specifittipa of its time to our business, and none of
our Manager’'s employees are contractually dedicetes under our management agreement with our anal’ he only employees of our
Manager who are primarily dedicated to our operatiare Matthew Lambiase, our President and Chietibe Officer, Alexandra Denahi
our Chief Financial Officer, Christian J. Woschepkar Head of Investments, and William B. Dyer, biegad of Underwriting.

There are conflicts of interest in our relationshipwith our Manager and Annaly, which could result indecisions that are not in the bes
interests of our stockholders.

We are subject to conflicts of interest arising aubur relationship with Annaly and our Managém Annaly executive officer is
our Manager’s sole director, two of Annaly’s empeg are our directors and several of Annaly’s eygae are officers of our Manager and
us. Specifically, each of our officers also seras an employee of our Manager or its affiliatés a result, our Manager and our officers
may have conflicts between their duties to us &ed tuties to, and interests in, Annaly or our lsigexr. There may also be conflicts in
allocating investments which are suitable bothuf@and Annaly as well as other FIDAC managed imeest vehicles, including CreXus
Investment Corp., or CreXus, a public specialtafioe company that acquires, manages, and finadicestly or through its subsidiaries,
commercial mortgage loans and other commercialegtalte debt, CMBS, and other commercial realesédated assets. Annaly owns
approximately 4.5 million shares of common stoclkCoéXus. Annaly and CreXus may compete witlviik respect to certain investments
which we may want to acquire, and as a result we @ither not be presented with the opportunity @arénto compete with Annaly to acquire
these investments. Our Manager and our officerg choose to allocate favorable investments to AnoraCreXus instead of to us. The
ability of our Manager and its officers and empley¢o engage in other business activities may eethetime our Manager spends managing
us. Further, during turbulent conditions in thertgage industry, distress in the credit marketstber times when we will need focused
support and assistance from our Manager, othetientor which our Manager also acts as an investrmanager will likewise require grea
focus and attention, placing our Manager’s resauicdigh demand. In such situations, we mayrective the necessary support and
assistance we require or would otherwise receivweifvere internally managed or if our Manager ditiact as a manager for other
entities. There is no assurance that the allocatolicy that addresses some of the conflictdirgldo our investments will be adequate to
address all of the conflicts that may arise. Iditoin, we have entered into a repurchase agreewigmAnnaly, our Manager’s parent, to
finance our RMBS. This financing arrangement makenus less likely to terminate our Manager. itldalso give rise to further conflicts
because Annaly may be a creditor of ours. As drmipcreditors, Annaly’s interests may divergenfirthe interests of our stockholders.
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We pay our Manager substantial management feesdiega of the performance of our portfolio. Ouamdger’s entitlement to
substantial nonperformance-based compensation madhte its incentive to devote its time and efforseeking investments that provide
attractive risk-adjusted returns for our portfolid@his in turn could hurt both our ability to madlistributions to our stockholders and the
market price of our common stock. Annaly owns agpnately 4.38% of our outstanding shares of comstook which entitles them to
receive quarterly distributions. In evaluatingéstments and other management strategies, thiseméyur Manager to place emphasis on
the maximization of revenues at the expense ofrattiteria, such as preservation of capital. Itwesnts with higher yield potential are
generally riskier or more speculative. This cowdult in increased risk to the value of our invégtertfolio. Annaly may sell the shares in us
purchased concurrently with our initial public affeg at any time. Annaly may sell the shares ipuchased immediately after our 2008
secondary offering at any time after the earliefijoDctober 24, 2011 or (ii) the termination oétmanagement agreement. Annaly may sell
the shares in us that it purchased immediately afte April 15, 2009 secondary offering at any tiafeer the earlier of (i) April 15, 2012 or
(i) the termination of the management agreemenhaly may sell the shares in us that it purchasedddiately after our May 27, 2009
secondary offering at any time after the earliefioMay 27, 2012 or (i) the termination of the nagement agreement. To the extent Annaly
sells some of its shares, its interests may bealggsed with our interests.

The management agreement with our Manager was notagotiated on an arm’s-length basis and may not besdavorable to us as if it
had been negotiated with an unaffiliated third pary and may be costly and difficult to terminate.

Our president, chief financial officer, head of@stments, treasurer, controller, secretary and beadderwriting also serve as
employees of our Manager. In addition, certainwfdirectors are employees of our Manager aaffisates. Our management agreement
with our Manager was negotiated between relatetigsaand its terms, including fees payable, maybeas favorable to us as if it had been
negotiated with an unaffiliated third party. Teraion of the management agreement with our Manabout cause is difficult and costly.
Our independent directors review our Manager’'sqgrarnce and the management fees annually, the misnesag agreement may be
terminated annually by us without cause upon tfierative vote of at least twthirds of our independent directors, or by a vdtthe holder
of at least a majority of the outstanding sharesusfcommon stock (other than those shares helshioaly or its affiliates), based upon: (i)
our Manager’s unsatisfactory performance that isenelly detrimental to us, or (ii) a determinatittvat the management fees payable to our
Manager are not fair, subject to our Manager’strigtprevent termination based on unfair fees lmepting a reduction of management fees
agreed to by at least two-thirds of our independéetctors. Our Manager must be provided 180-dpyist notice of any such termination.
Additionally, upon such termination, the managenegreement provides that we will pay our Manageraination fee equal to three times
the average annual base management fee calcutatédree end of the most recently completed figcarter. These provisions may
adversely affect our ability to terminate our Maeagithout cause. The management agreement is edsdewn an annual basis, however,
Manager may terminate the management agreemenal@napon 180-days’ prior notice. If the managetr@greement is terminated and no
suitable replacement is found to manage us, wernntke able to execute our business plan.

Our board of directors approved very broad investmat guidelines for our Manager and will not approveeach investment decision
made by our Manager.

Our Manager is authorized to follow very broad stveent guidelines. Our board of directors pedallly reviews our investment
guidelines and our investment portfolio, but does and is not required to review all of our propdsnvestments or any type or category of
investment, except that an investment in a secatitictured or managed by our Manager must be apgroy a majority of our independent
directors. In addition, in conducting periodiwieavs, our board of directors relies primarily ofiormation provided to them by our
Manager. Furthermore, our Manager uses comptategies, and transactions entered into by our Famaay be difficult or impossible to
unwind by the time they are reviewed by our bodrdiectors. Our Manager has great latitude witthie broad investment guidelines in
determining the types of assets it may decide apgy investments for us, which could result ineistinent returns that are substantially
below expectations or that result in losses, whiohild materially and adversely affect our busingssrations and results. Further, decisions
made and investments entered into by our Managgmmoiabe in the best interests of our stockholders.
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We may change our investment strategy, asset alld@an, or financing plans without stockholder consety which may result in riskier
investments.

We may change our investment strategy, asset &bbocar financing plans at any time without thesent of our stockholders,
which could result in our making investments that different from, and possibly riskier than, theeéstments described in this Form H0-A
change in our investment strategy or financing laay increase our exposure to interest rate diaditdeisk and real estate market
fluctuations. Furthermore, a change in our as$etaion could result in our making investmentsgset categories different from those
described in this Form 10-K. These changes coweérzely affect the market price of our common stae# our ability to make distributions
to our stockholders.

While investments in investment vehicles managedusyManager require approval by a majority of imgiependent directors, our
Manager has an incentive to invest our funds iestment vehicles managed by our Manager becaubke pbssibility of generating an
additional incremental management fee, which mdyce other investment opportunities available tolasaddition, we cannot assure you
that investments in investment vehicles manageduoyManager will prove beneficial to us.

We may invest in CDOs managed by our Manager, inclling the purchase or sale of all or a portion of th equity of such CDOs, whict
may result in an immediate loss in book value andrgsent a conflict of interest between us and our Mzger.

We may invest in securities of CDOs managed byMamager. If all of the securities of a CDO manalggdur Manager were not
fully placed as a result of our not investing, Manager could experience losses due to changés velue of the underlying investments
accumulated in anticipation of the launch of suslestment vehicle. The accumulated investmentsGB@ transaction are generally sold at
the price at which they were purchased and noptéeailing market price at closing. Accordingly,ttee extent we invest in a portion of the
equity securities for which there has been a dat&ion of value since the securities were purathase would experience an immediate loss
equal to the decrease in the market value of thenying investment. As a result, the interestswfManager in our investing in such a CDO
may conflict with our interests and that of ourcktaolders.

Our investment focus is different from those of otlr entities that are or have been managed by our Meager.

Our investment focus is different from those ofestantities that are or have been managed by onalye. In particular, entities
managed by our Manager have not purchased wholgagw loans or structured whole loan securitizatiom addition, our Manager has
limited experience in managing CDOs and investm@DOs, non-Agency RMBS, CMBS and other ABS whighmay pursue as part of our
investment strategy. Accordingly, our Manager’'sdiisal returns are not indicative of its performarior our investment strategy and we can
offer no assurance that our Manager will replichtehistorical performance of the Manager’s investtrprofessionals in their previous
endeavors. Our investment returns could be sulisiigiribwer than the returns achieved by our Mamagi@vestment professionals’ previous
endeavors.

We compete with investment vehicles of our Managdor access to our Manager’s resources and investmeopportunities.

Our Manager provides investment and financial agltéca number of investment vehicles, includingX@i® and some of our
Manager’s personnel are also employees of Annalyirmathat capacity are involved in Annaly’s investm process. Accordingly, we will
compete with our Manager’s other investment veBialed with Annaly for our Manager's resources. Manager may sponsor and manage
other investment vehicles with an investment fabas overlaps with ours, which could result in ompeting for access to the benefits that
we expect our relationship with our Manager wilbyide to us.
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Risks Related To Our Business

Failure to procure adequate capital and funding orfavorable terms, or at all, would adversely affecour results and may, in turn,
negatively affect the market price of shares of oucommon stock and our ability to distribute dividerds to our stockholders.

The capital and credit markets have been experigreitreme volatility and disruption since Augu802. The volatility and
disruption have reached unprecedented levels.mesmses, the markets have exerted downward peessigtock prices and credit capacity
for certain lenders. We depend upon the avaitgili adequate funding and capital for our operatioWe intend to finance our assets over
the long-term through a variety of means, includiegurchase agreements, credit facilities, seeatitins, commercial paper and CDOs. Our
access to capital depends upon a number of faat@rswhich we have little or no control, including:

general market condition

the marke’s perception of our growth potenti

our current and potential future earnings and cisthibutions;
the market price of the shares of our capital staok

the marke's view of the quality of our asse

The current situation in the mortgage sector arctthrrent weakness in the broader credit marketlsl @aversely affect one or more
of our potential lenders and could cause one oermbour lenders or potential lenders to be unmgllor unable to provide us with financing.
In general, this could potentially increase ouafining costs and reduce our liquidity or requiréousell assets at an inopportune time or

We have and expect to use a number of sourcesandé our investments, including repurchase agnesm&arehouse facilities,
securitizations, asset-backed commercial papeteand CDOs. Current market conditions have affetitedcost and availability of financing
from each of these sources — and their individuatiglers —to different degrees; some sources generally aagailable, some are availal
but at a high cost, and some are largely unaffegtedexample, in the repurchase agreement mdr&@apwers have been affected differently
depending on the type of security they are finagnction-Agency RMBS have been harder to financeedding on the type of assets
collateralizing the RMBS. The amount, term and rimargquirements associated with these types ohimys have been negatively impac

Currently, warehouse facilities to finance whalan prime residential mortgages are generally aviglfrom major banks, but at
significantly higher cost and greater margin regients than previously offered. Many major banks tiffer warehouse facilities have also
reduced the amount of capital available to newagr$rand consequently the size of those facilitfeesed now are smaller than those
previously available.

It is currently a challenging market to term finarvehole loans through securitization or bonds iddyea CDO structure. The higt
rated senior bonds in these securitizations and Gf@tures currently have liquidity, but at mucldev spreads than issues priced earlier
year. The junior subordinate tranches of thesettres currently have few buyers and current mar&etlitions have forced issuers to ref
these lower rated bonds rather than sell them.

Certain issuers of ABCP, have been unable to flacmll) their securities, which has resultedsame instances, in forced sales of
RMBS, and other securities which has further negatiimpacted the market value of these assetesdmarket conditions are fluid and
likely to change over time.

As a result, the execution of our investment sgnateay be dictated by the cost and availabilitfimdéncing from these different
sources.

In addition, the impairment of other financial istions could negatively affect us. If one or monajor market participants fails or
otherwise experience a major liquidity crisis, aswhe case for Bear Stearns & Co. in March 2008 La&hman Brothers Holdings Inc. in
September 2008, it could adversely affect the nialdikity of all fixed income securities and thisubt negatively impact the value of the
securities we acquire, thus reducing our net badke:
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Furthermore, if any of our potential lenders or afipur lenders are unwilling or unable to provigewith financing, we could be
forced to sell our securities or residential moggéoans at an inopportune time when prices areedepd.

Our business, results of operations and financiatlition may be materially adversely affected bgradptions in the financial
markets. We cannot assure you, under such exitenditions, that these markets will remain an effit source of long-term financing for
our assets. If our strategy is not viable, we halle to find alternative forms of financing for@ssets, which may not be available. Further,
as a REIT, we are required to distribute annudllgast 90% of our REIT taxable income, determiwétiout regard to the deduction for
dividends paid and excluding net capital gain,uosiockholders and are therefore not able torretiginificant amounts of our earnings for
new investments. We cannot assure you that argyficient, funding or capital will be available tis in the future on terms that are
acceptable to us. If we cannot obtain sufficiemtfing on acceptable terms, there may be a negatpa&ct on the market price of our
common stock and our ability to make distributitm®ur stockholders. Moreover, our ability to grawlt be dependent on our ability to
procure additional funding. To the extent we aseable to raise additional funds through the isseaof additional equity or borrowings, our
growth will be constrained.

We operate in a highly competitive market for invement opportunities and more established competitas may be able to compete
more effectively for investment opportunities tharwe can.

A number of entities compete with us to make theegyof investments that we plan to make. We compitheother REITS, public
and private funds, commercial and investment bamkiscommercial finance companies. Many of our cditgee are substantially larger and
have considerably greater financial, technical muagketing resources than we do. Several other RE&Ve recently raised, or are expected to
raise, significant amounts of capital, and may hiavestment objectives that overlap with ours, Whigay create competition for investment
opportunities. Some competitors may have a lowst ebfunds and access to funding sources that@ravailable to us. In addition, some of
our competitors may have higher risk tolerancediféerent risk assessments, which could allow thermonsider a wider variety of
investments and establish more favorable relatipsghan us. We cannot assure you that the conyeepitessures we face will not have a
material adverse effect on our business, finarmatition and results of operations. Also, as altes this competition, we may not be able
to take advantage of attractive investment oppdiasnfrom time to time, and we can offer no aseueathat we will be able to identify and
make investments that are consistent with our imvest objectives.

Loss of our 1940 Act exemption would adversely afte us and negatively affect the market price of shas of our common stock and
our ability to distribute dividends and could resutk in the termination of the management agreement wh our Manager.

We conduct our operations so that neither we ngrofilour subsidiaries are required to registerramaestment company under the
1940 Act. Because we are a holding company thatailduct its businesses primarily through whollyaed subsidiaries, the securities
issued by these subsidiaries that are exceptedtfrerdefinition of “investment company” under SentB(c)(1) or Section 3(c)(7) of the 1940
Act, together with any other investment securitigsmay own, may not have a combined value in exae48% of the value of our adjusted
total assets on an unconsolidated basis. Thisnegent limits the types of businesses in which veg engage through our subsidiaries. In
addition, the assets we and our subsidiaries mawi@care limited by the provisions of the 1940 ,Abe rules and regulations promulgated
under the 1940 Act and SEC staff interpretativalgnce, which may adversely affect our performance.

If the value of securities issued by our subsid®that are excepted from the definition of “inmesht company” by Section 3(c)(1)
or 3(c)(7) of the 1940 Act, together with any otirerestment securities we own, exceeds 40% of djusted total assets on an unconsolid
basis, or if one or more of such subsidiariestéaihaintain an exception or exemption from the 184€ we could, among other things, be
required either (a) to substantially change themaaim which we conduct our operations to avoicheequired to register as an investment
company or (b) to register as an investment compaagr the 1940 Act, either of which could haveadwerse effect on us and the market
price of our securities. If we were required toiségy as an investment company under the 1940wetyould become subject to substantial
regulation with respect to our capital structurelfiding our ability to use leverage), managemepérations, transactions with affiliated
persons (as defined in the 1940 Act), portfolio position, including restrictions with respect toetisification and industry concentration,
and other matters.
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We expect certain subsidiaries to rely upon thergt®on from registration as an investment compamyeu the 1940 Act pursuant to
Section 3(c)(5)(C) of the 1940 Act, which is avbiafor entities “primarily engaged in the busine$gurchasing or otherwise acquiring
mortgages and other liens on and interests inetate.” This exemption generally requires thag¢adt 55% of these subsidiaries’ assets must
be comprised of qualifying real estate assets afehat 80% of each of their portfolios must be pased of qualifying real estate assets and
real estate-related assets under the 1940 Act.yMeceeach of our subsidiaries relying on Secti@)(3)(C) to rely on guidance published by
the SEC staff or on our analyses of guidance puddisvith respect to other types of assets to datermhich assets are qualifying real estate
assets and real estate-related assets. If the BE@ublishes new or different guidance with retfe these matters, we may be required to
adjust our strategy accordingly. In addition, weyrba limited in our ability to make certain invegnts and these limitations could result in
the subsidiary holding assets we might wish toaedlelling assets we might wish to hold.

Certain of our subsidiaries may rely on the exeamppirovided by Section 3(c)(6) which excludes fritn@ definition of “investment
company” any company primarily engaged, directlyrwough majority-owned subsidiaries, in a businassong others, described in Section
3(c)(5)(C) of the 1940 Act (from which not lessnh26% of such company's gross income during itfissal year was derived) together w
an additional business or additional businessesr ¢flan investing, reinvesting, owning, holdingrading in securities. The SEC staff has
issued little interpretive guidance with respecbaxtion 3(c)(6) and any guidance published bysth# could require us to adjust our strategy
accordingly.

We expect certain of our subsidiaries we may farrthe future to rely on Section 3(c)(7) for thed4D Act exemption and, therefore
our interest in each of these subsidiaries wouitsttute an “investment security” for purposes efedmining whether we pass the 40% test.

We may in the future, however, organize one or nsoiesidiaries that seek to rely on the 1940 Actrgpt®n provided to certain
structured financing vehicles by Rule 3a-7. Ifevganize subsidiaries that rely on Rule 3a-7 foememption from the 1940 Act, these
subsidiaries will also need to comply with the fietibns described in “Business—Operating and Raguy Structure—1940 Act
Exemption.” In general, Rule 3a-7 exempts from1B40 Act issuers that limit their activities asldols:

° the issuer issues securities the paywfamhich depends primarily on the cash flow fréeligible assetsthat by their term
convert into cash within a finite time period,;

° the securities sold are fixed incomeusigies rated investment grade by at least oniegatgency (fixed income securities
which are unrated or rated below investment gradg Ipe sold to institutional accredited investord any securities may be sold walified
institutional buyers” and to persons involved ie tirganization or operation of the issuer);

° the issuer acquires and disposes gibédi assets (1) only in accordance with the agesgspursuant to which the securities
are issued, (2) so that the acquisition or disgosidoes not result in a downgrading of the issufixed income securities and (3) the eligible
assets are not acquired or disposed of for thegoyipurpose of recognizing gains or decreasingksssulting from market value changes;
and

° unless the issuer is issuing only concmaépaper, the issuer appoints an independestetey takes reasonable steps to
transfer to the trustee an ownership or perfeatedrity interest in the eligible assets, and mestag agency requirements for commingling
of cash flows.

Any subsidiary also would need to be structuredaimply with any guidance that may be issued bytivésion of Investment
Management of the SEC on how the subsidiary mustdpnized to comply with the restrictions contdife Rule 3a-7. Compliance with
Rule 3a-7 may require that the indenture goverttiegsubsidiary include additional limitations o tiypes of assets the subsidiary may sell
or acquire out of the proceeds of assets that made refinanced or otherwise sold, on the pesfdine during which such transactions may
occur, and on the amount of transactions that neayroIn light of the requirements of Rule Basur ability to manage assets held in a sp
purpose subsidiary that complies with Rule 3a-T allimited and we may not be able to purchassetirassets owned by that subsidiary
when we would otherwise desire to do so, which@ddeéd to losses. Initially, we will limit the agggate value of our interests in our
subsidiaries that may in the future seek to relfRoie 3a-7 to 20% or less of our total assets ourmonsolidated basis, as we continue to
discuss with the SEC staff the use of subsididhiasrely on Rule 3a-7 to finance our operations.
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The determination of whether an entity is a majeoitvned subsidiary of our company is made by ug T$40 Act defines a
majority-owned subsidiary of a person as a compsrnwhich 50% or more of the outstanding voting séms are owned by such person, or
by another company which is a majority-owned subsydof such person. The 1940 Act further defineng securities as any security
presently entitling the owner or holder thereofitbe for the election of directors of a company. iéat companies in which we own at lee
majority of the outstanding voting securities agarity-owned subsidiaries for purposes of the 4@%.tWe have not requested the SEC to
approve our treatment of any company as a majorityed subsidiary and the SEC has not done soe IBEC were to disagree with our
treatment of one or more companies as majaniyed subsidiaries, we would need to adjust oategly and our assets in order to contint
pass the 40% test. Any such adjustment in oureglyatould have a material adverse effect on us.

There can be no assurance that the laws and regpa@toverning the 1940 Act status of REITs, inglgdhe Division of Investment
Management of the SEC providing more specific ffedént guidance regarding these exemptions, willahange in a manner that adversely
affects our operations. If we or our subsidiaregbtb maintain an exception or exemption from 1840 Act, we could, among other things
required either to (a) change the manner in whiefcenduct our operations to avoid being requiregister as an investment company, (b)
effect sales of our assets in a manner that, attiate when, we would not otherwise choose to d@s(c) register as an investment compi
any of which could negatively affect the value af common stock, the sustainability of our businesslel, and our ability to make
distributions which could have an adverse effecbonbusiness and the market price for our sharesromon stock.

Rapid changes in the values of our RMBS, residentianortgage loans, and other real estate-related istments may make it more
difficult for us to maintain our qualification as a REIT or our exemption from the 1940 Act.

If the market value or income potential of our RMB&sidential mortgage loans, and other real estdd¢ed investments declines as
a result of increased interest rates, prepaymésd @ other factors, we may need to increaseaairastate investments and income or
liquidate our non-qualifying assets to maintain B&EIT qualification or our exemption from the 194¢€t. If the decline in real estate asset
values or income occurs quickly, this may be egdyailifficult to accomplish. This difficulty mayéexacerbated by the illiquid nature of
non-real estate assets we may own. We may havake mvestment decisions that we otherwise woutdwake absent the REIT and 1940
Act considerations.

We leverage our investments, which may adverselyfatt our return on our investments and may reduceash available for
distribution to our stockholders.

We leverage our investments through borrowingsegaly through the use of repurchase agreementghease facilities, credit
facilities, securitizations, commercial paper add3. We are not required to maintain any speciistdo-equity ratio. The amount of
leverage we use varies depending on our abilibtain credit facilities, the lenders’ and ratirgeacies’ estimates of the stability of the
investments’ cash flow, and our assessment ofggpeoariate amount of leverage for the particulaetswe are funding. Under some credit
facilities, we expect to be required to maintaimimium average cash balances in connection wittolangs. Our return on our investments
and cash available for distribution to our stockieos may be reduced to the extent that changeatketnconditions prevent us from
leveraging our investments, require us to decreaseate of leverage, increase the amount of eslidtve post, or increase the cost of our
financing relative to the income that can be detifrem the assets acquired. Our debt service patgwah reduce cash flow available for
distributions to stockholders, which could adveysdfect the price of our common stock. We maylmoable to meet our debt service
obligations, and, to the extent that we cannotrislethe loss of some or all of our assets to flmmae or sale to satisfy the obligations. We
leverage certain of our assets through repurchgreements. A decrease in the value of these assgtéead to margin calls which we will
have to satisfy. We may not have the funds aval&bbkatisfy any such margin calls and we may beetbto sell assets at significantly
depressed prices due to market conditions or oikenWhe satisfaction of such margin calls may cedtash flow available for distribution to
our stockholders. Any reduction in distributionsotar stockholders or sales of assets at inoppotiores or prices may cause the value of our
common stock to decline, in some cases, precigitous
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We depend on warehouse and repurchase facilitiegiedit facilities and commercial paper to execute aubusiness plan, and our
inability to access funding could have a material dverse effect on our results of operations, finanal condition and business.

Our ability to fund our investments depends torgdaextent upon our ability to secure warehouggynehase, credit, and commerc
paper financing on acceptable terms. We can prawidassurance that we will be successful in estaibly sufficient warehouse, repurchase,
and credit facilities and issuing commercial papeaddition, because warehouse, repurchase, a&dit &ucilities and commercial paper are
shortterm commitments of capital, the lenders may redgormarket conditions, which may favor an alteneinvestment strategy for the
making it more difficult for us to secure continu@thncing. During certain periods of the creditley such as recently, lenders may curtail
their willingness to provide financing. If we aretrable to renew our then existing warehouse, @asge, and credit facilities and issue
commercial paper or arrange for new financing emseacceptable to us, or if we default on our camémor are otherwise unable to access
funds under any of these facilities, we will hagectirtail our asset acquisition activities.

It is possible that the lenders that provide ufihancing could experience changes in theiritgttib advance funds to us,
independent of our performance or the performaficaininvestments, including our mortgage loansaddition, if the regulatory capital
requirements imposed on our lenders change, thgybmaequired to significantly increase the codhefwarehouse facilities that they
provide to us. Our lenders also may revise thagitelity requirements for the types of residentiabrtgage loans they are willing to financt
the terms of such financings, based on, among @dlators, the regulatory environment and their nganaent of perceived risk, particularly
with respect to assignee liability. Financing ofiégrbased lending, for example, may become mdfedit in the future. Moreover, the
amount of financing we will receive under our warese and repurchase facilities will be directhatetl to the lendersaluation of the asse
that secure the outstanding borrowings. Typicallyeiouse, repurchase, and credit facilities grantéspective lender the absolute right to
reevaluate the market value of the assets thatsecstanding borrowings at any time. If a lendigtermines in its sole discretion that the
value of the assets has decreased, it has thetoighitiate a margin call. A margin call would rgce us to transfer additional assets to such
lender without any advance of funds from the lerfdesuch transfer or to repay a portion of thestariding borrowings. Any such margin «
could have a material adverse effect on our res@ilbgperations, financial condition, business, iliify and ability to make distributions to our
stockholders, and could cause the value of our comstock to decline. We may be forced to sell asaesignificantly depressed prices to
meet such margin calls and to maintain adequatéity, which could cause us to incur losses. Muegoto the extent we are forced to sell
assets at such time, given market conditions, weledorced to sell assets at the same time assofiieing similar pressures to sell similar
assets, which could greatly exacerbate a difficidtket environment and which could result in owuiming significantly greater losses on
sale of such assets. In an extreme case of manke$s] a market may not even be present for cestaior assets at any price.

Certain financing facilities may contain covenantghat restrict our operations and may inhibit our ability to grow our business and
increase revenues.

Certain financing facilities we may enter into mapntain extensive restrictions, covenants, andesggntations and warranties that,
among other things, require us to satisfy specfiig@hcial, asset quality, loan eligibility and loperformance tests. If we fail to meet or
satisfy any of these covenants or representatiodsvarranties, we would be in default under thege@ments and our lenders could elect to
declare all amounts outstanding under the agreenmerte immediately due and payable, enforce tksective interests against collateral
pledged under such agreements and restrict outyabilmake additional borrowings. Certain finargimgreements may contain cross-default
provisions, so that if a default occurs under ang agreement, the lenders under our other agresreunid also declare a default. The
covenants and restrictions we expect in our finaggacilities may restrict our ability to, amondyet things:

incur or guarantee additional de

make certain investments or acquisitic

make distributions on or repurchase or redeem alagiiick;
engage in mergers or consolidatio

finance mortgage loans with certain attribu

reduce liquidity below certain level

grant liens

incur operating losses for more than a specifigtbfe
enter into transactions with affiliates; a

hold mortgage loans for longer than establisheé fi@riods
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These restrictions may interfere with our abilyobtain financing, including the financing neededjualify as a REIT, or to engage
in other business activities, which may signifidafiarm our business, financial condition, liquyd&nd results of operations. A default and
resulting repayment acceleration could signifioantiduce our liquidity, which could require us &l ®ur assets to repay amounts due and
outstanding. This could also significantly harm business, financial condition, results of operagicand our ability to make distributions,
which could cause the value of our common stodketdine. A default will also significantly limit adinancing alternatives such that we will
be unable to pursue our leverage strategy, whiokdamurtail our investment returns.

The repurchase agreements, warehouse facilities amgedit facilities and commercial paper that we usé¢o finance our investments ma
require us to provide additional collateral and mayrestrict us from leveraging our assets as fully adesired.

We will try to use repurchase agreements, warehfacsiities, credit facilities and commercial papeifinance our investments. We
currently have uncommitted repurchase agreemenits28i counterparties, including Annaly, for finamgiour RMBS. Our repurchase
agreements are uncommitted and the counterpartyrefiage to advance funds under the agreements tti thee market value of the loans or
securities pledged or sold by us to a funding sedecline in value, we may be required by the legdistitution to provide additional
collateral or pay down a portion of the funds adeah but we may not have the funds available teadd?osting additional collateral will
reduce our liquidity and limit our ability to levesge our assets, which could adversely affect osiniess. In the event we do not have
sufficient liquidity to meet such requirements,dery institutions can accelerate repayment of ndebtedness, increase our borrowing rates,
liquidate our collateral or terminate our abilityliorrow. Such a situation would likely result imagid deterioration of our financial condition
and possibly necessitate a filing for protectiodemthe U.S. Bankruptcy Code. Further, financiatitations may require us to maintain a
certain amount of cash that is not invested oetaside non-levered assets sufficient to mairgtapecified liquidity position which would
allow us to satisfy our collateral obligations. &sesult, we may not be able to leverage our assdidly as we would choose which could
reduce our return on equity. If we are unable tettigese collateral obligations, then, as descriiexve, our financial condition could
deteriorate rapidly.

If the counterparty to our repurchase transactionsdefaults on its obligation to resell the underlyingsecurity back to us at the end of
the transaction term, or if the value of the undenying security has declined as of the end of thatite or if we default on our obligations
under the repurchase agreement, we will lose mon@n our repurchase transactions.

When we engage in a repurchase transaction, wealngell securities to the transaction countepand receive cash from the
counterparty. The counterparty is obligated toltése securities back to us at the end of the teftine transaction, which is typically 30-90
days. Because the cash we receive from the coamtgnghen we initially sell the securities to thmuaterparty is less than the value of those
securities (this difference is referred to as thedut), if the counterparty defaults on its obtiga to resell the securities back to us we would
incur a loss on the transaction equal to the amoitiite haircut (assuming there was no changedvdiue of the securities). We would also
lose money on a repurchase transaction if the \@fltiee underlying securities has declined as efehd of the transaction term, as we would
have to repurchase the securities for their init#lie but would receive securities worth less tiiian amount. Any losses we incur on our
repurchase transactions could adversely affeceamnings, and thus our cash available for distidinuio our stockholders. If we default on
one of our obligations under a repurchase trarmadiie counterparty can terminate the transaetiwhcease entering into any other
repurchase transactions with us. In that case, otddilikely need to establish a replacement repasetfacility with another repurchase de
in order to continue to leverage our portfolio aadry out our investment strategy. There is norassie we would be able to establish a
suitable replacement facility.
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Our rights under our repurchase agreements are sulgict to the effects of the bankruptcy laws in the ent of the bankruptcy or
insolvency of us or our lenders under the repurchasagreements.

In the event of our insolvency or bankruptcy, dartepurchase agreements may qualify for spea@akitnent under the U.S.
Bankruptcy Code, the effect of which, among othérds, would be to allow the lender under the ayailie repurchase agreement to avoic
automatic stay provisions of the U.S. Bankruptcgl€and to foreclose on the collateral agreemeifiowtitdelay. In the event of the
insolvency or bankruptcy of a lender during thert@f a repurchase agreement, the lender may batpstnunder applicable insolvency
laws, to repudiate the contract, and our claimreggahe lender for damages may be treated simpdyamsecured creditor. In addition, if the
lender is a broker or dealer subject to the Saearihvestor Protection Act of 1970, or an insulegository institution subject to the Federal
Deposit Insurance Act, our ability to exercise oghts to recover our securities under a repurchgseement or to be compensated for any
damages resulting from the lender’s insolvency tmajurther limited by those statutes. These claimsld be subject to significant delay
and, if and when received, may be substantially fkean the damages we actually incur.

An increase in our borrowing costs relative to thenterest we receive on our assets may adversely edt our profitability, and thus our
cash available for distribution to our stockholders

As our repurchase agreements and other short-termmavilings mature, we will be required either toegrihto new borrowings or to
sell certain of our investments. An increase inrskerm interest rates at the time that we seaater into new borrowings would reduce the
spread between our returns on our assets and shefaour borrowings. This would adversely affeat ceturns on our assets that are subject
to prepayment risk, including our mortgage-backezlsties, which might reduce earnings and, in,taash available for distribution to our
stockholders.

If we issue senior securities we will be exposed #olditional risks.

If we decide to issue senior securities in theritit is likely that they will be governed by ardenture or other instrument
containing covenants restricting our operatingifidity. Additionally, any convertible or exchandda securities that we issue in the future
may have rights, preferences and privileges moreréble than those of our common stock and maytresdilution to owners of our
common stock. We and, indirectly, our stockholdesifi,bear the cost of issuing and servicing suebusities.

Our securitizations will expose us to additional rgks.

We have and expect to continue to securitize eeatour portfolio investments to generate cashdading new investments. We
expect to structure these transactions eithemasding transactions or as sales for GAAP. In sach transaction, we convey a pool of
assets to a special purpose vehicle, the issuitity,eand the issuing entity issues one or morsssa of non-recourse notes pursuant to the
terms of an indenture. The notes are secured bgabkof assets. In exchange for the transfer eétagto the issuing entity, we receive the
cash proceeds of the sale of non-recourse notea &68% interest in the equity of the issuing gniihe securitization of our portfolio
investments might magnify our exposure to lossethose portfolio investments because any equigrést we retain in the issuing entity
would be subordinate to the notes issued to investod we would, therefore, absorb all of the lesaestained with respect to a securitized
pool of assets before the owners of the notes @ any losses. Moreover, we cannot be assuatavehwill be able to access the
securitization market, or be able to do so at falle rates. The inability to securitize our poitialould hurt our performance and our ability
to grow our business.

The use of CDO financings with over-collateralizatn requirements may have a negative impact on ourash flow.

We expect that the terms of CDOs we may sponséigeiierally provide that the principal amount asets must exceed the
principal balance of the related bonds by a cedaiount, commonly referred to as “over-collateration.” We anticipate that the CDO
terms will provide that, if certain delinquenciesasses exceed the specified levels based omtilgsis by the rating agencies (or any
financial guaranty insurer) of the characteristitthe assets collateralizing the bonds, the regluivel of over-collateralization may be
increased or may be prevented from decreasing aklwtherwise be permitted if losses or delinquesidid not exceed those levels. Other
tests (based on delinquency levels or other caiteniay restrict our ability to receive net incomenf assets collateralizing the obligations.
cannot assure you that the performance tests evgldbisfied. In advance of completing negotiatiaith the rating agencies or other key
transaction parties on our future CDO financings,c&nnot assure you of the actual terms of the @Blldquency tests, oveollateralizatior
terms, cash flow release mechanisms or other sgniffactors regarding the calculation of net meato us. Given recent volatility in the
CDO market, rating agencies may depart from historactices for CDO financings, making them morstlydor us. Failure to obtain
favorable terms with regard to these matters magradly and adversely affect the availability aftnincome to us. If our assets fail to
perform as anticipated, our over-collateralizatiorother credit enhancement expense associatecbwitE DO financings will increase.
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Hedging against interest rate exposure may adverseaffect our earnings, which could reduce our cashvailable for distribution to our
stockholders.

Subject to maintaining our qualification as a RENE pursue various hedging strategies to seekdiocesour exposure to losses fr
adverse changes in interest rates. Our hedgingtsictaries in scope based on the level and vithatiff interest rates, the type of assets held
and other changing market conditions. Interesthatiging may fail to protect or could adverseleeffus because, among other things:

interest rate hedging can be expensive, partiguthrting periods of rising and volatile interesiersy

available interest rate hedges may not correspordtly with the interest rate risk for which prot®n is sought

the duration of the hedge may not match the duraifaghe related liability

the amount of income that a REIT may earn from hegltfansactions (other than through TRSs) to offgerest rate losses is

limited by federal tax provisions governing REI

e the credit quality of the party owing money on tieglge may be downgraded to such an extent thapdirs our ability to sell or
assign our side of the hedging transaction;

e the party owing money in the hedging transactiony default on its obligation to pa

Our hedging transactions, which are intended td limsses, may actually limit gains and increaseexgposure to losses. As a result,
our hedging activity may adversely affect our eagsj which could reduce our cash available foritistion to our stockholders. In addition,
hedging instruments involve risk since they oftesrzot traded on regulated exchanges, guarantead bychange or its clearing house, or
regulated by any U.S. or foreign governmental atiiies. Consequently, there are no requirements mispect to record keeping, financial
responsibility or segregation of customer funds positions. Furthermore, the enforceability of @gnents underlying derivative transactions
may depend on compliance with applicable statuamiy commodity and other regulatory requirements dadending on the identity of the
counterparty, applicable international requiremente business failure of a hedging counterparth whom we enter into a hedging
transaction will most likely result in its defauefault by a party with whom we enter into a hedgiransaction may result in the loss of
unrealized profits and force us to cover our commaitts, if any, at the then current market pricéh@lgh generally we will seek to reserve
the right to terminate our hedging positions, itymat always be possible to dispose of or closeache#dging position without the consent of
the hedging counterparty, and we may not be abéater into an offsetting contract in order to aower risk. We cannot assure you that a
liquid secondary market will exist for hedging inghents purchased or sold, and we may be requirethintain a position until exercise or
expiration, which could result in losses.

Our hedging strategies may not be successful in mgating the risks associated with interest rates.

Subject to complying with REIT tax requirements, iega’e employed and intend to continue to emplolgrieies that limit, or
hedge, the adverse effects of rising interest maesur short-term repurchase agreements. In gemmenr hedging strategy depends on our
view of our entire portfolio, consisting of assdiabilities and derivative instruments, in lightmrevailing market conditions. We could
misjudge the condition of our investment portfaiothe market.

