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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-Q

[X] QUARTERLY REPORT PURSUANT TO SECTNOL3 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
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OR

[] TRANSITION REPORT PURSUANT TO SE{ON 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

FOR THE TRANSITION PERIOD FROM TO

COMMISSION FILE NUMBER: 1-33796

CHIMERA INVESTMENT CORPORATION

(Exact name of Registrant as specified in its Grart

MARYLAND 26-0630461
(State or other jurisdiction of incorporation oganization) (IRS Employer Identification No

1211 AVENUE OF THE AMERICAS, SUITE 2902

NEW YORK, NEW YORK
(Address of principal executive offices)
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(Zip Code)

(646) 454-3759
(Registrant’s telephone number, including area fode

Indicate by check mark whether the Registrant ék)filed all documents and reports required talbd by Section 13 or 15(d) of the Securi
Exchange Act of 1934 during the preceding 12 mo(dh$or such shorter period that the Registrard vemuired to file such reports), and (2)
has been subject to such filing requirements ferpist 90 days:
Yed NoO

Indicate by check mark whether the Registrant basnitted electronically and posted on its corpokieb site, if any, every Interactive Data
File required to be submitted and posted purswaRuie 405 of Regulation S-T (Section 232.405 &f thapter) during the preceding 12
months (or for such shorter period that the regigtwas required to submit and post such files).

YesM NoO

Indicate by check mark whether the Registrantl&sge accelerated filer, an accelerated filer, aooelerated filer, or a smaller reporting
company. See definition of “accelerated filer,"rtia accelerated filer,” and “smaller reporting camy’ in Rule 12b-2 of the Exchange Act.

Large accelerated fild&Wl | Accelerated fileld | Non-accelerated filddl Smaller reporting compariy
Indicate by check mark whether the Registrantsbell company (as defined in Rule 12b-2 of the Exde Act).
YesO NoHM
APPLICABLE ONLY TO CORPORATE ISSUERS:
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Common Stock, $.01 par valu 883,161,35:
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CHIMERA INVESTMENT CORPORATION
CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION
(dollars in thousands, except share and per slzdiag

June 30,201 December 31

(unaudited 2009 (1)

Assets:
Cash and cash equivale $ 236,21: $ 24,27¢
Non-Agency Mortgag-Backed Securities, at fair vall

Senior 817,73t 2,022,401

Subordinatec 1,465,90! 376,45¢

Senior, no-retainec 2,133,48 -
Agency Mortgag-Backed Securities, at fair val 1,761,73 1,690,02!
Securitized loans held for investment, net of aloee for loan losses of $5.6 million and $4.6 olli
respectively 416,50« 470,53
Accrued interest receivab 45,68: 33,12¢
Other asset 928 1,49¢
Total asset $ 6,878,18. $ 4,618,322
Liabilities:
Repurchase agreemel $ 1,337,800 $ 1,716,39
Repurchase agreements with affilia - 259,00
Securitized dek 342,81 390,35(
Securitized debt, ne«-retained 2,120,86. -
Accrued interest payab 12,14¢ 3,23t
Dividends payabl 130,42( 113,78t
Accounts payable and other liabiliti 67¢ 472
Investment management fees payable to affi 9,351 8,51¢
Interest rate swaps, at fair val 11,237 -
Total liabilities $ 3,96532 $ 2,491,76
Commitments and Contingencies (Note - -
Stockholders' Equity:
Common stock: par value $0.01 per share; 1,0000000shares authorized, 883,151,028 and 670,37.
shares issued and outstanding, respect $ 8,82: $ 6,69:
Additional paic-in-capital 3,056,561 2,290,61
Accumulated other comprehensive income (It 67< (99,759
Accumulated defici (153,202) (70,997
Total stockholders' equit $ 291285 $ 2,126,56
Total liabilities and stockholders' equ $ 6,878,18 $ 4,618,32

(1) Derived from the audited consolidated finanstatements at December 31, 2C
See notes to consolidated financial statemu




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

For the Quarters Ende For the Six Months Ende
June 30,201 June 30, 200 June 30,201 June 30, 200

Net Interest Income:

Interest incom $ 13352: $ 65,077 $ 262,50t $ 93,08
Interest expens 7,19¢ 8,31: 14,57: 17,35¢
Interest income, ne¢-retainec 49,82¢ - 100,69( -
Interest expense, n-retained 21,42 - 55,25 -
Net interest incom 154,73. 56,76¢ 293,37: 75,72¢
Other-than-temporary impairments:

Total othe-thar-temporary impairment loss (24,74¢) (8,57%) (47,439 (8,57%)
Non-credit portion of loss recognized in other compretive income

(loss) 17,85: 2,08( 37,99¢ 2,08(
Net othe-thar-temporary credit impairment loss (6,897) (6,495 (9,437) (6,495
Other gains (losses)

Unrealized gains (losses) on interest rate s\ (11,239 - (11,23 -
Realized gains (losses) on sales of investment: - 9,321 34z 12,94¢
Realized losses on principal w-downs of no-Agency RMBS (326€) - (1,275 -
Total other gains (losse (11,569 9,321 (12,170 12,94¢
Net investment income (los 136,27t 59,59( 271,76t 82,18:
Other expenses

Management fe 9,26: 5,95¢ 17,37% 8,53¢
Provision for loan losse 1,02¢ 1,13( 1,63( 1,36:
General and administrative expen 1,40¢ 861 2,56¢ 1,76¢
Total other expense 11,69¢ 7,94¢ 21,57¢ 11,66¢
Income (loss) before income taxe 124,58( 51,64« 250,19( 70,51«
Income taxe: 1 - 1 1
Net income (loss $ 12457¢ $ 5164 $ 250,18¢ $ 70,51
Net income (loss) per shi-basic and dilute: $ 0.1¢ $ 0.1C $ 0.3t $ 0.21
Weighted average number of shares outstar-basic and dilute 765,475,34 503,110,13 718,185,90 341,053,85
Comprehensive income (loss

Net income (loss $ 12457¢ $ 51,64 $ 250,18¢ $ 70,51!
Other comprehensive income (los

Unrealized gains (losses) on avail-for-sale securities, n (151,529 39,50: 90,05 53,09:
Reclassification adjustment for net losses includetet income for oth-

thar-temporary credit impairment loss 6,89: 6,49t 9,43 6,49t
Reclassification adjustment for realized lossein@adncluded in ne

income 32€ (9,32 93< (12,949
Other comprehensive income (los (144,309 36,67¢ 100,42° 46,63¢
Comprehensive income (los $ (19,726 $ 88,31¢ $ 350,61¢ $ 117,15.

See notes to consolidated financial statemu




CHIMERA INVESTMENT CORPORATION
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY
(dollars in thousands, except per share ¢

(unaudited
Accumulatec Retainec
Common Additional Other Earnings
Stock Paid-in Comprehensiv  (Accumulatet
Par Value Capital Income (Loss Deficit) Total

Balance, December 31, 20 $ 1,76C $ 831,96t $ (266,669 $ (152,609 414,45!
Net income (loss - - - 70,51 70,51
Other comprehensive income (lo: - - 46,63¢ - 46,63¢
Net proceeds from common stock offerit 4,931 1,458,13 - - 1,463,06.
Restricted stock gran 1 211 - - 212
Common dividends declared, $0.14 per sl - - - (48,277) (48,277)
Balance, June 30, 20! $ 6,692 $ 229030 $ (220,029 $ (130,36) 1,946,60!
Balance, December 31, 20 $ 6,69 $ 2,290,61 $ (99,759 $ (70,999 2,126,56.
Net income (loss - - - 250,18 250,18
Cumulative effect of change in accounting princ - - - (88,18 (88,18
Other comprehensive income (lo: - - 100,42 - 100,42
Net proceeds from direct purchase and divid

reinvestmen - 12t - - 12¢
Net proceeds from common stock offerit 2,12¢ 765,58 - - 767,71:
Restricted stock gran 1 24t - - 24¢
Common dividends declared, $0.34 per sl - - - (244,21)) (244,21
Balance, June 30, 20: $ 8,82: $ 3,056,561 $ 67 $ (153,20) 2,912,85!

See notes to consolidated financial statem:




CHIMERA INVESTMENT CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS
(dollars in thousand:

(unaudited
For the Six For the Six
Months Ended Months Ended
June 30, 201 June 30, 200

Cash Flows From Operating Activities:
Net income $ 250,18¢ $ 70,51
Adjustments to reconcile net income to net cashkigeal by operating activitie:
Accretion of investment discour (118,81) (14,869
Unrealized losses (gains) on interest rate s\ 11,237 -
Realized losses (gains) on sales of investrr (342) (12,949
Realized losses on principal w-downs of no-Agency RMBS 1,27¢ -
Net othe-thar-temporary credit impairment loss 9,43 6,49¢
Provision for loan losse 1,63( 1,36:
Restricted stock gran 24¢€ 212
Changes in operating asse

Decrease (increase) in accrued interest reclei (12,559 (17,109

Decrease (increase) in other as 571 45¢
Changes in operating liabilitie

Increase (decrease) in accounts payable andl@th#ities 207 2,68:

Increase (decrease) in investment managemenpeble to affiliat 83¢ 1,08(

Increase (decrease) in accrued interest pa 8,91( 33€
Net cash provided by operating activit $ 152,83. $ 38,22¢
Cash Flows From Investing Activities:
Mortgage-Backed Securities portfolic

Purchase $ (1,502,61) $ (3,202,74)

Sales 89,871 633,02°

Principal payment 377,10¢ 130,07:
MortgageBacked Securities portfolio, n-retained:

Principal payment 289,73: -
Securitized loans

Principal payment 52,24¢ 50,75:
Net cash used in investing activiti $ (693,64) $ (2,388,89)
Cash Flows From Financing Activities:

Proceeds from repurchase agreem $ 10,564,04 $ 44,457,322

Payments on repurchase agreem (11,201,64) (43,518,81)

Net proceeds from common stock offeril 767,71: 1,463,06.

Payments on securitized debt borrowi (48,41 (47,659

Proceeds from securitized debt borrowings,-retained 1,127,87. -

Payments on securitized debt borrowings -retained (229,36 -

Net proceeds from direct purchase and divideid/estmen 125 -

Common dividends pa (227,58 (17,606
Net cash provided by financing activiti $ 752,750 $ 2,336,30:
Net increase (decrease) in cash and cash equis $ 211,93 % (14,359
Cash and cash equivalents at beginning of p¢ 24,27¢ 27,48(
Cash and cash equivalents at end of pe $ 236,21: $ 13,12;
Supplemental disclosure of cash flow information

Interest pait $ 60,91 $ 17,02(

Taxes pail $ 1 $ -
Non-cash investing activities;

Payable for investments purcha: $ - $ 270,73}

Net change in unrealized gain on avail-for sale securitie $ 100,42° $ 46,63¢
Non-cash financing activities:

Common dividends declared, not yet ¢ $ 130,42( $ 37,70t

See notes to consolidated financial statemu




CHIMERA INVESTMENT CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE QUARTER ENDED JUNE 30, 2010
(Unaudited)

1. Organization

Chimera Investment Corporation (“Company”) was oiged in Maryland on June 1, 2007. The Companymenced operations on
November 21, 2007 when it completed its initial jubffering. The Company has elected to be tea®d real estate investment tt
(“REIT"), under the Internal Revenue Code of 1986 amended. As long as the Company qualifiesREsld, the Company will generally not
be subject to U.S. federal or state corporate tardts income to the extent that the Company idistes at least 90% of its taxable net income
to its stockholders. In July 2008, the Companynfed Chimera Securities Holdings, LLC, a wholly-odrseibsidiary. In June 2009, the
Company formed Chimera Asset Holding LLC and Chamndolding LLC, both wholly-owned subsidiaries. January 2010, the Company
formed Chimera Special Holding LLC, which is a wiggdwned subsidiary of Chimera Asset Holding LLChimera Securities Holdings,
LLC, Chimera Asset Holding LLC, Chimera Holding LL&nd Chimera Special Holding LLC are qualified REubsidiaries. Annaly Capital
Management, Inc. (“Annaly”) owns approximately 5.0%the Company’s common shares. The Company isged by Fixed Income
Discount Advisory Company (“FIDAC”), an investmeaadvisor registered with the Securities and Excha&@g@amission (“SEC”). FIDAC is a
wholly-owned subsidiary of Annaly.

2. Summary of the Significant Accounting Policies

(a) Basis of Presentation

The consolidated financial statements include tio®ants of the Company and its wholly-owned subsies, Chimera Securities
Holdings, LLC, Chimera Holding LLC, Chimera Assetlding LLC and its wholly-owned subsidiary, Chim&pecial Holding LLC. All
intercompany balances and transactions have beamaled.

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

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

The Company invests in residential mortgage-backeedrities (“RMBS”) representing interests in ohtigns backed by pools of
mortgage loans. The Company classifies its investreecurities as either “trading,” “available-fals,” or “held-to-maturity.” In addition, the
Company delineates between (1) Agency, (2) non-8geand (3) non-Agency, non-retained securitieke Agency RMBS are mortgage pass-
through certificates, collateralized mortgage ddtiighs (“CMOs”), and other mortgage-backed se@sgitepresenting interests in or obligations
backed by pools of mortgage loans issued or gueedrds to principal and/or interest repayment leneigs of the U.S. Government or
federally chartered corporations such as Governiatibnal Mortgage Association (“Ginnie Mae”) , tRederal Home Loan Mortgage
Corporation (“Freddie Mac”) or the Federal NatioWartgage Association (“Fannie Mae”). The non-AggeRMBS portfolio is not issued or
guaranteed by Fannie Mae, Freddie Mac, or Ginnie &al is therefore subject to credit risk. Non-#gg non-retained securities are further
detailed in Note 8 to these consolidated finanstialements.

The Company holds its RMBS as available-for-saeords investments at estimated fair value as itbestcim Note 5 of these
consolidated financial statements, and includeealimed gains and losses in other comprehensiwenadloss) in the consolidated statements
of operations and comprehensive income (loss)mRnme to time, as part of the overall manageméitsgortfolio, the Company may sell ¢
of its RMBS investments and recognize a realized galoss as a component of earnings in the coeield statements of operations and
comprehensive income (loss) utilizing the spedd@ntification method.

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 discou
amortization/accretion on non-Agency RMBS is redpgd in accordance with Accounting Standards Codlifon (“ASC”) 325, nvestment-
Other . For non-Agency RMBS, the Company estimatesetithe of purchase expected future cash flows,gyn@ent speeds, credit losses,
loss severity, and loss timing based on the Conmiparhservation of available market data, its exgrere, and the collective judgment of its
management team to determine the effective inteaéston the RMBS. Not less than quarterly, then@any reevaluates, and if necessary,
makes adjustments to its analysis utilizing intemadels, external market research and sourcesrijunction with its view on performance in
the non-Agency RMBS sector. Changes to the Conipasgumptions subsequent to the purchase daténeraase or decrease the
amortization/accretion of premiums or discountsolutaffects interest income. Changes to assumpti@islecrease expected future cash
flows may result in other-than-temporary impairmg@TTI”).