Our hedging activity will vary in scope based oa tbvel and volatility of interest rates and prpatirepayments, the type of
securities held and other changing market conditi@ur actual hedging decisions will be determiimeleght of the facts and circumstances
existing at the time and may differ from our cuthgmnticipated hedging strategy. These technigoay include entering into interest rate
caps, collars, floors, forward contracts, futureswap agreements. We may conduct certain hedgingdctions through a TRS, which will
be subject to federal, state and, if applicableallincome tax.
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There are no perfect hedging strategies, and sites&e hedging may fail to protect us from loskerhatively, we may fail to
properly assess a risk to our investment portfotimay fail to recognize a risk entirely, leavingexposed to losses without the benefit of
offsetting hedging activities. The derivative fiéal instruments we select may not have the effeotducing our interest rate risk. The
nature and timing of hedging transactions may arflte the effectiveness of these strategies. Pdesdigned strategies or improperly exec
transactions could actually increase our risk asdds. In addition, hedging activities could resulbsses if the event against which we he
does not occur. For example, interest rate hedgidd fail to protect us or adversely affect usaduese, among other things:

e available interest rate hedging may not correspbrettly with the interest rate risk for which peotion is sought

e the duration of the hedge may not match the duraifdhe related liability

e as explained in further detail in the risk factmmiediately below, the party owing money in the hieggransaction may default on
its obligation to pay

e the credit quality of the party owing money on tieglge may be downgraded to such an extent thapdirs our ability to sell or
assign our side of the hedging transaction;

e the value of derivatives used for hedging may ljested from time to time in accordance with accogtules to reflect changes in
fair value. Downward adjustments, “mark-to-market losse” would reduce our stockhold’ equity.

Whether the derivatives we acquire achieve hedgewsding treatment or not, hedging generally inesleosts and risks. Our
hedging strategies may adversely affect us bedaesging activities involve costs that we will inaegardless of the effectiveness of the
hedging activity. Those costs may be higher inqueriof market volatility, both because the courddies to our derivative agreements may
demand a higher payment for taking risks, and bexaepeated adjustments of our hedges during [geofoidterest rate changes also may
increase costs. Especially if our hedging strasegie not effective, we could incur significant ied+elated costs without any corresponc
economic benefits.

We have elected not to qualify for hedge accountingeatment.

We record derivative and hedge transactions inrdecwe with GAAP. We have elected not to qualifiylfedge accounting
treatment. As a result, our operating results mdfer because losses on the derivatives that vex Brio may not be offset by a change in
fair value of the related hedged transaction.

Declines in the fair values of our investments magdversely affect periodic reported results and creitl availability, which may reduce
earnings and, in turn, cash available for distributon to our stockholders.

A substantial portion of our assets are classiioecccounting purposes as “available-for-sale” eadied at fair value. Changes in
the fair values of those assets will be directlgrged or credited to OCI. In addition, a declim@alues will reduce the book value of our
assets. A decline in the fair value of our assety atversely affect us, particularly in instancéeme we have borrowed money based on the
fair value of those assets. If the fair value afsth assets declines, the lender may require usstaagdditional collateral to support the loan. If
we were unable to post the additional collatera would have to sell the assets at a time when ightmot otherwise choose to do so. A
reduction in credit available may reduce our eaygiand, in turn, cash available for distributiorstockholders.

The lack of liquidity in our investments may advergly affect our business.

We may invest in securities or other instrumendd #re not liquid. It may be difficult or impossgiio obtain third party pricing on
the investments we purchase. llliquid investméypigcally experience greater price volatility aseady market does not exist. In addition,
validating third party pricing for illiquid investemts may be more subjective than more liquid imaests. The illiquidity of our investments
may make it difficult for us to sell such investnt®if the need or desire arises. In addition, ifame required to liquidate all or a portion of
portfolio quickly, we may realize significantly ¢han the value at which we have previously resti@ur investments. As a result, our
ability to vary our portfolio in response to chaage economic and other conditions may be relatilislited, which could adversely affect
our results of operations and financial condition.
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We are highly dependent on information systems anthird parties, and systems failures could significatly disrupt our business, whick
may, in turn, negatively affect the market price ofour common stock and our ability to pay dividendgo our stockholders.

Our business is highly dependent on communicatimasinformation systems. Any failure or interruptiof our systems could cause
delays or other problems in our securities tradiatvities, including mortgage-backed securitiegling activities, which could have a
material adverse effect on our operating resultsreegatively affect the market price of our commstock and our ability to pay dividends to
our stockholders.

Compliance with proposed and recently enacted chaeg in securities laws and regulations increases ocosts.

The Sarbanes-Oxley Act of 2002 and rules and réignkpromulgated by the SEC and the New York Stexshange have
increased the scope, complexity and cost of cotp@avernance, reporting and disclosure practiv¥és.believe that these rules and
regulations will make it more costly for us to dbtdirector and officer liability insurance, and wey be required to accept reduced cove
or incur substantially higher costs to obtain cager These rules and regulations could also ntakere difficult for us to attract and retain
qualified members of management and our boardrettirs, particularly to serve on our audit comemitt

The DoddFrank Act contains many regulatory changes ana éadlfuture rulemaking that may affect our busseéscluding, but nc
limited to resolutions involving derivatives, ris&tention in securitizations and short-term finagsi. We are evaluating the potential impact
of regulatory change under the Dodd-Frank Act.

The increasing number of proposed federal, state @hocal laws may increase our risk of liability wih respect to certain mortgage
loans, may include judicial modification provisionsand could increase our cost of doing business.

The United States Congress and various state aatlégislatures are considering legislation, whanong other provisions, would
permit limited assignee liability for certain vitilans in the mortgage loan origination process,&ndld allow judicial modification of loan
principal in the event of personal bankruptcy. ¥danot predict whether or in what form Congresthervarious state and local legislatures
may enact legislation affecting our business. Weexaluating the potential impact of these inities, if enacted, on our practices and results
of operations. As a result of these and otheialinies, we are unable to predict whether fedstate or local authorities will require changes
in our practices in the future or in our portfolidhese changes, if required, could adversely affecprofitability, particularly if we make
such changes in response to new or amended lagudatiens or ordinances in any state where we aegusignificant portion of our
mortgage loans, or if such changes result in usgoeeld responsible for any violations in the magg loan origination process, or if the
principal amount of loans we own or are in RMBS Ipage own are modified in the personal bankruptmcpss.

Risks Related to Our Investments

We might not be able to purchase residential mortgge loans, mortgage-backed securities and other instenents that meet our
investment criteria or at favorable spreads over ouborrowing costs.

To the extent we purchase assets using leveragagbincome depends on our ability to acquiredersiial mortgage loans,
mortgage-backed securities and other investmeriévatable spreads over our borrowing costs. @uestments are selected by our
Manager, and our stockholders will not have inpit such investment decisions. Our Manager hasumted due diligence with respect to
each investment purchased. However, there cawo lassurance that our Manager's due diligence pesesill uncover all relevant facts or
that any investment will be successful.

We may not realize income or gains from our investents.
We invest to generate both current income and alagyiipreciation. The investments we invest in nhayyever, not appreciate in
value and, in fact, may decline in value, and thletdecurities we invest in may default on intecegirincipal payments. Accordingly, we

may not be able to realize income or gains fromiouestments. Any gains that we do realize maybeosufficient to offset any other losses
we experience. Any income that we realize may edaufficient to offset our expenses.

28




Our investments may be concentrated and will be sijict to risk of default.

While we intend to diversify our portfolio of inviesents, we are not required to observe specifierdification criteria. To the exte
that our portfolio is concentrated in any one ragbo type of security, downturns relating gener&dlsuch region or type of security may
result in defaults on a number of our investmeriteiwa short time period, which may reduce ourinebme and the value of our shares and
accordingly may reduce our ability to pay divideta®ur stockholders.

Our investments in subordinated RMBS are generallyn the “first loss” position and our investments inthe mezzanine RMBS are
generally in the “second loss” position and theref@ subject to losses.

In general, losses on a mortgage loan includedsicaritization will be borne first by the equityltier of the issuing trust, and then
by the “first loss” subordinated security holdedahen by the “second loss” mezzanine holder.héndvent of default and the exhaustion of
any classes of securities junior to those in whiehinvest and there is any further loss, we will ln@ able to recover all of our investment in
the securities we purchase. In addition, if thdartying mortgage portfolio has been overvaluedhgyoriginator, or if the values
subsequently decline and, as a result, less caldageavailable to satisfy interest and principayments due on the related RMBS, the
securities in which we invest may effectively beeothe “first loss” position behind the more sersecurities, which may result in significant
losses to us. The prices of lower credit quaktyusities are generally less sensitive to inteast changes than more highly rated
investments, but more sensitive to adverse econdovititurns or individual issuer developments. #j@ction of an economic downturn, for
example, could cause a decline in the price of tawedit quality securities because the abilitpbligors of mortgages underlying RMBS to
make principal and interest payments may be imgaite such event, existing credit support in teeusitization structure may be insufficient
to protect us against loss of our principal on ¢hsscurities.

Increases in interest rates could negatively affet¢he value of our investments, which could resulinireduced earnings or losses and
negatively affect the cash available for distributbn to our stockholders.

We have and will continue to invest in real estafated assets by acquiring RMBS, residential nag¢goans, CMBS and CDOs
backed by real estate-related assets. Under aahgreld curve, an investment in these assetsdeitline in value if long-term interest rates
increase. Declines in market value may ultimatetjuce earnings or result in losses to us, which meggtively affect cash available for
distribution to our stockholders. A significantkiassociated with these investments is the riskitbth long-term and short-term interest rates
will increase significantly. If long-term rates vegto increase significantly, the market value esthinvestments would decline, and the
duration and weighted average life of the investisi@ould increase. We could realize a loss if thessets were sold. At the same time, an
increase in short-term interest rates would in@ehs amount of interest owed on the repurchaseawgnts or other adjustable rate
financings we may enter into to finance the purehafthese assets. Market values of our invessimaay decline without any general
increase in interest rates for a number of reasut) as increases in defaults, increases in \aluprepayments for those investments that
are subject to prepayment risk and widening oficisgateads.

In a period of rising interest rates, our interestexpense could increase while the interest we earn our fixed-rate assets would not
change, which would adversely affect our profitabity.

Our operating results will depend in large partlmn differences between the income from our assetf credit losses and
financing costs. We anticipate that, in most cagesincome from such assets will respond morelgléavinterest rate fluctuations than the
cost of our borrowings. Consequently, changesterést rates, particularly short-term interestgateay significantly influence our net
income. Increases in these rates will tend to dsereur net income and market value of our adse¢sest rate fluctuations resulting in our
interest expense exceeding our interest incomedv@slult in operating losses for us and may limilominate our ability to make
distributions to our stockholders.

Interest rate mismatches between our investments drany borrowings used to fund purchases of these sets may reduce our income
during periods of changing interest rates.

We intend to fund some of our acquisitions of resithl mortgage loans, real estate-related seesrétind real estate loans with

borrowings that have interest rates based on isdiod repricing terms with shorter maturities ttr@ninterest rate indices and repricing te
of our adjustable-rate assets. Accordingly, ifrsierm interest rates increase, this may harnpoofitability.
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Some of the residential mortgage loans, real estddted securities and real estate loans we azquér and will be fixed-rate
securities. This means that their interest ratiat vary over time based upon changes in atsteom interest rate index. Therefore, the
interest rate indices and repricing terms of tteetsthat we acquire and their funding sourcesongidite an interest rate mismatch betwee
assets and liabilities. During periods of changigrest rates, these mismatches could reduceeduncome, dividend yield and the market
price of our stock.

Accordingly, in a period of rising interest rates could experience a decrease in net income et ss because the interest rates
on our borrowings adjust whereas the interest @esur fixed-rate assets remain unchanged.

Interest rate caps on our adjustable rate RMBS maydversely affect our profitability.

Adjustable-rate RMBS are typically subject to pdigand lifetime interest rate caps. Periodic ies¢rate caps limit the amount an
interest rate can increase during any given petidetime interest rate caps limit the amount ateriast rate can increase over the life of the
security. Our borrowings typically will not be sebj to similar restrictions. Accordingly, in a pediof rapidly increasing interest rates, the
interest rates paid on our borrowings could inaeahout limitation while caps could limit the erest rates on our adjustable-rate RMBS.
This problem is magnified for hybrid adjustableerand adjustable-rate RMBS that are not fully iredexXurther, some hybrid adjustable-rate
and adjustable-rate RMBS may be subject to peripajenent caps that result in a portion of the egebeing deferred and added to the
principal outstanding. As a result, we may recédas cash income on hybrid adjustable-rate andstadjle-rate RMBS than we need to pay
interest on our related borrowings. These factotdccreduce our net interest income and cause sisfter a loss.

A significant portion of our portfolio investments will be recorded at fair value as determined in acardance with our pricing policy
and, as a result, there will be uncertainty as tohte value of these investments.

A significant portion of our portfolio of investmemnis in the form of securities that are not puplicaded. The fair value of securiti
and other investments that are not publicly tratiegt not be readily determinable. It may be difiar impossible to obtain third party
pricing on the investments we purchase. We vdlasd investments quarterly at fair value, as deteain accordance with our pricing
policy as approved by our board of directors. Bseasuch valuations are inherently uncertain, mastdlte over short periods of time and
may be based on estimates, our determinationgrofdlue may differ materially from the values tiaduld have been used if a ready market
for these securities existed. The value of our comstock could be adversely affected if our deteatibns regarding the fair value of these
investments were materially higher than the vathaswe ultimately realize upon their disposal.

A prolonged economic slowdown, a recession or datilig real estate values could impair our investmesstand harm our operating
results.

Many of our investments are susceptible to econatoivdowns or recessions, which could lead to figliosses in our investmel
and a decrease in revenues, net income and ddsésorable economic conditions also could increasefunding costs, limit our access to
the capital markets or result in a decision by é¥adhot to extend credit to us. These events qmaident us from increasing investments and
have an adverse effect on our operating results.

Changes in prepayment rates could negatively affethe value of our investment portfolio, which couldresult in reduced earnings or
losses and negatively affect the cash available fdistribution to our stockholders.

There are seldom any restrictions on borrowerditegsi to prepay their residential mortgage loafgmeowners tend to prepay
mortgage loans faster when interest rates dedlinasequently, owners of the loans have to reinhesmoney received from the prepaymi
at the lower prevailing interest rates. Conversebmeowners tend not to prepay mortgage loans \herest rates increase. Consequently,
owners of the loans are unable to reinvest monaywilbbuld have otherwise been received from prepaysret the higher prevailing interest
rates. This volatility in prepayment rates may eiffeur ability to maintain targeted amounts of legge on our portfolio of residential
mortgage loans, RMBS, and CDOs backed by realeastitted assets and may result in reduced earnimgsses for us and negatively aff
the cash available for distribution to our stockieot.
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To the extent our investments are purchased araipm, faster than expected prepayments resulfastar than expected
amortization of the premium paid, which would acdbedy affect our earnings. Conversely, if thesegtinents were purchased at a discount,
faster than expected prepayments accelerate cogmiion of income.

The mortgage loans we invest in and the mortgagedos underlying the mortgage and asset-backed sectieis we invest in are subject
to delinquency, foreclosure and loss, which couldesult in losses to us.

Residential mortgage loans are typically securedibgle-family residential property and are subjeatisks of delinquency and
foreclosure and risks of loss. The ability of arbarer to repay a loan secured by a residentialgrtgps dependent upon the income or assets
of the borrower. A number of factors, includingengral economic downturn, acts of God, terrorismia unrest and civil disturbances, may
impair borrowers’ abilities to repay their loans.dddition, we invest in non-Agency RMBS, which beeked by residential real property but,
in contrast to Agency RMBS, their principal anceirgst is not guaranteed by federally charteredienguch as Fannie Mae and Freddie Mac
and, in the case of Ginnie Mae, the U.S. governmiérg U.S. Department of Treasury and FHFA have atdered into preferred stock
purchase agreements between the U.S. Departmé@&n¢asury and Fannie Mae and Freddie Mac pursuamhitch the U.S. Department of
Treasury will ensure that each of Fannie Mae ardidie Mac maintains a positive net worth. Asse&kbd securities are bonds or notes
backed by loans or other financial assets. Thétabil a borrower to repay these loans or otheaditial assets is dependent upon the income
or assets of these borrowers. Commercial mortgzayeslare secured by multifamily or commercial priypend are subject to risks of
delinquency and foreclosure, and risks of loss dhatgreater than similar risks associated withdaaade on the security of single-family
residential property. The ability of a borrowerépay a loan secured by an income-producing prppgotcally is dependent primarily upon
the successful operation of such property ratheem tipon the existence of independent income otsasbthe borrower. If the net operating
income of the property is reduced, the borrowebitity to repay the loan may be impaired. Net oiagaincome of an income producing
property can be affected by, among other thingmrtemix, success of tenant businesses, propentageament decisions, property location
and condition, competition from comparable typeprafperties, changes in laws that increase opegratipense or limit rents that may be
charged, any need to address environmental condimminat the property, the occurrence of any unedcasualty at the property, changes in
national, regional or local economic conditionspecific industry segments, declines in regiondboal real estate values, declines in
regional or local rental or occupancy rates, ingesan interest rates, real estate tax rates &ed operating expenses, changes in
governmental rules, regulations and fiscal policiesluding environmental legislation, acts of Gtetrorism, social unrest and civil
disturbances. In the event of any default undepegage loan held directly by us, we will bearskmf loss of principal to the extent of any
deficiency between the value of the collateral #iredprincipal and accrued interest of the mortdaga, which could have a material adverse
effect on our cash flow from operations. In therdwa the bankruptcy of a mortgage loan borrowg, mortgage loan to such borrower will
be deemed to be secured only to the extent ofdhe\of the underlying collateral at the time ofkauptcy (as determined by the bankruptcy
court), and the lien securing the mortgage loahhelsubject to the avoidance powers of the barkyupustee or debtor-in-possession to the
extent the lien is unenforceable under state laweé¢losure of a mortgage loan can be an expensivéeagthy process which could have a
substantial negative effect on our anticipatedrretun the foreclosed mortgage loan. RMBS evidentrésts in or are secured by pools of
residential mortgage loans and CMBS evidence istelia or are secured by a single commercial mgeid@an or a pool of commercial
mortgage loans. Accordingly, the RMBS and CMBS meest in are subject to all of the risks of thepedive underlying mortgage loans.

We may be required to repurchase mortgage loans andemnify investors if we breach representations athwarranties, which could
harm our earnings.

If we sell loans, we would be required to make astry representations and warranties about suds lmathe loan purchaser. Our
residential mortgage loan sale agreements williregis to repurchase or substitute loans in thatawe breach a representation or warranty
given to the loan purchaser. In addition, we maydugiired to repurchase loans as a result of bardmaud or in the event of early payment
default on a mortgage loan. Likewise, we are rexguip repurchase or substitute loans if we breaelp@esentation or warranty in connection
with our securitizations. The remedies available purchaser of mortgage loans are generally brdhda those available to us against the
originating broker or correspondent. Further, jiftsichaser enforces its remedies against us, wenwtdye able to enforce the remedies we
have against the sellers. The repurchased loaitatlypcan only be financed at a steep discounihéir repurchase price, if at all. They are
also typically sold at a significant discount te timpaid principal balance. Significant repurchexérity could harm our cash flow, results of
operations, financial condition and business prospe
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We may enter into derivative contracts that could gpose us to contingent liabilities in the future.

Subject to maintaining our qualification as a RE}&rt of our investment strategy involves enteiimg derivative contracts that
could require us to fund cash payments in certagumstances. These potential payments will beiggant liabilities and therefore may not
appear on our consolidated statement of financiatlition. Our ability to fund these contingent iiéles will depend on the liquidity of our
assets and access to capital at the time, andetiteto fund these contingent liabilities could adely impact our financial condition.

Our Manager’s due diligence of potential investments may not veal all of the liabilities associated with such westments and may no
reveal other weaknesses in such investments, whicbuld lead to investment losses.

Before making an investment, our Manager assebeestriengths and weaknesses of the originatosoeiof the asset as well as
other factors and characteristics that are mattritde performance of the investment. In makirggahsessment and otherwise conducting
customary due diligence, our Manager relies onuess available to it and, in some cases, an ilgagin by third parties. This process is
particularly important with respect to newly formexginators or issuers with unrated and other sdibated tranches of RMBS and ABS
because there may be little or no information miplavailable about these entities and investméritere can be no assurance that our
Manager’s due diligence process will uncover dévant facts or that any investment will be suctidss

Our real estate investments are subject to risks picular to real property.

We own assets secured by real estate and may avestate directly in the future, either througtedi investments or upon a defe
of mortgage loans. Real estate investments aredutioj various risks, including:

acts of God, including earthquakes, floods andrathéural disasters, which may result in uninsuosdes

acts of war or terrorism, including the consequerafeerrorist attacks, such as those that occumeBieptember 11, 200

adverse changes in national and local economigraaréiet conditions

changes in governmental laws and regulations, [fisgécies and zoning ordinances and the relatextiscof compliance with laws a
regulations, fiscal policies and ordinanc

costs of remediation and liabilities associatedhweitvironmental conditions such as indoor mold;

e the potential for uninsured or un-insured property losse

If any of these or similar events occurs, it maguee our return from an affected property or inwesit and reduce or eliminate our
ability to make distributions to stockholders.

We may be exposed to environmental liabilities witlmespect to properties to which we take title.

In the course of our business, we may take title#b estate, and, if we do take title, we couldblgiect to environmental liabilities
with respect to these properties. In such a cir¢cante, we may be held liable to a governmentatyeatito third parties for property damage,
personal injury, investigation, and cleap-costs incurred by these parties in connectidh @mvironmental contamination, or may be requ
to investigate or clean up hazardous or toxic sutzsts, or chemical releases at a property. The assbciated with investigation or
remediation activities could be substantial. Ifewer become subject to significant environmenéddilities, our business, financial condition,
liquidity, and results of operations could be mialgr and adversely affected.
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We may in the future invest in RMBS collateralizedby subprime mortgage loans, which are subject to oreased risks.

We may in the future invest in RMBS backed by delial pools of subprime residential mortgage lod8sibprime” mortgage loan
refer to mortgage loans that have been originasathunderwriting standards that are less restadtian the underwriting requirements used
as standards for other first and junior lien magtgéoan purchase programs, such as the prografenoie Mae and Freddie Mac. These
lower standards include mortgage loans made t@bemns having imperfect or impaired credit histoiesluding outstanding judgments or
prior bankruptcies), mortgage loans where the amolihe loan at origination is 80% or more of tledue of the mortgage property,
mortgage loans made to borrowers with low creditess, mortgage loans made to borrowers who hawr d#bt that represents a large
portion of their income and mortgage loans madsotwowers whose income is not required to be désrdoor verified. Due to economic
conditions, including increased interest rateslameér home prices, as well as aggressive lendiagtjges, subprime mortgage loans have in
recent periods experienced increased rates ofqieditcy, foreclosure, bankruptcy and loss, and #éneyikely to continue to experience
delinquency, foreclosure, bankruptcy and loss rditasare higher, and that may be substantiallizdrigthan those experienced by mortgage
loans underwritten in a more traditional manneug;tbecause of the higher delinquency rates asddagssociated with subprime mortgage
loans, the performance of RMBS backed by subpriroggage loans in which we may invest could be spoadingly adversely affected,
which could adversely impact our results of operatj financial condition and business.

Our Manager utilizes analytical models and data irconnection with the valuation of our investments, ad any incorrect, misleading or
incomplete information used in connection therewithvould subject us to potential risks.

Given the complexity of our investments and strigggour Manager must rely heavily on analyticatlele (both net present value
based loss mitigation models and those supplidthiby-parties) and information and data suppliedtbsd-parties, or Models and
Data. Models and Data will be used to value inwesits or potential investments and also in conoeetith hedging our investments. When
Models and Data prove to be incorrect, misleading@omplete, any decisions made in reliance them@ose us to potential risks. For
example, by relying on Models and Data, especialyation models, our Manager may be induced todautain investments at prices that
are too high, to sell certain other investmenigriges that are too low or to miss favorable opyuties altogether. Similarly, any hedging
based on faulty Models and Data may prove to beegessful. Furthermore, any valuations of our $tiveents that are based on valuation
models may prove to be incorrect.

Some of the risks of relying on analytical modeid ¢hird-party data are particular to analyzingntfzes from securitizations, such as
RMBS. These risks include, but are not limitedthe, following: (i) collateral cash flows and/orBiéity structures may be incorrectly mode
in all or only certain scenarios, or may be modéddased on simplifying assumptions that lead torsyi(@) information about collateral may
be incorrect, incomplete, or misleading; (iii) @aéral or bond historical performance (such ashisdl prepayments, defaults, cash flows,
etc.) may be incorrectly reported, or subject terpretation (e.g., different issuers may repolindeency statistics based on different
definitions of what constitutes a delinquent loam)(iv) collateral or bond information may be catteld, in which case the models may cor
incorrect assumptions as to what has occurred sirecdate information was last updated.

Some of the analytical models used by our Managmt as mortgage prepayment models or mortgageltiefadels, are predictive
in nature. The use of predictive models has infteisks. For example, such models may incorreactigcast future behavior, leading to
potential losses on a cash flow and/or a mark-tckatebasis. In addition, the predictive models usgdur Manager may differ substantially
from those models used by other market participavith the result that valuations based on thesdiptive models may be substantially
higher or lower for certain investments than actnatket prices. Furthermore, since predictive ndee usually constructed based on
historical data supplied by third-parties, the ssscof relying on such models may depend heavihemccuracy and reliability of the
supplied historical data and the ability of theistdrical models to accurately reflect future pdso

All valuation models rely on correct market datauts. If incorrect market data is entered into exevell-founded valuation model,
the resulting valuations will be incorrect. Howeveven if market data is inputted correctly, “mopates” will often differ substantially from
market prices, especially for securities with coexptharacteristics, such as derivative securities.

Regulatory and Legal Risks

Violations of federal, state and local laws by theriginator, the servicer, or may result in rescisgn of the loans or penalties that may
adversely impact our income.

Violations of certain provisions of federal, statel local laws by the originator, the servicer ®ras well as actions by governmei
agencies, authorities and attorneys general, maydur or the servicer’s ability to collect all part of the principal of, or interest on, the
residential mortgage loans we purchase and hottlcams that serve as security for the RMBS welmse and hold. Violations could also
subject the entity that made or modified the ldandamages and administrative enforcement (inctudisgorgement of prior interest and f
paid). In particular, a loan seller’s failure toneply with certain requirements of federal andestatvs could subject the seller (and other
assignees of the mortgage loans) to monetary pemalhd result in the obligors’ rescinding the mage loans against the seller and any
subsequent holders of the mortgage loans, evée issignee was not responsible for and was unaf#rese violations. These adverse
consequences vary depending on the applicablerdwray vary depending on the type or severity efvilolation, but they typically include:
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° the ability of the homeowner to rescind, or cantted,loan;
° the inability of the holder of the loan to colledt of the principal and interest otherwise duetomloan;

° the right of the homeowner to a refund of amoumésipusly paid (which may include amounts finanbgahe loan), or to
set off those amounts against his or her future tddigations; an

° the liability of the servicer and the owner of than for actual damages, statutory damages andiyeidamages, civil or
criminal penalties, costs and attorr’ fees.

The terms of the documents under which we intenlitchase loans, and the terms of the documendstasgeate the RMBS we
intend to purchase, may entitle the holders oldhes and the special purpose vehicles that haldslin RMBS to contractual indemnificat
against these liabilities. For example, the sgltdrioans placed in a securitization typicallyresgent that each mortgage loan was made in
compliance with applicable federal and state lamér@gulations at the time it was made. If thera material breach of that representation,
the seller may be contractually obligated to cheelireach or repurchase or replace the affectethag® loan. If the seller is unable or
otherwise fails to satisfy these obligations, thedyon the loans and RMBS might be materially addersely affected. Due to the well
publicized recent deterioration in the housing aochmercial property markets, many of the selleas igsued these indemnifications are no
longer in business or are unable to financiallpoesl to their indemnification obligations. Consenlly, holders of interests in the loans and
RMBS may ultimately have to absorb the lossesragifiom the sellers’ violations. While we attenbptake these factors into account in the
prices we pay for loans and RMBS, we can offersgueances concerning the validity of the assumgtios use in our pricing decisions.

Furthermore, the volume of new and modified lawd gegulations at both the federal and state ldvadsincreased in recent
years. For example, H.R. 1105, which was signemlaw in March 2009, gives the Federal Trade Cossion, or FTC, authority to issi
rules under which it will define what constitutesair and deceptive practices relating to mortgageing and loan servicing and which gi
enforcement authority to state attorneys genérhkre is also an increased risk that the both wietlae servicer of loans we purchase or that
are held in RMBS we purchase may be involved igdtion over violations or alleged violations oteatly enacted and proposed laws. It is
possible that these laws might result in additighificant costs and liabilities, which could thuer adversely affect the results of our
operations. Any litigation would increase our exges and reduce funds available for distributioouiostockholders.

Some local municipalities also have enacted laasithpose potentially significant penalties on Ieanvicing activities related to
abandoned properties or real estate owned progertie

Any of these preceding could result in delays and¢ductions in receipts of amounts due on thedo@® intend to purchase or on
loans held in RMBS we intend to purchase, harmingirccome and operating results.

We may be subject to liability for potential violatons of predatory lending and other laws, which cold adversely impact our results of
operations, financial condition and business.

Various federal, state and local laws have beenteddhat are designed to discourage predatoryrigmactices and more are
currently proposed. The federal Home OwnershipEauity Protection Act of 1994, commonly known asER®A, prohibits inclusion of
certain provisions in residential mortgage loara tlave mortgage rates or origination costs in ®xoé prescribed levels and requires that
borrowers be given certain disclosures before oaipn. Some states have enacted, or may enadiasiaws or regulations, which in some
cases impose restrictions and requirements gréteithose in HOEPA. In addition, under the anéidatory lending laws of some states, the
origination of certain residential mortgage loans|uding loans that are not classified as “higktétoans under applicable law, must satis
net tangible benefits test with respect to theteeldorrower. This test may be highly subjectind apen to interpretation. As a result, a court
may determine that a residential mortgage loan olg, ior example, does not meet the test evereit¢ated originator reasonably believed
that the test was satisfied.
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Failure of residential mortgage loan originatorseivicers to comply with these laws, to the exsmyt of their residential mortgage
loans become part of our mortgage-related assmif] subject us, as an assignee or purchaser oéldied residential mortgage loans or
RMBS, to monetary penalties and could result inkbeowers rescinding the affected residential gage loans. Lawsuits have been broi
in various states making claims against assigneparchasers of high cost loans for violationstafeslaw. Named defendants in these cases
have included numerous participants in the seconuartgage market. If the loans are found to Haeen originated in violation of predatc
or abusive lending laws, we could incur lossescivitiould adversely impact our results of operatiéinancial condition and business.

There is the potential for limitations on our ability to finance purchases of loans and RMBS, and fdosses on the loans and RMBS we
purchase, as a result of violations of law by theriginating lenders.

In June 2003, a California jury found a warehoeselér and securitization underwriter liable in gpartfraud on consumers
committed by a lender to whom it provided financargl underwriting services. The jury found that itvestment bank was aware of the
fraud and substantially assisted the lender ingieaipng the fraud by providing financing and uvdegting services that allowed the lender to
continue to operate, and held it liable for 10%hef plaintiff's damages. This instance of lialyili the first case we know of in which an
investment bank was held partly responsible folations committed by a mortgage lender customéiort after the announcement of the
jury verdict in the California case, the Floridadhey General filed suit against the same findnsitution, seeking an injunction to prev
it from financing mortgage loans within Florida,w&sll as damages and civil penalties, based orri®of unfair and deceptive trade
practices and fraud. The suit claimed that tmaricial institution aided and abetted the samedeimyolved in the California case in its
commission of fraudulent representations in Flarida

In December of 2008, the Massachusetts Supremeidu@burt upheld a lower court’s order enteredirsgiaa lender that enjoined
the lender from foreclosing, without court approwal certain mortgage loans secured by the borfeyencipal dwelling that the court
considered “presumptively unfair.”

In May of 2009, another securitizer of residentirtgage loans entered into a settlement agreewitnthe Commonwealth of
Massachusetts stemming from its investigation bpsime lending and securitization markets. Theigsgzer agreed to provide loan
restructuring (including significant principal weidowns) valued at approximately $50 million to Beshusetts subprime borrowers and to
make a $10 million payment to the Commonwealthottier courts or regulators take similar actiongestment banks and investors in
residential and commercial mortgage loans and RNH#B8h as us) might face increased litigation ag éme named as defendants in lawsuits
and regulatory actions against the mortgage corapanti securitizers with which they do busines$iey tmight be prohibited from
foreclosing on loans they purchased. Some invettirenks may charge more for warehouse lendingeshace the prices they pay for loans
to build in the costs of this potential litigation exit the business entirely, thereby increasimgomst of borrowing. Any such actions by
courts and regulators, and any such increasesioosts of borrowing, could, in turn, have a mateaidverse effect on our results of
operations, financial condition, and business protp

We are required to obtain various state licenses iarder to purchase mortgage loans in the secondamarket and there is no
assurance we will be able to obtain or maintain thee licenses.

While we are not required to obtain licenses tapase mortgagbacked securities, we are required to obtain vargate licenses
purchase mortgage loans in the secondary marketeTi no assurance that we will obtain all oflibenses that we desire or that we will not
experience significant delays in seeking thesenfies. Furthermore, we will be subject to variodisrination reporting requirements to
maintain these licenses, and there is no assuthatee will satisfy those requirements. Our fadltw obtain or maintain licenses will restrict
our investment options and could harm our business.
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The federal government’s pressing for refinancing bcertain loans may affect prepayment rates for magage loans in RMBS.

In addition to the increased pressure upon resalenbrtgage loan investors and servicers to engafpess mitigation activities, the
federal government is pressing for refinancingeartain loans, and this encouragement may affegigyraent rates for mortgage loans in
RMBS. To the extent these and other economicletation or stimulus efforts are successful in @asing prepayment speeds for residential
mortgage loans, such as those in RMBS, that cootleintially harm our income and operating resuléstipularly in connection with loans or
RMBS purchased at a premium or our interest-ontyisges.

Federal and state agencies have taken enforcememtians and enacted regulations and government progms that require
government sponsored enterprises (such as Fannie Bland Freddie Mac), insured depository institutionsand state regulated loan
servicers to engage in loss mitigation activitiesetating to residential mortgage loans.

Federal and state agencies have taken enforcert@risaand enacted regulations that require govemsponsored enterprises
(such as Fannie Mae and Freddie Mac), insured dlepp@stitutions, and state regulated loan sesxgdo engage in loss mitigation activities
relating to residential mortgage loans. Other aggnhave published policies that strongly recondrteese entities to engage in loss
mitigation activities. These loss mitigation aitdés may include, for example, loan modificatidhat significantly reduce interest and
payments, deferrals of payments, and reductiopsio€ipal balances. Such modifications may advgrstect our business and financial
condition.

We will likely be subject to civil liability if we fail to make required disclosures to consumers.

Purchasers of consumer purpose, residential martipams have affirmative disclosure obligationsaasumers under the HFSTH
Act, which Congress enacted in May 2009 with an adiate effective date. This new statutory obligrativill subject purchasers of mortge
loans to civil liability if they fail to make theequired disclosures. Specifically, section 404hef HFSTH Act amends the Truth in Lending
Act to provide that a creditor that purchases @ssigned a mortgage loan must notify the borramerriting of a sale or transfer of his or t
mortgage loan, not later than 30 days after thesaetion’s completion. The notice must include howeach an agent or party having
authority to act on behalf of the new creditor, libgation of the place where the transfer of owigrés recorded and any other relevant
information about the new creditor. This discleswould be in addition to any transfer of servicirdice required under the Real Estate
Settlement Procedures Act. Federal consumer deaditloes not typically impose responsibility osigaees to communicate directly with
mortgagors, and the statutory language is ambiguous

Litigation alleging inability to foreclose may limit our ability to recover on some of the loans we pahase or that are held in RMBS.

In October 2007, a judge in the U.S. District Cdartthe Northern District of Ohio dismissed 14 es# which plaintiffs sought to
foreclose mortgages held in securitization trugtsuting that those plaintiffs lacked standing tes In each case, the judge found that the
plaintiff was not the owner of the note and mortgag the date the foreclosure complaint was filedourt. Similar actions have been
initiated in other states. These actions arise @sult of the common practice in the mortgage sty of mortgage loan sellers providing the
loan purchasers unrecorded assignments of the agmtg blank (i.e., the assignments do not namaghiginee). Some courts have held that
before a note holder may initiate a foreclosure,rtbte holder must show proof to the court thattloetgage itself has been properly assigned
to the purchaser each time the mortgage loan hasdmd. It is sometimes difficult to obtain ahén record originals of each successive
assignment. It is still unclear whether higherrt®will uphold the requirements imposed by theseelr courts.

Until the issue is settled, investors in mortgagpnk are at risk of being unable to foreclose daulied loans, or at a minimum will
be subject to delays until all assignments in tharc of the loan’s title are properly recorded.u3hwe may not be able to recover on some of
the loans we purchase or that are held in the RMB®urchase, or we may suffer delays in foreclgsaltef which could result in a lower
return on our loans and RMBS.

In addition, some legislatures are also institusitringent proof of ownership requirements thagriser must satisfy before
commencing a foreclosure action. By way of examiple New York State Assembly earlier this year ateeihstate law to require that any
foreclosure complaint contain an affirmative allégathat the plaintiff is the owner and holdertioé note and mortgage at issue or has been
delegated the authority to institute the foreclesaction by the owner and holder of the subjecttgae and note. Again, laws of this type
may limit our ability to recover on some of therisave purchase or that are held in the RMBS wehase, and may result in delays in the
foreclosure process, all of which could result ipwaer return on our loans and RMBS.
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Legislative action to provide mortgage relief anddreclosure moratoriums may negatively impact our bginess.

As delinquencies and defaults in residential mayégehave recently increased, there has been aasicg amount of legislative
action that might restrict our ability to foreclosed resell the property of a customer in defaktir example, some recently enacted state
may require the lender to deliver a notice of interforeclose, provide borrowers additional tirnectire or reinstate their loans, impose
mandatory settlement conference and mediation rexpeints, require lenders to offer loan modificagicand prohibit initiation of foreclosure
until the borrower has been provided time to cansith foreclosure counselors.

Alternatively, new federal legislation and somed&gjures provide a subsidy to a customer to pettmitustomer to continue to
make payments during a period of hardship. Irctse of a subsidy, it is possible that we mightdagiired to forego a portion of the amount
otherwise due on the loan for a temporary period.

Finally, some state legislatures are requiringdlmging lenders to give special notices to tenanpsoperties that the lenders are
foreclosing on, or to permit the tenants to reniithe property for a period of time following tfe@reclosure.

These laws delay the initiation or completion akfdosure proceedings on specified types of resimlenortgage loans, or otherwi
limit the ability of residential loan servicerstake actions that may be essential to preserveatue of the mortgage loans on behalf of the
holders of RMBS. Any such limitations are likétycause delayed or reduced collections from mgdgmand generally increased servicing
costs. Any restriction on our ability to foreclase a loan, any requirement that we forego a porsicthe amount otherwise due on a loan or
any requirement that we modify any original loams is likely to negatively impact our busineseaficial condition, liquidity and results of
operations.

United States military operations may increase rislof Servicemembers Civil Relief Act shortfalls.