The Company evaluates each investment in its RM@8dgdio for OTTI quarterly or more often if markeonditions warrant. The
Company determines if it (1) has the intent to el security, (2) is more likely than not thawitl be required to sell the securities before
recovery, or (3) does not expect to recover theeeatnortized cost basis of the security. Furtties,security is analyzed for credit loss by
comparing the difference between the present v@flgash flows expected to be collected and the tineor cost basis. The credit loss, if any,
will then be recognized in the consolidated statemef operations, while the balance of impairnrefdted to other factors will be recognized
in other comprehensive income (loss).

(d) Securitized Loans Held for Investment
The Company’s securitized residential mortgagedaae comprised of fixed-rate and variable-ratedoaMortgage loans are
designated as held for investment, recorded or tdate, and are carried at their principal balandstanding, plus any premiums or discounts,
less allowances for loan losses. Interest incomians held for investment is recognized ovelifeeof the investment using the effective
interest method. Income recognition is suspendetbfins when, in the opinion of management, arédbvery of income and principal
becomes doubtful. Income recognition is resumeednithe loan becomes contractually current and pegoce is demonstrated to be
resumed. The Company estimates fair value of #emd loans as described in Note 5 of these ciuhestald financial statements.

(e) Allowance for Loan Losses

The Company has established an allowance for lnssek at a level that management believes is atdelpased on an evaluation of
known and inherent risks related to the Comparogas Iportfolio. The estimate is based on a vaéfiactors including current economic
conditions, industry loss experience, the loanipatpr’'s loss experience, credit quality trendani@ortfolio composition, delinquency trends,
national and local economic trends, national unesmpent data, changes in housing appreciation aredégiion and whether specific
geographic areas where the Company has significantconcentrations are experiencing adverse ecienmnditions and events such as
natural disasters that may affect the local econonproperty values. Upon purchase of a pool ofisgghe Company obtains written
representations and warranties from the selletstieaCompany could be reimbursed for the valughefloan if the loan fails to meet the agr
upon origination standards. While the Companylitides history of its own to establish loan trendglinquency trends of the originators and
the current market conditions aid in determining @tiowance for loan losses. The Company alsmpes due diligence procedures on a
sample of loans that met its criteria during thechase process. The Company has created an wteliioggrovision for probable loan losses
estimated as a percentage of the remaining unpiidipal balance on the loans. Management's eséinisabased on historical experience of
similarly underwritten pools.

When the Company determines it is probable thati8peontractually due amounts are uncollectilthes amount is considered
impaired. Where impairment is indicated, a valuativrite-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 ased and the net sales price of repossessed
collateral is charged to the allowance for loarséss

() Repurchase Agreements

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

(9) Securitized Debt and Securitized Debt, Non Reitzed

The Company has issued securitized debt to finammartion of its residential mortgage loan portiaind has re-securitized RMBS to
finance a portion of its RMBS portfolio. Certanansactions involving residential mortgage loamsaarcounted for as financings, and are
recorded as an asset called “Securitized loansfbeldvestment” and the corresponding debt as ti8ézed debt” in the consolidated
statements of financial condition. These secutiins are collateralized by residential adjustaipléxed rate mortgage loans that have been
placed in a trust and pay interest and principghpents to the debt holders of that securitizatiBe-securitization transactions classified as
“Securitized debt, non-retained” reflect the tramgb a trust of fixed or adjustable rate RMBS whhéee classified as “Non-Agency Mortgage-
Backed Securities Senior, non-retained” that pégrast and principal payments to the debt holdktisat re-securitization. Re-securitization
transactions completed by the Company are accodiotexd financings pursuant to the adoption of A30. The holders of securitized debt
and securitized debt, non-retained have no recdarsees Company. The Company estimates fair vafisecuritized debt as described in Note
5 to these consolidated financial statements.




(h) Fair Value Disclosure
A complete discussion of the methodology utilizgdtie 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 ®lative 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 recodeithar assets or liabilities in the consolidattdement of financial condition, and measured
at fair value with realized and unrealized gaind lrsses recognized in earnings.

The FASB issued additional guidance that attempisiprove the transparency of financial reportiygoboviding additional
information about how derivative and hedging atitgi affect an entity’s financial position, finaatperformance and cash flows. This
guidance changed the disclosure requirements foradize instruments and hedging activities by rieqg enhanced disclosure about (1) how
and why an entity uses derivative instrumentsh(®y derivative instruments and related hedged it@rasccounted for, and (3) how deriva
instruments and related hedged items affect thgyenfinancial position, financial performance,caoash flows.

The Company uses derivatives for economic hedgimgoses rather than speculation and relies oratians from third parties to
determine fair values. If the Company’s hedgintivitees do not achieve its desired results, thenPany’s reported earnings may be adversely
affected.

() Sales and Securitizations

The Company periodically enters into transactiongfich it sells financial assets, such as RMBSitgage loans and other
assets. Gains and losses on sales of assetsnapateal on the specific identification method whgréie Company records a gain or loss on
the difference between the carrying value of trsetand the proceeds from the sale. In addittehCtompany from time to time securitizes or
re-securitizes assets and sells tranches in thiy/sewuritized assets. These transactions magdmeded as either a sale and the assets
contributed to the securitization are removed ftbeconsolidated statements of financial conditind a gain or loss is recognized, or as a
financing whereby the assets contributed to tharii&ation are not derecognized but rather thiiliiées issued by the securitization are
recorded to reflect the term financing of the asséh these securitizations and re-securitizatitmes Company sometimes retains or acquires
senior or subordinated interests in the securitaree-securitized 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 tax to
the extent that qualifying distributions are madlstockholders and the REIT requirements, includieigain asset, income, distribution and
stock ownership tests are met. If the Companedaid 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 qualifgag REIT for the subsequent four
taxable years following the year in which the RELTlification was lost.

() Net Income per Share

The Company calculates basic net income per shagévtling net income for the period by the weighteverage shares of its
common stock outstanding for that period. Diluted income per share takes into account the effetitutive instruments, such as stock
options, but uses the average share price fordhegin determining the number of incremental shdhat are to be added to the weighted
average number of shares outstanding. The Commathyo potentially dilutive securities outstandihging the periods presented.




(m) Stock-Based Compensation

The Company accounts for stock based compensatiarda granted to the employees of FIDAC and itdiat#s in accordance with
ASC 505-50 Equity-Based Payments to Non-Employees. Accounting principles generally accepted inltheted States of America (“GAAP”)
requires the Company to measure the fair valubetguity instrument using the stock prices anératteasurement assumptions as of the
earlier of either the date at which a performarmamitment by the counterparty is reached or the datvhich the counterparty’s performance
is complete. Compensation expense related tordr@gyof stock and stock options is recognized tvewesting period of such grants base
the fair value of the stock on the vesting date.

(n) Use of Estimates

The preparation of the consolidated financial stetiets in conformity with GAAP requires managemernake estimates and
assumptions that affect the reported amounts eftsissid liabilities and disclosure of contingersieas and liabilities at the date of the financial
statements and the reported amounts of revenuesxgetises during the reporting period. The mosiifsignt estimates are related to the
following: all investment securities classifiedasilable-forsale and interest rate swaps are reported atebinated fair value; all investm
securities are amortized/accreted based on yik&tdricorporate management’s assumptions as texgected performance of the investment
over time; and loan loss provisions reflect managgnestimates with regard to expected losses dfebaritized loan portfolio. Actual results
could differ from those estimates.

(o) 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 anglsiasset. This update clarifies the treatmeanttobubled debt restructuring. This guidance
allows acquired assets, which have evidence oftadeterioration upon acquisition and common rieRmcteristics, to be accounted for in the
aggregate as a pool. Upon establishment of thk fimopool becomes the unit of accounting. Anycphase discount is not allocated to
individual loans, thus all of the loans in the paotrete at a single pool rate based on cash ftojegtions for the pool. Likewise, impairment
analysis is performed on the pool as a whole, nahdividual loans. Maodifications 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 rabhédfect on the Company’s consolidated finanstaktements.

In July 2010, the FASB released ASU 2010-20, whidtresses disclosures about the credit qualitinah€ing receivables and the
allowance for credit losses. The purpose of thidate is to provide greater transparency regartiegllowance for credit losses and the credit
quality of financing receivables as well as to stsisi the assessment of credit risk exposures ealdation of the adequacy of allowances for
credit losses. Additional disclosures must bevisled on a disaggregated basis. The update defireekevels of disaggregation — portfolio
segment and class of financing receivable. Addily, the update requires disclosure of crediti(uandicators, past due information and
modifications of financing receivables. The ugdatnot applicable to mortgage banking activifleans originated or purchased for resale to
investors); derivative instruments such as repselagreements; debt securities; a transferonestiti securitization transactions accounted
for as sales under ASC 860; and purchased berléfitéaests in securitized financial assets. Tipdate is effective for the Company for
interim or annual periods ending on or after Decenitb, 2010. At this time, the Company is evahgthe effect of this update on future
financial reporting.

Broad Transactions

Consolidation (ASC 810)

Effective January 1, 2010, the consolidation stesislaave been amended by ASU 2009-17. This amertdipeates the existing
standard and eliminates the exemption from conatitid of a Qualified Special Purpose Entity (“QSPEThe update requires an enterprise to
perform an analysis to determine whether the eriger’s variable interest or interests give it atcolfing financial interest in a variable interest
entity (“VIE"). The analysis identifies the primabgneficiary of a VIE as the enterprise that has:ba) the power to direct the activities that
most significantly impact the entity’s economic fpemance and b) the obligation to absorb lossebkegntity or the right to receive benefits
from the entity which could potentially be signditt to the VIE. The update requires enhancedafiscés to provide users of financial
statements with more transparent information abawnterprises involvement in a VIE. The Compagtgiehined it is the primary beneficiary
on a number of VIEs formed through re-securitizagio The Company was required to consolidate RMBSecuritization transactions
previously recorded during the year ended Dece®bg2009 as sales for GAAP beginning with the e¢ffecdate of this ASU. Consolidation
of these transactions altered the presentatioheo€dnsolidated financial statements by increaiséngon-Agency portfolio and increasing the
value of non-recourse liabilities for which it has continuing obligation. The consolidation hagersed previously recorded GAAP gains on
sales of assets related to the re-securitizatiadentiaken in 2009. The reversal of this gain ballaccreted over the remaining life of the re-
securitized assets. The adoption of this guidduaseresulted in material changes to the formatcantent of the Company’s consolidated
financial statements, as well as enhanced dis@gsurefer to the discussion in Note 8.




Derivatives and Hedging (ASC 815)

The FASB issued ASU 2010-8 in February 2010. ASW@®3 provided technical corrections to ASC 815. Tupsdate provides a fo
step analysis to determine whether call or putomgtithat can accelerate the settlement of debtimsints should be considered clearly and
closely related to the debt host contract. I§itlétermined that such option is closely relatethéchost contract, bifurcation of the host coritrac
from the derivative instrument is not necessafyanlexisting hybrid instrument requires bifurcatiander this update, a one-time election can
be made to utilize the Fair Value Option for thérencontract. This update was effective for @@mpany 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 featurgshninvolve 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 2810, however early adoption for the first
fiscal quarter is allowed. The Company electedady adopt for the first quarter of 2010. Adoptiwas had no effect on the consolidated
financial statements.

Fair Value Measurements and Disclosures (ASC 820)

In January 2010, FASB issued ASU 2010-06 whicheases disclosures regarding the fair value of asSéte key provisions of this
guidance include the requirement to disclose séggrtne amounts of significant transfers in antl@fuLevel 1 and Level 2 including a
description of the reason for the transfers. Prasly this was only required of transfers betweendl 2 and Level 3 assets. Further, reporting
entities are required to provide fair value measwaet disclosures for each class of assets anditiiedyia class is potentially a subset of the
assets or liabilities within a line item in thetstaent of financial position. Additionally, disslores about the valuation techniques and inputs
used to measure fair value for both recurring amarecurring fair value measurements are require@ifber Level 2 or Level 3 assets. This
portion of the guidance is effective for the Compaerginning January 1, 2010. The guidance alsoregjthat the disclosure on any Level 3
assets presents separately information about pseshaales, issuances and settlements. In otlidswavel 3 assets are presented on a gross
basis rather than as one net number. Howeverastiportion of the guidance is not effective titee Company until January 1, 2011. Adop
of this guidance results in increased footnoteldgre in the Company’s consolidated financialestegnts.

Subsequent Events (ASC 855)

In February 2010, the FASB issued ASU 2010-09 aana@ndment to ASC 855. This update eliminatedehjgirement to provide a
specific date through which subsequent events exgiated. The purpose of this update was toiatlepotential conflicts between ASC 855
and SEC reporting requirements. The update wastafé upon issuance. The Company evaluated subsegvents through date of issuance
of this Quarterly Report on Form 10Q.

Transfers and Servicing (ASC 860)

On June 12, 2009, the FASB issued ASU 2009-16psndment update to the accounting standards govgetine transfer and
servicing of financial assets. This amendment tgutithe existing standard and eliminated the canulep QSPE, clarified the surrendering of
control to effect sale treatment and modified iharicial components approactimiting the circumstances in which a financial etssr portior
thereof should be derecognized when the transfeaintains continuing involvement. It defined tkem “Participating Interest”. Under this
standard update, the transferor must recognizertially measure at fair value all assets obtaiaed liabilities incurred as a result of a
transfer, including any retained beneficial intéréglditionally, the amendment required enhancedldsures regarding the transferors risk
associated with continuing involvement in any tfaned assets. The amendment was effective biegilanuary 1, 2010. The Company
determined the amendment had a material impadt@odnsolidated financial statements. See dismussider Consolidation (ASC 810)
above.




3. Mortgage-Backed Securities

The following tables present the principal valueamortized premium, unamortized discount, grossalimed gain, gross unrealized
loss, and fair value of the Company’s availabledale RMBS portfolio as of June 30, 2010 and Deceardth, 2009, at fair value by asset
class. The RMBS portfolio is composed of Agencg ann-Agency RMBS collateralized by residential tgage loans. The Agency RMBS
are mortgage pass-through certificates, CMOs, #mer onortgage-backed securities representing istteie or obligations backed by pools of
mortgage loans issued or guaranteed by Fannie Maddie Mac, Ginnie Mae. The néwmency RMBS portfolio is not issued or guaranteg
Fannie Mae, Freddie Mac, or Ginnie Mae and is floeeesubject to credit risk. The Company classifte non-Agency RMBS into senior,
subordinated, and senior, non-retained intereSgior interests in non-Agency RMBS are considésduk entitled to the first principal
repayments in their pro-rata ownership intere3tse senior non-Agency RMBS portfolio at June 3@ @bhcludes $3.3 billion in notional
Interest Only (“10”) securities and $276.5 milliaomnotional 10 subordinated non-Agency securiti@$.December 31, 2009 the subordinated
non-Agency RMBS portfolio includes $379.0 milliammotional 10 subordinated non-Agency securiti8ecurities identified as senior, non-
retained have been consolidated pursuant to thetiadoof ASC 810. See Note 8 of these consolidéitedhcial statements for a detailed
discussion.