Under the federal Service members Civil Relief A&chorrower who enters active military service iafite origination of his or her
mortgage loan generally may not be required toipiyest above an annual rate of 6%, and the ratiehis restricted from exercising
certain enforcement remedies, during the periati@borrower’s active duty status. Several stalss have enacted or are considering
similar laws with varying applicability and effecfs a result of military operations in Afghanistamd Iraq, the United States has placed a
substantial number of armed forces reservists agmlmers of the National Guard on active duty status possible that the number of
reservists and members of the National Guard plaoeattive duty status may remain at high levelafoextended time. To the extent that a
member of the military, or a member of the armadde reserves or National Guard who is called teeduty, is a mortgagor on a loan
underlying RMBS we may purchase, the interestlnatitation of the Servicemembers Civil Relief Aeind any comparable state law, will
apply. An increase in the number of borrowersrtglddvantage of those laws may increase servicipgreses for loans underlying RMBS
may purchase, and may also reduce cash flow andtdgrest payments collected from those borrowérghe event of default, the laws may
result in delaying or preventing the loan servitem exercising otherwise available remedies fdadk. If these events occur, they may
result in interest shortfalls on the loans in uhdeg RMBS we may purchase that will be borne bidkes of those RMBS.

Risks Related To Our Common Stock
The market price and trading volume of our shares bcommon stock may be volatile.

At December 31, 2010, we had 1,027,034,357 shdmesnemon stock issued and outstanding. The mamket of shares of our
common stock may be highly volatile and could bigiect to wide fluctuations. In addition, the tnaglivolume in our shares of common st
may fluctuate and cause significant price variaitmoccur. We cannot assure you that the markea pf our shares of common stock will
not fluctuate or decline significantly in the futuiSome of the factors that could negatively aféectshare price or result in fluctuations in the
price or trading volume of our shares of commouwlsiaclude those set forth under “Risk Factors” adVarning About Forward-Looking
Statements” and in the information incorporated deeimed to be incorporated by reference hereiwegdss:
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actual or anticipated variations in our quartegheiating results or business prospe

changes in our earnings estimates or publicatioesdarch reports about us or the real estatetiycl
an inability to meet or exceed securities analgstiimates or expectatior

increases in market interest rat

hedging or arbitrage trading activity in our shasésommon stock

capital commitments

changes in market valuations of similar compar

changes in valuations of our ass:

adverse market reaction to any increased indebssdme incur in the futur

additions or departures of management perso

actions by institutional shareholde

speculation in the press or investment commu

changes in our distribution polic

regulatory changes affecting our industry generatlpur busines:

general market and economic conditions;

future sales of our shares of common stock or geEsiconvertible into, or exchangeable or exehdis#or, our shares of common
stock.

Common stock eligible for future sale may have advse effects on our share price.

If we issue a significant number of shares of commstock or securities convertible into common stiock short period of time, the
could be a dilution of the existing common stock ardecrease in the market price of the commorkstoc

We cannot predict the effect, if any, of futureesabf common stock, or the availability of shammsfiture sales, on the market price
of the common stock. Sales of substantial amoafindemmon stock, or the perception that such sadetd occur, may adversely affect
prevailing market prices for the common stock.D&cember 31, 2010, we had 1,027,034,357 sharesmuohon stock issued and
outstanding. Annaly owned approximately 4.38% wf autstanding shares of common stock as of DeceBthe2010. Our equity incentive
plan provides for grants of restricted common sta#t other equity-based awards up to an aggref)&% of the issued and outstanding
shares of our common stock (on a fully diluted $gat the time of the award, subject to a ceilihg®000,000 shares available for issuance
under the plan. On January 2, 2008, our execoffieers and other employees of our Manager andralependent directors were grantec
a group, 1,301,000 shares of our restricted comstamek. The restricted common stock granted toeaecutive officers and other employees
of our Manager or its affiliates vests in equatafisments on the first business day of each figcalrter over a period of 10 years beginning on
January 2, 2008, of which 416,200 shares vested &/&25 shares were forfeited as of December 310.20he restricted common stock
granted to our executive officers and other empeyaf our Manager or its affiliates that remainstartding and are unvested will fully vest
on the death of the individual. We do not makaeritistions on shares of restricted stock that hastevested.

Annaly has agreed with us to a lock-up period inmaztion with the shares purchased by Annaly imatetyi after our 2008
secondary offering that will expire at the earbi¢i(i) October 24, 2011 or (ii) the terminationtbE management agreement. Annaly has
agreed with us to a further lock-up period in castioe with the shares purchased by Annaly immedtjiater our April 15, 2009 secondary
offering that will expire at the earlier of (i) AipA5, 2012 or (ii) the termination of the managemagreement. Annaly has agreed with us to a
further lock-up period in connection with the stspeirchased by Annaly immediately after our MayZQ9 secondary offering that will
expire at the earlier of (i) May 27, 2012 or (ligttermination of the management agreement. Wreslotk-up periods expire, these common
shares will become eligible for sale, in some casdgect to the requirements of Rule 144 undeStheurities Act of 1933, as amended, or
Securities Act.  The market price of our commatktmay decline significantly when the restrictimmsresale by certain of our stockholders
lapse. Sales of substantial amounts of commork stothe perception that such sales could occur adlagrsely affect the prevailing market
price for our common stock.
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There is a risk that our stockholders may not receie distributions or that distributions may not grow over time.

We intend to make distributions on a quarterly $asit of assets legally available to our stockhaldi®e amounts such that all or
substantially all of our REIT taxable income in legear is distributed. We have not establishedramim distribution payment level and ¢
ability to pay distributions may be adversely aféetby a number of factors, including the risk éastdescribed herein. All distributions will
be made at the discretion of our board of direcami will depend on our earnings, our financialditian, maintenance of our REIT status
and other factors as our board of directors mayndedevant from time to time. Among the factorstttauld adversely affect our results of
operations and impair our ability to pay distriloms to our stockholders are:

the profitability of the investments of net procedbm our equity raise:

our ability to make profitable investmen

margin calls or other expenses that reduce our ftash

defaults in our asset portfolio or decreases invéiee of our portfolio; an

the fact that anticipated operating expense lewalg not prove accurate, as actual results mayfvany estimates

A change in any one of these factors could affactability to make distributions. We cannot assyoe that we will achieve
investment results that will allow us to make acéfied level of cash distributions or year-to-y@agreases in cash distributions.

Market interest rates may have an effect on the trding value of our shares.

One of the factors that investors may considereiciding whether to buy or sell our shares is osiritiution rate as a percentage of
our share price relative to market interest rdfasarket interest rates increase, prospectivestoys may demand a higher distribution rate or
seek alternative investments paying higher dividemdinterest. As a result, interest rate fluctuaiand capital market conditions can affect
the market value of our shares. For instancetdfr@st rates rise, it is likely that the marketerof our shares will decrease as market rates or
interest-bearing securities, such as bonds, inereas

Investing in our shares may involve a high degreef oisk.

The investments we make in accordance with oursimvent objectives may result in a high amountsi vwhen compared to
alternative investment options and volatility asdaof principal. Our investments may be highly siegteve and aggressive, are subject to
credit risk, interest rate, and market value rigkspng others, and therefore an investment infoarres may not be suitable for someone with
lower risk tolerance.

Broad market fluctuations could negatively impact he market price of our common stock.

The stock market has experienced extreme pricevalnehe fluctuations that have affected the markietepof many companies in
industries similar or related to ours and that Haeen unrelated to these companies’ operating imegioces. These broad market fluctuations
could reduce the market price of our common stBakthermore, our operating results and prospecisbadelow the expectations of public
market analysts and investors or may be lower thase of companies with comparable market capitttins, which could lead to a material
decline in the market price of our common stock.

Future sales of shares may have adverse consequenfm investors.

We may issue additional shares in subsequent pofiicings or private placements to make new innesits or for other purposes.
We are not required to offer any such shares ttiegj shareholders on a pre-emptive basis. Thargifiomay not be possible for existing
shareholders to participate in such future shageis, which may dilute the existing shareholdertgrests in us.

Our charter and bylaws contain provisions that mayinhibit potential acquisition bids that stockholders may consider favorable, and
the market price of our common stock may be lowersa result.

Our charter and bylaws contain provisions that fevanti-takeover effect and inhibit a change intmard of directors. These
provisions include the following:
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There are ownership limits and restrictions on transferability and ownership in our charter. To qualify as a REIT for each taxable
year after 2007, not more than 50% of the valueunfoutstanding stock may be owned, directly orstauttively, by five or fewe
individuals during the second half of any calengizar. In addition, our shares must be beneficialiywed by 100 or more persons
during at least 335 days of a taxable year of 18thmor during a proportionate part of a shortealiée year for each taxable year
after 2007. To assist us in satisfying these tesischarter generally prohibits any person fromdjieially or constructively owning
more than 9.8% in value or number of shares, wiviehis more restrictive, of any class or serieswfoutstanding capital stock.
These restrictions may discourage a tender offetler transactions or a change in the compositiaur board of directors or
control that might involve a premium price for alvares or otherwise be in the best interests oftmekholders and any shares
issued or transferred in violation of such resirit$ being automatically transferred to a trustdaharitable beneficiary, thereby
resulting in a forfeiture of the additional shat

Our charter permits our board of directors to issue stock with terms that may discourage a third party from acquiring us . Our charter
permits our board of directors to amend the chavi#rout stockholder approval to increase the totahber of authorized shares of
stock or the number of shares of any class orsarid to issue common or preferred stock, haviafemnces, conversion or other
rights, voting powers, restrictions, limitationstaslividends or other distributions, qualificatiomor terms or conditions of
redemption as determined by our board. Thus, oardcould authorize the issuance of stock wittngeand conditions that could
have the effect of discouraging a takeover or atiteersaction in which holders of some or a majasitpur shares might receive a
premium for their shares over the t-prevailing market price of our shari

Maryland Control Share Acquisition Act. Maryland law provides that “control shares” otarporation acquired in a “control share
acquisition” will have no voting rights except tioe extent approved by a vote of two-thirds ofihtes eligible to be cast on the
matter under the Maryland Control Share Acquisithan. “Control shares” means voting shares ofcétthat, if aggregated with all
other shares of stock owned by the acquirer oespect of which the acquirer is able to exercisdirect the exercise of voting
power (except solely by a revocable proxy), woultitke the acquirer to exercise voting power incéheg directors within one of the
following ranges of voting power: one-tenth or mbre less than one-third, one-third or more b kaan a majority, or a majority
or more of all voting power. ,*‘control share acquisitic’’ means the acquisition of control shares, subjecettain exception:

If voting rights or control shares acquired in atrol share acquisition are not approved at a $ioiders’meeting, or if the acquirir

person does not deliver an acquiring person stateagerequired by the Maryland Control Share Adtjais Act, then, subject to certain
conditions and limitations, the issuer may redeama all of the control shares for fair valuevtfting rights of such control shares are
approved at a stockholders’ meeting and the aago@eomes entitled to vote a majority of the shafestock entitled to vote, all other
stockholders may exercise appraisal rights. Ouaveylcontain a provision exempting acquisitionswfshares from the Maryland Control
Share Acquisition Act. However, our board of dimstmay amend our bylaws in the future to repeahodify this exemption, in which case
any control shares of our company acquired in @robshare acquisition will be subject to the Maryli Control Share Acquisition Act.

Business Combinations . Under Maryland law, “business combinations” Wwetn a Maryland corporation and an interested
stockholder or an affiliate of an interested stallbr are prohibited for five years after the mmestent date on which the interested
stockholder becomes an interested stockholder.€Thesiness combinations include a merger, consmigashare exchange or, in
circumstances specified in the statute, an asmesfer or issuance or reclassification of equituséies. An interested stockholder is
defined as

o any person who beneficially owns 10% or more ofitbing power of the corporati’'s shares; c

o an affiliate or associate of the corporation wharey time within the two-year period before théeda question, was the
beneficial owner of 10% or more of the voting powéthe then outstanding voting stock of the coapion.
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A person is not an interested stockholder undesthieite if the board of directors approved in adeathe transaction by which such
person otherwise would have become an interesbetttsblder. However, in approving a transaction,libard of directors may provide that
its approval is subject to compliance, at or atftertime of approval, with any terms and conditidesermined by the board. After the five-
year prohibition, any business combination betw&erMaryland corporation and an interested stoaldrajjenerally must be recomment
by the board of directors of the corporation anpraped by the affirmative vote of at least:

0 80% of the votes entitled to be cast by holdersut$tanding shares of voting stock of the corporatand

o two-thirds of the votes entitled to be cast by leoddof voting stock of the corporation, other tshares held by the
interested stockholder with whom or with whoselti the business combination is to be effecteldetal by an affiliate or
associate of the interested stockholi

These super-majority vote requirements do not aifphe corporation’s common stockholders receiveiaimum price, as defined
under Maryland law, for their shares in the forncah or other consideration in the same form egigusly paid by the interested
stockholder for its shares. The statute permit®ua exemptions from its provisions, including imess combinations that are exempted by
the board of directors before the time that therggted stockholder becomes an interested stoaho®ur board of directors has adopted a
resolution which provides that any business contlindetween us and any other person is exempted thhe provisions of the Maryland
Control Share Acquisition Act, provided that thesim@ss combination is first approved by the boddirectors. This resolution, however,
may be altered or repealed in whole or in parhgttame. If this resolution is repealed, or thatbof directors does not otherwise approve a
business combination, this statute may discourdggr®from trying to acquire control of us and ease the difficulty of consummating any
offer.

e Staggered board. Our board of directors is divided into three classkdirectors. The current terms of the directaqgire in 2011,
2012 and 2013 respectively. Directors of each dasshosen for three-year terms upon the expiratidheir current terms, and
each year one class of directors is elected bgtthekholders. The staggered terms of our directag reduce the possibility of a
tender offer or an attempt at a change in congnegn though a tender offer or change in controhtriige in the best interests of our
stockholders

e Our charter and bylaws contain other possible anti-takeover provisions. Our charter and bylaws contains other provisibias may
have the effect of delaying, deferring or prevegtinchange in control of us or the removal of éxistlirectors and, as a result, co
prevent our stockholders from being paid a premfiontheir common stock over the tt-prevailing market price

Our rights and the rights of our stockholders to t&e action against our directors and officers are thited, which could limit
stockholder's recourse in the event of actions nat their best interests.

Our charter limits the liability of our directora@ officers to us and our stockholders for monayalges, except for liability resultii
from:

e actual receipt of an improper benefit or profinioney, property or services;
e afinal judgment based upon a finding of active daliberate dishonesty by the director or offideattwas material to the cause of
action adjudicate

for which Maryland law prohibits such exemptionrfrdiability.

In addition, our charter authorizes us to obligate company to indemnify our present and formegators and officers for actions
taken by them in those capacities to the maximurargpermitted by Maryland law. Our bylaws requissto indemnify each present or
former director or officer, to the maximum exteetmitted by Maryland law, in the defense of anycegexing to which he or she is made, or
threatened to be made, a party because of hig @ehéce to us. In addition, we may be obligateflind the defense costs incurred by our
directors and officers.
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The fair value of certain of the assets on our con$idated balance sheets as calculated according ®AAP may not reflect amounts we
would receive if we disposed of those assets.

GAAP requires that we consolidate our RMBSseguritization transactions on our consolidatedizg sheets and report these a:
at fair value. Under GAAP, fair value for theseets is measured by determining the fair valuéefunderlying RMBS assets we contribt
to the re-securitization trust as opposed to evisgahe fair value of the re-securitized secusitige received as a result of the RMBS re-
securitization transaction.

The fair value of the underlying RMBS assets sultiethe RMBS re-securitization transactions mdfedirom the value of the re-
securitized securities we received as a resui@RMBS re-securitization transaction. Discrepas@rise as a result of market dynamics, the
limitations of the measurement techniques requireGAAP, the consolidation accounting principleslenGAAP and the subordinate nati
complexity, illiquidity and restrictive features tfe re-securitized securities we own. These diffees between the fair value of the
underlying RMBS consolidated on our consolidateldmee sheet under GAAP presentation and the ecaenaahie of our investments in the
re-securitized securities can be significant.

A discrepancy where the fair value of the undedyRIMBS assets contained in a re-securitizatiort tsudifferent from the amount
we would receive if we sold the re-securitized sities we own may result in an overstatement oreusiditement of our book value due to the
accounting standards we are required to apply. Rega higher book value than the value of ourinegstments in assets could have ad
effects on us. The adverse effects could includdrthbility to agree upon covenants with counteaipsyrthe inability to satisfy collateral
demands of counterparties based on their reviesupofinancial statements, or an overestimatiomérnharket price of our common stock.

Changes in the fair values of our assets, liabilgls, and interest rate swaps can have adverse effeon us, including earnings volatility,
and volatility in our book value.

The fair values for our assets, liabilities, angiast rate swaps can be volatile. The fair vataeschange rapidly and significantly
from a variety of factors, including changes ireneist rates, credit performance, perceived rigiplsudemand, and actual and projected cash
flows and prepayments. Decreases in fair value meayecessarily be the result of deterioratiofutnre cash flows. Moreover, fair values
for illiquid assets can be difficult to estimatehish may lead to volatility and uncertainty of dags.

For GAAP purposes, we mark to market some, butahotf the assets and liabilities on our consdédabalance sheet. In addition,
valuation adjustments on certain consolidated assel our interest rate swaps are reflected ictonsolidated statement of income. If we
an asset that has not been marked to market thmugtonsolidated statement of income at a redowdet price relative to its cost basis,
our reported earnings will be reduced.

A decrease in the fair value of the securities wa may result in a reduction in our book value thuthe accounting standards we
are required to apply. Reporting a low book valoeld have adverse effects even if that book vaduet indicative of the actual value of our
net investments in assets. The adverse effectd auellide the inability to meet or agree upon c@ras with counterparties, to enter into
interest rate swaps, or a reduction in the markeé pf our common stock.

Tax Risks
Your investment has various federal income tax ris&.
This summary of certain tax risks is limited to fbderal tax risks addressed below. Additionalsiskissues may exist that are not
addressed in this Form 10-K and that could affeetféderal tax treatment of us or our stockhold@itss is not intended to be used and
cannot be used by any stockholder to avoid pesdhiat may be imposed on stockholders under tleeriak Revenue Code, or the Code. We

strongly urge you to seek advice based on youicpdait circumstances from an independent tax adwiencerning the effects of federal, s
and local income tax law on an investment in comistorck and on your individual tax situation.
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Complying with REIT requirements may cause us to foego otherwise attractive opportunities.

To qualify as a REIT for federal income tax purpsge must continually satisfy various tests remgrthe sources of our income,
the nature and diversification of our assets, theunts we distribute to our stockholders and theayship of our stock. To meet these tests,
we may be required to forego investments we mitfitrovise make. We may be required to make disiohatto stockholders at
disadvantageous times or when we do not have figadiily available for distribution. Thus, compli@nwith the REIT requirements may
hinder our investment performance.

Complying with REIT requirements may force us to Iquidate otherwise attractive investments.

To qualify as a REIT, we generally must ensure @tahe end of each calendar quarter at least Ta#ewalue of our total assets
consists of cash, cash items, government secugitidgjualified REIT real estate assets, includerggin mortgage loans and mortgage-
backed securities. The remainder of our investrimesécurities (other than government securitiesquadifying real estate assets) generally
cannot include more than 10% of the outstandingngatecurities of any one issuer or more than 10%etotal value of the outstanding
securities of any one issuer. In addition, in gahero more than 5% of the value of our assets(dtian government securities, qualifying
real estate assets, and stock in one or more T&a8s)onsist of the securities of any one issuat,ranmore than 25% of the value of our total
securities can be represented by securities oboneore TRSs. If we fail to comply with these regments at the end of any quarter, we
must correct the failure within 30 days after the ef such calendar quarter or qualify for certstatutory relief provisions to avoid losing ¢
REIT status and suffering adverse tax consequeAses.result, we may be required to liquidate fraun portfolio otherwise attractive
investments. These actions could have the effedcing our income and amounts available forifistion to our stockholders.

Potential characterization of distributions or gainon sale may be treated as unrelated business taxatincome to taxexempt investors.

If (1) all or a portion of our assets are subjedthie rules relating to taxable mortgage poolsw@are a “pension-held REIT 8r (3)
a tax-exempt stockholder has incurred debt to @selor hold our common stock, then a portion offfk&ibutions to and, in the case of a
stockholder described in clause (3), gains realimethe sale of common stock by such tax-exempkbktder may be subject to federal
income tax as unrelated business taxable incomeruhd Internal Revenue Code.

Classification of a securitization or financing arangement we enter into as a taxable mortgage poadud subject us or certain of our
stockholders to increased taxation.

We intend to structure our securitization and firiag arrangements as to not create a taxable ngatgeol. However, if we have
borrowings with two or more maturities and, (1)gbdorrowings are secured by mortgages or mortgagked securities and (2) the
payments made on the borrowings are related tpaiiments received on the underlying assets, treehdhrowings and the pool of mortga
or mortgage-backed securities to which such bomgwa/irelate may be classified as a taxable mortgageunder the Internal Revenue Code.
If any part of our investments were to be treated gaxable mortgage pool, then our REIT statuddwvoot be impaired, but a portion of the
taxable income we recognize may, under regulatiofie issued by the Treasury Department, be claiaetl as “excess inclusion” income
and allocated among our stockholders to the extieand generally in proportion to the distributioms make to each stockholder. Any excess
inclusion income would:

e not be allowed to be offset by a stockho’s net operating losse

be subject to a tax as unrelated business incomstidickholder were a t-exempt stockholde

e be subject to the application of federal incomewiétkholding at the maximum rate (without reduction any otherwise applicable
income tax treaty) with respect to amounts allogablforeign stockholders; al

e be taxable (at the highest corporate tax rateyt@ather than to our stockholders, to the extemeixcess inclusion income relates to
stock held by disqualified organizations (generatyx-exempt organizations not subject to tax omelated business income,
including governmental organization

Failure to qualify as a REIT would subject us to feeral income tax, which would reduce the cash avaible for distribution to our
stockholders.

We qualify as a REIT for federal income tax purgosemmencing with our taxable year ended Decemhe2@®)7. However, the
federal income tax laws governing REITs are exttgroemplex, and interpretations of the federal meotax laws governing qualification as
a REIT are limited. Qualifying as a REIT requiressta meet various tests regarding the nature oéssets and our income, the ownership of
our outstanding stock, and the amount of our distibns on an ongoing basis. While we intend torajgeso that we will qualify as a REIT,
given the highly complex nature of the rules goirggrREITS, the ongoing importance of factual defeations, including the tax treatment
certain investments we may make, and the posgibilifuture changes in our circumstances, no asseraan be given that we will so qualify
for any particular year. If we fail to qualify afREIT in any calendar year and we do not qualifycfertain statutory relief provisions, we
would be required to pay federal income tax ontagable income. We might need to borrow money bassets to pay that tax. Our payn
of income tax would decrease the amount of ourrimeavailable for distribution to our stockholddfarthermore, if we fail to maintain our
qualification as a REIT and we do not qualify fertain statutory relief provisions, we no longerbhbbe required to distribute substantially
all of our REIT taxable income to our stockholdéssless our failure to qualify as a REIT were exatuander federal tax laws, we would be
disqualified from taxation as a REIT for the foakable years following the year during which quedifion was lost.
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Failure to make required distributions would subjed us to tax, which would reduce the cash availabl®r distribution to our
stockholders.

To qualify as a REIT, we must distribute to ourcktwolders each calendar year at least 90% of olif Rxable income (excluding
certain items of non-cash income in excess of aiipé threshold), determined without regard to dleeluction for dividends paid and
excluding net capital gain. To the extent that ats$y the 90% distribution requirement, but distite less than 100% of our taxable income,
we will be subject to federal corporate incomedaour undistributed income. In addition, we wiltur a 4% nondeductible excise tax on the
amount, if any, by which our distributions in arglendar year are less than the sum of:

e 85% of our REIT ordinary income for that ye
e 95% of our REIT capital gain net income for thaageand
e any undistributed taxable income from prior ye

We intend to distribute our REIT taxable incometw stockholders in a manner intended to satigfy9®o distribution requirement
and to avoid both corporate income tax and the d&i@eductible excise tax. However, there is no requént that TRSs distribute their after-
tax net income to their parent REIT or their staalklers. Our taxable income may substantially exarechet income as determined by
GAAP, because, for example, realized capital lossk®e deducted in determining our GAAP net inagrbut may not be deductible in
computing our taxable income. In addition, we mayest in assets that generate taxable income esexaf economic income or in advance
of the corresponding cash flow from the assetgh€&extent that we generate such non-cash taxadxenie in a taxable year, we may incur
corporate income tax and the 4% nondeductible exeis on that income if we do not distribute suatbme to stockholders in that year. As a
result of the foregoing, we may generate less fiashthan taxable income in a particular year.Hattevent, we may be required to use cash
reserves, incur debt, or liquidate non-cash asdetges or at times that we regard as unfavotatdatisfy the distribution requirement and to
avoid corporate income tax and the 4% nondeduatikdése tax in that year. Moreover, our abilitydistribute cash may be limited by
financing facilities we may enter into.

Ownership limitations may restrict change of contrd or business combination opportunities in which oustockholders might receive a
premium for their shares.

In order for us to qualify as a REIT for each tdrajear after 2007, no more than 50% in value ofcadstanding capital stock may
be owned, directly or indirectly, by five or fewiadividuals during the last half of any calendaaneé‘Individuals” for this purpose include
natural persons, private foundations, some emplbgeefit plans and trusts, and some charitabléstrii® preserve our REIT qualification,
our charter generally prohibits any person fronectily or indirectly owning more than 9.8% in valuein number of shares, whichever is
more restrictive, of any class or series of thestaunding shares of our capital stock. This ownerhhiitation could have the effect of
discouraging a takeover or other transaction irctvihiolders of our common stock might receive a juenfor their shares over the then
prevailing market price or which holders might be& to be otherwise in their best interests.

Our ownership of and relationship with any TRS whi¢ we may form or acquire will be limited, and a falure to comply with the limits
would jeopardize our REIT status and may result inthe application of a 100% excise tax.

A REIT may own up to 100% of the stock of one orendRSs. A TRS may earn income that would not kaifying income if
earned directly by the parent REIT. Both the subsjdand the REIT must jointly elect to treat thbsidiary as a TRS. Overall, no more than
25% of the value of a REIT’s assets may consistatk or securities of one or more TRSs. A TRS pay federal, state and local income tax
at regular corporate rates on any income thatitseedn addition, the TRS rules impose a 100% ext@g on certain transactions between a
TRS and its parent REIT that are not conductednoaran’s-length basis. Any TRS that we may form wiquay federal, state and local
income tax on its taxable income, and its afterrteixincome would be available for distributionusbut would not be required to be
distributed to us. We anticipate that the aggregalge of the TRS stock and securities owned byilibe less than 25% of the value of our
total assets (including the TRS stock and secajitieurthermore, we will monitor the value of onvéstments in our TRSs to ensure
compliance with the rule that no more than 25%hef\talue of our assets may consist of TRS stocksandrities (which is applied at the end
of each calendar quarter). In addition, we willuicrize all of our transactions with taxable RELbsidiaries to ensure that they are entered
into on arm’slength terms to avoid incurring the 100% excisedascribed above. There can be no assurance, hgwleaewe will be able t
comply with the 25% limitation discussed abovewavoid application of the 100% excise tax discdsgmove.
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We could fail to qualify as a REIT or we could becme subject to a penalty tax if income we recogniZeom certain investments that
are treated or could be treated as equity interestim a foreign corporation exceeds 5% of our grossicome in a taxable year.

We may invest in securities, such as subordinatiexiasts in certain CDO offerings, that are treatecbuld be treated for federal
(and applicable state and local) corporate incanetirposes as equity interests in foreign corpmrat Categories of income that qualify for
the 95% gross income test include dividends, isteaad certain other enumerated classes of passiome. Under certain circumstances, the
federal income tax rules concerning controlledifpmecorporations and passive foreign investmentpamies require that the owner of an
equity interest in a foreign corporation includecamts in income without regard to the owner’s rptef any distributions from the foreign
corporation. Amounts required to be included iroime under those rules are technically neither adivuelends nor any of the other
enumerated categories of passive income specifiéitei 95% gross income test. Furthermore, theme dear precedent with respect to the
qualification of such income under the 95% gros®ime test. Due to this uncertainty, we intendrotlour direct investment in securities t
are or could be treated as equity interests imgign corporation such that the sum of the amowetare required to include in income with
respect to such securities and other amounts efjnatifying income do not exceed 5% of our grog®ine. We cannot assure you that we
will be successful in this regard. To avoid ank a$ failing the 95% gross income test, we maydxguired to invest only indirectly, through a
domestic TRS, in any securities that are or coelddnsidered to be equity interests in a foreigpa@tion. This, of course, will result in any
income recognized from any such investment to bgestito federal income tax in the hands of the TWIsich may, in turn, reduce our yield
on the investment.

Liguidation of our assets may jeopardize our REIT galification.

To qualify as a REIT, we must comply with requirertseregarding our assets and our sources of inciinve.are compelled to
liquidate our investments to repay obligationsuo lenders, we may be unable to comply with thesgiirements, ultimately jeopardizing our
qualification as a REIT, or we may be subject i®@% tax on any resultant gain if we sell assetsaimsactions that are considered to be
prohibited transactions.

The tax on prohibited transactions will limit our ability to engage in transactions, including certairmethods of securitizing mortgage
loans that would be treated as sales for federal tome tax purposes.

A REIT’s net income from prohibited transactionsibject to a 100% tax. In general, prohibitedgdemtions are sales or other
dispositions of property, other than foreclosureparty, but including mortgage loans, held prinyafdlr sale to customers in the ordinary
course of business. We might be subject to thisftar sold or securitized our assets in a marningtrwas treated as a sale for federal income
tax purposes. Therefore, to avoid the prohibitadgactions tax, we may choose not to engage iaicesdles of assets at the REIT level and
may securitize assets only in transactions thatraaged as financing transactions and not as 8aiéax purposes even though such
transactions may not be the optimal execution preatax basis. We could avoid any prohibited taatisns tax concerns by engaging in
securitization transactions through a TRS, sulifecertain limitations described above. To the eixteat we engage in such activities thro
domestic TRSs, the income associated with suctiitiesi will be subject to federal (and applicabiate and local) corporate income tax.
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Characterization of the repurchase agreements we & into to finance our investments as sales for ¥apurposes rather than as
secured lending transactions would adversely affectur ability to qualify as a REIT.

We have entered into and will enter into repurctemgeements with a variety of counterparties toeaghour desired amount of
leverage for the assets in which we invest. Whemrmter into a repurchase agreement, we generdligssets to our counterparty to the
agreement and receive cash from the counterpangy cbunterparty is obligated to resell the ass®t& o us at the end of the term of the
transaction, which is typically 30 to 90 days. Wiidwe that for federal income tax purposes we dltreated as the owner of the assets that
are the subject of repurchase agreements anchthatpurchase agreements will be treated as seleundgidg transactions notwithstanding
that such agreement may transfer record ownershiheassets to the counterparty during the terth@fgreement. It is possible, however,
that the IRS could successfully assert that wendidown these assets during the term of the repgechgreements, in which case we could
fail to qualify as a REIT.

Complying with REIT requirements may limit our abil ity to hedge effectively.

The REIT provisions of the Internal Revenue Codestantially limit our ability to hedge mortgage-kad securities and related
borrowings. Under these provisions, our annualgjiesome from non-qualifying hedges, together \aitly other income not generated from
qualifying real estate assets, cannot exceed 258@radinnual gross income. In addition, our aggeegabss income from non-qualifying
hedges, fees, and certain other non-qualifyingcasucannot exceed 5% of our annual gross incoma.rAsult, we might have to limit our
use of advantageous hedging techniques or implethesé hedges through a TRS, which we may forrerfuture. This could increase the
cost of our hedging activities or expose us to gm@sks associated with changes in interest thees we would otherwise want to bear.

We may be subject to adverse legislative or regulaty tax changes that could reduce the market pricef our common stock.

At any time, the federal income tax laws or regala governing REITs or the administrative intetatiens of those laws or
regulations may be amended. We cannot predict whérany new federal income tax law, regulatioradministrative interpretation, or any
amendment to any existing federal income tax lagulation or administrative interpretation, will @dopted, promulgated or become
effective and any such law, regulation or intergtien may take effect retroactively. We and ouckhmlders could be adversely affected by
any such change in, or any new, federal incomdat&xregulation or administrative interpretation.

Dividends payable by REITs do not qualify for the educed tax rates.

Legislation enacted in 2003 generally reduces thgimum tax rate for dividends payable to domegtclholders that are
individuals, trusts and estates from 38.6% to 18%©(gh 2012). Dividends payable by REITs, howeass,generally not eligible for the
reduced rates. Although this legislation does doessely affect the taxation of REITs or dividepdsd by REITSs, the more favorable rates
applicable to regular corporate dividends couldseainvestors who are individuals, trusts and estat@erceive investments in REITS to be
relatively less attractive than investments in lstoicnon-REIT corporations that pay dividends, whiould adversely affect the value of the
stock of REITs, including our common stock.

Item 1B. Unresolved Staff Comments

None.

Item 2. Properties

We do not own any property. Our executive and adstrative office is located at 1211 Avenue of Araericas, Suite 2902, New
York, New York 10036, telephone (646) 454-3759. $Mare this office space with Annaly and FIDAC.

Item 3. Legal Proceedings

We are not party to any material litigation or legaceedings, or to the best of our knowledge, thngatened litigation or legal
proceedings, which, in our opinion, individuallyiarthe aggregate, would have a material advefsetedn our results of operations or
financial condition.

Item 4. (Removed and Reserved)
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Part Il
Item 5. Market for Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases of Rty Securities

Our common stock began trading publicly on the Newk Stock Exchange under the trading symbol “Cldfi’ November 16,
2007. As of February 16, 2011, we had 1,027,058shares of common stock issued and outstandinghwirere held by approximately
178,652 beneficial holders. The following tablesfseth, for the periods indicated, the high, lawmd closing sales prices per share of our
common stock as reported on the New York Stock BErgk composite tape and the cash dividends degareshare of our common stock.

Stock Price
High Low Close
Quarter Ended December 31, 2( $ 43C $ 3.8¢ $ 4.11
Quarter Ended September 30, 2! $ 417 $ 351 % 3.9t
Quarter Ended June 30, 20 $ 4.1t $ 361 % 3.61
Quarter Ended March 31, 20 $ 414 $ 3.5€¢ % 3.8¢
Quarter Ended December 31, 2( $ 414 % 3.4¢ % 3.8¢
Quarter Ended September 30, 2! $ 43C $ 3.2C $ 3.82
Quarter Ended June 30, 20 $ 3.7¢ $ 3.0 % 3.4¢
Quarter Ended March 31, 20 $ 3.6C % 24¢ % 3.3¢€
Common
Dividends
Declared Per Sha

Quarter Ended December 31, 2( $0.17

Quarter Ended September 30, 2! $0.18

Quarter Ended June 30, 20 $0.17

Quarter Ended March 31, 20 $0.17

Quarter Ended December 31, 2( $0.17

Quarter Ended September 30, 2( $0.12

Quarter Ended June 30, 20 $0.08

Quarter Ended March 31, 20 $0.06

We pay quarterly dividends and distribute to oockholders all or substantially all of our taxalieome in each year (subject to
certain adjustments). This enables us to quatifittie tax benefits accorded to a REIT under theeC@/e have not established a minimum
dividend payment level and our ability to pay desidls may be adversely affected for the reasonsidedander the caption “Risk Factors.”
All distributions will be made at the discretionair board of directors and will depend on our eay®, our financial condition, maintenance
of our REIT status and such other factors as oardof directors may deem relevant from time taetim
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Share Performance Graph

The following graph and table set forth certairomfiation comparing the yearly percentage changenmulative total return on our
common stock to the cumulative total return of 8t@endard & Poor’'s Composit80 Stock Index or S&P 500 Index, and the BloomisEdT
Mortgage Index, or BBG REIT Index, an industry irad mortgage REITs. The comparison is for thaquefrom November 15, 2007, the
day our common stock commenced trading on the NY&BEecember 31, 2010 and assumes the reinvesthdividends. The graph and
table assume that $100 was invested in our commeak and the two other indices on November 15, 200@on written request we will
provide stockholders with a list of the REITs irgdul in the BBG REIT Index.

140 p
120 F
o
20 F
a6l p
40 F
20 F
I:l L L L L L ]
1111507 12031007 123108 1253109 131010
| =} Chim&as === SE&P500dex e BEGREIT Index l
11/15/2007 12/31/2007 12/31/200¢ 12/31/200¢ 12/31/201C
Chimer: 100 119 27 33 39
S&P 500 Inde 100 101 64 81 92
BBG REIT 100 105 65 78 91
Index

The information in the share performance graphtahté has been obtained from sources believed teliadle, but neither its
accuracy nor its completeness can be guaranteee historical information set forth above is notessarily indicative of future
performance. Accordingly, we do not make or ené@nsy predictions as to future share performance.

48




The share performance graph and table shall ndebmed, under the Securities Act of 1933, as anterehe Securities Exchange
Act of 1934, as amended, to be (i) “soliciting net& or “filed” or (ii) incorporated by referendey any general statement into any filing
made by us with the Securities and Exchange Conmnissxcept to the extent that we specifically impmrates such share performance graph
and table by reference.

Equity Compensation Plan Information

We have adopted a long term stock incentive plamaentive Plan, to provide incentives to our ipeledent directors, employees of
our Manager and its affiliates to stimulate théfoes towards our continued success long-term ¢inaamd profitability and to attract, reward
and retain personnel and other service providéhe Incentive Plan authorizes the Compensation Gaesrof the board of directors to grant
awards, including incentive stock options as defineder Section 422 of the Code, or ISOs, non-fiedlstock options, or NQSOs, restricted
shares and other types of incentive awards. Teenlive Plan authorizes the granting of optionstber awards for an aggregate of
40,000,000 shares of common stock. For a desmniti our Incentive Plan, see Note 11 to the Cadatdd Financial Statements.

The following table provides information as of Deder 31, 2010 concerning shares of our common stothorized for issuance
under our existing Incentive Plan.

Number of Number of

Securities Securities

to be Issued Weighted Remaining

Upon Average Available

Exercise of Exercise Price ( for Future

Outstanding Outstanding Issuance
Options, Options, Under Equity
Warrants, and  Warrants, and  Compensation

Plan Categor Rights Rights Plans

Equity Compensation Plans Approved by Stockhol - - 38,742,02
Equity Compensation Plans Not Approved by Stockadl) - - -
Total - - 38,742,02

(1) We do not have any equity plans that have sehtapproved by our stockholde
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Iltem 6. Selected Financial Data

The following selected financial data are deriveahf our audited consolidated financial statememtste years ended December
2010 and 2009. The selected financial data shoeiletad in conjunction with the more detailed infation contained in the Consolidated
Financial Statements and Notes thereto and “Managés Discussion and Analysis of Financial Coonditind Results of Operations”
included elsewhere in this Form 10-K.

Consolidated Statements of Financial Condition Higlights
(dollars in thousands, except share and per slag

December 31 December 31 December 31 December 31

2010 2009 2008 2007

Non-Agency Mortgag-Backed Securitie

Senior $ 987,68: $ 2,022,400 $ 603,23: $ 1,124,29i

Subordinatec $ 2,210,85 $ 376,45¢ $ 9,871 $ -

Senior, no-retainec $ 2,330,56i $ - $ - $ =
Agency Mortgag-Backed securitie $ 2,13358 $ 1,690,02 $ 242,36: $ -
Mortgage loans held for investme $ - % - $ - $ 162,37:
Securitized loans held for investm:e $ 353,53. $ 470,530 % 583,34t $ -
Total asset $ 8,073,701 $ 4,618,32i $ 1,477,50. $ 1,565,63!
Repurchase agreemel $ 1,808,79 $ 1,716,390 $ - 8 270,58
Repurchase agreements with affilia $ - 8 259,00: $ 562,11¢ $ -
Securitized dek $ 289,23t $ 390,35( $ 488,74. 3% -
Securitized debt, n-retainec $ 1,956,07' $ - $ - $ =
Total liabilities $ 4,390,69! $ 2,491,76¢ $ 1,063,041 $ 1,026,74
Shareholders' equit $ 3,683,000 $ 2,126,56. $ 414,45¢ $ 538,88
Book value per share ( $ 35¢ % 317 % 234 % 14.2¢
Number of shares outstandi 1,027,034,35 670,371,58 177,198,21 37,705,56

(1) See discussion of Financial Condition on pagob a review of GAAP book valu

Consolidated Statements of Operations Highlights
(dollars in thousands, except share and per slzag

For the For the For the For the Periot
November 21, 20C
Year Endec Year Endec Year Endec to
December 31, December 31, December 31, December 31,
2010 2009 2008 2007
Net interest incom $ 603,20: $ 263,45t $ 4471 $ 3,077
Net income (loss $ 532,85. $ 323,98. $ (119,809 $ (2,90¢)
Income (loss) per shé-basic and dilute: $ 0.6t $ 064 $ 2.90 $ (0.0¢)
Average sharebasic and dilute: 822,617,31 507,042,42 63,155,87 37,401,73
Dividends declared per share $ 0.6 $ 04: $ 06z $ 0.02¢

(1) For applicable period as reported in our egmi@nnouncement
Item 7. Management's Discussion and Analysis of i&ncial Condition and Result of Operations

The following discussion of our financial conditiand results of operations should be read in catijom with the consolidated
financial statements and notes to those statenmaitsled in Item 8 of this Form 10-K. The discassimay contain certain forward-looking
statements that involve risks and uncertaintiesrwBrd-looking statements are those that are stofical in nature. As a result of many
factors, such as those set forth under “Risk Fatiarthis Form 10-K, our actual results may diffeaterially from those anticipated in such
forward-looking statements.
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Executive Summary

We are a specialty finance company that invedtiseedirectly or indirectly through our subsidiarjén residential mortgage-backed
securities, or RMBS, residential mortgage loanal, @state related securities and various othet akEsses. We are externally managed by
Fixed Income Discount Advisory Company, which wieréo as FIDAC or our Manager. FIDAC is a fixaitdme investment management
company that is registered as an investment adwislethe Securities and Exchange Commission, d2.SEIDAC is a wholly owned
subsidiary of Annaly Capital Management, Inc., omaly. FIDAC has a broad range of experience inagang investments in Agency
RMBS, which are mortgage pass-through certificateBateralized mortgage obligations, or CMOs, atiter mortgage-backed securities
representing interests in or obligations backegdnyls of mortgage loans issued or guaranteed byi€dtae, Freddie Mac, and Ginnie Mae,
non-Agency RMBS, collateralized debt obligationsCOs, and other real estate related investments.

We have elected and intend to qualify to be taxeed REIT for federal income tax purposes commenwiitly our taxable year ended
December 31, 2007. Our targeted asset classabapdincipal investments we expect to make in eaetas follows:

e RMBS, including:

o Non-Agency RMBS, including investment-grade and norestment grade classes, including the BB-ratedytBdrand non-
rated classe

o Agency RMBS
e Residential mortgage loans, includit
o Prime mortgage loar
o Jumbo prime mortgage loa
o Alt-A mortgage loan
e Commercial mortgage loal
e Asset Backed Securities, or ABS, includil
o Commercial mortga¢-backed securities, or CME
o Debt and equity tranches of collateralized debigaltions, or CDO:
o Consumer and non-consumer ABS, including investrgesde and non-investment grade classes, incluim®B-rated, B-

rated and nc-rated classe

We completed our initial public offering on Noveml2d, 2007. In that offering and in a concurremgte offering we raised net
proceeds of approximately $533.6 million from tla¢es of shares of our common stock. Since thehave raised an aggregate of
approximately $3.1 billion in follow-on offeringsdm the sales of shares of our common stock.

Our objective is to provide attractive risk-adjubsteturns to our investors over the long-term, prity through dividends and
secondarily through capital appreciation. We idtemachieve this objective by investing in a brokads of financial assets to construct an
investment portfolio that is designed to achietmative risk-adjusted returns and that is striemiuto comply with the various federal income
tax requirements for REIT status and to maintainesemption from the Investment Company Act of 13#the 1940 Act.

Since we commenced operations in November 200 hawve focused our investment activities on acquinog-Agency RMBS and
on purchasing residential mortgage loans that baes originated by select high-quality originatéms|uding the retail lending operations of
leading commercial banks. Our investment portf@iaeighted toward non-Agency RMBS. At DecemhkrZ)10, approximately 83.4% of
our investment portfolio’s principal value was ndgency RMBS, 12.6% of our investment portfolio’snmipal value was Agency RMBS,
and 4.0% of our investment portfolio’s principalvawas secured residential mortgage loans. Aebéeer 31, 2009, approximately 64.6%
of our investment portfolio’s principal value wasmAgency RMBS, 23.3% of our investment portfolipténcipal value was Agency RMBS,
and 12.1% of our investment portfolio’s principalwe was secured residential mortgage loans. \ffectthat over the near term our
investment portfolio will continue to be weightedviard RMBS, subject to maintaining our REIT quaktion and our 1940 Act exemption.
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Our investment strategy is intended to take adggntd opportunities in the current interest raté aredit environment. We will
adjust our strategy to changing market conditionshifting our asset allocations across these varasset classes as interest rate and credit
cycles change over time. We believe that ouresgsgtcombined with FIDAG experience, will enable us to pay dividends aitdexe capite
appreciation throughout changing market cycles. efiect to take a long-term view of assets andliligls, and our reported earnings and
mark-to-market valuations at the end of a finanelorting period will not significantly impact oabjective of providing attractive risk-
adjusted returns to our stockholders over the kemngp.

We use leverage to seek to increase our potegtialns and to fund the acquisition of our assétsr income is generated primarily
by the difference, or net spread, between the ircamm earn on our assets and the cost of our bargswiWe expect to finance our
investments using a variety of financing sourcetuiting, when available, repurchase agreementsheaise facilities, securitizations,
commercial paper and term financing CDOs. We magage our debt by utilizing interest rate hedgash sis interest rate swaps, to reduce
the effect of interest rate fluctuations relatedtio debt.

Recent Developments

During the period of market dislocation that come®thin August 2007, fiscal and monetary policymalastablished new liquidity
facilities for primary dealers and commercial banksluced short-term interest rates, and passedtign that is intended to address the
challenges of mortgage borrowers and lenders. pteBeher 2008 Fannie Mae and Freddie Mac were platedhe conservatorship of the
Federal Housing Finance Agency, or FHFA, their fatleegulator, pursuant to its powers under TheeRgdHousing Finance Regulatory
Reform Act of 2008, a part of the Housing and EenitoRecovery Act of 2008. In addition to FHFA betdag the conservator of Fannie
Mae and Freddie Mac, the Treasury and FHFA entietedoreferred stock purchase agreements (PSPAsEba the Treasury and Fannie
Mae and Freddie Mac pursuant to which the Treastlhensure that each of Fannie Mae and Freddie Mamtains a positive net worth. On
December 24, 2009, the Treasury amended the terthe @SPAs with Fannie Mae and Freddie Mac to rembe $200 billion per institutic
limit established under the PSPAs until the end@ff2. The Treasury also amended the PSPAs witlece$o the requirements for Fannie
Mae and Freddie Mac to reduce their portfolios.

On July 21, 2010, President Obama signed into feanDiodd-Frank Wall Street Reform and Consumer Btiote Act, or the Dodd-
Frank Act. The Dodd-Frank Act provides for new ragjons on financial institutions and creates neyesvisory and advisory bodies,
including the new Consumer Financial Protectiondaur The Dodd-Frank Act tasks many agencies wstling a variety of new regulations,
including rules related to mortgage origination aedvicing, securitization and derivatives. As Bad-Frank Act has only recently been
enacted and because a significant number of régutahave yet to be proposed or adopted in finahfat is not possible for us to predict h
the Dodd-Frank Act will impact our business.

On February 11, 2011, the U.S Department of theaduey issued a White Paper titleReforming America's Housing Finar
Market” that lays out, among other things, proposals td limpotentially wind down the role that Fannie &and Freddie Mac play in 1
mortgage market. Any such proposals, if enactealy hmave broad adverse implications for the mortgssgsked securities market and
business, operations and financial condition. Wgeet such proposals to be the subject of sigmificiscussion and it is not yet possibl
determine whether or when such proposals may beteghawhat form any final legislation or policiesgmt take and how propos:
legislation or policies emanating from the Whitgp®amay impact the mortgadpacked securities market and our business, opesatiar
financial condition. We are evaluating the potantnpact of the proposals set forth in the Whisgé&r.

Market conditions are evolving on a number of feofRegulatory and technical dynamics continue t@lig, and monetary policy

initiatives, including additional large scale agsetchases by the Federal Reserve, continue tosugagset prices and lower yields across a
wide range of market sectors, including ours.
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Trends

We expect the results of our operations to be &fteby various factors, many of which are beyondamntrol. Our results of
operations will primarily depend on, among othéngis, the level of our net interest income, thekatwwalue of our assets, and the supply of
and demand for such assets. Our net interest iacanich reflects the amortization of purchase puems and accretion of discounts, varies
primarily as a result of changes in interest rates;owing costs, and prepayment speeds, whichmieasurement of how quickly borrowers
pay down the unpaid principal balance on their gagye loans.

Prepayment Speeds . Prepayment speeds, as reflected by the Constepayment Rate, or CPR, vary according to inteedss, the
type of investment, conditions in financial marketsd other factors, none of which can be prediati¢hl any certainty. In general, when
interest rates rise, it is relatively less attnaetior borrowers to refinance their mortgage loams as a result, prepayment speeds tend to
decrease. When interest rates fall, prepaymetdspend to increase. For mortgage loan and RMB&stments purchased at a premium, as
prepayment speeds increase, the amount of inconsammedecreases because the purchase premiumadv@iptiie bonds amortizes faster
than expected. Conversely, decreases in prepayspeatls result in increased income and can extengeriod over which we amortize the
purchase premium. For mortgage loan and RMBS invests purchased at a discount, as prepayment simeeelase, the amount of income
we earn increases because of the acceleratiom afcitretion of the discount into interest incomeny&rsely, decreases in prepayment speed:
result in decreased income and can extend thedhevier which we accrete the purchase discountiiésest income.

Rising Interest Rate Environment . As indicated above, as interest rates rise, gym@ent speeds generally decrease. Rising interest
rates, however, increase our financing costs wimali result in a net negative impact on our netr@stincome. In addition, if we acquire
Agency and non-Agency RMBS collateralized by montielset adjustable-rate mortgages, or ARMs, arekthand five-year hybrid ARMs,
such interest rate increases could result in deessi@ our net investment income, as there coulltbring mismatch between the interest
reset dates on our RMBS portfolio and the finandasts of these investments. We expect, thatieed{rate assets would decline in value in
a rising interest rate environment and that ouiimtetest spreads on fixed rate assets could @etlia rising interest rate environment to the
extent such assets are financed with floatingdets.

Falling Interest Rate Environment . As interest rates fall, prepayment speeds gépénarease. Falling interest rates, however,
decrease our financing costs which may resultrietgpositive impact on our net interest incomeaddition, if we acquire Agency and non-
Agency RMBS collateralized by monthly reset adjbktarate mortgages, or ARMs, and three- and fivarygbrid ARMs, such interest rate
decreases could result in increases in our nestmant income, as there could be a timing mismbétiveen the interest rate reset dates on
our RMBS portfolio and the financing costs of thasgestments. We expect, however, that our fixad-assets would increase in value in a
falling interest rate environment and that ourintdrest spreads on fixed rate assets could ineli@ass falling interest rate environment to the
extent such assets are financed with floatingdets.

Credit Risk. One of our strategic focuses is acquiring assetshmae believe to be of high credit quality. Weibeé this strategy
will generally keep our credit losses and finanaingts low. We also focus on acquiring distresssgts non-Agency RMBS have been
downgraded because of defaults in the mortgagéstelizing such RMBS. When we acquire such RMBSattempt to purchase it at a
price such that its loss-adjusted return profilmibne with our targeted yields. We retain tigkrof potential credit losses on all of the
residential mortgage loans we hold in our portfalfowell as all of the non-Agency RMBS. We attetopnitigate credit risk in the asset
selection process. Prior to the purchase of imvests, we conduct a credit-risk based analysieetollateral securing our investment that
includes examining borrower characteristics, ggolgiaconcentrations, current and projected delingies, current and projected severities,
and actual and expected prepayment speeds amagrgcbtiracteristics to formulate expected losses.

Sze of Investment Portfolio . The size of our investment portfolio, as meadimgthe aggregate unpaid principal balance of our
mortgage loans and aggregate principal balanceriortgage related securities and the other assetsvn is also a key revenue
driver. Generally, as the size of our investmantfplio grows, the amount of interest income weeiige increases. The larger investment
portfolio, however, drives increased expenses amewe additional interest expense to finance thielpase of our assets.

Current Environment . We expect to use a number of sources to financénvestments, including repurchase agreements,
warehouse facilities, securitizations, asset-badosdmercial paper and term CDOs. Current marketlitions have affected the cost and
availability of financing from each of these sowamd their individual providers to different deggpsome sources generally are unavailable,
some are available but at a high cost, and somlayely unaffected.
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In the current market, it may be difficult or impisle to obtain third party pricing on the investiteewe purchase. In addition,
validating third party pricing for our investmemigy be more subjective as fewer participants mayilb@g to provide this service to
us. Moreover, the current market is more illigthieln in recent history for some of the investmevdspurchase. llliquid investments typic:
experience greater price volatility as a ready readoes not exist. As volatility increases or idlity decreases we may have greater diffic
financing our investments which may negatively ictgzur earnings and the execution of our investrarategy.

Critical Accounting Estimates

Our consolidated financial statements are preparadcordance with accounting principles generatigepted in the United States
America, or GAAP. These accounting principles mequire us to make some complex and subjectivesiea and assessments. Our most
critical accounting policies will involve decisioasd assessments that could affect our reportedsaasd liabilities, as well as our reported
revenues and expenses. We believe that all afebisions and assessments upon which our consalifiaincial statements are based will
be reasonable at the time made and based upomigtion available to us at that time. The followamg our most critical accounting polici

Valuation of Investments

Accounting Standards Codification, or ASC 8E@jr Value Measurements and Disclosures, establishes a framework for measuring
fair value, and establishes a three-level valudtierarchy for disclosure of fair value measurenat enhances disclosure requirements for
fair value measurements. The valuation hierarstased upon the transparency of inputs to thetialuof an asset or liability as of the
measurement date. The three levels are defintadlaws:

Level 1 — inputs to the valuation methodology awetgd prices (unadjusted) for identical assetsliabdities in active markets.

Level 2 — inputs to the valuation methodology imiglquoted prices for similar assets and liabilitieactive markets, and inputs that
are observable for the asset or liability, eitheeatly or indirectly, for substantially the fukttm of the financial instrument.

Level 3 — inputs to the valuation methodology amehservable and significant to overall fair value.

Non-Agency and Agency RMBS are valued using a pgichodel. The RMBS pricing model incorporates sfaciors as coupons,
prepayment speeds, spread to the Treasury andcwags, convexity, duration, periodic and life gegosd credit enhancement. Management
reviews the fair values determined by the pricingdel and compares its results to dealer quotesvegten each investment to validate the
reasonableness of the valuations indicated byribang models. The dealer quotes incorporate commarket pricing methods, including a
spread measurement to the Treasury curve or intetesswap curve as well as underlying charadiesisf the particular security including
coupon, periodic and life caps, rate reset peigsier, additional credit support and expecteddiféhe security.

Although we utilize a pricing model to compute thé value of the securities in our portfolio, walidate our fair values by seeking
indications of fair value from thirgarty dealers and/or pricing services. The variighilf fair value among dealers and pricing sersican be
wide at this time as full liquidity for the non-Agey market has yet to return. In addition, theeefawer participants in the RMBS sector
available to fair value investments. Our inteweuations of the securities on which we receivedler marks were 0.02% lower at Decen
31, 2010 and 1.05% lower at December 31, 2009 tthmaggregated dealer marks.

Any changes to the valuation methodology are regtkisy management to ensure the changes are aeopts markets and
products develop and the pricing for certain praslbecomes more transparent, we continue to refin@aluation methodologies. The
methods used by us may produce a fair value cdionlthat may not be indicative of net realizabddue or reflective of future fair values.
Furthermore, while we believe our valuation methadsappropriate and consistent with other mar&gigipants, the use of different
methodologies, or assumptions, to determine thiesédile of certain financial instruments could tegua different estimate of fair value at
the reporting date. We use inputs that are cuasmf the measurement date, which may includegeef market dislocation, during which
price transparency may be reduced. This conddgrid cause our financial instruments to be retflagsfrom Level 2 to Level 3.
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Other-than-Temporary Impairments

We evaluate each investment in our RMBS portfadiodther-than-temporary impairments, or OTTI, gedytor more often if
market conditions warrant. Each investment is aedyand we determine if we (1) have the intenetbtise security, (2) are more likely than
not to be required to sell the security before vecy, or (3) we do not expect to recover the ergirertized cost basis of the security. Further,
each security is analyzed for credit loss by coimngathe difference between the present value df dlas/s expected to be collected and the
amortized cost basis. The credit loss, if anyhéntrecognized in the consolidated statements erfadipns, while the balance of impairment
related to other factors is recognized in other m@hensive income (loss).

Interest Income

Interest income on RMBS and loans held for investngerecognized over the life of the investmenhgshe effective interest
method. The effective interest method requiresigant management judgment in calculating thédgeutilized to accrete discounts and
amortize premiums. The assumptions used by ualtolate the expected yield include current andriiprepayment assumptions, expected
principal write-downs, loss severities, changesiarest rates, and other factors that affect ¥peeted yield. Income recognition is
suspended for loans when, in the opinion of managéna full recovery of income and principal becsrdeubtful. Income recognition is
resumed when the loan becomes contractually cuarehperformance is demonstrated to be resumed.

Accounting For Derivative Financial Instruments anéledging Activities

Our policies permit us to enter into derivative traats, including interest rate swaps and intaistcaps, as a means of mitigating
our interest rate risk. We use interest rate daviganstruments to mitigate interest rate riskeatthan to enhance returns. We account for
these instruments as free-standing derivativexo/lingly, they are carried at fair value with reetl and unrealized gains and losses
recognized in earnings.

We recognize all derivatives as either assetsabiliies in the statement of financial conditiamdameasure those instruments at fair
value. Additionally, the fair value adjustmentsiifect net income as we did not elect to use kexigrounting.

Derivatives will be used for economic hedging pwgmrather than speculation. We will rely on quotest from third parties to
determine fair values. We compare the dealer guateeived by the Company to the fair values geeerday our own internal pricing model
which incorporates such factors as term to matuttity Treasury curve, LIBOR rates, and paymentratethe fixed portion of the interest 1
swaps. If our hedging activities do not achievedesired results, our reported earnings may beradly affected.

Allowance for Probable Credit Losst

We have established an allowance for loan lossadeatel that management believes is adequate loasad evaluation of known
and inherent probable losses related to our loatigtio. The estimate is based on a variety ofdexincluding current economic conditions,
industry loss experience, the loan originator'slegperience, credit quality trends, loan portfalionposition, delinquency trends, national
and local economic trends, national unemploymet#,ddanges in housing appreciation or depreciaial whether specific geographic
areas where we have significant loan concentrago@a&xperiencing adverse economic conditions &edte such as natural disasters that
may affect the local economy or property valuesotdpurchase of the pools of loans, we obtainederritepresentations and warranties from
the sellers that we could be reimbursed for thaesalf the loan if the loan fails to meet the agrepdn origination standards. While we have
little history of our own to establish loan trendsjinquency trends of the originators and theentrmarket conditions aid in determining the
allowance for loan losses. We also performed dligiedce procedures on a sample of loans that metriteria during the purchase
process. We have created an unallocated provisiqorobable loan losses estimated as a percenfahe remaining principal on the
loans. Management’s estimate is based on histaiqeerience of similarly underwritten pools.

When we determine it is probable that specific @otually due amounts are uncollectible, the am@iobnsidered
impaired. Where impairment is indicated, a vahmtivrite-off is measured based upon the excedseofdcorded investment over the net fair
value of the collateral, reduced by selling cogtay deficiency between the carrying amount of agetand the net sales price of repossesset
collateral is charged to the allowance for loarséss
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Income Taxes

We have elected and intend to qualify to be taxed REIT. Therefore we will generally not be sabje corporate federal or state
income tax to the extent that we make qualifyingributions to our stockholders, and provided wesBaon a continuing basis, through
actual investment and operating results, the RE¢Lirements including certain asset, income, istion and stock ownership tests.

If we fail to qualify as a REIT, and do not qualffyr certain statutory relief provisions, we wik Isubject to federal, state and local
income taxes and may be precluded from qualifysig EIT for the subsequent four taxable yearsviolig the year in which we lost our
REIT qualification. Accordingly, our failure to glify as a REIT could have a material adverse ihpacur results of operations and
amounts available for distribution to our stocktevkd

The dividends paid deduction of a REIT for qualifyidividends to its stockholders is computed usimgtaxable income as opposed
to net income reported on the consolidated findstéements. Taxable income, generally, willgifirom net income reported on the
consolidated financial statements because therdetation of taxable income is based on tax prowisiand not financial accounting
principles.

Financial Condition
Estimated Economic Book Valu

This Management Discussion and Analysis sectiotiatas analysis and discussion of financial infoliorathat utilizes or presents
ratios based on GAAP book value. The table anclidison below present our estimated economic ballev We calculate and disclose this
non-GAAP measurement because we believe it repieesan estimated economic book value at the meamnedate.

On January 1, 2010 GAAP required us to consolidat&in resecuritization transactions we consummated dur@@®zand 2010. |
these re-securitizations, we transferred assdtetee-securitization trusts, which issued tranafesenior and subordinate notes or
certificates. We sold the senior tranches andetbez have no continuing involvement in these fragher than being a holder of notes or
certificates issued by the trusts, with the samgletsi of other holders of the notes or certificat€ke notes and certificates we own that were
issued by the trusts are largely subordinatedesterin those trusts. The trusts have no recaarser assets other than pursuant to a breach
by us of the transaction documents related tortiresfer of the assets by us to the trusts.

GAAP requires us to fair value and present thetagdehese trusts on our consolidated statemdriisamcial condition as if we still
owned the underlying securities we transferredhéottusts. We present the assets related to tiewlidated trusts in our consolidated
statements of financial position as a componemibofAgency mortgage-backed securities identifiedeasor, non-retained, and the liabilities
as securitized debt, non-retained. We have fdire¢hthe underlying securities we transferred #tthsts for the calculation of GAAP book
value in accordance with our pricing policy, asalded more fully in our critical accounting estites, and recorded the corresponding
liability for the notes or certificates sold toridhiparties. All fair value adjustments are recdradeOther Comprehensive Income.

As, we are unable to sell the underlying securities we transferred into the trusts because wlemger own those securities, we
also present our estimated economic book value b&lieve this measure represents the estimatee wadlilne securities issued by these trusts
that we own. In contrast to GAAP book value, ostireated economic book value considers only thetasge own or are able to dispose of,
pledge, or otherwise monetize. To determine otimased economic book value, we fair value the siatecertificates issued by the re-
securitization trusts that we actually own in ademce with our pricing policy. Accordingly, outtiesated economic book value does not
include assets or liabilities for which we havecontinuing involvement, specifically the notes ertificates of the resecuritization trusts thi
were sold to third parties. We believe this eatmrepresents the value of the assets that warholar portfolio should we decide to sell,
pledge, or otherwise dispose of assets as of tlasunement date.

At December 31, 2010 the difference between GAA8kb@lue and estimated economic book value wasmeted to be $374.5
million. This difference is primarily driven byeémature of the assets we have retained in thesecrgitization transactions as compared to
the nature of underlying securities in these tretisas. In these re-securitization transactiors r@tained the subordinated, typically non-
rated, first loss notes or certificates issuedheyre-securitization trusts. These securitiesaneplex, typically locked out as to principal
repayment, relatively illiquid, and do not necedgappreciate or depreciate in tandem with theadey non-Agency RMBS market or with
the underlying securities owned by the trusts. fHirde below presents the adjustments to GAAP badlke that we believe necessary to
adequately reflect our calculation of estimatedhecaic book value.
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Estimated

GAAP Book Economic Book
Value Adjustments Value
(dollars in thousand:

Assets:
Non-Agency Mortgag-Backed Securities, at fair vall

Senior ($484.1 million and $0 resulting from comdation of VIES) $ 987,68 $ - 8 987,68!

Subordinated ($1.5 billion and $0 resulting frormsalidation of VIES' 2,210,85! - 2,210,85!

Senior, no-retained 2,330,561 (2,330,561 -
Agency Mortgag-Backed Securities, at fair val 2,133,58 - 2,133,58
Securitized loans held for investment, net of alaee for loan losses of $6.6
million and $4.6 million, respective 353,53 - 353,53
Other current assets 57,47 - 57,47
Total assets $ 8,073,701 $ (2,330,56) $ 5,743,13.
Repurchase agreements ($2.0 billion and $1.®hitif RMBS pledged as
collateral, respectively 1,808,79 - 1,808,79
Securitized debt ($302.9 million and $388.3 milliwinsecuritized loans pledge
as collateral, respectivel 289,23t - 289,23t
Securitized debt, non-retained ($2.0 billion ancb$@on-retained RMBS
pledged as collateral, respective 1,956,07! (1,956,07)) -
Other liabilities 336,58 - 336,58
Total liabilities 4,390,69: (1,956,079 2,434,61!
Total stockholders' equity 3,683,001 (374,489 3,308,51
Total liabilities and stockholders' equity $ 8,073,701 $ (2,330,56) $ 5,743,13.
Book Value Per Share $ 35¢ $ (0.3 $ 3.28

Our estimate of economic book value has imporiaritdtions. Our estimate of fair value is as gfant in time and subject to
significant judgment. Other market participantsyrdarive a different fair value for each asset thvancalculate. Should we sell the assets in
our portfolio, we may realize materially differgaroceeds from the sale than we have estimatedthge oéporting date.

Although we believe that the calculation of estiathéconomic book value described above helps onagenent and investors
understand the fair value of the assets we owrttamtabilities for which we are legally obligatatlis of limited usefulness as an analytical
tool. It does not take account of the fair valfiagsets that we do not own, but regarding whichwillebe the principal beneficiary of
increases in value above, and will bear the praddjprden of reductions in value to below, whatrently is anticipated. Therefore, the
estimated economic book value should not be vigwésblation and is not a substitute for book vateenputed in accordance with GAAP.

Portfolio Review
At December 31, 2010, our portfolio consisted ab#illion of non-Agency RMBS, $2.1 billion of Agepm RMBS and $353.5

million of securitized mortgage loans. At DecemBgr 2009, our portfolio consisted of $2.4 billiohnmn-Agency RMBS, $1.7 billion of
Agency RMBS and $470.5 million of securitized madg loans.
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The following table summarizes certain charactiesstf our portfolio at December 31, 2010 and 2009:

December 31, December 31,

2010 2009
Interest earning assets at pe-end * $ 8,016,22 $ 4,559,42
Interest bearing liabilities at peri-end $ 4,054,11. $ 2,365,75:
Leverage at peric-end 1.1:1 1.1:1
Leverage at peric-end (recourse 0.5:1 0.9:1
Portfolio Composition, at principal valt
Non-Agency RMBS 83.2% 64.6%
Senior 4.(% 37.5%
Senior, interest onl 35.1% 0.C%
Subordinater 29.8% 22.(%
Subordinated, interest on 1.8% 5.1%
Senior, no-retained 12.1% 0.C%
Agency RMBS 12.6% 23.%
Securitized loan 4.(% 12.1%
Fixec-rate percentage of portfol 51.71% 52.1%
Adjustable-rate percentage of portfol 48.2% 47.2%
Annualized yield on average earning assets foyéae endel 8.91% 6.37%
Annualized cost of funds on average borrowed fifodthe year ende 4.01% 1.51%

* Excludes cash and cash equivale

The following table presents details of each aslsests in our portfolio at December 31, 2010. Thegipal or notional value
represents the interest income earning balancaatf elass. The weighted average amortized casyde, coupon, yield, and CPR at
period-end are weighted by each investment’s reésqgegrincipal/notional value in the asset cla$he figure presenting the annualized yield
over the current quarter is the annualized interestme earned on the asset class during the gqudri&led by the average of the beginning
and ending amortized cost of the asset class.

December 31, 201

Weightec
Principal Weighted Weightec  Average Weighte(
or Average  Weighted Average Yield Average
Notional Amortizec Average Coupon (Loss  Annualizec 3 Month
Value at Cost Basi Fair Value at Adjusted Yield Over CPR at
Period- at Period- at Period- Period- atPeriod- Current Period-
End End End End End Quarter End
Non-Agency Mortgag-Backed Securitie
Senior 664,25. $ 99.6¢ $ 101.5¢ 4.48% 4.65% 5.7% 16%
Senior, interest onl 5,929,63 $ 6.9¢ $§ 5.2¢ 1.74% 14.7% 29.0% 16%
Subordinatet 4,962,820 $ 443t $ 43.8¢ 4.11% 16.78% 25.62% 15%
Subordinated, interest on 304,99 $ 9.9: $ 10.81 3.0%% 27.6(% 24.62% 16%
Senior, no-retained 2,008,160 $ 98.51 $ 116.0¢ (1) 5.17% 4.36% 6.85% 15%
Agency Mortgag-Backed Securitie 2,092,46! $ 103.3( $ 104.8( 5.05% 4.51% 3.34% 24%
Securitized loan
Senior 296,45¢ $ 101.1¢ $ 101.1¢ 5.5(% 5.5%% 4.82% 28%
Senior, interest onl 313,72( $ 0.01 $ 0.01 0.41% 100.0%  3795.9:% 29%
Subordinate 59,54( $ 100.9: $ 100.9: 5.3€% 2.85% 5.94% 30%

(1) See discussion of Financial Condition on pa®ob a review of GAAP book valu

Our portfolio is primarily comprised of non-AgenBMBS which is subject to risk of loss with regaodprincipal repayment. The
following table summarizes certain characteristiteur non-Agency portfolio at December 31, 2016 2609:
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December 31, 201 December 31, 200

Number of securities in portfoli 581 20¢
Weighted average maturity (yea 27.4 28.t
Weighted average amortized loan to ve 72.5% 73.8%
Weighted average FIC 717.C 715.7
Weighted average loan balance (in thousa $ 447.¢ $ 415.¢
Weighted average percentage owner occu 83.2% 82.&%
Weighted average percentage single family resid 63.1% 59.%%
Weighted average current credit enhancer 16.(% 12.2%
Weighted average geographic concentra CA 57.€% CA 44.8%
FL 13.2% FL 17.2%
NY 7.3% NY 7.5%
NJ 3.9% MD 4.S%
VA 3.3% NJ 4.4%

The table below summarizes the credit ratings ofRMMBS investments at December 31, 2010 and 200& Companys investmer
guidelines place no restrictions on the credinggiof the assets we may acquire or retain. litiaddthe table below includes AAA rated
non-Agency seniors consolidated pursuant to thetamloof ASC 810, but for which we have no contimgiinvolvement.

December 31, December 3:

2010 200¢
AAA 41.25% 39.41%
AA 7.91% 0.7%%
A 1.92% 0.55%
BBB 0.8(% 1.01%
BB 0.01% 1.71%
B 0.01% 2.18%
Below B or not ratel 48.1(% 54.27%
Total 100.0(% 100.0(%

Our management team evaluates each investment basbd characteristics of the underlying colldtesther than relying on the
ratings assigned to the asset by rating agencies.

Results of Operations for the Years Ended Decemb&l, 2010, 2009 and 2008
Net Income (Loss) Summary

Our net income for the year ended December 31, 2@K0$532.9 million, or $0.65 per average share.r@uincome for the year
ended December 31, 2009 was $324.0 million, or4pped average share. Our net loss for the yeadebécember 31, 2008 was $119.8
million, or $1.90 per average share.

Net income increased by $208.9 million for the yeaded December 31, 2010, when compared to theeyeld December 31,
2009. We attribute the increase in net incomentmerease in interest income as our portfoliontéiest earning assets increased from $4.6
billion at December 31, 2009 to $8.0 billion at Bewer 31, 2010.

Net income per share increased by $2.54 per sharéotal net income increased by $443.8 milliontfe year ended December 31,
2009, when compared to the year ended Decemb@088, We attribute the increase in net incomeairt {o realized gains on sales of
investments equal to $103.6 million for the yeadexhDecember 31, 2009 as compared to realizedslasssales of investments equal to
$144.3 million for the year ended December 31, 2008t income for the year ended December 31, 2089increased in part due to the 355
basis point increase in interest rate spread opdhtfolio of assets for the year ended DecembeRB@9, when compared to the year ended
December 31, 2008.
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The table below presents the net income (loss) samior the years ended December 31, 2010, 2002608

Net Income (Loss) Summary
(dollars in thousands, except for share and peesteata)

CHIMERA INVESTMENT CORPORATION
CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHEN SIVE INCOME (LOSS)
(dollars in thousands, except share and per slzag

For the Year Ende

December 31, December 31, December 31,

2010 2009 2008
Net Interest Income:
Interest incom: $ 562,87¢ $ 298,53¢ $ 105,25¢
Interest expens 37,17¢ 35,08: 60,54+
Interest income, ne-retainec 192,56( - -
Interest expense, n-retainec 115,06: - -
Net interest income (expens 603,20:. 263,45¢ 44,71¢
Other-than-temporary impairments:
Total othe-thar-temporary impairment loss (54,349 (16,269 -
Non-credit portion of loss recognized in other compredie income (loss 41,66¢ 6,26¢ -
Net othe-thar-temporary credit impairment loss (12,679 (9,996 -
Other gains (losses)
Unrealized gains (losses) on interest rate s\ (9,989 - 4,15¢
Realized gains (losses) on sales of investment: 10,08¢ 103,64t (144,304
Realized losses on principal w-downs of no-Agency RMBS (7,385 (25%) -
Realized gains (losses) on terminations of intast swap: - - (10,337
Total other gains (losse (7,289 103,39: (150,485
Net investment income (los 583,23! 356,85 (105,770
Other expenses
Management fe 40,92 25,70« 8,42¢
Provision for loan losse 2,68¢ 3,102 1,54(
General and administrative expen 6,01F 4,061 4,05¢
Total other expense 49,62¢ 32,867 14,027
Income (loss) before income taxe 533,60° 323,98 (119,79)
Income taxe: 75€ 1 12
Net income (loss $ 532,85. $ 323,98. $ (119,809
Net income (loss) per shi-basic and dilute $ 0.6t $ 0.64 (1.90
Weighted average number of shares outstarbasic and dilute 822,617,31 507,042,42 63,155,87
Comprehensive income (loss
Net income (loss $ 532,85. $ 323,98! (119,809
Other comprehensive income (los
Unrealized gains (losses) on avail-for-sale securities, ni 364,42 260,30¢ (421,125
Reclassification adjustment for net losses includetket income (loss) for other-
thar-temporary credit impairment loss 12,67¢ 9,99¢ -
Reclassification adjustment for realized lossein&)ancluded in net income (los (2,700 (103,39) 144,30«
Other comprehensive income (lo 374,40! 166,91« (276,827
Comprehensive income (los $ 907,25¢ $ 490,89° $ (396,63()

See notes to consolidated financial statem
Net Interest Income and Average Earning Asset Yield

We had average earning assets of $8.5 billion, BdliGn and $1.7 billion for the years ended Detem31, 2010, 2009 and 2008,
respectively. Our primary source of income isiies¢ income earned on our assets. Our interestnaavas $755.4 million, $298.5 million
and $105.3 million for the years ended Decembe810, 2009 and 2008, respectively. The yield mnpmrtfolio was 8.91%, 6.90% and
5.96% for the years ended December 31, 2010, 2002@08, respectively. For the year ended Dece®ibe2010 as compared to the year
ended December 31, 2009, interest income incrdas®456.9 million due to the consolidation of sétization entities upon adoption of A¢
810 on January 1, 2010, an increase in average#ttearning assets of $4.2 billion and an incrégs201 basis points in the yield on aver
earning assets for the year ended December 31,2040 compared to the year ended December 31, 200&est income for the year enc
December 31, 2009 as compared to the year endeshiber 31, 2008, increased $193.3 million due to increases in interest earrisget:



of $2.6 billion and an increase in the yield onrage earning assets of 94 basis points.
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Interest Expense and the Cost of Funds

Our largest expense is the cost of borrowed fuMie.had average borrowed funds of $3.8 billion7$llion and $1.3 billion and
total interest expense of $152.2 million, $35. lioril and $60.5 million for the years ended Decen#igr2010, 2009 and 2008,
respectively. Our average cost of funds was 4.@L98% and 4.64% for the years ended December03D, 2009 and 2008,
respectively. The average cost of funds ratesemed by 198 basis points and the average borrfwndd increased by $2.1 billion during
year ended December 31, 2010, when compared yetdreended December 31, 2009. We attribute tlrease in our interest expense to
increase in the average cost of funds resulting fitee consolidation of securitization entities upaloption of ASC 810 on January 1, 2010.

The table below shows our average borrowed fundsamarage cost of funds as compared to averagenonéh and average Six-
month LIBOR for the years ended December 31, 22009 and 2008 and the four quarters in 2010.
Average Cost of Func

Average
One- Average Average
Month Cost of Cost of
LIBOR Funds Funds
Relative Relative  Relative
to to to
Average Average Average Average Average
Average Average One- Six- Six- One- Six-
Borrowed Interest Cost of Month Month Month Month Month

Funds Expense  Funds LIBOR LIBOR LIBOR LIBOR LIBOR
(Ratios have been annualized, dollars in thouse

For the year ended December 31, 2 $3,793,04! $152,23t 4.01% 0.27% 0.52% (0.25%) 3.74% 3.4%
For the year ended December 31, 2 $1,724,69: $ 35,08: 2.0&% 0.35% 1.12% (0.7€%) 1.7(% 0.91%
For the year ended December 31, 2 $1,304,87: $ 60,54« 4.64% 2.6E% 3.0€% (0.38%) 1.9€% 1.5¢%
For the quarter ended December 31

2010 $3,871,90: $ 39,64¢ 4.1(% 0.2€% 0.45% (0.15%) 3.84% 3.65%
For the quarter ended September 3C

2010 $3,733,89: $ 42,76« 4.58% 0.2%% 0.5%% (0.3(%) 4.2%% 3.99%
For the quarter ended June 30, 2 $3,906,06. $ 28,61¢ 2.9%% 0.32% 0.6% (0.31%) 2.61% 2.3(%
For the quarter ended March 31, 2( $3,660,33: $ 41,20« 4.5(% 0.25% 0.4(% (0.17%) 4.27% 4.1(%

Net Interest Income

Our net interest income, which equals interestimedess interest expense, totaled $603.2 milli@63% million and $44.7 million
for the years ended December 31, 2010, 2009 angi, 286pectively. Our net interest spread, whichaégthe yield on our average assets for
the period less the average cost of funds for &g, was 4.90%, 4.87% and 1.32% for the years@imecember 31, 2010, 2009 and 2008,
respectively. Our net interest income increase®#380.7 million for the year ended December 31020dhen compared to the year ended
December 31, 2009 due to the increase in inteegnirgy assets resulting from the consolidationegisitization entities upon adoption of
ASC 810 on January 1, 2010. Our net interest ircomoreased by $218.8 million for the year endeddb@ber 31, 2009, when compared to
the year ended December 31, 2008 due to the 3%& f@iat increase in our net interest spread.