June 30, 201
(dollars in thousand:
Gross Gross
Principal Unamortizec  Unamortizec Unrealized Unrealized
Value Premium Discount Gain Loss Fair Value
Non-Agency RMBS
Senior $ 668,04¢ $ 263,18 $ (51,79) $ 23,97C $ (85,679 $ 817,73t
Subordinatec 3,869,64! 29,947 (2,409,32) 179,62: (203,98() 1,465,90!
Senior, no-retainec 2,181,67. 78,01¢ (152,35() 97,36¢ (71,22 2,133,48!
Agency RMBS 1,647,21. 53,92¢ - 60,96: (370 1,761,73.
Total $ 8,366,570 $ 425,08. $ (2,613,47) $ 361,92( $ (361,249 $ 6,178,85
December 31, 200
(dollars in thousand:
Gross Gross
Principal Unamortizec  Unamortizec Unrealized Unrealized
Value Premium Discount Gain Loss Fair Value
Non-Agency RMBS
Senior $ 2,757,211 $ 153t $ (628,209 $ 83,94¢ $ (192,079) $ 2,022,440
Subordinate« 1,616,03. 10,34¢ (1,239,76) 65,99¢ (76,144 376,45¢
Agency RMBS 1,616,45! 55,08 (29) 20,761 (2,240 1,690,02!
Total $ 598969 $ 66,96 $ (1,868,00) $ 170,70¢ $ (270,469 $ 4,088,89

The following tables present the gross unrealipsdds and estimated fair value of the Company’s BM{Blength of time that such
securities have been in a continuous unrealizedgosition at June 30, 2010 and December 31, 2088.securities in an unrealized loss
position have been evaluated by the Company forl@$discussed in the paragraphs following thesiesa Twenty-two securities have been
in a continuous unrealized loss position for gretitan twelve months, of which twenty-one secwsitiee subordinated interests held by the
Company that, although performing in line with thempany’s expectations, are in unrealized losstiposilue to significant market value
declines consistent with similar asset classesrasudt of the credit crisis. These twenty-twowséies have expected future cash flows in
excess of their amortized cost.
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June 30, 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 $ 423,33! $ (85,645 $ 42¢ % (36) $ 423,76. $ (85,679
Subordinate( 726,67 (174,170) 21,54: (29,81() 748,21: (203,98()
Senior, no-retainec 594,28: (71,22)) - - 594,28: (71,22))
Agency 2,542 (370 - - 2,54 (370
Total $ 1,746,820 $ (331,40) $ 21,96¢ $ (29,84 $ 1,768,790 $ (361,249
December 31, 200
(dollars in thousand:
Unrealized Loss Position Fc
Less than 12 Montt 12 Months or More Total
Estimatec Estimatec Estimatec
Fair Unrealized Fair Unrealized Fair Unrealized
RMBS Value Losses Value Losses Value Losses
Non-Agency RMBS
Senior $ 539,57¢ $ (38,46f) $ 489,67( $ (153,61) $ 1,029,241 $ (192,079
Subordinatec 179,22¢ (72,43%) 5,862 (3,707) 185,08t (76,144
Agency 682,68 (2,240 - - 682,68 (2,240
Total $ 140148 $ (113,149 $ 495,53. $ (157,320 $ 1,897,01 $ (270,469

The Company recorded a $6.9 million other-than-teragy credit impairment during the quarter endeteJ80, 2010 on investments
where the expected future cash flows of certainAagancy RMBS were less than their amortized costshaThe Company evaluates each
investment in its RMBS portfolio for OTTI quarterty more often if market conditions warrant. Timeoatized cost of each investment in an
unrealized loss position is compared to the presaloe of expected future cash flows of the posititn estimating future cash flows, the
Company evaluated the nétgency RMBS for OTTI by considering delinquencieedit losses, loss severities, prepayment spgedsiraphi
data, borrower characteristics, loan to value sati@asoning and credit support in conjunction Witteder macroeconomic expectations such
as home price depreciation, expectations of full@fenquencies and loss severities and the abifithe@borrower to refinance or modify their
loans. If after determining the expected futurehcBows of the position, the amortized cost ofskeurity is less than the present value of its
expected future cash flows, an other-than-temparegglit impairment has occurred. If the Compangsdoot intend to sell nor are more likely
than not required to sell the debt security prioits anticipated recovery, the credit loss, if @syrecognized in the statement of operations,
while the balance of impairment related to othetdes is recognized in Other Comprehensive Incdmsy). If the Company intends to sell
the debt security, or will be more likely than meguired to sell the security before its anticipatecovery, the full OTTI is recognized in the
statement of operations. The determination cabeavercome by management judgment of the probabilicollecting all cash flows
previously projected. A summary of the OTTI inahadn earnings for the quarters and six monthseddee 30, 2010 and June 30, 2009 is
presented below.
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For the Quarter Ende
June 30,201 June 30, 200
(dollars in thousand:

Cumulative credit loss beginning balar $ 12,54 $ =
Additions:

Other-thar-temporary impairments not previously recogni 6,34( 6,49¢

Increases related to other-than-temporary impaitsnen securities with

previously recognized ott-thar-temporary impairment 552 -
Cumulative credit loss ending balar $ 19,430 $ 6,49t

For the Six Months Ende
June 30, 201 June 30, 200
(dollars in thousand:

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

Otherthar-temporary impairments not previously recogni 8,80z 6,49t

Increases related to other-than-temporary impaitsnen securities with

previously recognized otF-thar-temporary impairment 63E -
Cumulative credit loss ending balar $ 19,43: $ 6,49t

The impairment recorded during the quarter endeé 30, 2010 was related to twenty nine securitidse impaired investments were
largely comprised of senior and subordinated iststéncluding interest only securities retainedh® Company as part of re-securitization
transactions. As of June 30, 2010, the impairedrities had cumulative losses up to 14%, threetmprepayments speeds between 8 and 68
Constant Prepayment Rate (“CPR"), 60+ day delingigsrbetween 4% and 18% of the pool balance, aightesl average FICO scores on the
pools between 666 and 753.

The Company’s investment guidelines place no giris on the credit rating of the assets the Campgable to hold in its
portfolio. The portfolio is most heavily weightéalcontain RMBS with credit risk. The Company che® assets for the portfolio after

carefully evaluating each investment’s risk profile

December 31,

June 30, 201 2009
AAA 51.91% 39.41%
AA 0.6(% 0.75%
A 1.77% 0.5%%
BBB 0.27% 1.07%
BB 0.01% 1.7%%
B 0.1%% 2.1%
Below B or not ratel 45.31% 54.2%
Total 100.0(% 100.0(%

The table above reflects the credit rating of tlenPany’s consolidated RMBS portfolio. Approximgt&6% of the AAA and AA
securities balance reflected in the table aboviedgcsenior, non-retained, non-Agency RMBS.

The AAA rated assets in the RMBS portfolio are jprathantly Agency RMBS and senior non-retained najeicy RMBS. As the
Company securitizes or re-securitizes assetspiax the Below B or not rated percentages in ¢inéghio to increase as the Company
typically retains the subordinated tranches oféhgpes of transactions.

Actual maturities of mortgage-backed securitiesgeneerally shorter than stated contractual maésritiActual maturities of the
Company’s RMBS are affected by the contractuaklioeEthe underlying mortgages, periodic paymentgrivicipal and prepayments of
principal. The following tables summarize the Camy's RMBS at June 30, 2010 and December 31, 260&ding to their estimated
weighted-average life classifications. The weigktwerage lives of the mortgage-backed securitidaree 30, 2010 and December 31, 2009 in
the tables below are based on consensus constgaypnent speeds. The prepayment model consideentyield, forward yield, steepnest
the curve, current mortgage rates, mortgage rdté®mutstanding loan, loan age, margin and Jdiati
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June 30, 201
(dollars in thousand:

Weighted Average Lifi
Greater thai

one
year and less Greater than
Less than on than five five
year years years Total
Fair value
Non-Agency RMBS
Senior $ 73,28 $ 656,84¢ $ 87,600 $ 817,73t
Subordinatet 20 949,90° 515,97¢ 1,465,90!
Senior, no-retainec 265,44 1,868,04! - 2,133,48!
Agency RMBS 7,22¢ 1,408,71. 345,79 1,761,73.
Total fair value $ 34596 $ 4,88351 $ 949,37¢ $ 6,178,85
Amortized cos
Non-Agency RMBS
Senior $ 81,33¢ $ 681,17: $ 116,93t $ 879,44!
Subordinatec 32 999,63 490,59° 1,490,26:
Senior, no-retainec 322,79 1,784,54! - 2,107,34.
Agency RMBS 6,96¢ 1,359,88. 334,28 1,701,14i
Total amortized cos $ 411,13t $ 4,82523 $ 941,81¢ $ 6,178,18
December 31, 200
(dollars in thousand:
Weighted Average Lifi
Greater thar
one
year and les  Greater thar
Less than on than five five
year years years Total
Fair value
Non-Agency RMBS
Senior $ 20,53 $ 152080 $ 481,06¢ $ 2,022,40
Subordinatet 137 204,48: 171,84: 376,45¢
Agency RMBS - 1,690,02! - 1,690,02!
Total fair value $ 20,67C( $ 3,41531' $ 652,90! $ 4,088,89
Amortized cos
Non-Agency RMBS
Senior $ 20,54¢ $ 1,631,46. $ 478,53( $ 2,130,54i
Subordinate( 76 244,93° 141,59 386,60°
Agency RMBS - 1,671,50: - 1,671,50:
Total amortized cos $ 20,62 $ 3,547,900 $ 620,12: $ 4,188,64!

The non-Agency RMBS portfolio is subject to cratik. The Company seeks to mitigate credit rightigh its asset selection
process. The non-Agency RMBS portfolio is primadobllateralized by what the Company classifie®\ksA first lien mortgages. The
Company categorizes collateral as Alt-A regardtédsshether the loans were originally described@#ie” if the behavior of the collateral
when the Company purchased the security more typiesembles Alt-A. The Company defines Alteollateral characteristics to be when
60+ day delinquency bucket of the pool is gredtant5% and weighted average FICO scores are gtbate650 at origination. At June 30,
2010, 99% of the non-Agency RMBS are Alt-A collaierAt December 31, 2009, 78% of the non-AgencyB8\vere Alt-A collateral. The
investment securities contained in this portiothef portfolio have the following collateral charstics at June 30, 2010 and December 31,
2009.
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June 30, 201 December

31, 200¢
Number of securities in portfoli 393 20¢
Weighted average maturity (yea 28.€ 28.t
Weighted average amortized loan to ve 73.6% 73.8%
Weighted average FIC 713.1 715.%
Weighted average loan balance (in thousa 393.( 415.¢
Weighted average percentage owner occu 81.9% 82.8%
Weighted average percentage single family resid 60.9% 59.9%
Weighted average current credit enhancer 23.0% 12.2%
Weighted average geographic concentra CA 55.2% CA 44.8%

FL 149% FL 17.3%
NY 7.2% NY  7.5%
NJ 3.8% MD  4.9%
VA 34% NJ 4.4%

The information presented in the table above ineduskenior, non-retained, nédmgency RMBS consolidated pursuant to the adoptfi
ASC 810 on January 1, 2010 by the Company.

The table below presents origination year for then@any’s portfolio of non-Agency RMBS at June 301@ and December 31, 2009.

Origination Year as a Percentage

of December 31,
Outstanding Principal Balan June 30, 201 2009
2005 5.4% 8.7%
2006 36.7% 36.7%
2007 56.7% 50.8%
2008 1.2% 3.8%
Total 100.(% 100.(%

On April 30, 2010, the Company transferred $566ilan in principal value of its RMBS to the CSM®20-11R Trust in a re-
securitization transaction. This transaction waorded as a “secured borrowing” pursuant to ASiIcB360 and 810. In this transaction, the
Company financed through the transaction $138.8amibf AAA-rated fixed rate bonds to third partyviestors for net proceeds of $137.4
million. The Company has retained $427.7 milliarsubordinated bonds and the owner trust certdjcatd interest only bonds with a notional
value of $566.6 million. The subordinated bondd #e owner trust certificate provide credit supporthe AAA-rated bonds. The bonds
issued by the trust are collateralized by RMBS tinatte transferred to the CSMC 2010-11R Trust.

On May 27, 2010, the Company transferred $1.2duilin principal value of its RMBS to the CSMC 201BPR Trust in a re-
securitization transaction. This transaction weorded as a “secured borrowing” pursuant to ASQICB860 and 810. In this transaction, the
Company financed through the transaction $294.0amibf AAA-rated fixed rate bonds to third partyviestors for net proceeds of $294.3
million. The Company has retained $136.3 millidrAdA-rated bonds, $788.2 million in subordinateahidls and the owner trust certificate,
and interest only bonds with a notional value oPddillion. The subordinated bonds and the ownesttcertificate provide credit support to
AAA-rated bonds. The bonds issued by the trustatateralized by RMBS that were transferred ® @SMC 2010-12R Trust.

In addition, during the quarter ended June 30, 26 Company recorded non-recourse financing thitid party investors related to
re-securitizations executed in prior periods. Tenpany financed through these transactions $188lion of AAA-rated fixed rate bonds
with third party investors for net proceeds of $#9illion. In total, the Company financed throuplese transactions, including the newly re-
securitized assets, $627.9 million of AAA-ratedefikrate bonds for net proceeds of $629.2 millibaring the quarter ended December 31,
2009, the Company recorded no non-recourse fingneith third party investors.
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The assets classified as nhon-Agency MBS underubbeading “Senior, non-retained” in the Compangssolidated financial
statements were financed by selling AAA-rated baledhird parties. The liability related to thedincing is reflected in the Company’s
consolidated financial statements as “Securitizsut,chon-retained.” Secured borrowings under GAlamot reflect a gain or loss on the sale
of the bonds over their cost basis but rather amedr accrete the gains or losses over the lith@bonds. The Company has no continuing
involvement with the transferred assets excepitéaight to receive principal and interest cagiwé from the bonds it has retained.

During the quarter ended June 30, 2010, the Compadyno sales of RMBS. During the quarter endee B30, 2009, the Company
sold RMBS with a carrying value of $75.3 milliorr fieealized gains of approximately $9.3 million.

4. Securitized Loans Held for Investment

The following table represents the Company’s séiced residential mortgage loans classified as faléhvestment at June 30, 2010
and December 31, 2009. At June 30, 2010, apprdgignac% of the Company’s securitized loans areistdple rate mortgage loans and 44%
are fixed rate mortgage loans. All of the adjulgtahte loans held for investment are hybrid adjbigt rate mortgages (“ARMs”). Hybrid
ARMs are mortgages that have interest rates tledfixaed 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 secuatizoan portfolio range from 0.00% to 2.00%
and from 0.00% to 3.00% for the quarters ended 30n2010 and December 31, 2009, respectively. sEkaritized loans held for investment
are carried at their principal balance outstandihgs premiums or discounts, less an allowancéofon losses.

December 31
June 30, 201 2009
(dollars in thousands

Securitized loans, at principal balar $ 422,07 $ 475,08
Less: allowance for loan loss 5,56¢ 4,551
Securitized loans held for investme $ 416,50 $ 470,53!

The securitized loan portfolio is collateralizedgnyme, jumbo, first lien residential mortgagesadfich 54% were originated during
2008 and 44% were originated during 2007. A surgroékey characteristics of these loans follows.

December 31,

June 30, 201 2009
Number of loan: 60C 681
Weighted average maturity (yea 27 27
Weighted average amortized loan to ve 73.5% 73.0%
Weighted average FIC 75€ 75€
Weighted average loan balance (in thousa 681.¢ 690.1
Weighted average percentage owner occu 90.7% 90.9%
Weighted average percentage single family resid 58.5% 60.0%
Weighted average geographic concentra CA 32.8% CA 33.8%

FL 6.8% FL 6.4%
IL 6.1% NJ 6.3%
NJ 5.7% IL 6.0%
VA 47% VA 4.8%

The following table summarizes the changes in tlesvance for loan losses for the securitized magggban portfolio during the
guarters ended June 30, 2010 and December 31, 2009.

December 31,

June 30, 201 2009
(dollars in thousand:
Balance, beginning of peric $ 4,55 $ 1,621
Provision for loan losse 1,02¢ 3,101
Chargt-offs (9) (177
Balance, end of peric $ 556¢ $ 4,551
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On a quarterly basis, the Company evaluates thguadg of its allowance for loan losses. The Comgp@allowance for loan losses
June 30, 2010 was $5.6 million, representing 13ishaoints of the principal balance of the Comparsgcuritized mortgage loan
portfolio. The Company'’s allowance for loan losaes $4.6 million at December 31, 2009, represgrinbasis points of the principal
balance of the Company’s securitized loan portfokd June 30, 2010, 2.41% of the securitized Idzaid for investment were greater than 60
days delinquent and 1.09% were in some stage etliasure. At December 31, 2009, 1.82% of the #&eot loans held for investment were
greater than 60 days delinquent and 0.89% werenresstage of foreclosure.

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 tialuhierarchy is based upon the
transparency of inputs to the valuation of an ass&ability as of the measurement date. ThedHleeels are defined as follows:

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

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

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

The following discussion describes the methodolgidized by the Company to fair value its finaddnstruments by instrument
class.

Short-term Instruments
The carrying value of cash and cash equivalentsuad interest receivable, dividends payable, atsgpayable, and accrued interest
payable generally approximates estimated fair velieeto the short term nature of these financithinments.

Non-Agency and Agency RMBS

The Company determines the fair value of its inwestt securities utilizing a pricing model that inporates such factors as coupon,
prepayment speeds, weighted average life, collateraposition, borrower characteristics, expectedrest rates, life caps, periodic caps, reset
dates, collateral seasoning, expected losses, xpdefault severity, credit enhancement, and qibainent factors. Management reviews the
fair values generated by the model to determinetivegorices are reflective of the current markdanagement performs a validation of the
fair value calculated by the pricing model by comipgits results to independent prices providedieglers in the securities and/or third party
pricing services. The Company believes the ob&deviaputs used in its model in conjunction withale and/or third party pricing services
meets the criteria for classification as Level 2.

Any changes to the valuation methodology are regtbtyy management to ensure the changes are agteopgss markets and
products develop and the pricing for certain praglbecomes more transparent, the Company will coatto refine its valuation
methodologies. The methods used to produce adaiecalculation may not be indicative of net rzhle value or reflective of future fair
values. Furthermore, while the Company believegdtsation methods are appropriate and consistéghtother market participants, the use of
different methodologies, or assumptions, to deteentine fair value of certain financial instrumeadsild result in a different estimate of fair
value at the reporting date. The Company usedsrtpat are current as of the measurement datehwhay include periods of market
dislocation, during which price transparency maydziiced.

Non-Agency Non-Retained RMBS

The non-Agency, non-retained securities reflectetthé consolidated financial statements are séesigbnsolidated pursuant to the
Company’s adoption of ASC 860 and ASC 810 on Jania010. These assets have been financed viithgarties without recourse to the
Company in the normal course of the Company'’s phbetioptimization strategy. The Company classiftesse assets as Level 3 as the fair
valuation of these securities is not based on ebbéz inputs. The Company fair values these asset® actual sale price obtained in the
financing of the debt to the third party as anyrent or future appreciation or depreciation ofalssets in not realizable by the Company. See
Note 8 to these consolidated financial statememnta fletailed discussion of these securi
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Interest Rate Swaps

Interest rate swaps are modeled by incorporatieh factors as the Treasury curve, LIBOR rates,thagay rate on the interest rate
swaps. Management reviews the fair values detedriigethe pricing model and compares its resultietler quotes received on each interest
rate swap to validate reasonableness. The deadegjwill incorporate common market pricing methadsluding a spread measurement tc
Treasury curve or interest rate swap curve asagelinderlying characteristics of the particulartcamt.

During times of market dislocation, as has beereggpced for some time, the observability of priaed inputs can be reduced for
certain instruments. If dealers or independertipgi services 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 indyfaith by the Company. In addition,
validating third party pricing for the Compasyihvestments may be more subjective as fewerggaatits may be willing to provide this serv
to the Company. llliquid investments typically exignce greater price volatility as a ready madasts not exist. As fair value is not an entity
specific measure and is a market based approaathwhnsiders the value of an asset or liabilityfithe perspective of a market participant,
observability of prices and inputs can vary sigmifitly from period to period. A condition suchthis can cause instruments to be reclassified
from Level 1 to Level 2 or Level 2 to Level 3 whigre Company is unable to obtain third party prichegification.

If at the valuation date, the fair value of an istveent security is less than its amortized coitatiate of the consolidated statemer
financial condition, the Company analyzes the itmest security for OTTl. Management evaluatesGbenpanys RMBS for OTTI at least ¢
a quarterly basis, and more frequently when ecoon@mimarket concerns warrant such evaluation. ideration is given to (1) the length of
time and the extent to which the fair value hasdewrer than carrying value, (2) the intent of @@mpany to sell the investment prior to
recovery in fair value (3) whether the Company Wwél more likely than not be required to sell theestment before the expected recovery, and
(4) the expected future cash flows of the investnerelation to its amortized cost. Unrealizeddes on assets that are considered OTTI ¢
credit are recognized in earnings and the costldthe assets are adjusted.

At June 30, 2010, the Company has classified aquodf its assets and liabilities as Level 2 or ¢k¥. At December 31, 2009, the
Company classified its assets as Level 2. The @owyip financial assets and liabilities carriedaat Yalue on a recurring basis are valued at
June 30, 2010 and December 31, 2009 as preseritad be

June 30, 201
Level 1 Level 2 Level 3
(dollars in thousand:
Assets:
Non-Agency RMBS
Senior $ - $ 817,73t $ -
Subordinate - 1,465,90! -
Senior, no-retained - - 2,133,48!
Agency mortgag-backed securitie - 1,761,73 -
Liabilities:
Interest rate sway - 11,237 -
December 31, 200
Level 1 Level 2 Level 3
(dollars in thousand:
Assets:
Non-Agency RMBS
Senior $ - $ 202240 $ -
Subordinate - 376,45¢ -
Senior, no-retained - - -
Agency mortgag-backed securitie - 1,690,02! -

The table below presents a reconciliation of charigassets classified as Level 3 in the Comparyrsolidated financial statements
for the quarters and six-months ended June 30, 20d®009. All of the assets classified as Levas 8f the period ended June 30, 2010 have
been added to this classification due to the adopif ASC 860 and ASC 810 by the Company on JanLig?@10. A discussion of the method
of fair valuing these assets is included abowdan-Agency Non-Retained RMBS. Transfers into Level 3 relates to senior non#geRMBS
classified as Level 2 in the prior period and tfarred to third party investors in non-recoursafioing transactions during the current period.
Additions relates to senior non-Agency RMBS se@egt during the current period and transferredhimtparty investors in non-recourse
financing transactions. Unrealized gains on thetassre included in other comprehensive income)los
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Fair Value Reconciliation, Level
(dollars in thousand:
For the Quarter Ende
June 30, 201 June 30, 200

Non-Agency RMBS
Senior, no-retained

Beginning balance Level 3 ass $ 1,646,08 $ >
Transfers in to Level 186,24t -
Additions 500,85’ -
Principal payment (144,319 -
Accretion of investment discour 22,42¢ -
Other than temporary impairme (1,490 -
Total gains (losses) for the peri (76,326 -
Ending balance Level 3 ass $ 2,133,481 $ -

Fair Value Reconciliation, Level
(dollars in thousand:
For the Six Months Ende
June 30, 201 June 30, 200

Non-Agency RMBS
Senior, no-retained

Beginning balance Level 3 ass $ - $ =
Transfers in to Level 186,24t -
Additions 2,090,70° -
Principal payment (214,86¢) -
Accretion of investment discour 45,36¢ -
Other than temporary impairme (1,490 -
Total gains (losses) for the peri 27,52( -
Ending balance Level 3 ass $ 2,133,481 $ -

As of the quarters ended June 30, 2010 and Deceih@009, the Company was able to obtain thirdygaicing verification for all
assets classified as Level 2. In the aggregageCtimpany’s fair valuation of RMBS investments w@/&3% higher than the aggregated dealer
marks for the quarter ended June 30, 2010 and 0l6&®& than the aggregated dealer marks for thetguended June 30, 2009.

Securitized Loans Held for Investment

The Company records securitized loans held forgtment when it securitizes loans and records #reséiction as a “financing.” The
Company carries securitized loans held for investragprincipal value, plus premiums or discourgtilpless an allowance for loan
losses. The Company estimates the future casls fbdithe assets underlying its securitized loand foe investment for purposes of
determining whether an OTTI charge is requirede Tlompany estimates the fair value of its secedtibans held for investment at the loss
adjusted expected future cash flows of the colitefhe Company models each underlying asset bgidering, among other items, the nature
of the underlying collateral, coupon, serviceruyattind expected defaults, actual and expectedltstverities, reset indices, and prepayment
speeds in conjunction with market research forlsintollateral performance and management’s exfientaof general economic conditions in
the sector and greater economy.

Repurchase Agreements

The Company records repurchase agreements attmiactual amounts including accrued interest IpieyaRepurchase agreements
are collateralized financing transactions utiligcthe Company to acquire investment securitiege @ the short term nature of these finar
instruments, the Company estimated the fair vafubese repurchase agreements to be the contratiligation plus accrued interest payable
at maturity.
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Securitized Debt

The Company records securitized debt for certifisatr notes financed without recourse to the Compasecuritization or re-
securitization transactions treated as “financingg'suant to ASC 860. The Company carries sezeadtdebt at the principal balance
outstanding on non-retained notes associated wgitecuritized loans held for investment plus puensi or discounts recorded with the sale of
the notes to third parties. The premiums or dist®associated with the sale of the notes or watés are amortized over the life of the
instrument. The Company estimates the fair vafiseouritized debt by estimating the future castw8 associated with underlying assets
collateralizing the secured debt outstanding. Thepany models each underlying asset by consideaimgng other items, the structure of
underlying security, coupon, servicer, actual axpketed defaults, actual and expected default B reset indices, and prepayment speeds
in conjunction with market research for similarlaté¢ral performance and management’s expectatibgsreral economic conditions in the
sector and greater economy.

The following table presents the carrying value aestimated fair value, as described above, of hragany’s financial instruments at
June 30, 2010 and December 31, 2009.

June 30, 201 December 31, 200
Estimatec Estimatec
Carrying Fair Carrying Fair
Amount Value Amount Value
(dollars in thousand:
Non-Agency RMBS $ 4,417,127 $ 4,417,127 $ 2,398,86! $ 2,398,86!
Agency RMBS 1,761,73 1,761,73. 1,690,02! 1,690,02!
Securitized loans held for investme 416,50« 398,23 470,53: 453,38t
Repurchase agreeme (1,337,80) (1,339,39) (1,975,40) (1,977,66)
Securitized dek (342,819 (359,981) (390,35() (408,40
Securitized debt, ne-retained (2,120,86) (2,181,45) - -
Interest rate sway (11,23 (12,23 - -

6. Repurchase Agreements

The Company had outstanding $1.3 billion and $l@i of repurchase agreements with weighted ayetaorrowing rates of 0.47%
and 0.60% and weighted average remaining maturfi@8 and 26 days as of June 30, 2010 and DeceBih@009, respectively. At June 30,
2010 and December 31, 2009, RMBS pledged as callatader these repurchase agreements had an estifaa value of $1.5 billion and
$2.0 billion, respectively. The average daily bnakes of the Company’s repurchase agreements fajuidweers ended June 30, 2010 and
December 30, 2009 were $3.9 billion and $2.3 hillieespectively. The interest rates of these régase agreements are generally indexed to
the one-month LIBOR rate and re-price accordingly.

At June 30, 2010 and December 31, 2009, the repsechgreements collateralized by RMBS had theviglig remaining maturities.

June 30, 201 December 31, 20(
(dollars in thousand:

Overnight $ - $ =
1-30 days (1 991,69¢ 1,772,66.
30 to 59 day: 282,65: 62,24
60 to 89 day: 63,45: -
90 to 119 day: - -
Greater than or equal to 120 d: - 140,49
Total $ 1,337,80! $ 1,975,40:

(1) Repurchase agreements with affiliates totalgEB$ million as of December 31, 2009. There wereepurchas
agreements with affiliates as of June 30, 2!

At June 30, 2010 and December 31, 2009, the Comghdnyot have an amount at risk greater than 10%s @&fquity with any
counterparty.
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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 amanfiing. Thus, the residential mortgage loansMBR held as collateral are recorded in the
assets of the Company as securitized loans held\festment or RMBS and the securitized debt isné®d as a liability in the statements of
financial condition.

At June 30, 2010, the Company’s securitized deldtenalized by residential mortgage loans hadiacipal balance of $342.8
million. The debt matures between the years 20@32938. At June 30, 2010, the debt carried ahtethaverage cost of financing equal to
5.51%, that is secured by residential mortgagedadnvhich approximately 44% of the remaining pijiat balance pays a fixed rate of 6.33%
and 56% of the remaining principal balance payaréable rate of 5.57%. At December 31, 2009, tben@anys securitized debt collateraliz
by residential mortgage loans had a principal ldaf $390.4 million. At December 31, 2009, thétdearried a weighted average cost of
financing equal to 5.50%, that is secured by regidemortgage loans of which approximately 43%haf remaining principal balance pays a
fixed rate of 6.33% and 57% of the remaining ppatbalance pays a variable rate of 5.63%.

At June 30, 2010, the Company’s securitized deldtenalized by RMBS has a principal balance oR43llion. The debt matures
between the years 2035 and 2047. At June 30, 20&@lebt carried a weighted average cost of fimgnequal to 5.25%. At December 31,
2009 the Company did not have securitized debatathlized by RMBS.

The following table presents the estimated prinaippayment schedule of the securitized debt helthé Company outstanding at
June 30, 2010 and December 31, 2009, based onterpeash flows of the residential mortgage loanRMBS, as adjusted for projected
losses, collateralizing the debt.