The table below shows our average assets heldljitdeest income, yield on average interest e@raissets, average balance of

repurchase agreements, interest expense, aversigef éonds, net interest income, and net intenast spread for the years ended December
31, 2010, 2009 and 2008 and the four quarters 1920
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Net Interest Incom

Yield on
Average Interest  Average Net
Earning Earned Interest Average Average Net Interest
Assets on Asset Earning Debt Interest  Cost of Interest Rate
Held * * Assets Balance  Expense Funds Income  Spreac

(Ratios have been annualized, dollars in thouse

For the year ended December 31, 2 $8,479,10' $755,39¢ 8.91% $3,793,04! $152,23¢ 4.01% $603,20: 4.9(%
For the year ended December 31, 2 $4,328,89. $298,53! 6.9(% $1,724,69: $ 35,08: 2.05% $263,45t 4.871%
For the year ended December 31, 2 $1,711,70! $102,09: 5.96% $1,304,87. $ 60,54« 4.6 $ 44,71¢ 1.32%
For the quarter ended December 31,

2010 $9,311,58! $193,74« 8.32% $3,871,90i $ 39,64¢ 4.1(% $154,09¢ 4.22%
For the quarter ended September 3C

2010 $8,801,53. $198,46: 9.02% $3,733,89: $ 42,76/ 4.58% $155,69° 4.4%
For the quarter ended June 30, 2 $8,640,37. $183,34¢ 8.4%% $3,906,06. $ 28,61¢ 2.9%% $154,73( 5.5¢%
For the quarter ended March 31, 2( $7,162,94. $179,84! 10.04% $3,660,33: $ 41,20 4.5(% $138,64: 5.54%

* Excludes cash and cash equivale
Other-Than-Temporary Impairments

During the years ended December 31, 2010 and 28®®ecorded other-than-temporary impairments of Bidllion and $10.0
million respectively. During the year ended Decemdil, 2008, no impairments were recorded. Werdetbimpairments on investments in
an unrealized loss position where our estimateitofré cash flows were below our amortized costshasnpaired securities were most
typically first loss tranches of RMBS which wouldsarb expected principal write downs or interesy aranches whose market values are
more sensitive to changes in prepayment speeds.

Gains and Losses on Sales of Assets

During the year ended December 31, 2010, we sol@&Mith a carrying value of $885.4 million for rez@d gains of $10.1 millio
During the year ended December 31, 2009, we sol@8Mith a carrying value of $1.8 billion for reaiz gains of $103.6 million.

Secured Debt Financing Transactions

On January 29, 2010, we transferred $1.7 billioprincipal value of our RMBS to the CSMC 2010-1Rigtrin a re-securitization
transaction. This transaction was recorded ageufed borrowing” pursuant to ASC Topics 860 and. 8lh this transaction, we financed
through the transaction $271.6 million of AAA-ratiixkd rate bonds to third party investors for pedceeds of $268.1 million. We retained
$391.9 million of AAA-rated bonds, $1.0 billion subordinated bonds and the owner trust certificaid,interest only bonds with a notional
value of $1.6 billion. The subordinated bonds #relowner trust certificate provide credit suppiorthe AAA-rated bonds. The bonds issued
by the trust are collateralized by RMBS that weamsferred to the CSMC 2010-1R Trust.

On April 30, 2010, we transferred $566.6 millionpinncipal value of our RMBS to the CSMC 2010-11Ri&t in a re-securitization
transaction. This transaction was recorded ageufed borrowing” pursuant to ASC Topics 860 and. 8lh this transaction, we financed
$138.8 million of AAA-rated fixed rate bonds withittd party investors for net proceeds of $137.4iaml We retained $427.7 million in
subordinated bonds and the owner trust certificatd,interest only bonds with a notional value &6 million. The subordinated bonds
and the owner trust certificate provide credit suppo the AAA-rated bonds. The bonds issued Ieytthst are collateralized by RMBS that
were transferred to the CSMC 2010-11R Trust.
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On May 27, 2010, we transferred $1.2 billion impipal value of our RMBS to the CSMC 2010-12R Tiinsk re-securitization
transaction. This transaction was recorded ageufed borrowing” pursuant to ASC Topics 860 and. 8lh this transaction, we financed
$294.0 million of AAA-rated fixed rate bonds withitd party investors for net proceeds of $294.3iaml We retained $136.3 million of
AAA-rated bonds, $788.2 million in subordinated derand the owner trust certificate, and interet bands with a notional value of $1.2
billion. The subordinated bonds and the ownett regtificate provide credit support to the AAAedtbonds. The bonds issued by the trust
are collateralized by RMBS that were transferretheoCSMC 2010-12R Trust.

In addition, during the year ended December 3102@% recorded non-recourse financing with thirdypmvestors related to re-
securitizations executed in prior periods. Werliced through these transactions $704.5 million ARAated fixed rate bonds with third
party investors for net proceeds of $703.0 millibntotal, in 2010, we financed through our secutelt financing, $1.3 billion of AAA-rated
fixed rate bonds for net proceeds of $1.3 billion.

Management Fee, Loan Loss Provision and General akdiministrative Expenses

We paid FIDAC a management fee of $40.9 milliors.$2million and $8.4 million for the years endedcBmber 31, 2010, 2009 a
2008, respectively. We attribute the $15.2 millinarease in management fees recorded during teeyeled December 31, 2010, when
compared to the year ended December 31, 2009 timt¢hease in stockholders equity resulting fromAyeril, June and November 2010
secondary offerings. Our management fee increlag&d 7.3 million for the year ended December 3D2@vhen compared to the year en
December 31, 2008. The increase in managementdéiests the increase in stockholder’s equity fromn April and May 2009 secondary
offerings.

The loan loss provision was $2.7 million, $3.1 milland $1.5 million for the years ended Decemlg2810, 2009 and 2008,
respectively. Our loan loss provision decreasefi4#3 thousand for the year ended December 31, 2@Héh compared to the year ended
December 31, 2009 due to the decline in the unpamtipal balance of the loan pool. The loan lpssvision for the year ended December
31, 2009 increased by $1.6 million when comparethiéoyear ended December 31, 2008. This increatbeiprovision is attributable to
management’s estimate of the effect that increasites of delinquencies, foreclosure and bankrugttiyities specific to our securitized
loans and the broader mortgage market as a whillbavie on the realizable value our securitizechlpartfolio.

General and administrative expenses, or G&A wer8 $8llion, $4.1 million and $4.1 million for theears ended December 31,
2010, 2009 and, respectively. Our G&A expenseebged by $1.9 million for the year ended Decer8lief010, when compared to the
ended December 31, 2009, largely due to greatermtion and research costs as well as reimburgam&hDAC for our pro rata portion of
rent, telephone, utilities, office furniture, egoipnt, machinery and other office, internal and bead expenses of FIDAC and its affiliates
required for our operations. G&A remained relatyvehchanged for the year ended December 31, 20080 wompared to the year ended
December 31, 2008.

Total expenses as a percentage of average totbassre 0.78%, 0.99% and 0.85% for the years ebéedmber 31, 2010, 2009
and 2008, respectively.

From our inception through 2009, FIDAC waived itght to require us to pay our pro rata portionefty telephone, utilities, office
furniture, equipment, machinery and other officeeinal and overhead expenses of FIDAC and ithaé$s required for our
operations. During the year ended December 310,20& reimbursed FIDAC approximately $465,000 fochsexpenses.

The table below shows our total management fee, llmes provision and G&A expenses as comparedeoage total assets and
average equity for the years ended December 3D, 20D9 and 2008 and the four quarters in 2010.
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Management Fees, Loan Loss Provision and G&A Exgeard Operating Expense Ra

Total Total
Management Management Fe
Total Fee, Loan Loss Loan Loss
Management  Provision and Provision and
Fee, Loan Loss G&A G&A
Provision and Expenses/Total Expenses/Averay
G&A Expense: Assets Equity
(Ratios have been annualized, dollars in thouse
For the year ended December 31, 2 $ 49,62¢ 0.78% 1.71%
For the year ended December 31, 2 $ 32,86 0.9% 2.25%
For the year ended December 31, 2 $ 14,027 0.85% 3.5(%
For the quarter ended December 31, 2 $ 14,45¢ 0.7¢% 1.76¢%
For the quarter ended September 30, - $ 13,59¢ 0.77% 1.87%
For the quarter ended June 30, 2 $ 11,69¢ 0.72% 1.8(%
For the quarter ended March 31, 2( $ 9,88( 0.75% 1.7%

Net Income (Loss) and Return on Average Equity

Our net income was $532.9 million and 324.0 millfonthe years ended December 31, 2010 and 2088ec&vely. Our net loss
was $119.8 million for the year ended Decembe2808. We attribute the $208.9 million increaseét income for the year ended
December 31, 2010, when compared to the year ebdeember 31, 2009 to the consolidation of secatitn entities upon adoption of ASC
810 on January 1, 2010 as well as to the growthdome producing assets over the period. The taddmv shows our net interest income,
loss on sale of assets and termination of inteagstswaps, unrealized gains (loss) on interestswaps, total expenses, income tax, each as «
percentage of average equity, and the return orageesquity for the years ended December 31, 2Z00@9 and 2008 and the four quarters in
2010.

Components of Return on Average Eqt

Realized Gain Unrealized

(Losses) on Gains
Sales, Credit (Losses) on Total
Net Interest Losses and Interest Rate Expenses/ Income Return on
Income/Averag OTTI/AverageSwaps/Averac  Average  Tax/Average  Average
Equity Equity Equity Equity Equity Equity
(Ratios have been annualize
For the year ended December 31, 2 20.77% (0.34%) (0.34%) (1.71%) (0.03%) 18.35%
For the year ended December 31, 2 18.03% 6.41% 0.00% (2.25%) 0.00% 22.19%
For the year ended December 31, 2 11.17% (38.64%) 1.04% (3.50%) 0.00% (29.93%)
For the quarter ended December 31, 2 18.72% 0.22% 1.80% (1.76%) 0.00% 18.98%
For the quarter ended September 30, - 21.42% (0.19%) (1.87%) (1.87%) (0.10%) 17.39%
For the quarter ended June 30, 2 23.78% (1.11%) (1.73%) (1.80%) 0.00% 19.14%
For the quarter ended March 31, 2( 25.09% (0.57%) 0.00% (1.79%) 0.00% 22.73%

Liquidity and Capital Resources

Liquidity measures our ability to meet cash reguients, including ongoing commitments to repaybmurowings, fund and
maintain RMBS, mortgage loans and other assetsdpéends and other general business needs. @wigal sources of capital and funds
for additional investments primarily include eagsrfrom our investments, borrowings under secuatitns and re-securitizations, repurchase
agreements and other financing facilities, and geds from equity offerings. We expect these sautéinancing will be sufficient to meet
our short-term liquidity needs.
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We expect to continue to borrow funds in the fofmepurchase agreements and, subject to markeitzorg] other types of
financing. The terms of the repurchase transad¢t@mowings under our master repurchase agreergentsally conform to the terms in the
standard master repurchase agreement as publightbd Becurities Industry and Financial Marketsokgation, or SIFMA, as to repayment,
margin requirements and the segregation of allr#ezziwe have initially sold under the repurchtts@saction. In addition, each lender
typically requires that we include supplementaingiand conditions to the standard master repurcd@eement. Typical supplemental tel
and conditions include changes to the margin maartee requirements, required haircuts, and purgbrése maintenance requirements,
requirements that all controversies related ta¢pairchase agreement be litigated in a particukésdiction and cross default
provisions. These provisions will differ for eaahour lenders and will not be determined untilevegage in a specific repurchase transac

For our short-term (one year or less) and long-tégmidity, which include investing and complianaéh collateralization
requirements under our repurchase agreement®(fgléuged collateral decreases in value or inteateof margin calls created by
prepayments of the pledged collateral), we alsparlthe cash flow from investments, primarily nawntprincipal and interest payments tc
received on our RMBS and whole mortgage loans, flashfrom the sale of securities as well as anynpry securities offerings authorized
by our board of directors.

Based on our current portfolio, leverage ratio andilable borrowing arrangements, we believe ssets will be sufficient to enat
us to meet anticipated short-term (one year o) legsdity requirements such as to fund our inmestt activities, pay fees under our
management agreement, fund our distributions tcktalders and pay general corporate expenses. Hoywawecline in the value of our
collateral or a decrease in prepayment rates Suirdtg below our expectations could cause a terapoliquidity shortfall due to the timing
the necessary margin calls on the financing arnauegés and the actual receipt of the cash relatedrteipal paydowns. If our cash resources
are at any time insufficient to satisfy our liqujdrequirements, we may have to sell investmentssaure debt or additional equity securities in
a common stock offering. If required, the sale MBS or whole mortgage loans at prices lower thairtbarrying value would result in
losses and reduced income.

Our ability to meet our long-term (greater tham gear) liquidity and capital resource requiremavitsbe subject to obtaining
additional debt financing and equity capital. Sabje our maintaining our qualification as a REEveell as market conditions, we expect to
use a number of sources to finance our investmirtsiding repurchase agreements, warehouse fasjlecuritization, commercial paper
and term financing CDOs. Such financing will degg@m market conditions for capital raises and lierinvestment of any proceeds. If we
unable to renew, replace or expand our sourcesafding on substantially similar terms, it may @an adverse effect on our business and
results of operations. Upon liquidation, holder®of debt securities and shares of preferred siaddenders with respect to other borrowi
will receive a distribution of our available asspt®r to the holders of our common stock.

We held cash and cash equivalents of approxim&®@B million, $24.3 million and $27.5 million aebember 31, 2010, 2009 and
2008, respectively. Our cash and cash equivalextedsed due to normal quarterly fluctuations 8hdzalances related to the timing of
principal and interest payments, repayments of,detfat asset purchases and sales.

Our operating activities provided net cash of agpnately $305.6 million, $168.7 million and $30.7llion for the years ended
December 31, 2010, 2009 and 2008, respectively cabk provided by operating activities increasea tduthe increase in net interest income
earned by the portfolio which resulted from ther@@se in average interest earning assets of $8dnbin investments at December 31, 2010
as compared to $4.3 billion at December 31, 2009.

Our investing activities used net cash of $1.6dsill $2.8 billion and $1.1 billion for the yearsded December 31, 2010, 2009 and
2008, respectively. During the year ended Decer@ibeP010 we utilized cash to purchase $4.0 bilifosecurities which were offset by
proceeds from asset sales of $896.3 million anttjpal payments of $1.5 billion. During the yeaded December 31, 2009 we utilized cash
to purchase $5.3 billion in securities and sol®4iillion and received principal payments of $656udion. The increase in principal
payments resulted from the larger portfolio at elser 31, 2010 as compared to December 31, 200¢haratioption of ASC 810.

Our financing activities as of December 31, 2010sisted of net proceeds from our April, June angeédaber 2010 secondary
offerings in which we raised approximately $1.3ibil, repurchase agreements, and payments receivedr securitizations. Our financing
activities as of December 31, 2009 consisted oprateeds from our April and May, 2009 secondafgrafgs in which we raised
approximately $1.5 billion, repurchase agreemeartd, payments received on our securitizations. Mvieently have established uncommitted
repurchase agreements for RMBS with 23 countegmriticluding Annaly. At December 31, 2009, we $289.0 million outstanding under
our repurchase agreement with Annaly, which canstit 10.95% of our total financing. As of Decem®&y 2009, our repurchase agreement
with Annaly had weighted average borrowing rate$.@2% and weighted average remaining maturiti€sddys. This agreement was
collateralized by our RMBS which had an estimatgdalue of $314.3 million at December 31, 200%e interest rates of these repurchase
agreements are generally indexed to the one-mdB®R rate and reprice accordingly.
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At December 31, 2010 and 2009, the repurchaseamnts for RMBS had the following remaining maiesi

December 3: December 3:

201( 200¢

Overnight $ - $ =
1-30 days (1. 232,26! 1,772,66:
30 to 59 day: 970,39: 62,24
60 to 89 day: 545,44, -
90 to 119 day 60,69¢ -
Greater than or equal to 120 d: - 140,49
Total $ 1,808,79 $ 1,975,40:

(1) Repurchase agreements with affiliates tota8B$ million as of December 31, 2009. There were n
repurchase agreements with affiliates as of DeceBibe?010

We are not required to maintain any specific debtguity ratio as we believe the appropriate levefagéhe particular assets we
financing depends on the credit quality and riskhoke assets. At December 31, 2010 and 2009otalidebt was approximately $4.1 billi
and $2.4 billion, which represented a debt-to-ggutio of approximately 1.1:1 and 1.1:1, respesfiv

Stockholder’ Equity

On March 31, 2010, we announced the sale of 88)000shares of common stock at a price of $3.6klpare in a public
offering. In addition, the underwriters exercighd option to purchase an additional 12,750,008eshaf common stock to cover
overallotments. The aggregate net proceeds wéveztbefore expenses in this sale were approxim&®52.9 million. This sale was
completed on April 7, 2010.

On June 22, 2010, we announced the sale of 100008hares of common stock at a price of $3.6Elpare in a public offering. |
addition, the underwriters exercised the optiopumhase an additional 15,000,000 shares of constomhk to cover overallotments. The
aggregate net proceeds we received before expentgs sale were approximately $415.2 million. iSTeale was completed on June 28,
2010.

On November 2, 2010, we announced the sale of 02H)00 shares of common stock at a price of $3eB8&Ipare in a public
offering. In addition, the underwriters exercighd option to purchase an additional 18,750,008eshaf common stock to cover
overallotments. The aggregate net proceeds wéveetbefore expenses in this sale were approxim&®46.3 million. This sale was
completed on November 8, 2010.

On April 15, 2009, we announced the sale of 235,00 dtares of common stock at $3.00 per share fona®d proceeds, less t
underwriters’ discount and offering expenses, af48 million. Immediately following the sale ofethe shares Annaly purchased 24,955,752
shares at the same price per share as the pufdiingf, for proceeds of approximately $74.9 millibm addition, on April 16, 2009 the
underwriters exercised the option to purchase wmtadditional 35,250,000 shares of common stockver over-allotments for proceeds,
less the underwriters’ discount, of approximatel@%.3 million. These sales were completed on Aijl2009. In all, we raised net proceeds
of approximately $850.9 in these offerings.

On May 27, 2009, we announced the sale of 168,00058ares of common stock at $3.22 per share fionagd proceeds, less the
underwriters’ discount and offering expenses, df%3 million. Immediately following the sale ofetbe shares Annaly purchased 4,724,017
shares at the same price per share as the pufdiingf, for proceeds of approximately $15.2 milliém addition, on June 1, 2009 the
underwriters exercised the option to purchase wmtadditional 25,200,000 shares of common stockver over-allotments for proceeds,
less the underwriters’ discount, of approximately $ million. These sales were completed on Ju2®@9. In all, we raised net proceeds of
approximately $612.4 million in these offerings.
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On December 31, 2010, 57,483 shares of our comihook were awarded to the independent members dBoard of Directors
under our Long Term Incentive Plan. Each independiector annually receives the equivalent of, 888 in our common stock at each year
end, based on pro-rata days of service during ¢lae. yThese shares vested on the date of award.

On September 24, 2009, we adopted a dividend reiment and share purchase plan, or DRSPP. The PR&Rides holders of
record of our common stock an opportunity to autiically reinvest all or a portion of their cashtdisutions received on common stock in
additional shares of our common stock as well asdake optional cash payments to purchase shams @bmmon stock. Persons who are
not already stockholders may also purchase our acamstock under the plan through optional cash paysne The DRSPP is administerec
The Bank of New York Mellon. During the year end@ecember 31, 2010 we raised $263,000 by issuireP67shares through the DRSPP.
During the year ended December 31, 2009 no shaees igssued under the DRSPP.

During the year ended December 31, 2010, we dethiivedends to common shareholders totaling $5wlkon, or $0.69 per
share. During the year ended December 31, 2008ealared dividends to common shareholders totdi##p.4 million, or $0.43 per share.

There was no preferred stock issued or outstaraingf December 31, 2010 and 2009.

Our charter provides that we may issue up to 108300 shares of stock, consisting of up to 1EIMO00 shares of common st
having a par value of $0.01 per share and up tg0DOQD00 shares of preferred stock having a parevad $0.01 per share. On November 3,
2010, we filed an amendment to our Articles of hpowation. Our Articles of Incorporation previoyslllowed us to issue up to a total of
1,100,000,000 shares of capital stock, par valuel$per share. As of November 3, 2010, we hadl®83113 shares of common stock iss
and outstanding. To retain the ability to issudid@hal shares of capital stock, we have increasedhumber of shares are authorized to issue
to 1,600,000,000 shares consisting of 1,500,000s8@@es of common stock, $0.01 par value per conshare, and 100,000,000 shares of
preferred stock, $0.01 par value per preferredeshar

Management Agreement and Related Party Transactions
Management Agreemer

On November 15, 2007 we entered into a managengee¢ment with FIDAC, pursuant to which FIDAC isidatl to receive a
management fee and, in certain circumstancespartation fee and reimbursement of certain expeasatescribed in the management
agreement. Such fees and expenses do not hadeafixkdeterminable payments. The management fegéble quarterly in arrears in an
amount equal to 1.50% per annum, calculated quartdrour stockholders’ equity (as defined in thanagement agreement). FIDAC uses
the proceeds from its management fee in part tacpaypensation to its officers and employees whiwitlosstanding that certain of them also
are our officers, receive no cash compensatiorcijréeom us. The management fee will be reduted not below zero, by our proportion
share of any CDO base management fees FIDAC recgiv@nnection with the CDOs in which we invesisdéd on the percentage of equity
we hold in such CDOs.

Financing Arrangements with Affiliates

In April 2009, we entered into a Securities Indystind Financial Markets Association standard prepd form Master Repurchase
Agreement with RCap Securities, Inc., a wholly odsebsidiary of Annaly. This standard agreemeesdwt contain any sort of liquidity,
net worth or other similar types of positive or atge covenants. Rather, the agreement contairenemts that require the buyer and sell¢
securities to deliver collateral or securities, amdilar covenants which are customary in MastquuRehase Agreements. At December 31,
2010 and 2009 we had no financing under this agegaemWe have been in compliance with all covenahthkis agreement since we entered
into this agreement.

In March 2008, we entered into a Securities Inguatid Financial Markets Association standard preed form Master Repurchase
Agreement with Annaly. This standard agreemensdu contain any sort of liquidity, net worth dher similar types of positive or negat
covenants. Rather, the agreement contains cowettaitrequire the buyer and seller of securitedefiver collateral or securities, and sim
covenants which are customary in Master Repurchgseements. At December 31, 2010 we had no fimgnander this agreement. At
December 31, 2009, the Company financed $259.@milinder this agreement at a weighted averagefdtd2%. We have been in
compliance with all covenants of this agreementesime entered into this agreement.
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Restricted Stock Grant

We granted 1,301,000 shares of restricted stodkitdManager’'s employees and members of our boadét@ttors during the year
ended December 31, 2008. During the years endedrbber 31, 2010 and 2009, 146,400 and 128,908sshfrestricted stock we had
awarded to FIDAC's employees and our board memiested and 21,070 and 4,075 shares were forfeitednzelled, respectively. At
December 31, 2010 and 2009 there are approxim@8&y000 million and 1.0 million unvested sharesastricted stock issued to employees
of FIDAC, respectively. For the years ended Deaam®1, 2010 and 2009, compensation expense lessaj@md administrative costs
associated with the amortization of the fair vadfithe restricted stock was approximately $490,800 $451,000, respectively.

Contractual Obligations and Commitments

The following tables summarize our contractual gdgions at December 31, 2010.

Greater Than

Within One to Three to or Equal to
Contractual Obligation One Yeal Three Year: Five Years Five Years Total
(dollars in thousand:

Repurchase agreements for RM $ 1,808,79 $ - % - $ - $ 1,808,79
Securitized dek 634,98t 831,30! 305,95! 417,97t 2,190,22
Interest expense on RMBS repurchase

agreements (1 1,22: - - - 1,22:
Interest expense on securitized debl 86,45 113,63! 68,33t 171,04. 439,46!
Total $ 2,531,46. $ 944,94( $ 374,28t $ 589,01¢ $ 4,439,70

(1) Interest is based on variable rates in effsafeDecember 31, 201

The repurchase agreements for our repurchasetitssijjienerally do not include substantive provisiother than those contained in
the standard master repurchase agreement as mbhbgtthe Securities Industry and Financial Marketsociation. The securitized debt
reflected in the table above is non-recourse.

Off-Balance Sheet Arrangements

We do not have any relationships with unconsolidi@tetities or financial partnerships, such as iestivften referred to as structured
finance or special purpose entities, which wouldehlaeen established for the purpose of facilitatifidoalance sheet arrangements or other
contractually narrow or limited purposes. Furtlveg,have not guaranteed any obligations of uncadeteld entities nor do we have any
commitment or intent to provide funding to any sedctities.
Capital Expenditures

At December 31, 2010 and 2009, we had no matesiahtitments or capital expenditures.

Dividends

To qualify as a REIT, we must pay annual dividetwdsur stockholders of at least 90% of our taxatdeme, determined without
regard to the deduction for dividends paid andudiclg any net capital gains. We intend to pay ragguarterly dividends to our
stockholders. Before we pay any dividend, whetbetX.S. federal income tax purposes or otherwisgchvwould only be paid out of
available cash to the extent permitted under marfting facilities, we must first meet any opemtiaquirements and scheduled debt service
on our financing facilities and other debt payable.
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Inflation

Virtually all of our assets and liabilities areeéntst rate sensitive in nature. As a result, istawges and other factors influence our
performance far more so than does inflation. Chamgénterest rates do not necessarily correlati inflation rates or changes in inflation
rates. Our consolidated financial statements apgved in accordance with GAAP and our distribitindill be determined by our board of
directors consistent with our obligation to distrié to our stockholders at least 90% of our REKBlde income on an annual basis in order to
maintain our REIT qualification; in each case, adtivities and balance sheet are measured withergfe to historical cost and/or fair market
value without considering inflation.

Subsequent Events

On January 28, 2011 the Company entered into aityedjstribution agreement with FIDAC and UBS Seties LLC, or
UBS. Through this agreement, from time to timemagy sell through UBS, as our sales agent, up tg0DR5000 shares of our common stock
in ordinary brokers’ transactions at market pricesther transactions as agreed between us and UBS.

ltem 7A. Quantitative and Qualitative DisclosuresAbout Market Risk

The primary components of our market risk are eeldb credit risk, interest rate risk, prepaymésk, market value risk and real
estate risk. While we do not seek to avoid risk plately, we believe the risk can be quantified froistorical experience and we seek to
actively manage that risk, to earn sufficient congagion to justify taking those risks and to mamwapital levels consistent with the risks
undertake.

Credit Risk

We are subject to credit risk in connection with mvestments and face more credit risk on assetswn which are rated below
“AAA”. The credit risk related to these investmisnpertains to the ability and willingness of tteerowers to pay, which is assessed before
credit is granted or renewed and periodically nenig throughout the loan or security term. We belithat residual loan credit quality is
primarily determined by the borrowers’ credit ptedi and loan characteristics. FIDAC uses a compisahe credit review process. FIDAC's
analysis of loans includes borrower profiles, a#l agvaluation and appraisal data. FIDAC uses amagating factors such as liquid assets,
low loan to value ratios and job stability in evating loans. FIDAGS resources include a proprietary portfolio manag@rsystem, as well
third party software systems. FIDAC utilizes adhparty due diligence firm to perform an independerderwriting review to insure
compliance with existing guidelines. FIDAC seldcians for review predicated on risk-based critetieh as loan-to-value, borrower’s credit
score(s) and loan size. FIDAC also outsources writérg services to review higher risk loans, eitdee to borrower credit profiles or
collateral valuation issues. In addition to statetsampling techniques, FIDAC creates adverséittamd valuation samples, which we
individually review. FIDAC rejects loans that f&il conform to our standards. FIDAC accepts onlyéhlmans which meet our underwriting
criteria. Once we own a loan, FIDAC's surveillamrecess includes ongoing analysis through our jEtary data warehouse and servicer
files. Additionally, the non-Agency RMBS and otheBS which we acquire for our portfolio are reviewad FIDAC to ensure that they
satisfy our risk based criteria. FIDAC’s reviewrafn-Agency RMBS and other ABS includes utilizing iroprietary portfolio management
system. FIDAC's review of non-Agency RMBS and otA®S is based on quantitative and qualitative asialgf the risk-adjusted returns on
non-Agency RMBS and other ABS present.

Interest Rate Risk

Interest rate risk is highly sensitive to many dast including governmental, monetary and tax pegicdomestic and international
economic and political considerations and othetofacbeyond our control. We are subject to interast risk in connection with our
investments and our related debt obligations, whiehgenerally repurchase agreements, warehousgefscsecuritization, commercial paf
and term financing CDOs. Our repurchase agreenagntsvarehouse facilities may be of limited duratioat are periodically refinanced at
current market rates. We intend to mitigate thék through utilization of derivative contracts,marily interest rate swap agreements.
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Interest Rate Effect on Net Interest Income

Our operating results depend, in large part, ofedihces between the income from our investmerdanborrowing costs. Most of
our warehouse facilities and repurchase agreenpeot@de financing based on a floating rate of iegticalculated on a fixed spread over
LIBOR. The fixed spread varies depending on the typunderlying asset which collateralizes therftiag. Accordingly, the portion of our
portfolio which consists of floating interest ratgsets will be match-funded utilizing our expecedrces of short-term financing, while our
fixed interest rate assets will not be match-fund@ating periods of rising interest rates, the baiing costs associated with our investments
tend to increase while the income earned on oedfirterest rate investments may remain substhntiathanged. This will result in a
narrowing of the net interest spread between tlaed assets and borrowings and may even resiasses. Further, during this portion of the
interest rate and credit cycles, defaults couldease and result in credit losses to us, whichdcadlersely affect our liquidity and operating
results. Such delinquencies or defaults could ladés@ an adverse effect on the spread betweenstiggiening assets and interest-bearing
liabilities. Hedging techniques are partly basedssumed levels of prepayments of our fixed-ratehsrid adjustable-rate mortgage loans
and RMBS. If prepayments are slower or faster #esumed, the life of the mortgage loans and RMBSowilonger or shorter, which would
reduce the effectiveness of any hedging strategéesiay use and may cause losses on such trangadiiedging strategies involving the use
of derivative securities are highly complex and rpayduce volatile returns.

Interest Rate Effects on Fair Value

Another component of interest rate risk is thectftdanges in interest rates will have on thevfaiue of the assets we acquire. We
face the risk that the fair value of our asset$ nwdrease or decrease at different rates tharothadir liabilities, including our hedging
instruments. We primarily assess our interestriakeby estimating the duration of our assets &edduration of our liabilities. Duration
essentially measures the market price volatilitfircdncial instruments as interest rates changeg®verally calculate duration using various
financial models and empirical data. Different medind methodologies can produce different duratiombers for the same securities.

It is important to note that the impact of changimigrest rates on fair value can change signifigamhen interest rates change
beyond 100 basis points from current levels. Theeeefthe volatility in the fair value of our assetsild increase significantly when interest
rates change beyond 100 basis points. In addivitwer factors impact the fair value of our intemade-sensitive investments and hedging
instruments, such as the shape of the yield cuneeket expectations as to future interest rate gdsiand other market conditions.
Accordingly, in the event of changes in actualiiest rates, the change in the fair value of ouetassould likely differ from that shown abc
and such difference might be material and adverseit stockholders.

Interest Rate Cap Risk

We also invest in adjustable-rate mortgage loadsRIMBS. These are mortgages or RMBS in which thdetging mortgages are
typically subject to periodic and lifetime intereate caps and floors, which limit the amount bycltthe security’s interest yield may change
during any given period. However, our borrowingtsgsursuant to our financing agreements will nostgject to similar restrictions.
Therefore, in a period of increasing interest ratasrest rate costs on our borrowings could iaseewithout limitation by caps, while the
interest-rate yields on our adjustalsddée mortgage loans and RMBS would effectivelyilmtéd. This problem will be magnified to the ext:
we acquire adjustable-rate RMBS that are not basedortgages which are fully indexed. In additittvg mortgages or the underlying
mortgages in an RMBS may be subject to periodicrayt caps that result in some portion of the irstilbeing deferred and added to the
principal outstanding. This could result in oura#t of less cash income on our adjustable-rategages or RMBS than we need in order to
pay the interest cost on our related borrowinggseéhfactors could lower our net interest incomeamise a net loss during periods of rising
interest rates, which would harm our financial dind, cash flows and results of operations.

Interest Rate Mismatch Risk

We fund a substantial portion of our acquisitiohtybrid adjustable-rate mortgages and RMBS witirdwings that, after the effect
of hedging, have interest rates based on indicéseypricing terms similar to, but of somewhat shortetunities than, the interest rate indi
and re-pricing terms of the mortgages and RMBS sThumost cases the interest rate indices andicaygp terms of our mortgage assets and
our funding sources will not be identical, theregating an interest rate mismatch between assdtlabilities. Therefore, our cost of funds
would likely rise or fall more quickly than wouldipearnings rate on assets. During periods of dhgrigterest rates, such interest rate
mismatches could negatively impact our financialdibon, cash flows and results of operations. Tiigate interest rate mismatches, we r
utilize the hedging strategies discussed above aDalysis of risks is based on FIDA®xperience, estimates, models and assumptiopse
analyses rely on models which utilize estimatefainfvalue and interest rate sensitivity. Actuabeemic conditions or implementation of
investment decisions by our management may prodstdts that differ significantly from the estima#nd assumptions used in our models
and the projected results shown in this Form 10-K.
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Our profitability and the value of our portfolion@luding interest rate swaps) may be adverselygtteduring any period as a result
of changing interest rates. The following tableugtifies the potential changes in net interestime@nd portfolio value should interest rates
go up or down 25, 50, and 75 basis points, assuthmgield curves of the rate shocks will be patdth each other and the current yield
curve. All changes in income and value are measaseoercentage changes from the projected ne¢shi@come and portfolio value at the
base interest rate scenario. The base interesscahario assumes interest rates at Decembe®Ba ahd various estimates regarding
prepayment and all activities are made at eacH tdwate shock. Actual results could differ sigrantly from these estimates.

Projected Percentagérojected Percentage
Change in Net Intere Change in Portfolio

Change in Interest Ra Income % Value %
-75 Basis Point (22.71%) 5.21%
-50 Basis Point (17.14%) 3.46%
-25 Basis Point (11.22%) 1.72%
Base Interest Ra - -
+25 Basis Point 4.97% (1.70%)
+50 Basis Point 9.04% (3.38%)
+75 Basis Point 13.12% (5.04%)

Prepayment Risk

As we receive prepayments of principal on thesestments, premiums and discounts on such invessmeéihte amortized or
accreted against interest income. In general, ere@se in prepayment rates will accelerate the @ration of purchase premiums, thereby
reducing the interest income earned on the invegn€onversely, discounts on such investmenta@eted into interest income. In
general, an increase in prepayment rates will acatd the accretion of purchase discounts, thangbgasing the interest income earned on
the investments.

Extension Risk

FIDAC computes the projected weighted-averagediifeur investments based on assumptions regardangate at which the
borrowers will prepay the underlying mortgagesgémeral, when fixed-rate or hybrid adjustable-ratetgage loans or RMBS are acquired
with borrowings, we may, but are not required teeinto an interest rate swap agreement or ¢tbéging instrument that effectively fixes
our borrowing costs for a period close to the andited average life of the fixed-rate portion of tielated assets. This strategy is designed to
protect us from rising interest rates because totving costs are fixed for the duration of theefi-rate portion of the related
assets. However, if prepayment rates decreasesing interest rate environment, the life of theed-rate portion of the related assets could
extend beyond the term of the swap agreement er bddging instrument. This could have a negatiygaict on our results from operations,
as borrowing costs would no longer be fixed aftierénd of the hedging instrument while the incoaraed on the hybrid adjustable-rate
assets would remain fixed. This situation may absese the market value of our hybrid adjustable-a@asets to decline, with little or no
offsetting gain from the related hedging transaxstidn extreme situations, we may be forced toasdets to maintain adequate liquidity,
which could cause us to incur losses.

Market Risk
Market Value Risk

Our available-for-sale securities are reflectethair estimated fair value with unrealized gaind lsses excluded from earnings and
reported in other comprehensive income. The estidhair value of these securities fluctuates prilpaiue to changes in interest rates,
prepayment speeds, market liquidity, credit quakityd other factors. Generally, in a rising ins¢rate environment, the estimated fair value
of these securities would be expected to decreaswersely, in a decreasing interest rate enviraintiee estimated fair value of these
securities would be expected to increase. As maKatility increases or liquidity decreases, faie value of our investments may be
adversely impacted. If we are unable to readiligimbindependent pricing to validate our estimdtadvalue of securities in the portfolio, the
fair value gains or losses recorded in other cohgmisive income may be adversely affected.
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Real Estate Market Risk

We own assets secured by real property and mayreahproperty directly in the future. Residenpabperty values are subject to
volatility and may be affected adversely by a numdfdactors, including, but not limited to, natanregional and local economic conditions
(which may be adversely affected by industry slowds and other factors); local real estate conditi@uch as an oversupply of housing);
changes or continued weakness in specific indisgtgynents; construction quality, age and designpdeaphic factors; and retroactive
changes to building or similar codes. In additidecreases in property values reduce the valuesafdltateral and the potential proceeds
available to a borrower to repay our loans, whiohl@ also cause us to suffer losses.

Risk Management

To the extent consistent with maintaining our REtatus, we seek to manage risk exposure to protegiortfolio of residential
mortgage loans, RMBS, and other assets and rafafethgainst the effects of major interest ratengha. We generally seek to manage our
risk by:

e monitoring and adjusting, if necessary, the rasgéx and interest rate related to our RMBS andinancings;

e attempting to structure our financing agreementsatee a range of different maturities, terms, aipatibns and interest rate
adjustment period:

e using derivatives, financial futures, swaps, omiaraps, floors and forward sales to adjust trexést rate sensitivity of our
investments and our borrowing

e using securitization financing to lower averaget@$unds relative to shoterm financing vehicles further allowing us to reeethe
benefit of attractive terms for an extended peabtime in contrast to short term financing and uniéy dates of the investments
included in the securitization; ai

e actively managing, on an aggregate basis, thedsiteate indices, interest rate adjustment periua$,gross reset margins of our
investments and the interest rate indices and ex@rg periods of our financing

Our efforts to manage our assets afilitias are concerned with the timing and magnétad the re-pricing of assets and
liabilities. We attempt to control risks associhteith interest rate movements. Methods for euvalganterest rate risk include an analysis of
our interest rate sensitivity “gap”, which is thiéerence between interest-earning assets antesttdearing liabilities maturing or re-pricing
within a given time period. A gap is consideredifiee when the amount of interest-rate sensitssets exceeds the amount of interest-rate
sensitive liabilities. A gap is considered negativhen the amount of interest-rate sensitive ligdsl exceeds interest-rate sensitive
assets. During a period of rising interest radesegative gap would tend to adversely affectmetrést income, while a positive gap would
tend to result in an increase in net interest ireomuring a period of falling interest rates, gatitve gap would tend to result in an increas
net interest income, while a positive gap woulditemaffect net interest income adversely. Becaifferent types of assets and liabilities
with the same or similar maturities may react défely to changes in overall market rates or caoé, changes in interest rates may affect
net interest income positively or negatively eviean institution were perfectly matched in eachumiat category.