December 31,

June 30, 201 2009
(dollars in thousand:
Within One Yeal $ 455,34( $ 37,19:
One to Three Yeal 1,000,17: 70,88t
Three to Five Year 417,06¢ 59,38:
Greater Than or Equal to Five Yei 668,86 240,94!
Total $ 2,541,44. $ 408,40:

The significant increase in debt reflected in ide above reflects the Company’s adoption of ASC & January 1, 2010. See Note
8 for a more detailed discussion.

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

8. Consolidation

In June 2009, the FASB issued two new accountiagdsirds that amended guidance applicable to theuating for transfers of
financial assets and the consolidation of VIEs (A8BD and ASC 810, respectively). The primary dftéchese standards was to eliminate the
concept of a QPSE when transferring assets arehtove the exemption of a QSPE when applying theaatation standard. The Company
adopted these new accounting standards as of Jahu2010.

The Company uses securitization trusts or varigiégest entities in its securitization and re-sei@ation transactions. Prior to
January 1, 2010, these variable interest entitietsthe definition of QSPE’s and as such, were nbjext to consolidation. Effective January 1,
2010, all such variable interest entities mustdresiered for consolidation based on the criteria$C 810.

Per ASC 810, an entity shall consolidate a VIE wthext entity has a variable interest that provithesreporting entity with a
controlling financial interest. The assessmerthefcharacteristics of the reporting entity’s VHah consider the VIEs purpose and design. A
controlling financial interest is defined as (a@ frower to direct the activities of a VIE that msigmificantly impact the VIEs economic
performance and (b) the obligation to absorb los$éise VIE that could potentially be significantthe VIE or the right to receive benefits
from the VIE that could potentially be significaotthe VIE.
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Since the Company’s inception, the Company hagexed Es for the purpose of securitizing whole rgage loans or re-securitizing
RMBS and obtaining permanent, non-recourse teranfimg. The Company evaluated its interest in eaclritization trust VIE to determine
the primary beneficiary status. The Company fotlvad seven trusts, one of which had been conselidsince its inception, met the
requirements of consolidation. The Company deteechithat in these seven securitizations, basealoliny all of the subordinate interests, it
maintains the obligation to absorb losses andritiht to receive benefits that could be signific® the VIE. In addition, the Company had
the power to direct activities of the trust or vaegermined to have the ability to control the trisé to its contribution in the purpose and de
of the structure. The remaining two trusts evadatid not meet the requirements to consolidatetatige inability to control one of the trusts
and the lack of obligations to absorb losses orother trust.

VIEs for Which the Company is the Primary Beneficiary

Based on the Company’s consolidation evaluatiom @Gbmpany consolidated three VIEs on January 10 #itdt were not previously
consolidated and consolidated three VIEs thateiaterd during 2010. The Company’s retained bemfitierest is typically the subordinated
tranches of these iecuritizations and in some cases the Company widyititerests in additional tranches. The effadhie current year is tl
inclusion of an additional $2.1 billion of non-Aggnmortgage-backed securities at fair value nodomgtained by the Company and the
inclusion in its liabilities of $2.1 billion of nerecourse securitized debt associated with thesecaritizations.

On an ongoing basis, the Company'’s retained bdakifiterests will be fair valued as Level 2 asséfibe consolidated third-party
owned interests will be fair valued as Level 3 &sssing the sale price as fair value. This istduthe fact that the Company has no control
over the third-party interests and will not receargy future value from them. Line items pertainiaoghe third-party owned interests are
separately stated within the Company’s consolidéitexhcial statements and labeled as “non-retained”

The trusts are structured as pass through erititiégeceive principal and interest on the undegd\dollateral and distribute those
payments to the certificate holders. The asseto#rer instruments held by the securitizationtexgtiare restricted and can only be used to
fulfill the obligations of the securitization entit Additionally, the obligations of the securitiizm entities do not have any recourse to the
general credit of any other consolidated subsigéamor to the Company as the primary beneficiditye Company’s risks associated with its
involvement with these VIEs is limited to its riskad rights as a certificate holder of the bondsé retained. See Note 5 for a discussion of
the fair value measurement of the assets anditiabil

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

The table below presents the assets and liabitfiesnsolidated entities as of January 1, 2010e dumulative effect adjustment
reflects the reversal of realized gains of $98.lioni previously recorded on the sales of theselpeansolidated trusts net of the additional
accretion of discounts due to consolidating thettu 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 $ 1,114,038
Liabilities
Securitized debt, ne-retainec 1,202,22:
Net assets and liabilities of newly consolidatetities (88,187
Cumulative effect adjustment to retained earningsnuadoptior $ (88,18))

(1) Carrying value represents the amount the assmi&l have been recorded at in the consolidatexhfiial statements
January 1, 2010 had they been recorded in the tdatal financial statements on the date the Comfiest met the conditions
for consolidation

The cumulative effect of adopting ASC 810 on Jandar2010 based on the shares outstanding on dtatxhs to reduce the
beginning book value of the Company by $0.13 paresh

The table below reflects the assets and liabilite®rded in the consolidated statements of firmeindition related to the newly
consolidated securitization entities as of June28aQ.

June 30, 201
(dollars in thousand:
Assets
Non-Agency RMBS
Senior, no-retained $ 2,133,48!
Liabilities
Securitized debt, n-retained $ 2,120,86.

The consolidation of these securitization entiteseases both the income and expense recorded tonsolidated statement of
operations for the Company as detailed in the tablew.

For the Quarter Ende For the Six Month:

June 30, 201 Ended June 30, 20:
(dollars in thousand:
Interest income, ne¢-retained $ 49,82¢ $ 100,69(
Interest expense, n-retained 21,42 55,25!
Net interest income, n-retainec $ 28,40¢ $ 45,43¢

A discussion of the significant accounting policidshe Company to record income and expense iaded in Note 2 to these
consolidated financial statements. The effectdofpsing ASC 810 based on the weighted average sloatstanding was to increase the net
interest income of the Company by approximately4@nd $0.06 for the quarter and six months ended 30, 2010, respectively.

For the Six Months For the Six Months
Ended June 30, 20: Ended June 30, 20(
(dollars in thousand:

Proceeds from securitized debt borrowings,-retainec $ 1,127,87. $ =
Payments on securitized debt borrowings,-retained (229,36) -
Increase in accrued interest receive (9,569 -
Increase in accrued interest paye 9,49/ -
Net cash flows, nc-retainec $ 898,44( $ =

VIEs for Which the Company is Not the Primary Beneficiary

The table below represents the carrying amountkssification of assets recorded on the Comparyrisolidated financial
statements related to its variable interests incmsolidated VIEs, as well as its maximum exposoiess as a result of its involvement with
these VIEs.
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June 30, 201 December 31, 200
Amortized Cos Fair Value Amortized Cos Fair Value

(dollars in thousand:

Assets
Non-Agency RMBS
Senior $ - 3% - 3% 47,99¢ $ 46,04’
Subordinatet 9,26¢ 7,93¢ 9,701 7,081
Agency RMBS 3,431 3,074 4,73( 4,72(
Total $ 12,70C_ $ 11,012 $ 62,42¢ $ 57,84¢

The Company’s involvement with VIEs for which itrst the primary beneficiary generally are in tbenf of purchasing securities
issued by the trusts similar to its investmentstirer RMBS that are not part of a trust it has eatdd for consolidation. The Company’s
maximum exposure to loss in these entities is sged by the fair value of these assets. Thisiatrdpes not include OTTI or other write-
downs that the Company previously recognized thincegynings.

9. Interest Rate Swaps

In connection with the Company’s interest rate rigknagement strategy, the Company economicallygsedgportion of its interest
rate risk by entering into derivative financialtinsnent contracts. These derivative financialrinstent contracts do not qualify as hedges
under ASC 815Derivatives and Hedging . As of June 30, 2010, such instruments are carprf interest rate swaps, which in effect modify
the cash flows on repurchase agreements. Thefusiiest rate swaps creates exposure to crattirelating to potential losses that could be
recognized if the counterparties to these instrumisil to perform their obligations under the qawts. In the event of a default by the
counterparty, the Company could have difficultyasbing its RMBS pledged as collateral for swapse Tompany does not anticipate any
defaults by its counterparties.

The Company’s swaps are used to lock in the fixete related to a portion of its current and anéitéd future 30-day term repurchase
agreements.

The table below summarizes the location and fdirevaf interest rate swaps reported in the Conat#idl Statement of Financial
Condition as of June 30, 2010. The Company hadterdst rate swaps outstanding as of December088, 2

Net Estimated

Location on Consolidate Fair
Statement of Financial Value/Carrying
Condition Notional Amoun Value

(dollars in thousands
June 30, 201 Liabilities $ 450,00 $ (11,23

The effect of the Company’s interest rate swaptherConsolidated Statement of Operations and Cdmepesve Income (LosS) is
presented below.
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Location on Consolidated Statement of Operatioms an
Comprehensive Income (Los

Unrealized Gair
(Loss) on
Interest Expens Interest Rate Swaj

(dollars in thousands

For the quarter ende
June 30, 201 $ 69¢ $ (11,23Y)

For the six months ende
June 30, 201 $ 69 $ (11,23))

The weighted average pay rate on the Company’seistteate swaps at June 30, 2010 was 2.59% amdetighted average receive rate
was 0.35%. The Company had no interest rate sauatssanding as of June 30, 2009.

10. Common Stock

On September 24, 2009, the Company implementedidetid reinvestment and share purchase plan (“DRSHPe 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 commonks&s well as to make optional cash payments tohase shares of our common stock.
Persons who are not already stockholders may aiszhase our common stock under the plan througbrmgtcash payments. The DRSPP is
administered by the Administrator, The Bank of Néark Mellon. During the six months ended June 3@ the Company raised $122,000
by issuing 32,138 shares through the DRSPP. Dthiagix months ended June 30, 2009 no shares ssred under the DRSPP.

On March 31, 2010 the Company announced the saB,600,000 shares of common stock at $3.61 pee $haestimated proceeds,
less the underwriters’ discount and offering exesnsf $306.7 million. In addition, on April 1, PO, the underwriters exercised the option to
purchase up to an additional 12,750,000 sharesrofrmon stock to cover over-allotments for proceéads the underwriters’ discount, of
approximately $46.0 million. The sale was completadipril 7, 2010. In all, the Company raised peiceeds of approximately $352.7
million in this offering.

On June 22, 2010 the Company announced the sa@0gd00,000 shares of common stock at $3.61 pee $haestimated proceeds,
less the underwriters’ discount and offering exesnsf $360.8 million. In addition, on June 251@0the underwriters exercised the option to
purchase up to an additional 15,000,000 sharesrofron stock to cover over-allotments for procedslss the underwriters’ discount, of
approximately $54.2 million. The sale was complaiadlune 28, 2010. In all, the Company raisegrateeds of approximately $415.0
million in this offering.

There was no preferred stock issued or outstareingf June 30, 2010 and December 31, 2009.

During the quarter ended June 30, 2010, the Comgealared dividends to common shareholders tot&lir8D.4 million or $0.17 per
share. During the quarter ended December 31, 208%Company declared dividends to common sharelotdtaling $113.8 million or $0.17
per share.

11. Long Term Incentive Plan

The Company has adopted a long term stock inceptareto provide incentives to its independentates and employees of FIDAC
and its affiliates, to stimulate their efforts tads the Company’s continued success, long-term tyrawd profitability and to attract, reward
and retain personnel and other service providéh incentive plan authorizes the Compensation Citteenof the board of directors to grant
awards, including incentive stock options, non-digal stock options, restricted shares and otheesyof incentive awards. The specific award
granted to an individual is based upon, in pag,itidividual’s position within FIDAC, the individlia position within the Company, his or her
contribution to the Company’s performance, markatfces, as well as the recommendations of FIDAGe incentive plan authorizes the
granting of options or other awards for an aggregéthe greater of 8.0% of the outstanding shaféise Company’s common stock up to a
ceiling of 40,000,000 shares.
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On January 2, 2008, the Company granted restrattegk 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 gnagithe awards to FIDAC’s employees
vest quarterly over a period of 10 years. Of treswes, as of June 30, 2010, 335,750 shares batexhand 24,652 shares were forfeited or
cancelled.

On December 22, 2009, the Compensation Committeed®s each independent director $45,000 in comrmak svhich vested on
December 31, 2009.

As of June 30, 2010, there was $17.1 million chtonhrecognized compensation costs related to ested share-based compensation
arrangements granted under the long term inceptarg based on the closing price of the sharef@mgitant date. That cost is expected to be
recognized over a weighted-average period of 7absyé& he total fair value of shares vested dufiegquarter ended June 30, 2010 was
$131,865, based on the closing price of the stocthe vesting date.

12. Income Taxes

As a REIT, the Company is not subject to Feder@dnme tax to the extent that it makes qualifyindrdistions to its stockholders, and
provided it satisfies on a continuing basis, thitoagtual investment and operating results, the REdjliirements including certain asset,
income, distribution and stock ownership tests.siitates recognize REIT status as well. Duriegtnarter ended June 30, 2010, the
Company recorded $1,000 in income tax expenseerktatstate and federal tax liabilities on undisttéd income. During the quarter ended
December 31, 2009, the Company recorded no incamexpense related to state and federal tax figgsilon undistributed income.

In general, common stock cash dividends declaretthd”ompany will be considered ordinary incomsttkholders for income tax
purposes. From time to time, a portion of the Canmyis dividends may be characterized as capitalsgai return of capital. For the quarters
ended June 30, 2010 and December 31, 2009, the &gnastimates that all income distributed in thenfof dividends will be characterized
ordinary income.

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 investrsein non-Agency residential mortgage loans anditeensitive mortgage-backed
securities. When the Company assumes credititiakempts to minimize interest rate risk throwgset selection, hedging and matching the
income earned on mortgage assets with the costaied liabilities. The Company is subject to iagt rate risk, primarily in connection with
its investments in fixed-rate and adjustable-ratetgage-backed securities, residential mortgagesloand borrowings under repurchase
agreements. The Company attempts to minimize toristithrough due diligence and asset selectiopurghasing loans underwritten to
agreed-upon specifications of selected originatditse Company has established a whole loan targgtehincluding prime borrowers with
FICO scores generally greater than 650, Alt-A doentation, geographic diversification, owner-occdgieoperty, and moderate loan to value
ratio. These factors are considered to be impbitalicators of credit risk.

14. Management Agreement and Related Party Transons

The Company has entered into a management agreeriteitIDAC, which provides for an initial term tugh December 31, 2010
with an automatic one-year extension option andgestito certain termination rights. The CompanyBIDAC a quarterly management fee
equal to 1.50% per annum of the gross Stockhold&gsity (as defined in the management agreemertjeo€ompany.

Management fees accrued and paid to FIDAC for tletgrs ended June 30, 2010 and 2009 were $9.i2malhd $6.0 million,

respectively. Management fees accrued and paittAE€ for the six months ended June 30, 2010 an®20€re $17.4 million and $8.5
million, respectively.
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The Company is obligated to reimburse FIDAC forcitsts incurred under the management agreemesatddition, 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 overhequkbases that FIDAC incurred in the operation ofGleenpany. These expenses are alloc
between FIDAC and the Company based on the ratiseo€ompany’s proportion of gross assets comptaratl remaining gross assets
managed by FIDAC as calculated at each quarter dfiAC and the Company will modify this allocationethodology, subject to the
Company’s board of directors’ approval if the aiion becomes inequitable (i.e., if the Companyobees very highly leveraged compared to
FIDAC's other funds and accounts). During the tgraended June 30, 2010, the Company reimburseAEl@pproximately $148,000 for
such expenses. During the quarter ended June 89, BIDAC waived its right to request reimbursenteom the Company for these expen:

During the quarters ended June 30, 2010 and Deae3ith@009, 33,725 and 32,225 shares of restritisek issued by the Company
to FIDAC's employees vested, as discussed in Nbte 1

In March 2008, the Company entered into a Secaritidustry and Financial Markets Association stamgaeprinted 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 agreementiosrdavenants that require the buyer and sellseofirities to deliver collateral or securities,
and similar covenants which are customary in themfMaster Repurchase Agreement. At June 30, 26&@0Company had no financing under
this agreement. At December 31, 2009, the Comfimagiced $259.0 million under this agreement ae@ghted average rate of 1.72%. The
Company has been in compliance with all covenaftisi® agreement since it entered into this agregme
15. Commitments and Contingencies

From time to time, the Company may become invoivedarious claims and legal actions arising indh@inary course of
business. Management is not aware of any reportedreported contingencies at June 30, 2010.

16. Subsequent Events

In July 2010, the Company formed Chimera Tradingn@any LLC, a wholly-owned, taxable REIT subsidiary.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATION:

Special Note Regarding Forward-Looking Statements
We make forward-looking statements in this reploat ire subject to risks and uncertainties. Thesesfrd-looking statements include
information about possible or assumed future resaflour business, financial condition, liquiditgsults of operations, plans and objectives.
When we use the words “believe,” “expect,” “dicipate,” “estimate,” “plan,” “continue,” * ‘intend,” “should,” “may,” “would,”
“will” or similar expressions, we intend to idafi forward-looking statements. Statements regagdhe following subjects, among others, are
forward-looking by their nature:
e our business and investment strate
e our projected financial and operating rest
e our ability to maintain existing financing arrangembs, obtain future financing arrangements andetras of such arrangemen
e general volatility of the securities markets in ahive invest
e the implementation, timing and impact of, and clentp, various government programs, including tBeD¢partment of th
Treasury’s plan to buy Agency residential mortghgeked securities, the Term Asset-Backed Secutites Facility and the Public-
Private Investment Prograt
e our expected investmen
e changes in the value of our investme!
e interest rate mismatches between our mort-backed securities and our borrowings used to fuieti purchase:
e changes in interest rates and mortgage prepayrast;
o effects of interest rate caps on our adjus-rate mortgag-backed securitie:
e rates of default or decreased recovery rates ofnwastments
e prepayments of the mortgage and other loans uridgrour mortgag-backed or other as-backed securitie:
e the degree to which our hedging strategies mayayr mot protect us from interest rate volatili
e impact of and changes in governmental regulatitsoslaw and rates, accounting guidance, and simikters;
e availability of investment opportunities in reatage-related and other securitie
e availability of qualified personne
e estimates relating to our ability to make distribos to our stockholders in the futu

e our understanding of our competition; &

e market trends in our industry, interest rates,ddlet securities markets or the general econt
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The forward-looking statements are based on ouefesehssumptions and expectations of our futuréopmance, taking into account
all information currently available to us. You slwunot place undue reliance on these forward-loglstatements. These beliefs, assumptions
and expectations can change as a result of mamsjbp@svents or factors, not all of which are kndwmis. Some of these factors are described
under the caption “Risk Factors” in our most raté&nnual Report on Form 10-K and any subsequertr@tly Reports on Form 10-Q. If a
change occurs, our business, financial conditignjdity and results of operations may vary matsrititom those expressed in our forward-
looking statements. Any forwaldoking statement speaks only as of the date octwihis made. New risks and uncertainties arisenftime tc
time, and it is impossible for us to predict thesents or how they may affect us. Except as reduiy law, we are not obligated to, and do
intend to, update or revise any forward-lookingesteents, whether as a result of new informatiotyrbuevents or otherwise.
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Executive Summary

We are a specialty finance company that investiseedirectly or indirectly through our subsidiaién residential mortgage-backed
securities, or RMBS, residential mortgage loansl, estate related securities and various othet aksses. We are externally managed by
Fixed Income Discount Advisory Company, which wkereo as FIDAC or our Manager. FIDAC is a fixet:ome investment management
company that is registered as an investment adwiglerithe Securities and Exchange Commission, d2.SEIDAC is a wholly owned
subsidiary of Annaly Capital Management, Inc., emAly. FIDAC has a broad range of experience inagang investments in Agency RME
which are mortgage pass-through certificates, tatidized mortgage obligations, or CMOs, and othertgage-backed securities representing
interests in or obligations backed by pools of mage loans issued or guaranteed by the Federalidafilortgage Association, or Fannie v
the Federal Home Loan Mortgage Corporation, or dieeac, and the Government National Mortgage Aisgion, or Ginnie Mae, non-
Agency RMBS, collateralized debt obligations, or@%) and other real estate related investments.

We have elected and intend to qualify to be taxed eeal estate investment trust, or REIT, for faedi@ecome tax purposes
commencing with our taxable year ended on Decer@be?P007. Our targeted asset classes and thegaimevestments we expect to make in
each are as follows:

e RMBS, including:

0 Non-Agency RMBS, including investme-grade and nc-investment grade classes, including the-rated, E-rated, below |-
rated, and nc-rated classe

0 Agency RMBS
e Residential mortgage loans, includit
o Prime mortgage loar
0 Jumbo prime mortgage loa
o0 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, includingstment-grade and non-investment grade classesding the BB-rated, B-rated
and norrated classe

We completed our initial public offering on Noveml24, 2007. In that offering and in a concurretitate offering we raised net
proceeds of approximately $533.6 million. Sincenthve have raised an aggregate of approximateb/t$lion in follow-on offerings.

Our objective is to provide attractive risk-adjubteturns to our investors over the long-term, prifg through dividends and
secondarily through capital appreciation. We idtemachieve this objective by investing in a brokabs of financial assets to construct an
investment portfolio that is designed to achieteative risk-adjusted returns and that is strieduo comply with the various federal income
tax requirements for REIT status and to maintainexemption from the Investment Company Act of 1,9%0the 1940 Act.

Since we commenced operations in November 200'have focused our investment activities on acquinogAgency RMBS and ¢
purchasing residential mortgage loans that hava bdginated by select high-quality originators;lirding the retail lending operations of
leading commercial banks. Our investment portf@ioveighted toward non-Agency RMBS. At June 3@ approximately 81% of our
investment portfolio was non-Agency RMBS, 13% of mvestment portfolio was Agency RMBS, and 6% of mvestment portfolio was
secured residential mortgage loans. At Decembg2@19, approximately 68% of our investment portfeéas nonAgency RMBS, 25% of ol
investment portfolio was Agency RMBS, and 7% of mwestment portfolio was secured residential megggloans. We expect that over the
near term our investment portfolio will continuelte weighted toward RMBS, subject to maintainingREIT qualification and our 1940 Act
exemption. In addition, we have engaged in anédéing on market conditions, anticipate contintmgngage in transactions with resider
mortgage lending operations of leading commeraalkis and other high-quality originators in which ientify and re-underwrite residential
mortgage loans owned by such entities, and raltar purchasing and securitizing such residentiatgage loans ourselves, we and the
originator would structure the securitization anglwould purchase the resulting mezzanine and siftadednon-Agency RMBS. We may also
engage in similar transactions with non-Agency RMB®hich we would acquire non-Agency RMBS and eetsitize those securities. We
would sell some or all of the resulting AAA-rateBS and may retain some of the AAA-rated RMBS atiteosubordinate bonds and
interests.
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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 uarésset classes as interest rate and credit
cycles change over time. We believe that ouregrgtcombined with FIDAC’s experience, will enabketo pay dividends and achieve capital
appreciation throughout changing market cycles. éifeect to take a long-term view of assets andlili@s, and our reported earnings and
mark-to-market valuations at the end of a finanaabrting period will not significantly impact oabjective of providing attractive risk-
adjusted returns to our stockholders over the teng-

We use leverage to seek to increase our potestiains and to fund the acquisition of our assétgr income is generated primarily
the difference, or net spread, between the incomeavn on our assets and the cost of our borrowis expect to finance our investments
using a variety of financing sources including, wiawailable, repurchase agreements, warehousgiéagisecuritizations, commercial paper
and term financing CDOs. We manage our debt Biziatj interest rate hedges, such as interestsagps, to reduce the effect of interest rate
fluctuations related to our debt.

Recent Developments

We commenced operations in November 2007 in thethoidchallenging market conditions which affectieel cost and availability of
financing from the facilities with which we expedt® finance our investments. These instrumermdsided repurchase agreements, warehouse
facilities, securitizations, asset-backed commépaper, or ABCP, and term CDOs. The liquiditysegiwhich commenced in August 2007
affected each of these sources—and their indivigtatiders—to different degrees; some sources generally becaraeailable, some remair
available but at a high cost, and some were largesffected. For example, in the repurchase aggaemarket, non-Agency RMBS became
harder to finance, depending on the type of assdisteralizing the RMBS. The amount, term andgirarequirements associated with these
types of financings were also impacted. At thaieti warehouse facilities to finance whole loan grimesidential mortgages were generally
available from major banks, but at significantlglmér costs and had greater margin requirementspiteasiously offered. It was also extremely
difficult to term finance whole loans through sedtimation or bonds issued by a CDO structure. Raiag using ABCP froze as issuers became
unable to place (or roll) their securities, whielsulted, in some instances, in forced sales ofgage-backed securities, or MBS, and other
securities which further negatively impacted thekaavalue of these assets.

Although the credit markets had been undergoingmtuidbulence, as we started ramping up our poctioliate 2007, we noted a
slight easing. We entered into a number of remselagreements we could use to finance RMBS. nmadg 2008, we entered into two whole
mortgage loan repurchase agreements. As we begaetthe availability of financing, we were aleeing better underwriting standards used
to originate new mortgages. We commenced buyidgfiaancing RMBS and also entered into agreemenpaitchase whole mortgage
loans. We purchased high credit quality assetshwve believed we would be readily able to finance.

Beginning in mid-February 2008, credit markets eigreed a dramatic and sudden adverse changeselegity of the limitation on
liquidity was largely unanticipated by the market€redit once again froze, and in the mortgageketavaluations of non-Agency RMBS and
whole mortgage loans came under severe pressiis.ciedit crisis began in early February 2008, whdeavily leveraged investor
announced that it had to de-lever and liquidaterégio of approximately $30 billion of noAgency RMBS. Prices of these types of secul
dropped dramatically, and lenders started lowettiegprices on non-Agency RMBS that they held altarkl to secure the loans they had
extended. The subsequent failure in March 20@eafr Stearns & Co. worsened the crisis. As the pemressed, deterioration in the fair
value of our assets continued, we received anchmaegin calls under our repurchase agreements, whgthited in our obtaining additional
funding from third parties, including from Annalya@ital Management, Inc., or Annaly, an affiliatadaaking other steps to increase our
liquidity.
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Many of the challenges of the first half of 200&&aontinued through the second quarter of 201€@naacing difficulties have
severely pressured liquidity and asset valuesSelptember 2008, Lehman Brothers Holdings, Inc.apninvestment bank, experienced a
major liquidity crisis and failed. Securities tiagl remains limited and mortgage securities finagenarkets remain challenging as the indL
continues to report negative news. This dislocaiticthe non-Agency mortgage sector has madeficdif for us to obtain shorterm financing
on favorable terms. As a result, we have comglitan securitizations in order to obtain long-tdimancing and terminated our un-utilized
whole loan repurchase agreements in order to gejthg non-usage fees under those agreementslditiom, we have in the past sought and
received funding from Annaly. Under these circuanses, we expect to take actions intended to grotediquidity, which may include
reducing borrowings and disposing of assets asagalaising capital.

During this period of market dislocation, fiscaldamonetary policymakers have established new litjufelcilities for primary dealers
and commercial banks, reduced short-term inteegssy and passed legislation that is intendeddoead the challenges of mortgage borrowers
and lenders. This legislation, the Housing and Batin Recovery Act of 2008, seeks to forestall hdareclosures for distressed borrowers
assist communities with foreclosure problems.

Subsequent to June 30, 2008, there were increaadetitoncerns about Freddie Mac and Fannie M&disyao withstand future
credit losses associated with securities heldeir ihvestment portfolios, and on which they pravglarantees, without the direct support of
the federal government. In September 2008 Fanmie &hd Freddie Mac were placed into the consewsfof the Federal Housing Finance
Agency, or FHFA, their federal regulator, pursuianits powers under The Federal Housing FinancaiRémyy Reform Act of 2008, a part of
the Housing and Economic Recovery Act of 2008.thesconservator of Fannie Mae and Freddie Mack-HieA controls and directs the
operations of Fannie Mae and Freddie Mac and matake over the assets of and operate Fannie Mh€&m=udie Mac with all the powers of
the shareholders, the directors, and the officeFsanie Mae and Freddie Mac and conduct all bssiiné Fannie Mae and Freddie Mac; (2)
collect all obligations and money due to Fannie Maé Freddie Mac; (3) perform all functions of FienMae and Freddie Mac which are
consistent with the conservator’s appointmentpféserve and conserve the assets and propertynofeHslae and Freddie Mac; and (5)
contract for assistance in fulfilling any functiagtivity, action or duty of the conservator. Anpary focus of this new legislation is to incre
the availability of mortgage financing by allowikgnnie Mae and Freddie Mac to continue to growr the@arantee business without limit,
while limiting net purchases of mortgage-backedigées to a modest amount through the end of 2009.

In addition to FHFA becoming the conservator of iiarMae and Freddie Mac, (i) the U.S. Departmerfrefsury and FHFA have
entered into preferred stock purchase agreemetwgebe the U.S. Department of Treasury, or the Tigagnd Fannie Mae and Freddie Mac
pursuant to which the Treasury will ensure thahezfd-annie Mae and Freddie Mac maintains a pe@siigt worth; (ii) the Treasury has
established a new secured lending credit facilityolv will be available to Fannie Mae, Freddie Maieg the Federal Home Loan Banks, which
is intended to serve as a liquidity backstop, whiets available through December 2009; and (iii)theasury has initiated a temporary
program to purchase RMBS issued by Fannie Mae egdbie Mac. Although the Treasury has committgaitahto Fannie Mae and Freddie
Mac, there can be no assurance that these actibrimvadequate for their needs. If these actiorsreadequate, Fannie Mae and Freddie Mac
could continue to suffer losses and could failaadr their guarantees and other obligations. Thaduroles of Fannie Mae and Freddie Mac
could be significantly reduced and the nature efrtbuarantees could be considerably diminished. &ranges to the nature of the guarantees
provided by Fannie Mae and Freddie Mac could re@efthat constitutes Mortgage-Backed Securitiescantt have broad adverse market
implications.

Given the highly fluid and evolving nature of thesents, it is unclear how our business will beaetpd. Based upon the further
activity of the U.S. government or market respaiasgevelopments at Fannie Mae or Freddie Mac, asinless could be adversely impacted.