The following table sets forth the estimated m&yui re-pricing of our interest-earning assets imterest-bearing liabilities at
December 31, 2010. The amounts of assets andtlebhshown within a particular period were deterad in accordance with the contractual
terms of the assets and liabilities, except adplsteate loans, and securities are included imp#@d in which their interest rates are first
scheduled to adjust and not in the period in whily mature and does include the effect of theésterate swaps. The interest rate
sensitivity of our assets and liabilities in thbleacould vary substantially if based on actuappsanent experience.
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Within 3 1 Year to Greater than

Months 3-12 Months 3 Years 3 Years Total
Rate sensitive asse $ 5,120,11' $ 561,45 $ 7,02755 $ 3,92293 $ 16,632,05
Cash equivalent 7,17: - - - 7,17:
Total rate sensitive asse 5,127,29: 561,45: 7,027,55: 3,922,93: 16,639,22
Rate sensitive liabilitie 3,609,37I 60,69¢ - - 3,670,06!
Interest rate sensitivity gé $ 151792, $ 500,75 % 7,027,55. % 392293 $ 12,969,16
Cumulative rate sensitivity ge $ 151792, $ 2,018,67 $ 9,046,231 $ 12,969,16
Cumulative interest rate sensitivity gap
a
percentage of total rate sensitive as 9% 12% 54% 78%

Our analysis of risks is based on our manager'sgapce, estimates, models and assumptions. Hmadgses rely on models which
utilize estimates of fair value and interest ramsstivity. Actual economic conditions or implent&ton of investment decisions by our
manager may produce results that differ signifilyainbm the estimates and assumptions used in aatets and the projected results show
the above tables and in this Form 10-K. Theseyaralcontain certain forward-looking statementsamedsubject to the safe harbor statement
set forth under the heading, “Special Note Regaréiorward-Looking Statements.”

Item 8. Financial Statements and Supplementary Dat

Our consolidated financial statements and theedlabtes, together with the Report of IndependegfisRered Public Accounting
Firm thereon, are set forth on pages F-1 throu@2 Bf this Form 10-K.

Item 9. Changes in and Disagreements with Accountés on Accounting and Financial Disclosure
None.
Item 9A. Controls and Procedures

Our management, including our Chief Executive @ifjor CEO and Chief Financial Officer, or CFO,iesved and evaluated the
effectiveness of the design and operation of aseldsure controls and procedures (as defined ie RB&-15(e) and 15d-15(e) of the
Securities Exchange Act) as of the end of the pes@vered by this annual report. Based on thaeweand evaluation, the CEO and CFO
have concluded that our current disclosure conamtsprocedures, as designed and operating, (¥) effactive in ensuring that information
regarding the Company and its subsidiaries is fkada/n to our management, including our CEO and GiCgppropriate to allow timely
decisions regarding required disclosure and (2pweéfiective in providing reasonable assuranceittiatmation the Company must disclos:
its periodic reports under the Securities Exchaketdas recorded, processed, summarized and repuiithth the time periods prescribed by
the SEC’s rules and forms.

There have been no changes in the Company’s intesné&rols over financial reporting that occurradidg the quarter ended
December 31, 2010 that have materially affectedyemreasonably likely to affect its internal cohtver financial reporting.

Management Report On Internal Control Over Financid Reporting

Management of the Company isaasible for establishing and maintaining adequatirnal control over financial reporting.
Internal control over financial reporting is defthim Rules 13a-15(f) under the Securities Exchakgeas a process designed by, or under the
supervision of, the Company’s principal executind arincipal financial officers and effected by tiempany’s Board of Directors,
management and other personnel to provide reasoaablrance regarding the reliability of finanogdorting and the preparation of finan
statements for external purposes in accordancegeitlerally accepted accounting principles and gtetuthose policies and procedures that:
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* pertain to the maintenance of records that in megisle detail accurately and fairly reflect the sactions and dispositions of the as
of the Company

e provide reasonable assurance that transactieng®eorded as necessary to permit preparatiomandial statements in accordance
with generally accepted accounting principles, #nad receipts and expenditures of the Company eirggbmade only in accordance
with authorizations of management and directoithefCompany; an

e provide reasonable assurance regarding preveatitmely detection of unauthorized acquisitiosg wr disposition of the
Compan’s assets that could have a material effect onitla@dial statement:

Because of its inherent limitatipiméernal control over financial reporting may poévent or detect misstatements. As a result,
even systems determined to be effective can prawiflereasonable assurance regarding the prepaatid presentation of financial
statements. Moreover, projections of any evaluabieffectiveness to future periods are subjethéorisks that controls may become
inadequate because of changes in conditions otltbategree of compliance with the policies or pthoes may deteriorate.

The Company’s management assebsegffectiveness of the Company’s internal cordx@r financial reporting as of December
31, 2010. In making this assessment, the Compangisagement used criteria set forth by the ComendfeSponsoring Organizations of the
Treadway Commission (COSO) in Internal Control-¢msged Framework.

Based on management’s assessrent,dmpany’s management believes that, as of DemreBih 2010, the Company'’s internal
control over financial reporting was effective bédiem those criteria. The Company’s independeristegd public accounting firm, Deloitte
& Touche LLP, has issued an attestation reporherompany’s internal control over financial repayt This report appears on page F-2 of
this annual report on Form 10-K.

Item 9B. Other Information

None.
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PART Il
Item 10. Directors, Executive Officers and Corpora¢ Governance

The information required by Item 10 as to our diveg is incorporated herein by reference to theystatement to be filed with the
SEC within 120 days after December 31, 2010.

The information regarding our executive officerquieed by Item 10 is incorporated by referencehtogroxy statement to be filed
with the SEC within 120 days after December 31,201

The information required by Item 10 as to our caempde with Section 16(a) of the Securities Exchafwgeof 1934 is incorporated
by reference to the proxy statement to be filedhhie SEC within 120 days after December 31, 2010.

We have adopted a Code of Business Conduct andsBthihin the meaning of Iltem 406(b) of Regulat®K. This Code of
Business Conduct and Ethics applies to our prin@pecutive officer, principal financial officer drprincipal accounting officer. This Code
of Business Conduct and Ethics is publicly avagadah our website at www.chimerareit.com. If wekmaubstantive amendments to this
Code of Business Conduct and Ethics or grant ariyarancluding any implicit waiver, we intend tésdlose these events on our website.

The information regarding certain matters pertajrtmour corporate governance required by Item &)Q3), (d)(4) and (d)(5) of
Regulation S-K is incorporated by reference toRhexy Statement to be filed with the SEC within H&§s after December 31, 2010.

Item 11. Executive Compensation

The information required by Item 11 is incorporakesiein by reference to the proxy statement taled #ith the SEC within 120
days after December 31, 2010.

Item 12. Security Ownership of Certain Beneficial vners and Management and Related Stockholder Matte

The information required by Item 12 is incorporakesein by reference to the proxy statement tdled #ith the SEC within 120
days after December 31, 2010.

Item 13. Certain Relationships and Related Transdmns, and Director Independence

The information required by Item 13 is incorporakesein by reference to the proxy statement tdled #ith the SEC within 120
days after December 31, 2010.

Item 14. Principal Accountant Fees and Services

The information required by Item 14 is incorporakesiein by reference to the proxy statement taled #ith the SEC within 120
days after December 31, 2010.
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PART IV
Item 15. Exhibits and Financial Statement Schedules
(a) Documents filed as part of this report:
1. Financial Statements.
2. Schedules to Financial Statements.

All financial statement schedules have been omlttszhuse they are either inapplicable or the inddion required is provided in o
Financial Statements and Notes thereto, includéthim |1, Item 8, of this Annual Report on Form KO-

3. Exhibits:
EXHIBIT INDEX
Exhibit Description
Number
3.1 Articles of Amendment and Restatement of Chimevas$tment Corporation (filed as Exhibit 3.1 to @@mpany’s

Registration Statement on Amendment No. 1 to Forbi $File No. 333-145525) filed on September 2Q722nd
incorporated herein by referenc

3.2 Articles of Amendment of Chimera Investment Corpiora (filed as Exhibit 3.1 to the Company’s RepamtForm 8K
filed on May 28, 2009 and incorporated hereindfgrence
3.3 Amended and Restated Bylaws of Chimera Investmerp&ation (filed as Exhibit 3.2 to the Companisgistration

Statement on Amendment No. 2 to Form S-11 (File388-145525) filed on November 5, 2007 and incoajex
herein by referenc

4.1 Specimen Common Stock Certificate of Chimera Inwesit Corporation (filed as Exhibit 4.1 to the Comya
Registration Statement on Amendment No. 1 to Forbi $File No. 333-145525) filed on September 2Q722énd
incorporated herein by referenc

10.1 Form of Management Agreement between Chimera Imezst Corporation and Fixed Income Discount Advisory
Company (filed as Exhibit 10.1 to the Company’s Regtion Statement on Amendment No. 1 to Form $Fi& No.
333-145525) filed on September 27, 2007 and incorpdriaégein by referenct

10.2 Form of Amendment No. 1 to the Management Agreerbetween Chimera Investment Corporation and Fikedrhe
Discount Advisory Company (filed as Exhibit 10.2the Company’s Registration Statement on AmendrNentl to
Form &-11 (File No. 33-151403) filed on October 14, 2008 and incorporéieetin by reference

10.3 Form of Amendment No. 2 to the Management Agreerbetween Chimera Investment Corporation and Fikedrhe
Discount Advisory Company (filed as Exhibit 10.1the Company’s Current Report on Form 8-K filedQetober 20,
2008 and incorporated herein by referer

10.4% Form of Equity Incentive Plan (filed as Exhibit.2Q@o the Company’s Registration Statement on Anreard No. 1 to
Form ¢-11 (File No. 33-145525) filed on September 27, 2007 and incorpdraggein by referenct

10.5% Form of Restricted Common Stock Award (filed as iBitH.0.3 to the Company’s Registration Statement o
Amendment No. 1 to Form S-11 (File No. 333-145528) on September 27, 2007 and incorporated hdrgin
reference’

10.6% Form of Stock Option Grant (filed as Exhibit 1004the Company’s Registration Statement on AmendiNentl to
Form $-11 (File No. 33-145525) filed on September 27, 2007 and incorpdraégein by referenct

10.7 Form of Master Securities Repurchase Agreemetdd(fis Exhibit 10.5 to the Company’s RegistratitateSnent on
Amendment No. 3 to Form S-11 (File No. 333-1455#8) on November 13, 2007 and incorporated helpgin
reference’

121 Computation of Ratio of Earnings to Fixed Char

21.1 Subsidiaries of Registra
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23.3 Consent of Independent Registered Public Accouriing.

31.1 Certification of Matthew Lambiase, Chief Executi®ficer and President of the Registrant, pursuarBedction 302 of
the Sarban«Oxley Act of 2002

31.2 Certification of A. Alexandra Denahan, Chief Fineh©fficer of the Registrant, pursuant to Sectd}? of the
Sarbane-Oxley Act of 2002

32.1 Certification of Matthew Lambiase, Chief Execut®#&icer and President of the Registrant, pursuarit U.S.C.

Section 1350 as adopted pursuant to Section 9@G&darban«Oxley Act of 2002
32.2 Certification of A. Alexandra Denahan, Chief Fineh©fficer of the Registrant, pursuant to 18 U.SS@ction 1350 as
adopted pursuant to Section 906 of the Sart-Oxley Act of 2002

Exhibit 101.INS XBRL Instance Document *

Exhibit 101.SCH XBRL Taxonomy Extension Schema Documen

Exhibit 101.CAL XBRL Taxonomy Extension Calculation Linkbase Documen

Exhibit 101.DEF XBRL Additional Taxonomy Extension Definition Linkbas@@ment Created*
Exhibit 101.LAB XBRL Taxonomy Extension Label Linkbase Documen

Exhibit 101.PRE XBRL Taxonomy Extension Presentation Linkbase Docume

t Represents a management contractropeosatory plan or arrangement

i Submitted electronically herewith. Atfeed as Exhibit 101 to this report are the follogwilocuments formatted in XBRL (Extensible
Business Reporting Language): (i) Consolidatede@tants of Financial Condition at December 31, 28id December 31, 2009; (ii)
Consolidated Statements of Operations and Compselemcome (Loss) for the years ended Decembe2(@®1Q, 2009 and 2008; (iii)
Consolidated Statement of Stockholders' Equitytieryears ended December 31, 2010, 2009 and 20p&dnsolidated Statements of Cash
Flows for the years ended December 31, 2010, 2662608; and (v) Notes to Consolidated Financiateédtents. Users of this data are
advised pursuant to Rule 406T of Regulation S-T thia interactive data file is deemed not filedpart of a registration statement or
prospectus for purposes of sections 11 or 12 oSt#wmurities Act of 1933, is deemed not filed forgmses of section 18 of the Securities and
Exchange Act of 1934, and otherwise is not sulifetiibility under these sections.
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F-1

F-4

F-5

F-6

F-7




REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGIRM

To the Board of Directors and Stockholders of
Chimera Investment Corporation
New York, New York

We have audited the accompanying consolidatednséatts of financial condition of Chimera Investm@aitrporation and subsidiaries (the
"Company") as of December 31, 2010 and 2009, amdelated consolidated statements of operationsamgprehensive income (loss),
changes in stockholders' equity, and cash flowgé&ah of the three years in the period ended Deeeith 2010. We also have audited the
Company's internal control over financial reportasyof December 31, 2010, based on criteria estadaliin Internal Control — Integrated
Framework issued by the Committee of Sponsoringa@imgtions of the Treadway Commission. The Comgamgnagement is responsible
for these consolidated financial statements, fantaming effective internal control over financiagporting, and for its assessment of the
effectiveness of internal control over financighoging, included in the accompanying ManagememdReOn Internal Control Over
Financial Reporting at Item 9A. Our responsibilgyto express an opinion on these consolidateahimhstatements and an opinion on the
Company's internal control over financial reportbagsed on our audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighafBioUnited States). Those
standards require that we plan and perform thet amdbtain reasonable assurance about whethdindmecial statements are free of material
misstatement and whether effective internal cordvelr financial reporting was maintained in all erél respects. Our audits of the
consolidated financial statements included exarginim a test basis, evidence supporting the ameaunatslisclosures in the consolidated
financial statements, assessing the accountingiphés used and significant estimates made by neanagt, and evaluating the overall
consolidated financial statement presentation. &dlit of internal control over financial reportimgluded obtaining an understanding of
internal control over financial reporting, assegdime risk that a material weakness exists, artthteand evaluating the design and operating
effectiveness of internal control based on thesssskrisk. Our audits also included performing satbler procedures as we considered
necessary in the circumstances. We believe thaawadits provide a reasonable basis for our opinions

A company's internal control over financial repogtis a process designed by, or under the supemvidi the company's principal executive
and principal financial officers, or persons penfiarg similar functions, and effected by the compsulspard of directors, management, and
other personnel to provide reasonable assuraneediag the reliability of financial reporting anltkt preparation of financial statements for
external purposes in accordance with generallygiedeaccounting principles. A company's internaitod over financial reporting includes
those policies and procedures that (1) pertaihngartaintenance of records that, in reasonablel dataurately and fairly reflect the
transactions and dispositions of the assets afdh@any; (2) provide reasonable assurance thatactions are recorded as necessary to
permit preparation of financial statements in adaace with generally accepted accounting princj@ad that receipts and expenditures of
the company are being made only in accordanceawithorizations of management and directors of ¢mepany; and (3) provide reasonable
assurance regarding prevention or timely deteafamauthorized acquisition, use, or dispositiothef company's assets that could have a
material effect on the financial statements.

Because of the inherent limitations of internaltcohover financial reporting, including the possti of collusion or improper management
override of controls, material misstatements duertor or fraud may not be prevented or detected timely basis. Also, projections of any
evaluation of the effectiveness of the internaltoarover financial reporting to future periods ateject to the risk that the controls may
become inadequate because of changes in conditiotigat the degree of compliance with the policeprocedures may deteriorate.

As discussed in Note 8 to the consolidated findrst&ements, the Company adopted Accounting Stdad2odification (*ASC”) 810,
Consolidation and 860,Transfers and Servicing as of January 1, 2010, and the adoption had a ialatapact to the consolidated financial
statements as it relates to the consolidation iéitevariable interest entities.

In our opinion, the consolidated financial statetagrferred to above present fairly, in all matenégpects, the financial position of Chimera
Investment Corporation and subsidiaries as of Déeer81, 2010 and 2009 and the results of theiratjpers and their cash flows for each of
the three years in the period ended December 31,20 conformity with accounting principles genraccepted in the United States of
America. Also, in our opinion, the Company main&, in all material respects, effective interr@itcol over financial reporting as of
December 31, 2010, based on the criteria establishinternal Control — Integrated Framework issbgdhe Committee of Sponsoring
Organizations of the Treadway Commission.

/sl Deloitte & Touche LLP
New York, New York
February 28, 2011

F-2




CHIMERA INVESTMENT CORPORATION
CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION
(dollars in thousands, except share and per slag

December 3. December 3!
2010 2009

Assets:
Cash and cash equivalel $ 7,17 $ 24,27¢
Non-Agency Mortgag-Backed Securities, at fair vall

Senior ($484.1 million and $0 resulting from comdation of VIES) 987,68! 2,022,401

Subordinated ($1.5 billion and $0 resulting fronmsolidation of VIES 2,210,85! 376,45¢

Senior, no-retained 2,330,56! -
Agency Mortgag-Backed Securities, at fair val 2,133,58 1,690,02!
Securitized loans held for investment, net of adage for loan losses of $6.6 million and $4.6 wili
respectively 353,53: 470,53:
Accrued interest receivab 49,08¢ 33,12¢
Other asset 1,212 1,494
Total asset $ 8,073,700 $ 4,618,32
Liabilities:
Repurchase agreements ($2.0 billion and $1.®bitif RMBS pledged as collateral, respectiv: $ 1,808,79 $ 1,716,39
Repurchase agreements with affiliates ($0 and 83Mllion of RMBS pledged as collateral, respedify« - 259,00
Securitized debt ($302.9 million and $388.3 millminsecuritized loans pledged as collateral, retbedyg) 289,23 390,35(
Securitized debt, ne-retained ($2.3 billion and $0 of n-retained RMBS pledged as collateral, respecti 1,956,07 -
Payable for investments purchas 127,69: -
Accrued interest payab 11,64 3,23¢
Dividends payabli 174,44! 113,78t
Accounts payable and other liabiliti 392 472
Investment management fees payable to affi 12,42 8,51¢
Interest rate swaps, at fair val 9,98¢ -
Total liabilities $ 4,390,69: $ 2,491,76!
Commitments and Contingencies (Note - -
Stockholders' Equity:
Common stock: par value $0.01 per share; 1,5000006hares authorized,
1,027,034,357 and 670,371,587 shares issued asthoding, respectivel $ 10,26: $ 6,69:
Additional paic-in-capital 3,601,891 2,290,61.
Accumulated other comprehensive income (li 274,65. (99,759
Retained earnings (accumulated defi (203,796 (70,99
Total stockholders' equit $ 3,683,000 $ 2,126,56
Total liabilities and stockholders' equ $ 8,073,700 $ 4,618,32

See notes to consolidated financial statem:




CHIMERA INVESTMENT CORPORATION

CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHEN SIVE INCOME (LOSS)

(dollars in thousands, except share and per slag

For the Year Ende
December 31, 201 December 31, 20(

December 31, 20(

Net Interest Income:

Interest incomt $ 562,87¢ $ 298,53¢ $ 105,25¢
Interest expens 37,17¢ 35,08: 60,54+
Interest income, nc-retainec 192,56( - -
Interest expense, n-retainec 115,06: - -
Net interest income (expens 603,20 263,45¢ 44,71¢
Other-than-temporary impairments:

Total othe-thar-temporary impairment loss (54,349 (16,269 -
Non-credit portion of loss recognized in other comgretive

income (loss 41,66¢ 6,26¢ -
Net othe-thar-temporary credit impairment loss (12,679 (9,996 -
Other gains (losses):

Unrealized gains (losses) on interest rate s\ (9,989 - 4,15¢
Realized gains (losses) on sales of investment: 10,08¢ 103,64t (144,304
Realized losses on principal w-downs of no-Agency RMBS (7,385 (25%) -
Realized gains (losses) on terminations of intarst swap: - - (10,337
Total other gains (losse (7,289 103,39: (150,485
Net investment income (los 583,23! 356,85 (105,770
Other expenses

Management fe 40,92 25,70« 8,42¢
Provision for loan losse 2,68¢ 3,102 1,54C
General and administrative expen 6,01F 4,061 4,05¢
Total other expense 49,62¢ 32,867 14,027
Income (loss) before income taxes 533,60° 323,98 (119,79)
Income taxe: 75€ 1 12
Net income (loss) $ 532,85. $ 323,98. $ (119,809
Net income (loss) per shi-basic and dilute: $ 0.65 $ 0.64 $ (1.90
Weighted average number of shares outstarbasic and dilute 822,617,31 507,042,42 63,155,87
Comprehensive income (loss):

Net income (loss $ 532,85, $ 323,98. $ (119,809
Other comprehensive income (los

Unrealized gains (losses) on avail-for-sale securities, ni 364,42 260,30¢ (421,12Y
Reclassification adjustment for net losses includeatkt income

(loss) for othe-thar-temporary credit impairment loss 12,67¢ 9,99¢ -
Reclassification adjustment for realized lossein@ancluded

in net income (loss (2,700 (103,39) 144,30«
Other comprehensive income (lo: 374,40! 166,91« (276,82)
Comprehensive income (los $ 907,25¢  $ 490,89° $ (396,63()

See notes to consolidated financial statem
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CHIMERA INVESTMENT CORPORATION
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY
(dollars in thousands, except per share ¢

Accumulated Retained
Common Additional Other Earnings
Stock Paid-in Comprehensiv  (Accumulate:
Par Value Capital Income (Loss Deficit) Total
Balance, December 31, 20 $ 377 $ 532,20¢ $ 10,15 $ (3,849 $ 538,88
Net income (loss - - - (119,809 (119,809
Other comprehensive income (lo - - (276,82) - (276,82)
Proceeds from direct purchase and dividend reinvers - 97 - - 97
Proceeds from common stock offerir 1,26¢ 272,03t - - 273,30:
Proceeds from common stock offerings to affili 117 26,16¢ - - 26,28:
Restricted stock gran 1 1,45¢ - - 1,46(
Common dividends declared, $0.62 per sl - - - (28,945 (28,945
Balance, December 31, 20 $ 1,76C $ 831,96t $ (266,669 $ (152,60) $ 414,45
Net income (loss - - - 323,98: 323,98
Other comprehensive income (lo: - - 166,91« - 166,91«
Proceeds from direct purchase and dividend reinves - 50 - - 50
Proceeds from common stock offerir 4,63¢ 1,368,24i - - 1,372,88
Proceeds from common stock offerings to affilie 29¢ 89,78: - - 90,07¢
Restricted stock gran 2 57C - - 572
Common dividends declared, $0.26 per sl - - - (242,37) (242,37)
Balance, December 31, 20 $ 6,69 $ 2,290,61. $ (99,759 $ (70,99) $ 2,126,56.
Net income (loss - - - 532,85: 532,85:
Cumulative effect of change in accounting princi - - - (88,187 (88,187
Other comprehensive income (lo: - - 374,40! - 374,40!
Proceeds from direct purchase and dividend reinvers - 263 - - 263
Proceeds from common stock offerir 3,56¢ 1,310,05 - - 1,313,62.
Restricted stock gran 2 95€ - - 95¢
Common dividends declared, $0.69 per sl - - - (577,469 (577,469
Balance, December 31, 20 $ 10,26 $ 3,601,890 $ 274,65. $ (203,790 $ 3,683,00!

See notes to consolidated financial statem
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CHIMERA INVESTMENT CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS
(dollars in thousand:

December 31, December 31, December 31,

2010 2009 2008

Cash Flows From Operating Activities:
Net income (loss $ 532,85. $ 323,98. $ (119,809
Adjustments to reconcile net income to net caskigea by (used in) operating activitie
(Accretion) amortization of investment discountsfpiums (247,435 (49,249 294
Unrealized losses (gains) on interest rate s\ 9,98¢ - (4,156
Realized loss (gain) on termination of interest imaps - - 10,331
Realized losses (gains) on sales of investnr (10,085 (103,646 144,30«
Realized losses on principal w-downs of no-Agency RMBS 7,38¢ 25E -
Net othe-thar-temporary credit impairment loss 12,67¢ 9,99¢ -
Provision for loan losse 2,68¢ 3,102 1,54(
Restricted stock gran 95¢ 572 1,46(C
Changes in operating asse

Decrease (increase) in accrued interest reder (15,960 (23,177 (5,619

Decrease (increase) in other as 282 (237) (6949)
Changes in operating liabilitie

Increase (decrease) in accounts payable andl@thiities (79 85 (12€)

Increase (decrease) in investment managemenptgable to affiliat 3,90: 6,227 1,07¢

Increase (decrease) in accrued interest pa 8,40¢ 77C 2,05(
Net cash provided by (used in) operating activi $ 305,58: $ 168,68. $ 30,66
Cash Flows From Investing Activities:
MortgageBacked Securities portfolic

Purchase (4,022,95) (5,324,26) (1,483,41))

Sales 896,26 1,857,211 567,45!

Principal payment 799,54: 548,04¢ 174,44¢
MortgageBacked Securities portfolio, n-retained:

Principal payment 628,93( - -
Loans held for investment portfoli

Purchase - - (735,27)

Sales - - 90,73:

Principal payment - - 23,11t
Securitized loans

Purchase - - (117)

Principal payment 113,33( 108,85( 40,71«
Reverse repurchase agreeme - - 265,00(
Restricted cas - - 1,35(
Net cash provided by (used in) investing activi $ (1,584,88) $ (2,810,15) $ (1,055,98)
Cash Flows From Financing Activities:

Proceeds from repurchase agreem 15,370,11 59,370,622 85,585,11

Payments on repurchase agreem (15,536,71) (57,957,34) (85,293,58)

Net proceeds from common stock offeril 1,313,62. 1,372,88 273,30:

Net proceeds from common stock offerings tdiatés - 90,07¢ 26,28

Proceeds from securitized debt borrowi - - 526,71t

Payments on securitized debt borrowi (102,000 (102,39) (37,979

Proceeds from securitized debt borrowings.-retained 1,295,65 - -

Payments on securitized debt borrowings-retainec (561,92) - -

Net proceeds from direct purchase and dividem/estmen 263 50 97

Net payments on termination of interest rateps - - (10,337

Common dividends pa (516,817 (135,627 (22,849
Net cash provided by (used in) financing activi $ 1,262,19° $ 2,638,27 $ 1,046,77.
Net increase (decrease) in cash and cash equis (17,106 (3,207 21,45¢
Cash and cash equivalents at beginning of p¢ 24.27¢ 27,48( 6,02¢
Cash and cash equivalents at end of pe $ 7,17 $ 24.27¢ $ 27,48(
Supplemental disclosure of cash flow information

Interest pait $ 143,83( $ 34,45. $ 58,49:

Taxes pait $ 75€ $ 1 $ 33

Non-cash investing activities:




Payable for investments purcha: $ (127,69) $ - $ -

Net change in unrealized gain on avail-for sale securitie $ 374,40 $ 166,91: $ (276,82
Non-cash financing activities:
Common dividends declared, not yet $ 174,44 $ 113,78¢ $ 7,04(

See notes to consolidated financial statem:
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CHIMERA INVESTMENT CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For the Years Ended December 31, 2010, 2009 and 300

1. Organization

Chimera Investment Corporation (“Companwas organized in Maryland on June 1, 2007. The fgizoty commenced operations
November 21, 2007 when it completed its initial ubffering. The Company has elected to be tea®d real estate investment ti
(“REIT"), under the Internal Revenue Code of 1986 amended. As long as the Company qualifiesRisIg, the Company will generally
not be subject to U.S. federal or state corpogated on its income to the extent that the Compastyilaltes at least 90% of its taxable net
income to its stockholders. In July 2008, the Camypformed Chimera Securities Holdings, LLC, a ifrolwned subsidiary. In June 2009,
the Company formed Chimera Asset Holding LLC anéh@na Holding LLC, both wholly-owned subsidiarieis. January 2010, the
Company formed Chimera Special Holding LLC, whistaiwholly-owned subsidiary of Chimera Asset Haddih.C. In July 2010, the
Company formed CIM Trading Company LLC, a wholly+wed subsidiary. Chimera Securities Holdings, LOGimera Asset Holding LLC,
Chimera Holding LLC, and Chimera Special HoldingQ are qualified REIT subsidiaries. CIM Trading Guany LLC is a taxable REIT
subsidiary. Annaly Capital Management, Inc. (“Aryiabwns approximately 4.38% of the Company’s conmnsbares. The Company is
managed by Fixed Income Discount Advisory CompdRIDAC”), an investment advisor registered with tBecurities and Exchange
Commission (“SEC”). FIDAC is a wholly-owned sulisigy of Annaly.

2. Summary of the Significant Accounting Policies

(a) Basis of Presentation
The consolidated financial statements include to®ants of the Company and its direct and indivgablly-owned subsidiaries. All
intercompany balances and transactions have berimaied.

(b) Cash and Cash Equivalents
Cash and cash equivalents include cash on handaasiddeposited overnight in money market funds.

(c) Non-Agency and Agency Residential Mortgage-Baekl Securities

The Company invests in residential mortgage-basckedrities (“‘RMBS”) representing interests in ohtigns backed by pools of
mortgage loans. The Company classifies its investmecurities as either “trading,” “available-fale,” or “held-to-maturity.” In addition,
the Company delineates between (1) Agency, (2)Agency, and (3) non-Agency, non-retained securitilse Agency RMBS are mortgage
pass-through certificates, collateralized mortgalgiegations (“CMOs”), and other mortgage-backedusigies representing interests in or
obligations backed by pools of mortgage loans dsueguaranteed as to principal and/or interesayament by agencies of the U.S.
Government or federally chartered corporations sictovernment National Mortgage Association (“@Griviae”), the Federal Home Loan
Mortgage Corporation (“Freddie Mac”) or the Fedddational Mortgage Association (“Fannie Mae”). Tien-Agency RMBS portfolio is
not issued or guaranteed by Fannie Mae, Freddie Masinnie Mae and is therefore subject to cradit. Non-Agency, non-retained
securities are further detailed in Note 8 to thasgsolidated financial statements.

The Company holds its RMBS as available-for-saleords investments at estimated fair value as itbestin Note 5 of these
consolidated financial statements, and includesalized gains and losses in other comprehensiwgriadloss) in the consolidated statem
of operations and comprehensive income (loss)mRnme to time, as part of the overall manageméitsgortfolio, the Company may sell
any of its RMBS investments and recognize a redlgan or loss as a component of earnings in theal@ated statements of operations and
comprehensive income (loss) utilizing the speddntification method.
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Interest income on RMBS is computed on the remgipiincipal balance of the investment securityerfium or discount
amortization/accretion on Agency RMBS is recogniaedr the life of the investment using the effegtinterest method Premium or
discount amortization/accretion on non-Agency RM88&cognized in accordance with Accounting Staaisl&odification (“ASC”) 325,
Investment-Other . For non-Agency RMBS, the Company estimatesatithe of purchase expected future cash flows,gyneent speeds,
credit losses, loss severity, and loss timing basetthe Company’s observation of available marlaga dits experience, and the collective
judgment of its management team to determine tleetgdfe interest rate on the RMBS. Not less thaarterly, the Company reevaluates,
if necessary, makes adjustments to its analydigingj internal models, external market researath swurces in conjunction with its view on
performance in the non-Agency RMBS sector. Chamgdése Company’s assumptions subsequent to ttehase date may increase or
decrease the amortization/accretion of premiungismounts which affects interest income. Changessumptions that decrease expected
future cash flows may result in other-than-temppmarpairment (“OTTI").

The Company evaluates each investment in its RM@8qbio for OTTI quarterly or more often if markebnditions warrant. The
Company determines if it (1) has the intent to gedlsecurity, (2) is more likely than not thawitl be required to sell the securities before
recovery, or (3) does not expect to recover thieeamortized cost basis of the security. Furtties,security is analyzed for credit loss by
comparing the difference between the present wafleash flows expected to be collected and the &readr cost basis. The credit loss, if any,
will then be recognized in the consolidated statemief operations, while the balance of impairnrefated to other factors will be recogni:
in other comprehensive income (loss).

(d) Securitized Loans Held for Investment
The Company’s securitized residential mortgagedame comprised of fixed-rate and variable-ratadoaviortgage loans are
designated as held for investment, recorded or tdatle, and are carried at their principal balantstanding, plus any premiums or
discounts, less allowances for loan losses. Isténeome on loans held for investment is recoghizeer the life of the investment using the
effective interest method. Income recognitionuspended for loans when, in the opinion of managenaefull recovery of income and
principal becomes doubtful. Income recognitioneisumed when the loan becomes contractually cuarghperformance is demonstrated to
be resumed. The Company estimates fair valueakrgized loans as described in Note 5 of thesealiatated financial statements.

(e) Allowance for Loan Losses

The Company has established an allowance for lossek at a level that management believes is atdelo@sed on an evaluation of
known and inherent risks related to the Compargés Iportfolio. The estimate is based on a vanéfactors including current economic
conditions, industry loss experience, the loanioatpr’'s loss experience, credit quality trendanlgortfolio composition, delinquency trends,
national and local economic trends, national unegrpkent data, changes in housing appreciation aredegion and whether specific
geographic areas where the Company has significantconcentrations are experiencing adverse ecieremnditions and events such as
natural disasters that may affect the local econonproperty values. Upon purchase of a pool ofispghe Company obtains written
representations and warranties from the selletgtiegaCompany could be reimbursed for the valugaefloan if the loan fails to meet the
agreed upon origination standards. While the Combeas little history of its own to establish lda@nds, delinquency trends of the
originators and the current market conditions midétermining the allowance for loan losses. Then@any has created an unallocated
provision for probable loan losses estimated asregmtage of the remaining unpaid principal balancéhe loans. Management's estimate is
based on historical experience of similarly undétem pools in conjunction with current and expeatearket trends.

When the Company determines it is probable thatiSpeontractually due amounts are uncollectilthes amount is considered
impaired. Where impairment is indicated, a vahmtivrite-off is measured based upon the excedseofecorded investment over the net fair
value of the collateral, reduced by selling cogtsy deficiency between the carrying amount of ased and the net sales price of repossesse
collateral is charged to the allowance for loarséss

(f) Repurchase Agreements

The Company may finance the acquisition of its streent securities through the use of repurchasseagnts. Repurchase
agreements are treated as collateralized finaricamgactions and are carried at their contractualats, including accrued interest, as
specified in the respective agreements.

F-8




(9) Securitized Debt and Securitized Debt, Non-Reiaed

The Company has issued securitized debt to finascesidential mortgage loan portfolio and haseeuritized RMBS to finance a
portion of its RMBS portfolio. Certain transactsimvolving residential mortgage loans are accalifite as financings, and are recorded as
an asset called “Securitized loans held for investthand the corresponding debt as “Securitized’delthe consolidated statements of
financial condition. These securitizations ardatetalized by residential adjustable or fixed mratertgage loans that have been placed in a
trust and pay interest and principal payments éodéébt holders of that securitization. Re-seaaiibn transactions classified as “Securitized
debt, non-retained” reflect the transfer to a tnfdixed or adjustable rate RMBS which are classdifas “Non-Agency Mortgage-Backed
Securities Senior, non-retained” that pay intea@st principal payments to the debt holders of teegecuritization. Re-securitization
transactions completed by the Company are accotiotes financings pursuant to the adoption of A0, Consolidation . The holders of
securitized debt and securitized debt, non-retalveed no recourse to the Company, and the Compaawy ribt receive any interest or
principal paid on such securitized debt, non-retdinThe Company estimates fair value of secudtdebt and securitized debt, non-retained
as described in Note 5 to these consolidated finbatatements.

(h) Fair Value Disclosure
A complete discussion of the methodology utilizgdte Company to fair value its financial instrurteeis included in Note 5 to
these consolidated financial statements.

(i) Derivative Financial Instruments and Hedging Adivity

The Company’s policies permit it to enter into gative contracts, including interest rate swapsiatetest rate caps, as a means of
mitigating its interest rate risk. The Company intte to use interest rate derivative instrumentsitmate interest rate risk rather than to
enhance returns. Interest rate swaps are recasleither assets or liabilities in the consolidatadement of financial condition, and
measured at fair value with realized and unrealg&ds and losses recognized in earnings. The @oyngstimates fair value of interest rate
swaps as described in Note 5 of these consolidatadcial statements.

(j)) Sales, Securitizations, and Re-Securitizations

The Company periodically enters into transactiong/fich it sells financial assets, such as RMBSitgame loans and other
assets. Gains and losses on sales of assetsnapeiteal on the specific identification method whgréte Company records a gain or loss on
the difference between the carrying value of treetaand the proceeds from the sale. In addittenCompany from time to time securitize:
re-securitizes assets and sells tranches in thiy seeuritized assets. These transactions magdmeded as either a sale and the assets
contributed to the securitization are removed ftbmconsolidated statements of financial conditind a gain or loss is recognized, or as a
financing whereby the assets contributed to thariteration are not derecognized but rather thiilitées issued by the securitization are
recorded to reflect the term financing of the assét these securitizations and re-securitizatitirss Company may retain senior or
subordinated interests in the securitized and/seriritized assets.

(k) Income Taxes

The Company qualifies to be taxed as a REIT, aacktbre it generally will not be subject to corgerdederal, or state income tay
the extent that qualifying distributions are manlstbckholders and the REIT requirements, includiergain asset, income, distribution and
stock ownership tests are met. If the Compangdaib qualify as a REIT and did not qualify forteém statutory relief provisions, the
Company would be subject to federal, state and locame taxes and may be precluded from qualifigag REIT for the subsequent four
taxable years following the year in which the R|iTalification was lost. The Company and its suilbsydCIM Trading Company LLC made
a joint election to treat the subsidiary as a ts&x&EIT subsidiary. As such, CIM Trading ComparnyCLis taxable as a domestic C
corporation and subject to federal, state, and incame taxes based upon its taxable income.

The provisions of FASB ASC 74Mcome Taxes, clarify the accounting for uncertainty in incotases recognized in financial
statements and prescribe a recognition threshadraasurement attribute for tax positions takeexpected to be taken on a tax
return. FASB ASC 740 also requires that interesit genalties related to unrecognized tax beneditebognized in financial statements. The
Company does not have any unrecognized tax betleditsvould affect its financial position. Thug, accruals for penalties and interest w
necessary as of December 31, 2010.