The Emergency Economic Stabilization Act of 2008E&SA, was enacted in October 2008. The EESAigesvthe U.S. Secretary
the Treasury with the authority to establish a Bted Asset Relief Program, or TARP, to purchaseffimancial institutions up to $700 billion
of equity or preferred securities, residential @menercial mortgages and any securities, obligationsther instruments that are based on or
related to such mortgages, that in each case vigieaied or issued on or before March 14, 2008yelsas any other financial instrument that
the U.S. Secretary of the Treasury, after consattavith the Chairman of the Board of Governorshef Federal Reserve System, determines
the purchase of which is necessary to promote ¢imhmarket stability, upon transmittal of suchetetination, in writing, to the appropriate
committees of the U.S. Congress. The EESA alsaiges for a program that would allow companiesgure their troubled assets.
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The U.S. Government, Federal Reserve and othergmental and regulatory bodies have taken or amsidering taking other
actions to address the financial crisis. The TAsset-Backed Securities Loan Facility, or TALF, viiast announced by the Treasury on
November 25, 2008, and has been expanded in sizecape since its initial announcement. UndeiMihkF, the Federal Reserve Bank
New York, or the FRBNY, provides n-recourse loans to borrowers to fund their purctedisgigible assets. The FRBNY has stopped
accepting applications for credit under the TALBgnam for all collateral.

In addition, on March 23, 2009, the U.S. Treasimgonjunction with the Federal Deposit Insurancggdration, or FDIC, and the
Federal Reserve, announced the establishment &fubléc-Private Investment Program, or PPIP. ThEPR$designed to encourage the
transfer of certain illiquid legacy real estateatetl assets off of the balance sheets of finair@#tutions, restarting the market for these asset
and supporting the flow of credit and other capitéd the broader economy.

On July 21, 2010, President Obama signed into temDtodd-Frank Wall Street Reform and Consumer Btiote Act, or the Dodd-
Frank Act. The Dodd-Frank Act provides for new regjons on financial institutions and creates neypesvisory and advisory bodies,
including the new Consumer Financial ProtectioneBur The Dodd-Frank Act tasks many agencies wstlhirig a variety of new regulations,
including rules related to mortgage origination aedvicing, securitization and derivatives. As Badd-Frank Act has only recently been
enacted and because a significant number of regutahave yet to be proposed, it is not possibleiato predict how the Dodd-Frank Act will
impact our business.

Although these aggressive steps are intended tegirand support the US housing and mortgage manieetontinue to operate under
difficult market conditions. As a result, therendze no assurance that the EESA, the TARP, the TRE#P, the Dodd-Frank Act or other
policy initiatives will have a beneficial impact t¢ime financial markets, including current extremeels of volatility. We cannot predict
whether or when such actions may occur or what afppleany, such actions could have on our businessilts of operations and financial
condition.

Trends

We expect the results of our operations to be #dteby various factors, many of which are beyondamntrol. Our results of
operations will primarily depend on, among othéngjs, the level of our net interest income, thekativalue of our assets, and the supply of
and demand for such assets. Our net interest imcamich reflects the amortization of purchase puems and accretion of discounts, varies
primarily as a result of changes in interest ratestowing costs, and prepayment speeds, whichrisasurement of how quickly borrowers
down the unpaid principal balance on their mortgages.

Prepayment Speeds. Prepayment speeds, as reflected by the ConstapayEment Rate, or CPR, vary according to interd@ssrahe
type of investment, conditions in financial marketsmpetition and other factors, none of which lbarpredicted with any certainty. In gene
when interest rates rise, it is relatively lessaative for borrowers to refinance their mortgaganls, and as a result, prepayment speeds tend tc
decrease. When interest rates fall, prepaymemidspiend to increase. For mortgage loan and RMB&iments purchased at a premium, as
prepayment speeds increase, the amount of inconeamedecreases because the purchase premiumdv®iptiie bonds amortizes faster than
expected. Conversely, decreases in prepaymendspesult in increased income and can extend thiedpever which we amortize the
purchase premium. For mortgage loan and RMBS invessts purchased at a discount, as prepayment sipeeelase, the amount of income
earn increases because of the acceleration ottieteon of the discount into interest income. Gengely, decreases in prepayment speeds
result in decreased income and can extend thecpbevier which we accrete the purchase discountiimiésest income.

Rising Interest Rate Environment. As indicated above, as interest rates rise, prepayspeeds generally decrease. Rising interest
rates, however, increase our financing costs wimiali result in a net negative impact on our netr@seincome. In addition, if we acquire
Agency and non-Agency RMBS collateralized by mopntielset adjustable-rate mortgages, or ARMs, areketheind five-year hybrid ARMs,
such interest rate increases could result in dseseim our net investment income, as there coulrltiraing mismatch between the interest rate
reset dates on our RMBS portfolio and the finanaagts of these investments. We expect, howelvatr our fixed-rate assets would decline in
value in a rising interest rate environment and ¢ha net interest spreads on fixed rate assetsl clacline in a rising interest rate environment
to the extent such assets are financed with flgatite debt.
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Falling Interest Rate Environment. As interest rates fall, prepayment speeds gendralhgase. 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 nesimant income, as there could be a timing mismbétiveen the interest rate reset dates on out
RMBS portfolio and the financing costs of thesesisiments. We expect, however, that our fixed-aiagets would increase in value in a falling
interest rate environment and that our net integpstads on fixed rate assets could increasedhirgfinterest rate environment to the extent
such assets are financed with floating rate debt.

Credit Risk. One of our strategic focuses is acquiring assetshaie believe to be of high credit quality. Weibeé this strategy will
generally keep our credit losses and financingsclast. We retain the risk of potential credit leson all of the residential mortgage loans we
hold in our portfolio. Additionally, some of oumiestments in RMBS may be qualifying interestspiarposes of maintaining our exemption
from the 1940 Act because we retain a 100% owngiiskérest in the underlying loans. If we purchabelasses of these securitizations, we
have the credit exposure on the underlying lodor to the purchase of these securities, we ocreldue diligence process that allows us to
remove loans that do not meet our credit standaaded on loan-to-value ratios, borrowers’ crediras, income and asset documentation and
other criteria that we believe to be important @atiions of credit risk.

Sze of Investment Portfolio. The size of our investment portfolio, as measunethb aggregate unpaid principal balance of our
mortgage loans and aggregate principal balancerofortgage related securities and the other aggetsvn is also a key revenue
driver. Generally, as the size of our investmentfplio grows, the amount of interest income weetige increases. The larger investment
portfolio, however, drives increased expenses amewg additional interest expense to finance theelpase of our assets.

Since changes in interest rates may significarifgcaour activities, our operating results depandarge part, upon our ability to
effectively manage interest rate risks and prepaymisks while maintaining our status as a REIT.

Current Environment. Weakness in the broader mortgage markets cowlersely affect one or more of our potential lendarany o
our lenders and could cause one or more of oungiatéenders or any of our lenders to be unwillorgunable to provide us with financing or
require us to post additional collateral. In gahethis could potentially increase our financirgis and reduce our liquidity or require us to
assets at an inopportune time. We expect to aserder of sources to finance our investments, diotyrepurchase agreements, warehouse
facilities, securitizations, asset-backed commépaaer and term CDOs. Current market conditicmgehaffected the cost and availability of
financing from each of these sources and theividdal providers to different degrees; some sougegeerally are unavailable, some are
available but at a high cost, and some are langedffected. For example, in the repurchase agnreemarket, borrowers have been affected
differently depending on the type of security tlzeg financing. Non-Agency RMBS have been harddéinance, depending on the type of
assets collateralizing the RMBS. The amount, t@neh margin requirements associated with these typf#sancings have been negatively
impacted.

Currently, warehouse facilities to finance wholarigprime residential mortgages are generally aviailxom major banks, but at a
significantly higher cost and have greater margiuirements than previously offered. Many majorikdsathat offer warehouse facilities have
also reduced the amount of capital available to eetkants and consequently the size of those tiasilbffered now are smaller than those
previously available.

It is currently a challenging market to term finanghole loans through securitization or bonds iddnea CDO structure. The highly
rated senior bonds in these securitizations and G@@tures currently have liquidity, but at mucidev spreads than issues priced in recent
history. The junior subordinate tranches of thesectures currently have few buyers and currentketazonditions have forced issuers to retain
these lower rated bonds rather than sell them.
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Certain issuers of ABCP have been unable to plaiceo(l) their securities, which has resulted, ame instances, in forced sales of
MBS and other securities which has further negbtiirpacted the market value of these assets. elhmegket conditions are fluid and likely
change over time. As a result, the executionuofimvestment strategy may be dictated by the aodtavailability of financing from these
different sources.

If one or more major market participants fails theswise experiences a major liquidity crisis, aswhe case for Bear Stearns & Co.
in March 2008, and Lehman Brothers Holdings IncSaptember 2008, it could negatively impact thekeiability of all fixed income
securities and this could negatively impact theigalf the securities we acquire, thus reducinghetibook value. Furthermore, if many of our
potential lenders or any of our lenders are unmglior unable to provide us with financing, we cooédforced to sell our securities or
residential mortgage loans at an inopportune timemprices are depressed.

As described above, there has been significantrgovent action in the capital markets. Howevertghwman be no assurance that the
government’s actions with respect to Freddie Mat Bannie Mae, the EESA, the TARP, the TALF, theFR e Dodd-Frank Act or other
policy initiatives will have a beneficial impact ¢ime financial markets. To the extent the marketsdnot respond favorably to these actions, or
these actions do not function as intended, oumiassi may not receive the anticipated positive imfpam them. In addition, the U.S.
Government, Federal Reserve and other governmamdategulatory bodies have taken or are consideaikigg other actions to address the
financial crisis. We cannot predict whether or wikenh actions may occur or what impact, if anyhsations could have on our business,
results of operations and financial condition.

In the current market, it may be difficult or imgdde to obtain third party pricing on the investrteewe purchase. In addition,
validating third party pricing for our investmemtgy be more subjective as fewer participants mayilheg to provide this service to
us. Moreover, the current market is more illigthien in recent history for some of the investmevesgurchase. llliquid investments typically
experience greater price volatility as a ready mbdoes not exist.  As volatility increases quidity decreases we may have greater difficulty
financing our investments which may negatively ictpaur earnings and the execution of our investratrategy.

Critical Accounting Policies

Our consolidated financial statements are preparadcordance with accounting principles generatlgepted in the United States of
America, or GAAP. These accounting principles meyuire us to make some complex and subjectivesies and assessments. Our most
critical accounting policies will involve decisioasd assessments that could affect our reportetsassd liabilities, as well as our reported
revenues and expenses. We believe that all alehisions and assessments upon which our consdifiaincial statements are based will be
reasonable at the time made and based upon infiometailable to us at that time. At each quaetet, we calculate estimated fair value of
investment portfolio using a pricing model. Weidlate our pricing model by obtaining independeftipg on all of our assets and performing
a verification of those sources to our own inteestimate of fair value. The following are our mostical accounting policies:

Sales and Securitization

We periodically enter into transactions in which sedl financial assets, such as RMBS, mortgageslaad other assets. Gains and
losses on sales of assets are computed on thdispdentification method whereby we record a gairioss on the difference between the
carrying value of the asset and the proceeds fhansale. In addition, we may from time to timeuséize or re-securitize assets and sell
tranches in the newly securitized assets. Thassdctions may be recorded as either a sale aradsleés contributed to the securitization are
removed from the consolidated statements of firedrogindition and a gain or loss is recognized,soa inancing whereby the assets
contributed to the securitization are not derecogphibut rather the liabilities issued by the seation are recorded to reflect the term
financing of the assets. In these securitizatandsre-securitizations we sometimes retain or aecagnior or subordinated interests in the
securitized or re-securitized assets.
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Valuation of Investments

Accounting Standards Codification, or ASC 820, Rétue Measurements and Disclosures, establisfrasnework for measuring fe
value, and establishes a three-level valuatiorahi@ry for disclosure of fair value measurementeamuances disclosure requirements for fair
value measurements. The valuation hierarchy isdapon the transparency of inputs to the valuaifaam asset or liability as of the
measurement date. The three levels are definfallaws:

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

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

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

Non-Agency and Agency MBS are valued using a pgiciodel. The MBS pricing model incorporates swattdrs as coupons,
prepayment speeds, spread to the Treasury andawegs, convexity, duration, periodic and life cagrsd credit enhancement. Management
reviews the fair values determined by the pricirgdel and compares its results to dealer quotesvezten each investment to validate the
reasonableness of the valuations indicated byriceng models. The dealer quotes incorporate commarket pricing methods, including a
spread measurement to the Treasury curve or interiesswap curve as well as underlying charadiesisf the particular security including
coupon, periodic and life caps, rate reset peigsiier, additional credit support and expecteddifthe security.

Although we utilize a pricing model to compute fag value of the securities in our portfolio, walidate our fair values by seeking
indications of fair value from third-party dealensd/or pricing services. The variability of fairlwa among dealers and pricing services can 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 intevelliations of the securities on which we receivedler marks were 0.53% higher at June 30,
2010 and 0.06% lower at June 30, 2009 than theeggtgd dealer marks.

Any changes to the valuation methodology are regttlyy management to ensure the changes are agteopgxs markets and
products develop and the pricing for certain prasibecomes more transparent, we continue to refinealuation methodologies. The
methods used by us may produce a fair value caionlthat may not be indicative of net realizabédue or reflective of future fair values.
Furthermore, while we believe our valuation methadsappropriate and consistent with other markgigipants, the use of different
methodologies, or assumptions, to determine thevédile of certain financial instruments could tegua different estimate of fair value at the
reporting date. We use inputs that are curreof #% measurement date, which may include pembasarket dislocation, during which price
transparency may be reduced. This condition coaltse our financial instruments to be reclassifiech Level 2 to Level 3.

Other-than-Temporary Impairments

FASB issued new guidance to improve the presemtatiml disclosure of other-than-temporary impairment OTTI, on debt and
equity securities. We analyze our non-Agency RMB8folio as these investments fall under this meidance. The security is analyzed for
credit loss (the difference between the presentevaf cash flows expected to be collected and th@rtized cost basis). If we do not intend to
sell nor are required to sell the debt securitpmpio its anticipated recovery, the credit lossrif/, is recognized in the statement of earnings,
while the balance of impairment related to othetdes is recognized in Other Comprehensive Incam@CI. If we intend to sell the debt
security, or will be required to sell the secubigfore its anticipated recovery, the full OTTI ésognized in the statement of earnings. OTTI
has occurred if there has been an adverse charigeiie estimated cash flow and its impact reflddétecurrent earnings. The determination
cannot be overcome by management judgment of tigapility of collecting all cash flows previouslygpected.

Securitized Loans Held for Investme

Our securitized residential mortgage loans are cm®g of fixed-rate and variable-rate loans. Wechase pools of residential
mortgage loans through a select group of origisatddortgage loans are designated as held for imes¥, recorded on trade date, and are
carried at their principal balance outstandingsgny premiums or discounts which are amortizeatoreted over the estimated lives of the
loans, less allowances for loan losses.