(I) Net Income per Share

The Company calculates basic net income per shyadé/iing net income for the period by the weightverage shares of its
common stock outstanding for that period. Dilutedincome per share takes into account the edfedifutive instruments, such as stock
options, but uses the average share price fordhiecpin determining the number of incremental ekdhat are to be added to the weighted
average number of shares outstanding. The Contpaohyio potentially dilutive securities outstandihging the periods presented.
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(m) Stock-Based Compensation

The Company accounts for stock based compensatiarda granted to the employees of FIDAC and ittia#s in accordance with
ASC 505-50Equity-Based Payments to Non-Employees. Accounting principles generally accepted in theted States of America
(“GAAP”) requires the Company to measure the faiue of the equity instrument using the stock @i@ed other measurement assumptions
as of the earlier of either the date at which dgoerance commitment by the counterparty is reachetie date at which the counterparty’s
performance is complete. Compensation expenstedda the grants of stock and stock options isgaized over the vesting period of such
grants based on the fair value of the stock orvéisting date.

(n) Use of Estimates

The preparation of the consolidated financial statiets in conformity with GAAP requires managemennike estimates and
assumptions that affect the reported amounts etassd liabilities and disclosure of contingersieds and liabilities at the date of the
financial statements and the reported amountsveinges and expenses during the reporting perioglmidst significant estimates are related
to the following: all investment securities clagsif as available-for-sale and interest rate swepsegorted at their estimated fair value; all
investment securities are amortized/accreted baisaiklds that incorporate management’s assumptsris the expected performance of the
investment over time; and the loan loss proviseftects management estimates with regard to expéasses of the securitized loan
portfolio. Actual results could differ from thosstimates.

(o) Consolidation

The consolidated financial statements include ithential statements of the Company and its sulrgidia All inter-company
balances and transactions have been eliminateshsotidation.
(p) Recent Accounting Pronouncements

Assets

Receivables (ASC 310)

In April 2010, the FASB issued Accounting Standddgslate (“ASU”) 2010-18, which addresses the eftéct loan modification
when a loan is part of a pool accounted for asglsiasset. This update clarifies the treatmeattodubled debt restructuring. This guidance
allows acquired assets, which have evidence oftaleterioration upon acquisition and common riskracteristics, to be accounted for in
aggregate as a pool. Upon establishment of the fheopool becomes the unit of accounting. Anycpase discount is not allocated to
individual loans, thus all of the loans in the paotrete at a single pool rate based on cash fiojegtions for the pool. Likewise, impairme
analysis is performed on the pool as a whole, nandividual loans. Modifications to loans, evéthiose modifications are considered
troubled debt restructuring, do not result in anlbaing removed from the pool. This treatmenbissistent with the current accounting
practices of the Company and therefore has no rah&ffect on the Company’s consolidated finanstaktements.

In July 2010, the FASB released ASU 2010-20, whaidtresses disclosures about the credit qualitinah€ing receivables and the
allowance for credit losses. The purpose of tpate is to provide greater transparency regattiegllowance for credit losses and the
credit quality of financing receivables as welltasssist in the assessment of credit risk expssamd evaluation of the adequacy of
allowances for credit losses. Additional disclosuraust be provided on a disaggregated basis. pd&te defines two levels of
disaggregation — portfolio segment and class @frfoing receivable. Additionally, the update regsidisclosure of credit quality indicators,
past due information and modifications of financiegeivables. The update is not applicable to nagregbanking activities (loans originated
or purchased for resale to investors); derivatistruments such as repurchase agreements; debtissgua transferors interest in
securitization transactions accounted for as saldser ASC 860; and purchased beneficial interestecuritized financial assets. This update
became effective for the Company for interim orwadmperiods ending on or after December 15, 204doption of this guidance results in
increased footnote disclosure in the Company’s @ldtested financial statements.

In January 2011, the FASB released ASU 2011-01ghvtiefers the effective date of disclosures abroubied debt restructurings
required in ASU 2010-20. The delay has allowedRA&B time to clarify the guidance for determiniwbat constitutes a troubled debt
restructuring. This update does not defer therallselosure requirements under ASU 2010-20.
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Broad Transactions

Consaolidation (ASC 810)

Effective January 1, 2010, the consolidation stastsldave been amended by ASU 2009-17. This ameantdipdates the existing
standard and eliminates the exemption from conattid of a Qualified Special Purpose Entity (“QSPEThe update requires an enterprise
to perform an analysis to determine whether therprise’s variable interest or interests givegbatrolling financial interest in a variable
interest entity (“VIE"). The analysis identifiesalprimary beneficiary of a VIE as the enterprisa tias both: a) the power to direct the
activities that most significantly impact the eyisteconomic performance and b) the obligationliscab losses of the entity or the right to
receive benefits from the entity which could potaht be significant to the VIE. The update regsienhanced disclosures to provide use
financial statements with more transparent inforomaébout an enterprises involvement in a VIE. Toenpany determined it is the primary
beneficiary on a number of VIEs formed through eetsitizations. The Company was required to caodatd RMBS re-securitization
transactions previously recorded during the yededrDecember 31, 2009 as sales for GAAP beginnitigthe effective date of this
ASU. Consolidation of these transactions altehedgresentation of the consolidated financial statgs by increasing its non-Agency
portfolio and increasing the value of non-recodiagilities for which it has no continuing obligati. The consolidation has reversed
previously recorded GAAP gains on sales of assd$ed to the re-securitizations undertaken in 200% reversal of this gain will be
accreted over the remaining life of the re-seagiiassets. The adoption of this guidance haftedsn material changes to the format and
content of the Company’s consolidated financialkstents, as well as enhanced disclosures as desdniNote 8 to these consolidated
financial statements.

Derivatives and Hedging (ASC 815)

The FASB issued ASU 2010-8 in February 2010 andigedl technical corrections to ASC 815. This updabvides a four step
analysis to determine whether call or put optidreg tan accelerate the settlement of debt instrtsysould be considered clearly and closely
related to the debt host contract. If it is detield that such option is closely related to the kostract, bifurcation of the host contract from
the derivative instrument is not necessary. Iégisting hybrid instrument requires bifurcation enthis update, a one-time election can be
made to utilize the Fair Value Option for the emtiontract. This update was effective for the Gany January 1, 2010 and continues to
have no effect on the consolidated financial states

ASU 2010-11 was issued in March 2010 and definecope exception for embedded derivative featutgshwinvolve only the
transfer of credit risk that is only in the formsfbordination of one financial instrument to amothSuch instruments would not be subject to
bifurcation under ASC 815. This guidance is effecfor the first quarter beginning after June 2610, however early adoption for the first
fiscal quarter is allowed. The Company electedady adopt for the first quarter of 2010. Adoptizas had no effect on the consolidated
financial statements.

Fair Value Measurements and Disclosures (ASC 820)

In January 2010, FASB issued ASU 20®which increases disclosures regarding the firevof assets. The key provisions of
guidance include the requirement to disclose séglsirine amounts of significant transfers in antlafLevel 1 and Level 2 including a
description of the reason for the transfers. Fuasly this was only required of transfers betweendl 2 and Level 3 assets. Further,
reporting entities are required to provide fairmeameasurement disclosures for each class of aswigbilities; a class is potentially a sul
of the assets or liabilities within a line itemtire statement of financial position. Additionaltiisclosures about the valuation techniques and
inputs used to measure fair value for both recgrand nonrecurring fair value measurements ardnestjfor either Level 2 or Level 3
assets. This portion of the guidance is effediiwehe Company beginning January 1, 2010. Adoptibiinis guidance resulted in increased
footnote disclosure in the Company’s consolidatedrfcial statements. The guidance also requisthie disclosure on any Level 3 assets
presents separately information about purchasks, $asuances and settlements. In other word&ll3zassets are presented on a gross basi
rather than as one net number. However, thiplagton of the guidance is not effective for then@any until January 1, 2011. Adoption of
this portion of ASU 2010-06 will result in increasfootnote disclosure in the Company’s consolidditeahcial statements.
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Subsequent Events (ASC 855)

In February 2010, the FASB issued ASU 2010-09 aana@ndment to ASC 855. This update eliminateddhairement to provide a
specific date through which subsequent events exmbuated. The purpose of this update was toiatlepotential conflicts between ASC
855 and SEC reporting requirements. The updateeffastive upon issuance.

Transfers and Servicing (ASC 860)

On June 12, 2009, the FASB issued ASU 2009-16npsndment update to the accounting standards gowgting transfer and
servicing of financial assets. This amendment temtithe existing standard and eliminated the canafep QSPE, clarified the surrendering
of control to effect sale treatment and modifieel financial components approach — limiting theuinstances in which a financial asset or
portion thereof should be derecognized when thesfesior maintains continuing involvement. It definthe term “Participating
Interest”. Under this standard update, the transferor musigréze and initially measure at fair value all assibtained and liabilities incurr
as a result of a transfer, including any retaineddficial interest. Additionally, the amendmentuiegd enhanced disclosures regarding the
transferors risk associated with continuing invahest in any transferred assets. The amendmentffeasiee beginning January 1,

2010. The Company has determined the amendmerg trederial impact on the consolidated financialeshents. See discussion under
Consolidation (ASC 810) above.

3. Mortgage-Backed Securities

The following tables present the principal valueamnortized premium, unamortized discount, grossalired gain, gross unrealized
loss, and fair value of the Company’s availabledale RMBS portfolio as of December 31, 2010 an@b2@t fair value by asset class. The
RMBS portfolio is composed of Agency and non-AgeRBS collateralized by residential mortgage loafihe Agency RMBS are
mortgage pass-through certificates, CMOs, and att@tgage-backed securities representing inteiestsobligations backed by pools of
mortgage loans issued or guaranteed by Fannie Meaddie Mac, or Ginnie Mae. The non-Agency RMB&fpto is not issued or
guaranteed by Fannie Mae, Freddie Mac, or Ginnie dtal is therefore subject to credit risk. The @any classifies its non-Agency RMBS
into senior, subordinated, and senior, non-retainegtests. Senior interests in non-Agency RMBSansidered to be entitled to the first
principal repayments in their pro-rata ownershigriests. At December 31, 2010 the non-Agency RM&%olio included $5.9 billion in
notional Interest Only (“10”) senior securities ad805.0 million in notional 10 subordinated sedest At December 31, 2009 the non-
Agency RMBS portfolio includes $379.0 million intmnal 10 subordinated securities. Securities ffied as senior, non-retained have been
consolidated pursuant to the adoption of ASC 836e Note 8 of these consolidated financial statéfena detailed discussion.
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December 31, 201
(dollars in thousand:

Gross Gross
Principal Unamortized Unamortized  Unrealized Unrealized
Value Premium Discount Gain Loss Fair Value
Non-Agency RMBS
Senior $ 664,25, $ 420,65 $ (9,320 $ 21,75¢ $ (109,66) $ 987,68!
Subordinater 4,962,82! 58,29¢ (2,789,90i) 206,18 (226,55 2,210,85!
Senior, no-retained 2,008,16' 79,73( (109,619 428,21 (75,927 2,330,56!
Agency RMBS 2,035,82. 67,13¢ - 47,717 (17,090 2,133,58
Total $ 9,671,070 $ 625,81¢ $ (2,908,84) $ 70387 $ (429,220 $ 7,662,69
December 31, 200
(dollars in thousand:
Gross Gross
Principal Unamortized Unamortized  Unrealized Unrealized
Value Premium Discount Gain Loss Fair Value
Non-Agency RMBS
Senior $ 2,757,215 % 153t $ (628,21) $ 83,94¢ $ (192,07) $ 2,022,40
Subordinatet 1,616,03. 10,34¢ (1,239,769 65,99¢ (76,145 376,45¢
Agency RMBS 1,616,45 55,08 (29 20,76° (2,240 1,690,02!
Total $ 5,989,69 % 66,96! $ (1,868,00) $ 170,70¢ $ (270,46) $ 4,088,89

The following tables present the gross unrealinadds and estimated fair value of the Company’s RMBlength of time that such
securities have been in a continuous unrealizesijosition at December 31, 2010 and 2009. Therigiesuin an unrealized loss position hi
been evaluated by the Company for OTTI as discuisstte paragraphs following these tables. Fivwigsges have been in a continuous
unrealized loss position for greater than twelvenths, all of which are subordinated interests githe Company that, although performing
in line with the Company’s expectations, are inaatized loss position due to significant marketeadleclines consistent with similar asset
classes as a result of the credit crisis.
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December 31, 201
(dollars in thousand:

Unrealized Loss Position Fc

Less than 12 Montt 12 Months or More Total
Estimated Estimated Estimated
Fair Unrealized Fair Unrealized Fair Unrealized
RMBS Value Losses Value Losses Value Losses
Non-Agency RMBS
Senior $ 549,96¢ $ (109,66) $ - 3 - $ 549,96¢ $ (109,66
Subordinates 1,178,49: (217,229 12,82¢ (9,329) 1,191,31 (226,55)
Senior, no-retained 764,72¢ (75,927 - - 764,72¢ (75,927
Agency 600,46« (17,090 - - 600,46« (17,090
Total $ 3,09364 $ (419,89) $ 12,82¢ $ (9,32 $ 3,106,470 $ (429,22)
December 31, 200
(dollars in thousand:
Unrealized Loss Position Fc
Less than 12 Montt 12 Months or More Total
Estimated Estimated Estimated
Fair Unrealized Fair Unrealized Fair Unrealized
RMBS Value Losses Value Losses Value Losses
Non-Agency RMBS
Senior $ 539,57¢ $ (38,4660 $ 489,67( $ (153,61) $ 1,029.24' $ (192,079
Subordinates 179,22¢ (72,43% 5,862 (3,707 185,08¢ (76,14%
Agency 682,68: (2,240 - - 682,68: (2,240
Total $ 1,401,488 $ (113,149 $ 49553. $ (157,320 $ 1,897,011 $ (270,469

The Company recorded a $12.7 million other-thangiemary credit impairment during the year ended Drdwer 31, 2010 on
investments where the expected future cash floveed&in non-Agency RMBS were less than their ainedtcost basis. The impairment
recorded during the year ended December 31, 20%0elated to thirty-eight securities. The impai@gestments were interests in non-
Agency RMBS. As of December 31, 2010, the impagecurities had cumulative losses ranging from @%oul4%, three-month
prepayments speeds between 0 and 69 Constant RrepgRate (“CPR”), 60+ day delinquencies betweera@®32% of the pool balance,
and weighted average FICO scores on the pools baté@6 and 753.

The Company evaluates each investment in its RM@8qbio for OTTI quarterly or more often if markebnditions warrant. The
amortized cost of each investment in an unrealiassl position is compared to the present valuxpéeted future cash flows of the position.
In estimating future cash flows, the Company evaiddhe non-Agency RMBS for OTTI by consideringidgliencies, credit losses, loss
severities, prepayment speeds, geographic datavier characteristics, loan to value ratios, seiagpand credit support in conjunction with
broader macroeconomic expectations such as homme grepreciation, expectations of future delinquemeind loss severities and the abilit
the borrower to refinance or modify their loangafter determining the expected future cash flofvthe position, the amortized cost of the
security is less than the present value of its ebgoefuture cash flows, an other-than-temporarditimpairment has occurred. If the
Company does not intend to sell and is not momylikhan not required to sell the debt securitpipto its anticipated recovery, the credit
loss, if any, is recognized in the statement ofrapens, while the balance of impairment relatedttwer factors is recognized in Other
Comprehensive Income (Loss). If the Company irgendsell the debt security, or will be more likéhyan not required to sell the security
before its anticipated recovery, the full unrealizess is recognized in the statement of operatidiee determination cannot be overcome by
management judgment of the probability of collegtall cash flows previously projected. A summafyhe OTTI included in earnings for t
years ended December 31, 2010, 2009 and 2008d5smirsl below
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December 31,

For the Year Ende

December 31, December 31,

2010 2009 2008
(dollars in thousand:

Cumulative credit loss beginning balar $ 9,99¢ $ - $ S
Additions:

Othe-thar-temporary impairments not previously recogni 9,437 9,567 -

Increases related to other-than-temporary impaitsion securities with

previously recognized otl-thar-temporary impairmenti 3,241 42¢ -
Cumulative credit loss ending balar $ 22,674 $ 9,99 $ -

The following table presents details of each aslsests in the Company’s RMBS portfolio at Decembkr2010 and 2009 . The
principal or notional value represents the intemsdme earning balance of each class. The weighterage amortized cost, fair value,
coupon, yield, and CPR at period-end are weighyeelatzh investment’s respective principal/notioredlie in the asset class. The figure
presenting the annualized yield over the curreartgu is the annualized interest income earnedhemsset class during the quarter, divided

by the average of the beginning and ending amariiost of the asset class.

December 31, 201

Weighted Weighted
Principal or Average Weighted Weighted Average Annualized Weighted
Notional Amortized  Average Fai Average Yield (Loss Yield Over Average 3
Value at Cost Basis & Value at Coupon at Adjusted) at Current Month CPR
Perioc-End Perioc-End Perioc-End Perioc-End Perio-End Quarter at Perio-End
Non-Agency
Mortgage-Backed
Securities
Senior 664,25, $ 99.6¢ $ 101.5¢ 4.48% 4.65% 5.7% 16%
Senior, interest
only 5,929,633 $ 6.9¢ $ 5.2¢ 1.7/% 14.7% 29.0% 16%
Subordinatei 4,962,82 $ 443 $ 43.8¢ 4.11% 16.78% 25.62% 15%
Subordinated,
interest only 304,990 $ 9.9 $ 10.81 3.05% 27.6(% 24.62% 16%
Senior, non-
retained 2,008,16° $ 98.51 $ 116.0¢ 5.17% 4.3€% 6.85% 15%
Agency Mortgage-
Backed
Securities 2,092,46! $ 103.3C $ 104.8( 5.05% 4.51% 3.34% 24%

The Company’s investment guidelines place no @&giris on the credit rating of the assets the Camjmable to hold in its
portfolio. The portfolio is most heavily weightéal contain RMBS with credit risk. The Company cbes assets for the portfolio after

carefully evaluating each investment’s risk profile

December 3. December 3:

201C 200¢
AAA 41.25% 39.41%
AA 7.91% 0.7%%
A 1.92% 0.55%
BBB 0.8(% 1.07%
BB 0.01% 1.77%
B 0.01% 2.1%
Below B or not rate! 48.1(% 54.21%
Total 100.0(% 100.0(%

The table above reflects the credit rating of tlen@anys consolidated RMBS portfolio. At December 31, @Cdpproximately 20¢
of the AAA, AA, and A securities balance refleciadhe table above include senior, non-retained;-Agency RMBS.

The AAA rated assets in the RMBS portfolio are prechantly Agency RMBS and senior non-retained nagje#icy RMBS. As the
Company securitizes or re-securitizes assetspies the Below B or not rated percentages in ¢inéghio to increase as the Company

typically retains the subordinated tranches ofdéhgpes of transactions.
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Actual maturities of mortgage-backed securitiesgarerally shorter than stated contractual magsritiActual maturities of the
Company’s RMBS are affected by the contractuaklivEthe underlying mortgages, periodic paymentgrioicipal and prepayments of
principal. The following tables summarize the Camgs RMBS at December 31, 2010 and 2009 accortditigeir estimated weighted-
average life classifications. The weighted-avelags of the mortgage-backed securities at Decer®be2010 and 2009 in the tables below
are based on consensus constant prepayment speeelprepayment model considers current yield, éodwyield, steepness of the interest
rate curve, current mortgage rates, mortgage odtée outstanding loan, loan age, margin and ilityat

December 31, 201
(dollars in thousand:

Weighted Average

Life
Greater than one
Less than one year and less Greater than fiv
year than five year: years Total
Fair value
Non-Agency RMBS
Senior $ 26,96: $ 587,07 $ 373,64¢ $ 987,68!
Subordinate 7,941 218,98t 1,983,93. 2,210,85!
Senior, no-retained 200,46¢ 1,889,73. 240,36¢ 2,330,56!
Agency RMBS - 1,560,85! 572,72! 2,133,58
Total fair value $ 235,37. $ 4,256,65. $ 3,170,67. $ 7,662,69
Amortized cos
Non-Agency RMBS
Senior $ 26,92( $ 584,85¢ $ 463,81( $ 1,075,58
Subordinatet 11,07¢ 253,55¢ 1,966,58 2,231,22.
Senior, no-retained 251,57¢ 1,500,95! 225,74 1,978,27
Agency RMBS - 1,513,64 589,31 2,102,95
Total amortized cos $ 289,57F $ 3,853,010 $ 3,245,45. $ 7,388,04!
December 31, 200
(dollars in thousand:
Weighted Average
Life
Greater than one
Less than one year and less Greater than fiv
year than five year: years Total
Fair value
Non-Agency RMBS
Senior $ 20,53! $ 1,520,80 $ 481,068 $ 2,022,40
Subordinater 137 204,48 171,84( 376,45¢
Agency RMBS - 1,690,02! - 1,690,02!
Total fair value $ 20,67C $ 3,415,31' $ 652,90! $ 4,088,89
Amortized cos
Non-Agency RMBS
Senior $ 20,54¢ $ 1,631,46. $ 478,53( $ 2,130,54
Subordinatet 76 244,93° 141,59: 386,60
Agency RMBS - 1,671,50:; - 1,671,50;
Total amortized cos $ 20,62t $ 3,547,900 $ 620,12: $ 4,188,64
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The nonAgency RMBS portfolio is subject to credit riskhd Company seeks to mitigate credit risk throughaiset selecti
process. The non-Agency RMBS portfolio is primardollateralized by what the Company classifiesA#sA first lien mortgages. Tt
Company categorizes collateral as Alt-A regardtefsahether the loans were originally described @énie” if the behavior of the collatel
when the Company purchased the security more tpimsembles Alt-A. The Company defines Alteollateral characteristics to be wi
the 60+ day delinquency bucket of the pool is gneéttan 5% and weighted average FICO scores aedegrthan 650 at origination.
December 31, 2010, 99% of the non-Agency RMBS dtédAcollateral. At December 31, 2009, 78% of then-Agency RMBS were Al
collateral. The nomgency securities contained in this portion of gwetfolio have the following collateral charactéids at December 3
2010 and 2009.

December 31, December 31,
2010 2009

Number of securities in portfoli 581 20¢
Weighted average maturity (yea 27.4 28.t
Weighted average amortized loan to ve 72.5% 73.8%
Weighted average FIC 717.2 715.7
Weighted average loan balance (in thousa $447 ¢ $415.¢
Weighted average percentage owner occu 83.3% 82.8%
Weighted average percentage single family resid 63.1% 59.9%
Weighted average current credit enhancer 16.0% 12.2%
Weighted average geographic concentra CA 57.8% CA  44.8%
FL  13.3% FL  17.3%

NY 7.3% NY 7.5%

NJ 3.9% MD 4.9%

VA 3.3% NJ 4.4%

The information presented in the table above inefugkenior, non-retained, non-Agency RMBS consadiaursuant to the adoption
of ASC 810 on January 1, 2010 by the Company.

The table below presents origination year for toengany’s portfolio of non-Agency RMBS at Decembér 3010 and 2009.

Origination Year as a Percentage of December 3. December 3.

QOutstanding Principal Balani 201C 200¢
2004 0.1% 0.C%
2005 13.2% 8.7%
2006 27.(% 36.7%
2007 56.1% 50.8%
2008 3.3% 3.8%
2009 0.1% 0.C%

Total 100.(% 100.(%

On January 29, 2010, the Company transferred $llidhtin principal value of its RMBS to the CSM®20-1R Trust in a re-
securitization transaction. This transaction weaorded as a “secured borrowing” pursuant to ASIcEo860 and 810. In this transaction,
the Company financed through the transaction $27illl®&n of AAA-rated fixed rate bonds to third ggrinvestors for net proceeds of $268.1
million. The Company retained $391.9 million of Axated bonds, $1.0 billion in subordinated bondd the owner trust certificate, and
interest only bonds with a notional value of $1ilédn on the date of transfer. The subordinatedds and the owner trust certificate provide
credit support to the AAA-rated bonds. The borsdsied by the trust are collateralized by RMBS weae transferred to the CSMC 2010-1R
Trust.

On April 30, 2010, the Company transferred $566ilian in principal value of its RMBS to the CSM®20-11R Trust in a re-
securitization transaction. This transaction wearded as a “secured borrowing” pursuant to ASficEo860 and 810. In this transaction,
the Company financed through the transaction $188l&n of AAA-rated fixed rate bonds to third ggiinvestors for net proceeds of $137.4
million. The Company retained $427.7 million irbsudinated bonds and the owner trust certificatd, iaterest only bonds with a notional
value of $566.6 million on the date of transfeheTsubordinated bonds and the owner trust cetéfigpeovide credit support to the AAA-rated
bonds. The bonds issued by the trust are collatedeby RMBS that were transferred to the CSMC@®Q1R Trust.
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On May 27, 2010, the Company transferred $1.2dgilln principal value of its RMBS to the CSMC 201PR Trust in a re-
securitization transaction. This transaction weaorded as a “secured borrowing” pursuant to ASIcEo860 and 810. In this transaction,
the Company financed through the transaction $28Mllibn of AAA-rated fixed rate bonds to third ggiinvestors for net proceeds of $294.3
million. The Company retained $136.3 million of Axated bonds, $788.2 million in subordinated boadd the owner trust certificate, and
interest only bonds with a notional value of $1ilRdm on the date of transfer. The subordinatedds and the owner trust certificate provide
credit support to the AAA-rated bonds. The borsssied by the trust are collateralized by RMBS wexe transferred to the CSMC 2012R
Trust.

On March 11, 2009, the Company transferred $281ll®min principal value of its RMBS to the IMAQR9-R2 Trust in a re-
securitization transaction. In this transactitre, Company sold $49.4 million of AAA-rated floatingte bonds to third party investors and
realized a loss on the sale of approximately $hb8tand. The Company retained $143.1 million ofAAAted bonds, $89.4 million in
subordinated bonds and the owner trust certificatee subordinated bonds and the owner trust wetif provide credit support to the AAA-
rated bonds. The bonds issued by the trust alatealized by RMBS that have been transferrethéaJMAC 2009-R2 Trust.

On July 30, 2009, the Company transferred $1.%hiih principal value of its RMBS to the JPMRT 200 Trust in a re-
securitization transaction. In this transactitie, Company sold $166.3 million of AAA-rated fixeddafloating rate bonds to third party
investors and realized a gain on the sale of apmately $7.3 million. The Company retained $69i8ion of AAA-rated bonds, $665.5
million in subordinated bonds and the owner trgstificate. The subordinated bonds and the ownust tertificate provide credit support to
the AAA-rated bonds. The bonds issued by the aesicollateralized by RMBS that have been transfieto the JPMRT 2009-7 Trust.

On September 30, 2009, the Company transferredisllioh in principal value of its RMBS to the CMSZD09-12R Trust in a re-
securitization transaction. In this transactitre, Company sold $260.6 million of AAA-rated fixeddafloating rate bonds to third party
investors and realized a gain on sale of approxiy&5.2 million. The Company retained $655.0 imillof AAA-rated bonds, $815.1
million in subordinated bonds and the owner trgstificate. The subordinated bonds and the ownust tertificate provide credit support to
the AAA-rated bonds. The bonds issued by the festcollateralized by RMBS that have been transfieto the CSMC 2009-12R Trust.

During the year ended December 31, 2010, the Coyngaid RMBS with a carrying value of $885.4 millifor realized gains of
$10.1 million. During the year ended December280)9, the Company sold RMBS with a carrying valti$.o8 billion for realized gains of
$103.6 million.

In addition, during the year ended December 310201 Company recorded non-recourse financing thitd party investors
related to re-securitizations executed in prioiquks. The Company financed through these trarmac$704.5 million of AAA-rated fixed
rate bonds with third party investors for net pext®of $703.0 million. In total, in 2010, the Compdinanced through its secured debt
financing $1.3 billion of AAArated fixed rate bonds for net proceeds of $1I1®hil During the year ended December 31, 2009Cthpany
recorded no non-recourse financing with third pamestors.

4. Securitized Loans Held for Investment

The following table represents the Compangécuritized residential mortgage loans classd®teld for investment at December
2010 and 2009. At December 31, 2010, approxim&ié¥ of the Company’s securitized loans are adjistate mortgage loans and 44%
are fixed rate mortgage loans. All of the adjulgtahte loans held for investment are hybrid adjoist rate mortgages (“ARMs”). Hybrid
ARMs are mortgages that have interest rates tledfixad for an initial period (typically three, By seven or ten years) and thereafter reset at
regular intervals subject to interest rate capise periodic cap on all hybrid ARMs in the secuetidoan portfolio range from 0.00% to 3.0
for the years ended December 31, 2010 and 20Q%8sctegely. The securitized loans held for invesitrare carried at their principal balance
outstanding, plus premiums or discounts, less lawahce for loan losses.
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December 3: December 3:
201( 200¢

(dollars in thousand:

Securitized loans, at amortized c $ 360,11¢ $ 475,08
Less: allowance for loan loss 6,58¢ 4,551
Securitized loans held for investme $ 353,53. $ 470,53:

The securitized loan portfolio is collateralizeddoyme, jumbo, first lien residential mortgagesadfich 56% were originated during
2008 and 42% were originated during 2007 and theineing 2% of the loans were originated prior t®20 A summary of key characterist
of these loans follows.

December 31, December 31,
2010 2009
Number of loan: 512 681
Weighted average maturity (yea 26.€ 27.2
Weighted average amortized loan to ve 74.5% 73.0%
Weighted average FIC 75& 75€
Weighted average loan balance (in thousa $694.: $690..
Weighted average percentage owner occu 90.5% 90.9%
Weighted average percentage single family resid 58.2% 60.0%
Weighted average geographic concentra CA 33.3% CA 33.8%
FL 6.7% FL 6.4%
NJ 5.3% NJ 6.3%
IL 5.3% IL 6.0%
AZ 5.2% VA 4.8%

The following table summarizes the changes in tlssvance for loan losses for the securitized maggban portfolio during the
years ended December 31, 2010, 2009 and :

December 31, December 31, December 31,

2010 2009 2008
(dollars in thousand:
Balance, beginning of peric $ 4551 $ 1,621 $ 81
Provision for loan losse 2,68¢ 3,102 1,54(
Charge-offs (654) (172 -
Balance, end of peric $ 6,58¢ $ 4,551 $ 1,621

On a quarterly basis, the Company evaluates thguadg of its allowance for loan losses which icgkted to reflect management’
estimate of possible losses in the securitized pmatfolio at the reporting date. The Compangtovision for loan losses considers the qu
of the collateral, performance of like collatei@hd expectations of future market conditions asrilgsd more fully in Note 2(e). The
Companys provision for loan losses is calculated on thistamding principal balance of the portfolio, 6Caydielinquencies for like collate
and current and expected severities for similangarwritten loans. The Compasyallowance for loan losses at December 31, 2080866
million, representing 185 basis points of the ppatbalance of the Company’s securitized mortdage portfolio. The Company’s
allowance for loan losses at December 31, 200984& million, representing 97 basis points of thegpal balance of the Company’s
securitized loan portfolio. At December 31, 2030,2% of the securitized loans held for investnvesite greater than 60 days delinquent and
0.93% were in some stage of bankruptcy, foreclosuravere real estate owned. At December 31, 20@2% of the securitized loans held
for investment were greater than 60 days delinqardt0.89% were in some stage of bankruptcy, foseck, or real estate owned.

5. Fair Value Measurements
GAAP defines fair value, establishes a frameworknfieasuring fair value, establishes a three-leaklation hierarchy for disclosure
of fair value measurement and enhances disclosargrements for fair value measurements. The vVialu&ierarchy is based upon the

transparency of inputs to the valuation of an asséability as of the measurement date. ThedHewels are defined as follows:
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Level 1 — inputs to the valuation methodology awetgd prices (unadjusted) for identical assetsliabdities in active markets.

Level 2 — inputs to the valuation methodology imglquoted prices for similar assets and liabilitieactive markets, and inputs that
are observable for the asset or liability, eitheeatly or indirectly, for substantially the fukttm of the financial instrument.

Level 3 — inputs to the valuation methodology amehservable and significant to fair value.

The following discussion describes the methodokgidized by the Company to fair value its finaalénstruments by instrument
class.

Short-term Instruments
The carrying value of cash and cash equivalentsuad interest receivable, dividends payable, attsopayable, and accrued inte
payable generally approximates estimated fair vdlieto the short term nature of these financstriiments.

Non-Agency and Agency RMBS

Generally, the Company determines the fair valuiésdahvestment securities utilizing a pricing mbtheat incorporates such factors
as coupon, prepayment speeds, weighted averagedlfateral composition, borrower characteristegyected interest rates, life caps,
periodic caps, reset dates, collateral seasonkpgoted losses, expected default severity, cratidecement, and other pertinent
factors. Certain very liquid asset classes, sschgency fixed-rate pass-throughs may be pricedigusidependent sources such as quoted
prices for “To-Be-Announced” securities. Managetreviews the fair values generated by the mamdetermine whether prices are
reflective of the current market. Management penfa validation of the fair value calculated bg pgricing model by comparing its result:
independent prices provided by dealers in the #&suand/or third party pricing services. The Qamy believes the observable inputs used
in its model in conjunction with dealer and/or thparty pricing services meets the criteria fossification as Level 2.

Non-Agency, Non-Retained RMBS

The non-Agency, non-retained securities reflecteithé consolidated financial statements are séesigbnsolidated pursuant to the
Company'’s adoption of ASC 860 and ASC 810 on Janlia2010. These assets have been financed viithgarties without recourse to the
Company in the normal course of the Company’s pbotbptimization strategy. The Company fair vaukese assets as described above in
Non-Agency and Agency RMBS. See Note 8 to thesedlmlaed financial statements for a detailed dismrsof these securities.

Interest Rate Swaps

The Company obtains quotations from third partieddtermine the fair values of its interest rateafgsv The Company compares the
third party quotations received to its own estinttéair value to evaluate for reasonableness. ddaer quotes will incorporate common
market pricing methods, including a spread measen¢mo the Treasury curve or interest rate swapecas well as underlying characteristics
of the particular contract. Interest rate swapswaodeled by the Company by incorporating such facks the term to maturity, Treasury
curve, LIBOR rates, and the payment rates on teglfportion of the interest rate swaps.

Any changes to the valuation methodology are regtbtsy management to ensure the changes are agteopts markets and
products develop and the pricing for certain praslb@comes more transparent, the Company will woatio refine its valuation
methodologies. The methods used to produce adhiewalculation may not be indicative of net izathle value or reflective of future fair
values. Furthermore, while the Company believegatgation methods are appropriate and consistéhtother market participants, the use
of different methodologies, or assumptions, to aeire the fair value of certain financial instrurteenould result in a different estimate of
fair value at the reporting date. The Company usgasts that are current as of the measurement ehieh may include periods of market
dislocation, during which price transparency mayduhiced.

During times of market dislocation, as has beereggpced for some time, the observability of priaad inputs can be reduced for
certain instruments. If dealers or independertigiservices are unable to provide a price foasset, or if the price provided by them is
deemed unreliable by the Company, then the asfidiewalued at its fair value as determined indjéath by the Company. In addition,
validating third party pricing for the Company’s@stments may be more subjective as fewer partitspaay be willing to provide this
service to the Company. llliquid investments tytlic experience greater price volatility as a reatyrket does not exist. As fair value is not
an entity-specific measure and is a market-basprbaph which considers the value of an asset bititiafrom the perspective of a market
participant, observability of prices and inputs @any significantly from period to period. A cotidh such as this can cause instruments !
reclassified from Level 1 to Level 2 or Level 2ltevel 3 when the Company is unable to obtain thady pricing verification.
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If at the valuation date, the fair value of an istveent security is less than its amortized co#tetlate of the consolidated statement
of financial condition, the Company analyzes theesiment security for OTTI. Management evalugdtesGompany’s RMBS for OTTI at
least on a quarterly basis, and more frequentlynwdm®nomic or market concerns warrant such evaluatConsideration is given to (1) the
length of time and the extent to which the fairnahas been lower than carrying value, (2) thentrdéthe Company to sell the investment
prior to recovery in fair value (3) whether the Gmany will more likely than not be required to gbk investment before the expected
recovery, and (4) the expected future cash flonth@finvestment in relation to its amortized cddhrealized losses on assets that are
considered OTTI due to credit are recognized imiegs and the cost basis of the assets are adjusted

At December 31, 2010, the Company has classifeedgsets and liabilities as Level 2. At Decemlie2B09, the Company
classified its assets as Level 2. The Compangaitial assets and liabilities carried at fair eadm a recurring basis are valued at December
31, 2010 and 2009 as presented below.

December 31, 201

Level 1 Level 2 Level 3
(dollars in thousand:
Assets:
Non-Agency RMBS
Senior $ - $ 987,68 $ -
Subordinate: - 2,210,85! -
Senior, no-retained - 2,330,56! -
Agency mortgag-backed securitie - 2,133,58 -
Liabilities:
Interest rate sway - 9,98¢ -
December 31, 20C
Level 1 Level 2 Level 3
(dollars in thousands
Assets:
Non-Agency RMBS
Senior $ - $ 202240 $ z
Subordinatei - 376,45¢ -
Senior, no-retained - - -
Agency mortgag-backed securitie - 1,690,02! -

In the aggregate, the Company'’s fair valuationRMEIBS investments were 0.02% lower than the aggeebadéaler marks for the
year ended December 31, 2010 and 1.05% lower tieaaggregated dealer marks for the year ended Deredt, 2009

Securitized Loans Held for Investment

The Company records securitized loans held forstnaent when it securitizes loans and records #reséction as a “financing.The
Company carries securitized loans held for inveatrag principal value, plus premiums or discourgtglpless an allowance for loan
losses. The Company estimates the fair values@gturitized loans held for investment at the émfjasted expected future cash flows of the
collateral. The Company models each underlyingtdsg considering, among other items, the natutbefinderlying collateral, coupon,
servicer, actual and expected defaults, actuakapdcted default severities, reset indices, anplgyraent speeds in conjunction with market
research for similar collateral performance and agament’s expectations of general economic comditilo the sector and greater economy.

Repurchase Agreements

The Company records repurchase agreements attimgmactual amounts including accrued interest bl@yaRepurchase agreeme
are collateralized financing transactions utilibycthe Company to acquire investment securitiege @ the short term nature of these
financial instruments, the Company estimated tivevidue of these repurchase agreements to beottiteactual obligation plus accrued
interest payable at maturity.
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Securitized Debt and Securitized Debt, Non-Retained

The Company records securitized debt for certiéisair notes financed without recourse to the Compasecuritization or re-
securitization transactions treated as “financimqgg’suant to ASC 860. The Company carries sezeadtdebt at the principal balance
outstanding on noretained notes associated with its securitizedddeatd for investment plus premiums or discountsnmeed with the sale
the notes to third parties. The premiums or dist®associated with the sale of the notes or @&téds are amortized over the life of the
instrument. The Company estimates the fair vafiseouritized debt by estimating the future casWw§ associated with underlying assets
collateralizing the secured debt outstanding. Chmpany models each underlying asset by consideaingng other items, the structure of
the underlying security, coupon, servicer, actmal expected defaults, actual and expected defawdtrdies, reset indices, and prepayment
speeds in conjunction with market research forlsintiollateral performance and management’s expentaof general economic conditions
in the sector and greater economy.

The following table presents the carrying value astimated fair value, as described above, of tragany’s financial instruments
at December 31, 2010 and 2009.