Non-Agency and Agency Residential Mortgage-Backed Sggs

We invest in RMBS representing interests in oblaya backed by pools of mortgage loans and caoyettsecurities at fair value
estimated using a pricing model. Management revig fair values generated by the model to deterwhether prices are reflective of the
current market. Management performs a validatioihe fair value calculated by the pricing modeldmynparing its results to independent
prices provided by dealers in the securities anttiiod party pricing services. If dealers or indagent pricing services are unable to provide a
price for an asset, or if the price provided bynthe deemed unreliable by FIDAC, then the assdtheilvalued at its fair value as determined in
good faith by FIDAC. In the current market, it mag difficult or impossible to obtain third partyiging on certain of our investments. In
addition, validating third party pricing for ouniestments may be more subjective as fewer partitspaay be willing to provide this service
us. Moreover, the current market is more illigtiien in recent history for some of the investmevesown. llliquid investments typically
experience greater price volatility as a ready mbdoes not exist. As volatility increases or ilitity decreases, we may have greater difficulty
financing its investments which may negatively ircigigs earnings and the execution of its investnsénattegy.

35




Our investment securities are classified as eitlagling investments, available-for-sale investmentseld-to-maturity investments.
We intend to hold our RMBS as available-for-sald aa such may sell any of our RMBS as part of eral management of our
portfolio. All assets classified as available-éale are reported at estimated fair value, witlealized gains and losses included in other
comprehensive income.

When the fair value of an available-for-sale sdgtis less than its amortized cost for an exterpgribd or there is a significant
decline in value, we consider whether there is O the value of the security. If, based on owlgsis, a credit portion of OTTI exists, the
cost basis of the security is written down to thentcurrent fair value, and the unrealized losgaissferred from accumulated other
comprehensive loss as an immediate reduction oéctiearnings (as if the loss had been realizéldemperiod of OTTI). The determination of
OTTI is a subjective process, and different judgtmemd assumptions could affect the timing of kesdization.

We consider the following factors when determin®@T| for a security:
e the length of time and the extent to which the maxalue has been less than the amortized
e the financial condition and ne-term prospects of the issu
e the credit quality and cash flow performance ofgheurity; anc
e whether we will be more likely than not requiredstll the investment before the expected recoy

The determination of OTTI is made at least quayte we determine an impairment to be other ttemporary we will realize a loss
which will negatively impact current income.

RMBS transactions are recorded on the trade d¢@lized gains and losses from sales of RMBS @mrrd@ned based on the specific
identification method and recorded as a gain (loss3ale of investments in the statement of opmrati Accretion of discounts or amortization
of premiums on available-for-sale securities andtgage loans is computed using the effective isteyield method and is included as a
component of interest income in the statement efajons.

Interest Income

Interest income on RMBS and loans held for investngrecognized over the life of the investmenngdhe effective interest
method. Income recognition is suspended for legmen, in the opinion of management, a full recow@rincome and principal becomes
doubtful. Income recognition is resumed when tenlbecomes contractually current and performanderonstrated to be resumed.

Accounting For Derivative Financial Instruments antHedging Activities

Our policies permit us to enter into derivative taats, including interest rate swaps and inte@stcaps, as a means of mitigating
interest rate risk. We use interest rate derivatigruments to mitigate interest rate risk ratian to enhance returns. We account for these
instruments as free-standing derivatives. Accalginthey are carried at fair value with realizewlainrealized gains and losses recognized in
earnings.

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

The FASB issued additional guidance that attengisprove the transparency of financial reportilygoboviding additional
information about how derivative and hedging atitig affect an entity’s financial position, finaatperformance and cash flows. This
guidance increases the disclosure requirementiefivative instruments and hedging activities lyuieing enhanced disclosure about (1) how
and why an entity uses derivative instrumentsh(®y derivative instruments and related hedged it@resccounted for, and (3) how deriva
instruments and related hedged items affect thieyenfinancial position, financial performance,choash flows.
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Derivatives will be used for economic hedging pwgmrather than speculation. We will rely on quotest from third parties to
determine fair values. If our hedging activitiesribt achieve our desired results, our reportediegs may be adversely affected.

Allowance for Probable Credit Loss¢

We have established an allowance for loan lossadeatel that management believes is adequate lmasad evaluation of known and
inherent probable losses related to our loan partfarhe estimate is based on a variety of factecgiding current economic conditions,
industry loss experience, the loan originator’'slesperience, credit quality trends, loan portfalonposition, delinquency trends, national and
local economic trends, national unemployment datanges in housing appreciation or depreciatiahvamether specific geographic areas
where we have significant loan concentrations apzgencing adverse economic conditions and evantl as natural disasters that may affect
the local economy or property values. Upon purcludigbe pools of loans, we obtained written repnéstions and warranties from the sellers
that we could be reimbursed for the value of tlamlid the loan fails to meet the agreed upon oétijom standards. While we have little history
of our own to establish loan trends, delinquenewpds of the originators and the current market itimms aid in determining the allowance for
loan losses. We also performed due diligence ploes on a sample of loans that met our criterinduhe purchase process. We have
created an unallocated provision for probable loases estimated as a percentage of the remairimgpal on the loans. Management'’s
estimate is based on historical experience of antgilunderwritten pools.

When we determine it is probable that specific axttially due amounts are uncollectible, the am@iobnsidered impaired. Where
impairment is indicated, a valuation write-off i®asured based upon the excess of the recordednmargsover the net fair value of the
collateral, reduced by selling costs. Any deficigbetween the carrying amount of an asset anddheales price of repossessed collateral is
charged to the allowance for loan losses.

Income Taxes

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

If we fail to qualify as a REIT, and do not qualffyr certain statutory relief provisions, we wik lsubject to federal, state and local
income taxes and may be precluded from qualifymg &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 amot
available for distribution to our stockholders.

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 findrstédements. Taxable income, generally, willefiffrom net income reported on the
consolidated financial statements because therdigtation of taxable income is based on tax prowisiand not financial accounting principl

Recent Accounting Pronouncements
General Principles
Assets

Receivables (ASC 310)

In April, 2010, the FASB issued Accounting Standadpdate, or ASU 2010-18, which addresses thetaffex loan modification
when a loan is part of a pool accounted for asglsiasset. This update clarifies the treatmenttobubled debt restructuring. This guidance
allows acquired assets, which have evidence oftadeterioration upon acquisition and common rieRmcteristics, to be accounted for in the
aggregate as a pool. Upon establishment of thk fh@opool 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 fitojegions for the pool. Likewise, impairment
analysis is performed on the pool as a whole, nahdividual loans. Maodifications to loans, evéthiose modifications are considered
troubled debt restructuring, do not result in anlbaing removed from the pool. This treatmenbissistent with our current accounting
practices and therefore has no material effectwrconsolidated financial statements.
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In July 2010, the FASB released ASU 2010-20, whidtresses disclosures about the credit qualitinah€ing receivables and the
allowance for credit losses. The purpose of thidate is to provide greater transparency regartiaegllowance for credit losses and the credit
quality of financing receivables as well as to stsisi the assessment of credit risk exposures ealda&tion of the adequacy of allowances for
credit losses. Additional disclosures must bevisled on a disaggregated basis. The update defireekevels of disaggregation — portfolio
segment and class of financing receivable. Addily, the update requires disclosure of creditiuandicators, past due information and
modifications of financing receivables. The ugdatnot applicable to mortgage banking activifleans originated or purchased for resale to
investors); derivative instruments such as repselzgreements; debt securities; a transferonestitia securitization transactions accounted
for as sales under ASC 860; and purchased berléfitéaests in securitized financial assets. Tipdate is effective for us for interim or anr
periods ending on or after December 15, 2010.histtime, we are evaluating the effect of this updan future financial reporting.

Broad Transactions

Consolidation (ASC 810)

Effective January 1, 2010, the consolidation stasielaave been amended by ASU 2009-17. This amentdupeates the existing
standard and eliminates the exemption from conatitid of a Qualified Special Purpose Entity, or @SH he update requires an enterprise to
perform an analysis to determine whether the eriger’s variable interest or interests give it atcolfing financial interest in a variable interest
entity, or VIE. The analysis identifies the primdmgneficiary of a VIE as the enterprise that hatbd) the power to direct the activities that
most significantly impact the entity’s economicfpemance and (2) the obligation to absorb lossékegntity or the right to receive benefits
from the entity which could potentially be signdiat to the VIE. The update requires enhancedatisces to provide users of financial
statements with more transparent information abougnterprises involvement in a VIE. We have deiteed we are the primary beneficiary
a number of VIEs formed through re-securitizatiolée were required to consolidate RMBS re-secuatitin transactions previously recorded
during the year ended December 31, 2009 as sal€&XAP beginning with the effective date of this &S Consolidation of these transactions
altered the presentation of the consolidated firstatements by increasing our non-Agency pddfahd increasing the value of nogcourse
liabilities for which we have no continuing obligai. The consolidation has reversed previouslpnded GAAP gains on sales of assets
related to the re-securitizations undertaken ir9200he reversal of this gain will be accreted aberremaining life of the re-securitized
assets. The adoption of this guidance has resultedhterial changes to the format and contentofconsolidated financial statements, as well
as enhanced disclosures. Refer to the discussiNote 8 to the consolidated financial statements.

Derivatives and Hedging (ASC 815)

The FASB issued ASU 2010-8 in February 2010. A8WA provided technical corrections to ASC 815. Tupsate provides a fo
step analysis to determine whether call or putomgtithat can accelerate the settlement of debtimsints should be considered clearly and
closely related to the debt host contract. I§itietermined that such option is closely relateitiéchost contract, bifurcation of the host corttrac
from the derivative instrument is not necessafyanlexisting hybrid instrument requires bifurcatiender this update, a one-time election can
be made to utilize the Fair Value Option for théirencontract. This update is was effective ferJanuary 1, 2010 and had no material effect
on our consolidated financial statements.

ASU 2010-11 was issued in March 2010 and definscbpe exception for embedded derivative featutéshwinvolve only the
transfer of credit risk that is only in the formsafbordination 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 2810, however early adoption for the first
fiscal quarter is allowed. We elected to earlymdor the first quarter of 2010. Adoption of tliSU had no effect on our consolidated
financial statements.
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Fair Value Measurements and Disclosures (ASC 820)

In January 2010, FASB issued ASU 2010-06, whicheases disclosure regarding the fair value of assgte key provisions of this
guidance include the requirement to disclose séggrtne amounts of significant transfers in antl@fLevel 1 and Level 2 including a
description of the reason for the transfers. Pl this was only required of transfers betweendl 2 and Level 3 assets. Further, reporting
entities are required to provide fair value measwaet disclosures for each class of assets anditiiedyia class is potentially a subset of the
assets or liabilities within a line item in thetstaent of financial position. Additionally, disslores about the valuation techniques and inputs
used to measure fair value for both recurring amarecurring fair value measurements are require@ifber Level 2 or Level 3 assets. This
portion of the guidance is effective for all intarand annual reporting periods after December @892The guidance also requires that the
disclosure on any Level 3 assets is presentedaepafor purchases, sales, issuances and settieminother words, Level 3 assets are
presented on a gross basis rather than as oneméten. However, this last portion of the guidaheeomes effective for all interim and ann
reporting periods beginning after December 15, 204@option of this guidance results in increaseatfiote disclosure in our consolidated
financial statements.

Subsequent Events (ASC 855)

In February 2010, the FASB issued ASU 2010-09 sana@ndment to ASC 855. This update eliminatedebjgirement to provide a
specific date through which subsequent events exgiated. The purpose of this update was toiatlepotential conflicts between ASC 855
and SEC reporting requirements. The update wastafé upon issuance. We have evaluated subsequents through date of issuance of
this Quarterly Report on Form 10-Q.

Transfers and Servicing (ASC 860)

On June 12, 2009, the FASB issued ASU 2009-16 andment update to the accounting standards goetinéntransfer and
servicing of financial assets. This amendment wgsltite existing standard and eliminated the corafepQSPE, clarifies the surrendering of
control to effect sale treatment, and modifiesfthancial components approach — limiting the cirstamces in which a financial asset or
portion thereof should be derecognized when thestesior maintains continuing involvement. It defirthe term “Participating Interest,” and
under this standard update, the transferor musgreze and initially measure at fair value all assdbtained and liabilities incurred as a result
of a transfer, including any retained beneficiaémest. Additionally, the amendment requires enbdrtisclosures regarding the transferors risk
associated with continuing involvement in any tfaned assets. The amendment was effective biegilanuary 1, 2010 and had a material
impact on our consolidated financial statemenBge discussion under Consolidation (ASC 810) above.

Financial Condition

At June 30, 2010, our portfolio consisted of $4ilddm of non-Agency RMBS, $1.8 billion of AgencyNi®BS and $416.5 million of
securitized mortgage loans. At December 31, 2008portfolio consisted of $2.4 billion of non-AggnBRMBS, $1.7 billion of Agency RMBS
and $470.5 million of securitized mortgage loans.
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The following table summarizes certain charactiessaf our portfolio at the quarters ended June2B20 and 2009 and quarter ended
December 31, 2009.

December 31,

June 30, 201 June 30, 200 2009
Interest earning assets at pe-end * $ 6,595,36c $ 4,166,731 $ 4,559,427
Interest bearing liabilities at peri-end $ 3,801,485 $ 1,943,41: % 2,365,752
Leverage at peric-end 1.31 1.C1 1.1:1
Leverage at peri-end (recourse 0.51 0.1 0.c1
Portfolio Composition, at principal valt
Non-Agency RMBS 80.5% 55.5% 64.6%
Senior 5.2% 49.1% 37.5%
Senior, interest onl 25.% 4.2% 0.C%
Subordinater 30.2% 2.1% 22.(%
Subordinated, interest on 2.2% 0.C% 5.1%
Senior, no-retainec 17.% 0.C% 0.C%
Agency RMBS 13.4% 34.5% 23.%
Securitized loan 6.1% 10.(% 12.1%
Fixec-rate percentage of portfol 72.2% 59.7% 52.7%
Adjustablerate percentage of portfol 27.€% 40.2% 47.2%
Annualized yield on average earning assets duhiagerioc 8.4% 6.82% 6.37%
Annualized cost of funds on average borrowed fuhdg the perioc 2.9% 2.4(% 1.51%

* Excludes cash and cash equivale

As of June 30, 2010, the RMBS in our portfolio wptechased at a net discount to their par valuer RMBS had a weighted avere
amortized cost of 72.1% and 69.9% at June 30, 208(December 31, 2009, respectively.

June 30, 201
(dollars in thousand:
Gross Gross
Principal Unamortized Unamortized  Unrealized Unrealized
Value Premium Discount Gain Loss Fair Value
Non-Agency RMBS
Senior $ 668,04¢ $ 263,18 $ (51,79) $ 23,97C $ (85,679 $ 817,73t
Subordinatet 3,869,64! 29,94 (2,409,32) 179,62: (203,98() 1,465,90!
Senior, no-retainec 2,181,67. 78,01¢ (152,35() 97,36¢ (71,227) 2,133,48
Agency RMBS 1,647,21. 53,92¢