December 31, 201 December 31, 20C
Estimated Estimated
Carrying Fair Carrying Fair
Amount Value Amount Value
(dollars in thousand:
Non-Agency RMBS $ 5529,11 $ 5529,11 $ 2,398,86! $ 2,398,86!
Agency RMBS 2,133,58 2,133,58. 1,690,02! 1,690,02!
Securitized loans held for investme 353,53: 345,41( 470,53: 453,38t
Repurchase agreemel (1,808,79) (1,811,57) (1,975,40) (1,977,669
Securitized dek (289,23¢) (303,109 (390,35() (408,409
Securitized debt, ne-retained (1,956,079 (1,887,12) - -
Interest rate sway (9,989 (9,989 - -

6. Repurchase Agreements

The Company had outstanding $1.8 billion and $#li@ib of repurchase agreements with weighted ayefgorrowing rates of 0.4
and 0.60% and weighted average remaining matuafid® and 26 days as of December 31, 2010 and, 268Bectively. At December 31,
2010 and 2009, RMBS pledged as collateral undesethepurchase agreements had an estimated fagr @&$2.0 billion and $2.0 billion,
respectively. The average daily balances of the@amy’s repurchase agreements for the years eneeehftber 31, 2010 and December 30,
2009 were $1.5 billion and $1.3 billion, respediv@ he interest rates of these repurchase agresmen generally indexed to the one-month
LIBOR rate and re-price accordingly.

At December 31, 2010 and December 31, 2009, the@ckpse agreements collateralized by RMBS haddltmxfing remaining
maturities.

December 3: December 3:

201( 200¢
(dollars in thousand:

Overnight $ - 9 =
1-30 days (1. 232,26! 1,772,66:
30 to 59 day: 970,39« 62,24:
60 to 89 day: 545,44 -
90 to 119 day 60,69¢ -
Greater than or equal to 120 d: - 140,49
Total $ 1,808,79 $ 1,975,40:

(1) Repurchase agreements with affiliates total%b30 million as of December 31, 2009. There were n
repurchase agreements with affiliates as of DeceBbe2010
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At December 31, 2010 and 2009, the Company didhae¢ an amount at risk greater than 10% of itstequith any counterparty.
7. Securitized Debt

All of the Company’s securitized debt is collateratl by residential mortgage loans or RMBS. Foafficial reporting purposes, the
Company’s securitized debt is accounted for apanfting. Thus, the residential mortgage loansMBR held as collateral are recorded in
the assets of the Company as securitized loandtreldvestment or RMBS and the securitized debéeorded as a liability in the statements
of financial condition.

At December 31, 2010, the Company’s securitized dellateralized by residential mortgage loans agulincipal balance of $303.1
million. The debt matures between the years 20232038. At December 31, 2010, the debt carriegighted average cost of financing
equal to 5.52%, that is secured by residential gage loans of which approximately 44% of the remngiprincipal balance pays a fixed rate
of 6.29% and 56% of the remaining principal balapags a variable rate of 5.47%. At December 3092the Company'’s securitized debt
collateralized by residential mortgage loans hadrecipal balance of $390.4 million. At Decembdr, 2009, the debt carried a weighted
average cost of financing equal to 5.50%, thaétsiged by residential mortgage loans of which axiprately 43% of the remaining principal
balance pays a fixed rate of 6.33% and 57% oféh@aining principal balance pays a variable rate.68%.

At December 31, 2010, the Company’s securitized, d&n-retained, collateralized by RMBS had a ppatbalance of $2.0
billion. The debt matures between the years 20852047. At December 31, 2010, the debt carriegighted average cost of financing
equal to 5.17%. At December 31, 2009, the Compliahyiot have securitized debt, non-retained coltditeed by RMBS.

The following table presents the estimated prirlagippayment schedule of the securitized debt andrig&zed debt, nometained hel:
by the Company at December 31, 2010 and 2009, lmasegpected cash flows of the residential mortdages or RMBS, as adjusted for
projected losses, collateralizing the debt. Altted securitized debt recorded in the Company’salitated statements of financial condition
is non-recourse to the Company.

December 3: December 3:
201C 200¢
(dollars in thousand:

Within One Yeal $ 634,98¢( $ 37,19:
One to Three Yeal 831,30! 70,88t
Three to Five Year 305,95: 59,38:
Greater Than or Equal to Five Yei 417,97 240,94!
Total $ 2,190,222 $ 408,40:

The significant increase in debt reflected in tigleé above reflects the Company’s adoption of A3C @& January 1, 2010. See
Note 8 for a more detailed discussi

Maturities of the Company’s securitized debt aneatielent upon cash flows received from the undegligans. The estimate of their
repayment is based on scheduled principal paynoentse underlying loans. This estimate will diffesm actual amounts to the extent
prepayments and/or loan losses are experiencezeiN&e 4 for a more detailed discussion of thedazollateralizing the securitized debt.

8. Consolidation

In June 2009, the FASB issued two new accountiagdstrds that amended guidance applicable to ttmuiating for transfers of
financial assets and the consolidation of VIEs (A880 and ASC 810, respectively). The primary dftéchese standards was to eliminate
the concept of a QPSE when transferring assetsoarinove the exemption of a QSPE when applyingtimsolidation standard. The
Company adopted these new accounting standardsJaswary 1, 2010.

The Company uses securitization trusts or variaidgest entities in its securitization and re-siization transactions. Prior to
January 1, 2010, these variable interest entitigistne definition of QSPE’s and, as such, weresnbfect to consolidation. Effective January
1, 2010, all such variable interest entities wenesidered for consolidation based on the criteria$C 810.
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Per ASC 810, an entity shall consolidate a VIE wtiext entity has a variable interest that provithesreporting entity with a
controlling financial interest. The assessmernthefcharacteristics of the reporting ensty¥/|E shall consider the VIEs purpose and desiy|
controlling financial interest is defined as (2@ thower to direct the activities of a VIE that msigmificantly impact the VIEs economic
performance and (b) the obligation to absorb los$dise VIE that could potentially be significantthe VIE and/or the right to receive
benefits from the VIE that could potentially bersficant to the VIE.

Since the Company'’s inception, the Company hagenealEs for the purpose of securitizing whole rgage loans or reecuritizing
RMBS and obtaining permanent, noeeourse term financing. The Company evaluateidtésest in each securitization trust VIE to detiee
the primary beneficiary status. The Company fotlnad seven trusts, one of which had been conselidsince its inception, met the
requirements of consolidation. The Company deteeghihat in these seven securitizations, basealimly all of the subordinate interests
maintains the obligation to absorb losses andfritiht to receive benefits from the VIE that cob&lsignificant to the VIE. In addition, the
Company had the power to direct activities of tlusttor was determined to have the ability to aaritre trust due to its contribution in the
purpose and design of the structure. The remaimiogrusts evaluated did not meet the requiremient®nsolidate due to the inability to
control one of the trusts and the lack of obligasido absorb losses on the other trust.

VIEs for Which the Company is the Primary Benefigia

Based on the Company’s consolidation evaluaticeGbmpany consolidated three VIEs on January 10 8t were not previously
consolidated and consolidated three VIEs thateatd during 2010. The Company’s retained beréfitierest is typically the subordinated
tranches of these re-securitizations and in sorsescdne Company may hold interests in additioaalcines. The effect in the current year is
the inclusion of an additional $2.3 billion of ndmency mortgage-backed securities at fair valuéonger retained by the Company and the
inclusion in its liabilities of $2.0 billion of nerecourse securitized debt associated with thesegueritizations.

On an ongoing basis, the Company expects that tae Will be fair valued as Level 2 assets. Lireris pertaining to the third-party
owned interests are separately stated within thegamy’s consolidated financial statements and é&bat “non-retained”.

The trusts are structured as pass through ertitéseceive principal and interest on the undegdydollateral and distribute those
payments to the certificate holders. The asseto#rer instruments held by the securitizationtirgtiare restricted in that they can only be
used to fulfill the obligations of the securitizatientity. Additionally, the obligations of thecseitization entities do not have any recourse to
the general credit of any other consolidated sudnsés, nor to the Company as the primary beneaficidhe Company’s risks associated with
its involvement with these VIEs is limited to iisks and rights as a certificate holder of the Isahtias retained. See Note 5 for a discussion
of the fair value measurement of the assets abiities.

The securitization entities newly consolidated iy Company are similar in nature to the Compangitf@io as a whole. The
securitization entities are all composed of RMB$hef quality and characteristics of assets refteateghe RMBS classifications found in the
Company’s consolidated financial statements. Sate R for a discussion of the securities charasttesi of the portfolio.

The table below presents the assets and liabibfiesnsolidated entities as of January 1, 2010e dumulative effect adjustment
reflects the reversal of realized gains of $98.llioni previously recorded on the sales of theselpeansolidated trusts net of the additional
accretion of discounts due to consolidating thettru At December 31, 2009, none of the re-seeatitin transactions completed during 2009
were consolidated.
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Carrying Value (1
(dollars in thousand

Assets
Non-Agency RMBS
Senior, no-retainec $ 1,114,083
Liabilities
Securitized debt, ne-retained 1,202,22.
Net assets and liabilities of newly consolidatetities (88,187
Cumulative effect adjustment to retained earningsnuadoptior $ (88,187

(1) Carrying value represents the amount the assmifd have been recorded at in the consolidatexhfiial statements at January L,
2010 had they been recorded in the consolidateahdilal statements on the date the Company firstimeetonditions for
consolidation

The cumulative effect of adopting ASC 810 on Japdar2010 based on the shares outstanding on élbatwhs to reduce the
beginning book value of the Company by $0.13 paresh

The table below reflects the assets and liabilige®rded in the consolidated statements of firdeindition related to the newly
consolidated securitization entities as of Decenie2010.

December 31, 201
(dollars in thousand

Assets
Non-Agency RMBS
Senior, no-retained $ 2,330,56!
Liabilities
Securitized debt, nretained $ 1,956,07!

The consolidation of these securitization entitieseases both the income and expense recorded tohsolidated statements of
operations for the Company as detailed in the thblew.

For the Year Ended
December 31, 201
(dollars in thousand

Interest income, nc-retained $ 192,56(
Interest expense, n-retainec 115,06:
Net interest income, n-retained $ 77,49¢

A discussion of the significant accounting polici#the Company to record income and expense Igded in Note 2 to these
consolidated financial statements. The effectdoipding ASC 810 based on the weighted average slatstanding was to increase the net
interest income of the Company by approximatelp$@or the year ended December 31, 2010.

The effect of the consolidation of these secutiiiraentities on the consolidated statements di dasvs for the Company is
presented in the table below for the periods pitesen

For the Year Ende
December 31, 201 December 31, 20C December 31, 20(C
(dollars in thousand:

Proceeds from securitized debt borrowings,-retained $ 1,295,65 $ - $ S
Payments on securitized debt borrowings,-retained (561,927 - -
Increase (decrease) in accrued interest recer (279 - -
Increase (decrease) in accrued interest pa 27¢ - -
Net cash flows, nc-retainec $ 733,73( $ - 3 =
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VIEs for Which the Company is Not the Primary Beciafy

The table below represents the carrying amountssgdification of assets recorded on the Compargrsolidated financial
statements related to its variable interests incmsolidated VIEs, as well as its maximum exposoifess as a result of its involvement with
these VIEs.

December 31, 201 December 31, 200
Amortized Amortized
Cost Fair Value Cost Fair Value
(dollars in thousand:
Assets
Non-Agency RMBS
Senior $ 40C $ 55¢ $ 47,99¢ $ 46,047
Subordinate( 7,664 6,48~ 9,701 7,081
Agency RMBS 2,68( 2,53( 4,73( 4,72
Total $ 10,74¢  $ 957/ $ 62,42¢ $ 57,84¢

The Company’s involvement with VIEs for which itrist the primary beneficiary generally are in tbenf of purchasing securities
issued by the trusts similar to its investmentsthier RMBS that are not part of a trust it has ea@ld for consolidation. The Company’s
maximum exposure to loss in these entities is sgmied by the fair value of these assets. Thisuabapes not include OTTI or other write-
downs that the Company previously recognized thncesynings.

9. Interest Rate Swaps

In connection with the Company’s interest rate nsknagement strategy, the Company economicallydsedgortion of its interest
rate risk by entering into derivative financialtinenent contracts. These derivative financialrinsient contracts do not qualify as hedges
under ASC 815. As of December 31, 2010, suchunsnts are comprised of interest rate swaps, whieffect modify the cash flows on
repurchase agreements. The use of interest rafigsseveates exposure to credit risk relating temtatl losses that could be recognized if the
counterparties to these instruments fail to perftreir obligations under the contracts. In ther¢wd a default by the counterparty, the
Company could have difficulty obtaining its RMBSgbed as collateral for swaps. The Company doeantiwgipate any defaults by its
counterparties.

The Company’s swaps are used to lock in a fixesl related to a portion of its current and anti@gauture 30-day term repurchase
agreements.

The table below summarizes the location and fdirevaf interest rate swaps reported in the Conatdidl Statements of Financial
Condition as of December 31, 2010. The Companynioaidterest rate swaps outstanding as of Decenhez(®)9.

Location on Consolidated
Statement of Financial Net Estimated Fair
Condition Notional Amouni Value/Carrying Value
(dollars in thousand:

December 31, 201 Assets $ - % -
December 31, 201 Liabilities $ 450,000 $ (9,98¢)

The effect of the Company’s interest rate swaptherConsolidated Statements of Operations and Geimepsive Income (Loss) is
presented below.
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Location on Consolidated Statement:
Operations and Comprehensive Income
(Loss)
Unrealized Gain
(Loss) on Interest
Interest Expens Rate Swap:
(dollars in thousands

For the Year Ende

December 31, 201 $ 5,78¢ $ (9,98¢)
December 31, 20C $ - % -
December 31, 200 $ 5,75z $ 4,15¢

The weighted average pay rate on the Company’sesiteate swaps at December 31, 2010 was 2.59%hamndeighted average
receive rate was 0.26%. The Company had no intessswaps outstanding as of December 31, 2009.

10. Common Stock

On March 31, 2010, the Company announced the §&&,000,000 shares of common stock at a price8d$per share in a public
offering. In addition, the underwriters exercighd option to purchase an additional 12,750,008eshaf common stock to cover
overallotments. The aggregate net proceeds thep@ayreceived before expenses in this sale wemzippately $352.9 million. This sale
was completed on April 7, 2010.

On June 22, 2010, the Company announced the sa@gd00,000 shares of common stock at a pric@ @1$per share in a public
offering. In addition, the underwriters exercigld option to purchase an additional 15,000,00@eshaf common stock to cover
overallotments. The aggregate net proceeds thep@ayreceived before expenses in this sale wemmxzippately $415.2 million. This sale
was completed on June 28, 2010.

On November 2, 2010, the Company announced thefa’5,000,000 shares of common stock at a pfi§&& &0 per share in a
public offering. In addition, the underwriters esised the option to purchase an additional 18(#@Dshares of common stock to cover
overallotments. The aggregate net proceeds thep@ayreceived before expenses in this sale wemmxzippately $546.3 million. This sale
was completed on November 8, 2010.

On May 27, 2009, the Company announced the salé&000,000 shares of common stock at $3.22 pee $baestimated procee!
less the underwriters’ discount and offering expsnsf $519.3 million. Immediately following thals of these shares Annaly purchased
4,724,017 shares at the same price per share pallie offering, for proceeds of approximately & /illion. In addition, on June 1, 2009
the underwriters exercised the option to purchgse @an additional 25,200,000 shares of commorkgtwcover ovelllotments for proceec
less the underwriters’ discount, of approximately ® million. These sales were completed on Ju28@9. In all, the Company raised net
proceeds of approximately $612.4 million in thefferings.

On April 15, 2009, the Company announced the sa®38,000,000 shares of common stock at $3.00lpaesfor estimated
proceeds, less the underwriters’ discount and ioffezxpenses, of $674.8 million. Immediately follog the sale of these shares Annaly
purchased 24,955,752 shares at the same prichger a&s the public offering, for proceeds of apnaxely $74.9 million. In addition, on
April 16, 2009 the underwriters exercised the aptiw purchase up to an additional 35,250,000 staresmmon stock to cover over-
allotments for proceeds, less the underwritergalisit, of approximately $101.3 million. These salese completed on April 21, 2009. In
all, the Company raised net proceeds of approxim&&50.9 in these offerings.

On September 24, 2009, the Company implementedidedid reinvestment and share purchase plan (‘DRSPmPe DRSPP
provides holders of record of its common stock ppastunity to automatically reinvest all or a portiof their cash distributions received on
common stock in additional shares of our commouoksés well as to make optional cash payments tohase shares of our common stock.
Persons who are not already stockholders may ailsdhase our common stock under the plan througbredtcash payments. The DRSPI
administered by the Administrator, The Bank of Néark Mellon. During the year ended December 31,@2@he Company raised $263,000
by issuing 67,596 shares through the DRSPP. Dihiagear ended December 31, 2009 no shares werslissider the DRSPP.
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During the year ended December 31, 2010, the Coyngleclared dividends to common shareholders tag&bi77.5 million or $0.6
per share. During the year ended December 31,,200€ompany declared dividends to common shadeh®totaling $242.4 million or
$0.43 per share.

There was no preferred stock issued or outstarangf December 31, 2010 or 2009.

On November 3, 2010, the Company filed an amendtoeig Articles of Incorporation. The Company’stiles of Incorporation
previously allowed the Company to issue up to altoft 1,100,000,000 shares of capital stock, parev&0.01 per share. As of November 3,
2010, the Company had 883,168,113 shares of constoechk issued and outstanding. To retain the glidiissue additional shares of capital
stock, the Company has increased the number oféslaarthorized to issue to 1,600,000,000 sharesstiogsof 1,500,000,000 shares of
common stock, $0.01 par value per common share1@d@00,000 shares of preferred stock, $0.01 glaevper preferred share.

11. Long Term Incentive Plan

The Company has adopted a long term stock inceptaueto provide incentives to its independentaes and employees of
FIDAC and its affiliates, to stimulate their effstibwards the Company’s continued success, lomg-gegowth and profitability and to attract,
reward and retain personnel and other service geosi The incentive plan authorizes the Compeams@bmmittee of the board of directors
to grant awards, including incentive stock optiams-qualified stock options, restricted sharesa@thér types of incentive awards. The
specific award granted to an individual is basednypn part, the individual's position within FIDAGhe individual’s position within the
Company, his or her contribution to the Compangg@mance, market practices, as well as the recamdiations of FIDAC. The incentive
plan authorizes the granting of options or othearals for an aggregate of the greater of 8.0% obthstanding shares of the Company’s
common stock up to a ceiling of 40,000,000 shares.

On January 2, 2008, the Company granted restrgttadk awards in the amount of 1,301,000 share$DAE’'s employees and the
Company’s independent directors. The awards tinthependent directors vested on the date of gnadithe awards to FIDAC’s employees
vest quarterly over a period of 10 years. Of theswes, as of December 31, 2010, 416,200 shaves/eated and 43,025 shares were
forfeited or cancelled.

Each independent director was awarded arataportion of $45,000 in common stock based on t& service in 2010, which vest
on December 31, 2010.

As of December 31, 2010, there was $15.7 milliototd] unrecognized compensation costs relatedmnevested share-based
compensation arrangements granted under the lomgineentive plan, based on the closing price efghares on the grant date. That cost is
expected to be recognized over a weighted-averagedoof 7.0 years. The total fair value of sharested, less those forfeited, during the
year ended December 31, 2010 was $481,000, basthe aipsing price of the stock on the vesting ¢

12. Income Taxes

As a REIT, the Company is not subject to Federame tax to the extent that it makes qualifyindriistions to its stockholders,
and provided it satisfies on a continuing basiugh actual investment and operating resultsRIEBE requirements including certain asset,
income, distribution and stock ownership tests.sMitates recognize REIT status as well. Duriegytar ended December 31, 2010, the
Company recorded $752,000 in income tax expenaterkto federal REIT excise tax due as a resudtsifortfall in the Company’s 2009
distributions as compared to the amount requirettuapplicable law and $3,000 in state income takrsing the year ended December 31,
2009, the Company recorded $1,000 in income tarrsg related to state and federal tax liabilitiesiodistributed income.

In general, common stock cash dividends declaretidoyCompany will be considered ordinary incomsttwkholders for income ti
purposes. From time to time, a portion of the Canys dividends may be characterized as capitalsgai return of capital. For the year
ended December 31, 2010, the Company estimatealtiatome distributed in the form of dividenddivie characterized as ordinary
income. The Company files tax returns in severd jurisdictions, including New York State and Newrk City. The 2010 tax year remains
open to U.S. federal, state and local tax exanunati
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For the year ended December 31, 2009, all incostellalited in the form of dividends was charactetias ordinary income.

During July 2010, the Company formed CIM Tradingh@any LLC, a wholly-owned subsidiary, and madeiatjelection to treat
the subsidiary as a taxable REIT subsidiary (“TRSX¥ such, CIM Trading Company LLC is taxable atomestic C corporation and subject
to federal, state, and local income taxes based itptaxable income. For the year ended Dece@ibe2010, no income tax expense has
been recorded for this TRS as the Company doesxpetct the subsidiary to have federal taxable irctonthe year.

13. Credit Risk and Interest Rate Risk

The Company’s primary components of market riskcaeglit risk and interest rate risk. The Compangubject to credit risk and
interest rate risk in connection with its investiisein non-Agency residential mortgage loans anditeensitive mortgage-backed
securities. When the Company assumes credititiakempts to minimize interest rate risk throwagset selection, hedging and matching the
income earned on mortgage assets with the costaitd liabilities. The Company is subject to iag rate risk, primarily in connection with
its investments in fixed-rate and adjustable-ratetgage-backed securities, residential mortgagesioand borrowings under repurchase
agreements. The Company attempts to minimize torisitithrough due diligence and asset selectiopurghasing loans underwritten to
agreed-upon specifications of selected originatditse Company has established a whole loan targekehincluding prime borrowers with
FICO scores generally greater than 650, Alt-A doentation, geographic diversification, owner-occdpieoperty, and moderate loan to
value ratio. These factors are considered to Ipoitant indicators of credit risk.

14. Management Agreement and Related Party Trans&ons

The Company has entered into a management agreevitleritl DAC, which provides for an initial term #hmgh December 31, 2010
with an automatic one-year extension option angestibo certain termination rights. On November 2810, the Compensation Committee
of the Board of Directors renewed the managemengieagent through December 31, 2011. The Company B&AC a quarterly
management fee equal to 1.50% per annum of the @wekholders’ Equity (as defined in the managdaragreement) of the Company.

Management fees accrued and paid to FIDAC for #as/ended December 31, 2010 and 2009 were $4li¢nnaind $25.7 million,
respectively.

The Company is obligated to reimburse FIDAC forcitsts incurred under the management agreemeiaiddition, the management
agreement permits FIDAC to require the Companyatpfpr its pro rata portion of rent, telephonelitigis, office furniture, equipment,
machinery and other office, internal and overhegikases that FIDAC incurred in the operation of@lmenpany. These expenses are
allocated between FIDAC and the Company based@rsatio of the Company’s proportion of gross assetspared to all remaining gross
assets managed by FIDAC as calculated at eachequend. FIDAC and the Company will modify thisogthtion methodology, subject to the
Company'’s board of directorapproval if the allocation becomes inequitable (ifehe Company becomes very highly leveraged maned tc
FIDAC's other funds and accounts). During the ymadted December 31, 2010, the Company reimbur€edElapproximately $465,000 for
such expenses. During the year ended Decembef8%, EIDAC waived its right to request reimbursetrfesm the Company for these
expenses.

During the years ended December 31, 2010 and 2@@400 and 128,900 shares of restricted stockdsby the Company to
FIDAC’s employees vested, as discussed in Note 11.

In April 2009, the Company entered into a Secwgitreustry and Financial Markets Association statigimeprinted form Master
Repurchase Agreement with RCap Securities, Inehally owned subsidiary of Annaly. This standagiteement does not contain any so
liquidity, net worth or other similar types of ptigé or negative covenants. Rather, the agreeomntins covenants that require the buyer
and seller of securities to deliver collateral ecuwities, and similar covenants which are custgrimtaMaster Repurchase Agreements. At
December 31, 2010 and 2009, the Company had nidimg under this agreement. The Company has beswmipliance with all covenants
of this agreement since it entered into this agegm
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In March 2008, the Company entered into a Secaritidustry and Financial Markets Association statigeprinted form Master
Repurchase Agreement with Annaly. This standardeagent does not contain any sort of liquidity,wetth or other similar types of
positive or negative covenants. Rather, the ageeégontains covenants that require the buyer alher ©f securities to deliver collateral or
securities, and similar covenants which are custgimaMaster Repurchase Agreements. At DecembgP@10, the Company had no
financing under this agreement. At December 3092¢he Company financed $259.0 million under #yseement at a weighted average rate
of 1.72%. The Company has been in compliance alitbovenants of this agreement since it entersalthnis agreement.

15. Commitments and Contingencies

From time to time, the Company may become invoiwedharious claims and legal actions arising indhdinary course of
business. Management is not aware of any reportedreported contingencies at December 31, 2010.

16. Subsequent Events

On January 28, 2011 the Company entered into aityedjstribution agreement with FIDAC and UBS Setias LLC
(“UBS”). Through this agreement, the Company maly/terough UBS, as its sales agent, up to 1250@@0shares of our common stock in
ordinary brokers’ transactions at market pricestber transactions as agreed between the CompanyBS8.

17. Summarized Quarterly Results (Unaudited)

The following is a presentation of the results pérations for the quarters ended December 31, ZHfitember 30, 2010, June 30,
2010 and March 31, 2010.
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CHIMERA INVESTMENT CORPORATION
CONSOLIDATED STATEMENTS OF OPERATIONS
(dollars in thousands, except share and per slag

(unaudited
For the Quarters Ende
September
December 3! 30, March 31,
2010 2010 June 30, 201 2010
Net Interest Income:
Interest incom $ 159,96° $ 140,40 $ 133,52 $ 128,98:
Interest expens 12,07¢ 10,52% 7,19¢ 7,374
Interest income, ne-retainec 33,78( 58,09( 49,82¢ 50,86:
Interest expense, n-retainec 27,57 32,23 21,42 33,83(
Net interest income (expens 154,09¢ 155,73: 154,73. 138,64:
Other-than-temporary impairments:
Total othe-thar-temporary impairment loss (5,596 (1,319 (24,746 (22,687
Non-credit portion of loss recognized in other comemetive income
(loss) 3,23¢ 43€ 17,85 20,14
Net othe-thar-temporary credit impairment loss (2,369 (87¢) (6,899 (2,544
Other gains (losses)
Unrealized gains (losses) on interest rate s\ 14,83 (13,587 (11,237 -
Realized gains (losses) on sales of investment: 7,711 2,032 - 34z
Realized losses on principal w-downs of no-Agency RMBS (3,599 (2,519 (32€) (949)
Total other gains (losse 18,94¢ (14,06¢) (11,567 (607)
Net investment income (los 170,68« 140,78! 136,27t 135,49(
Other expenses
Management fe 12,22¢ 11,31¢ 9,26: 8,11«
Provision for loan losse 577 482 1,024 60€
General and administrative expen 1,64¢ 1,79¢ 1,40¢ 1,16(C
Total other expense 14,45« 13,59¢ 11,69¢ 9,88(
Income (loss) before income taxe 156,23( 127,18 124,58( 125,61(
Income taxe: 3 752 1 -
Net income (loss $ 156,22° $ 126,43! $ 12457¢ $ 125,61(

The following is a presentation of the results péations for the quarters ended December 31, Z§&tember 30, 2009, June 30,
2009 and March 31, 2009.
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CHIMERA INVESTMENT CORPORATION
CONSOLIDATED STATEMENTS OF OPERATIONS
(dollars in thousands, except share and per slag

(unaudited
For the Quarters Ende
September
December 3! 30, March 31,
2009 2009 June 30, 200 2009
Net Interest Income:
Interest incomt $ 100,76 $ 104,69 $ 65,077 $ 28,007
Interest expens 8,53( 9,191 8,31 9,042
Net interest income (expens 92,23t 95,49: 56,76 18,96¢
Other-than-temporary impairments:
Total othe-thar-temporary impairment loss: (1,480 (6,209 (8,575 -
Non-credit portion of loss recognized in other comprretive income
(loss) 164 4,024 2,08( -
Net othe-thar-temporary credit impairment loss (1,316 (2,185 (6,495 -
Other gains (losses)
Realized gains (losses) on sales of investment: 16,19: 74,50¢ 9,321 3,627
Realized losses on principal w-downs on no-Agency RMBS (195 (61) - -
Total other gains (losse 15,99¢ 74,44 9,321 3,62
Net investment income (loss 106,91! 167,75! 59,59( 22,59:
Other expenses
Management fe 8,51¢ 8,64¢ 5,95¢ 2,58:
Provision for loan losse 1,69z 47 1,13C 234
General and administrative expen 1,23¢ 1,057 861 90&
Total other expense 11,44¢ 9,75: 7,94¢ 3,722
Income (loss) before income taxe 95,46¢ 158,00: 51,64 18,87(
Income taxe: - - - 1
Net income (loss $ 95,46¢ $ 158,00 $ 51,64 $ 18,86¢
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regiigthas duly caused this report
to be signed on its behalf by the undersignedetimen duly authorized, in the city of New York, ®taf New York.

CHIMERA INVESTMENT CORPORATION

By: /s/ Matthew Lambias
Matthew Lambias:
Chief Executive Officer and Preside
February 25, 201:

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bbélptihe following persons on
behalf of the registrant and in the capacities@mthe date indicated.

Signatures Title Date
Chief Executive Officer, President, and

/s/ Matthew Lambias Director (Principal Executive Office February 25, 201
Matthew Lambias

Chief Financial Officer (Principal Financial
/s/ A. Alexandra Denahe and Accounting Officer February 25, 201
A. Alexandra Denaha

/sl Jeremy Diamon Director February 25, 2011
Jeremy Diamon

/sl Mark Abrams Director February 25, 2011
Mark Abrams

/sl Paul A. Keena Director February 25, 2011
Paul A. Keenal

/s/ Paul Donlir Director February 25, 2011
Paul Donlin

/sl Gerard Creag Director February 25, 2011
Gerard Creag

/s/ Dennis Mahone Director February 25, 2011
Dennis Mahone'

/s/ John P. Reill Director February 25, 2011
John P. Reilly

S-1



Exhibit 12.1

Ratio of Income (Loss) To Combined Fixed Charged Rreferred Stock Dividenc
The following table sets forth the calculation of @atio of earnings to combined fixed charges pederred stocl
dividends for the periods shown (dollars in thowsar

For the perioc
from Nov. 21, 200
through Dec. 31,

For the Year Ende

December 31, December 31, December 31,

2010 2009 2008 2007

Net income (loss) before tax $ 533,600 $ 323,98: $ (119,79) $ (2,90
Add: fixed charges (interest expen: 152,23t 35,08: 60,54« 41E

preferred stock dividen - - - -
Income (loss) as adjust $ 685,84 $ 359,06° $ (59,259 $ (2,48¢)
Fixed charges (interest expense) + preferred stvittend $ 152,23t $ 35,08: $ 60,54 $ 41t
Ratio of income (losses) to combined fixed chayes
preferred stock dividenc 4.51X 10.23X (0.99X%) (5.99X%)



Exhibit 21.1
Subsidiaries of Registrant

Chimera Securities Holdings LLC, Delaware limitebility company.

Chimera Asset Holding LLC, Delaware limited liabilicompany.

Chimera Holding, LLC, Delaware limited liability ogpany.

Chimera Special Holdings LLC, Delaware limited lidlp company (a wholly owned subsidiary of Chimekaset Holding LLC)
CIM Trading Company LLC



Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

We consent to the incorporation by reference ini®egion Statement Nos. 333-159468 and 333-162h2Borms S-3 and Registration
Statement No. 333-147747 on Form S-8 of our remtated February 28, 2011, relating to the constdatiinancial statements of Chimera
Investment Corporation (which report expressesraualified opinion and includes an explanatory geaph relating to the Company’s
adoption of Accounting Standards Codification (“A%$810, Consolidation and 860;Transfers and Servicing as of January 1, 2010, as the
adoption had a material impact to the consolidéitehcial statements as it relates to the constdidaf certain variable interest entities),
the effectiveness of Chimera Investment Corporatioriernal control over financial reporting, appeg in the Annual Report on Form 10-K
of Chimera Investment Corporation for the year eéndecember 31, 2010.

/s/ DELOITTE & TOUCHE LLP

New York, New York
February 28, 2011



Exhibit 31.1
CERTIFICATIONS

I, Matthew Lambiase, certify that:
1. | have reviewed this annual repororm 10-K of Chimera Investment Corporation;

2. Based on my knowledge, this reportsdo@ contain any untrue statement of a matergldaomit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this report;

3. Based on my knowledge, the consoliifiteancial statements, and other financial infatioraincluded in this report, fairly
present in all material respects the financial dioml results of operations and cash flows ofréngistrant as of, and for, the periods
presented in this report;

4, The registrant’s other certifying offr and | are responsible for establishing and tamimg disclosure controls and
procedures (as defined in Exchange Act Rules 13a}Ehd 15d-15(e)) and internal control over finaheporting (as defined in
Exchange Act Rules 13a-15(f) and 15d-15(f) forrgistrant and have:

a. Designed such disclosure controls and proceduresansed such disclosure controls and procedurdse
designed under our supervision, to ensure that riabteformation relating to the registrant, inciog its
consolidated subsidiaries, is made known to usthgre within those entities, particularly during theriod il
which this report is being prepare

b. Designed such internal control over financial répgr, or caused such internal control over finah@aorting tc
be designed under our supervision, to provide regde assurance regarding the reliability of finaheporting
and the preparation of financial statements foeml purposes in accordance with generally acdegteountin
principles;

c. Evaluated the effectiveness of the registadisclosure controls and procedures and preséamtibis report oL
conclusions about the effectiveness of the disctosontrols and procedures, as of the end of thiegeovere:
by this report based on such evaluation;

d. Disclosed in this report any change in the regigtsanternal control over financial reporting thatowed durin
the registrant’s most recent fiscal quarter (tlesteants fourth fiscal quarter in the case of an annuabmg tha
has materially affected, or is reasonably likelymaterially affect, the registrastinternal control over financ
reporting; anc

5. The registrant’s other certifying offr and | have disclosed, based on our most resafitation of internal control over
financial reporting, to the registrant’s auditorgldhe audit committee of the registranboard of directors (or persons performing
equivalent functions):

a. All significant deficiencies and material weaknessethe design or operation of internal contralerdfinancia
reporting which are reasonably likely to adversaffgct the registrant’ ability to record, process, summarize
report financial information; an

b. Any fraud, whether or not material, that involveamagement or other employees who have a significdatir
the registrar' s internal control over financial reportir
Date: February 25, 201
[/s/ Matthew Lambias

Matthew Lambias
Chief Executive Officer and President (PrincipakEutive Officer)




Exhibit 31.2
CERTIFICATIONS

I, A. Alexandra Denahan, certify that:
1. | have reviewed this annual repororm 10-K of Chimera Investment Corporation;

2. Based on my knowledge, this reportsdo@ contain any untrue statement of a matergldaomit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this report;

3. Based on my knowledge, the consoliifiteancial statements, and other financial infatioraincluded in this report, fairly
present in all material respects the financial dioml results of operations and cash flows ofréngistrant as of, and for, the periods
presented in this report;

4, The registrant’s other certifying offr and | are responsible for establishing and tamimg disclosure controls and
procedures (as defined in Exchange Act Rules 13a}Ehd 15d-15(e)) and internal control over finaheporting (as defined in
Exchange Act Rules 13a-15(f) and 15d-15(f) forrgistrant and have:

a. Designed such disclosure controls and proceduresansed such disclosure controls and procedurdse
designed under our supervision, to ensure that riabteformation relating to the registrant, inciog its
consolidated subsidiaries, is made known to usthgre within those entities, particularly during theriod il
which this report is being prepare

b. Designed such internal control over financial répgr, or caused such internal control over finah@aorting tc
be designed under our supervision, to provide regde assurance regarding the reliability of finaheporting
and the preparation of financial statements foeml purposes in accordance with generally acdegteountin
principles;

c. Evaluated the effectiveness of the registadisclosure controls and procedures and preséamtibis report oL
conclusions about the effectiveness of the disctosontrols and procedures, as of the end of thiegeovere:
by this report based on such evaluation;

d. Disclosed in this report any change in the regigtsanternal control over financial reporting thatowed durin
the registrant’s most recent fiscal quarter (tlesteants fourth fiscal quarter in the case of an annuabmg tha
has materially affected, or is reasonably likelymaterially affect, the registrastinternal control over financ
reporting; anc

5. The registrant’s other certifying offr and | have disclosed, based on our most resafitation of internal control over
financial reporting, to the registrant’s auditorgldhe audit committee of the registranboard of directors (or persons performing
equivalent functions):

a. All significant deficiencies and material weaknessethe design or operation of internal contralerdfinancia
reporting which are reasonably likely to adversaffgct the registrant’ ability to record, process, summarize
report financial information; an

b. Any fraud, whether or not material, that involveamagement or other employees who have a significdatir
the registrar' s internal control over financial reportir
Date: February 25, 201
s/ _A. Alexandra Denaha

A. Alexandra Denaha
Chief Financial Officer (Principal Financial OffiQe




Exhibit 32.1

CHIMERA INVESTMENT CORPORATION
1211 AVENUE OF THE AMERICAS
SUITE 2902
NEW YORK, NEW YORK 10036

CERTIFICATION

PURSUANT TO SECTION 906 OF THE
SARBANES-OXLEY ACT OF 2002, 10 U.S.C. SECTION 1350

In connection with the annual report on Form 10fkKChimera Investment Corporation (the “Company’) thee year ended
December 31, 2010 to be filed with Securities ardhange Commission on or about the date hereof'Rbport”), |, Matthew Lambiase,

President, and Chief Executive Officer of the Compaertify, pursuant to Section 906 of the Sarka@&ley Act of 2002, 18 U.S.C. Section
1350, that:

1. The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeoh 1934; anc

2. The information contained in the Report fairly ets, in all material respects, the financial ctadiand results of operations of 1

Company at the dates of, and for the periods coveyethe Report

It is not intended that this statement be deemédxtiiled for purposes of the Securities Exchangeoh 1934.

/s/ Matthew Lambias

Matthew Lambias:

Chief Executive Officer and Preside
February 25, 201




Exhibit 32.2

CHIMERA INVESTMENT CORPORATION
1211 AVENUE OF THE AMERICAS
SUITE 2902
NEW YORK, NEW YORK 10036

CERTIFICATION

PURSUANT TO SECTION 906 OF THE
SARBANES-OXLEY ACT OF 2002, 10 U.S.C. SECTION 1350

In connection with the annual report on Form 10fkKChimera Investment Corporation (the “Company’) thee year ended

December 31, 2010 to be filed, I, A. Alexandra Owarg Chief Financial Officer of the Company, cgrtipursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, 18 U.S.C. Section 18%;

1. The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeoh 1934; anc

2. The information contained in the Report fairly mets, in all material respects, the financial ctodiand results of operations of 1

Company at the dates of, and for the periods coveyethe Report

It is not intended that this statement be deemédxtiiled for purposes of the Securities Exchangeoh 1934.

/sl A. Alexandra Denahe
A. Alexandra Denaha
Chief Financial Officel
February 25, 201




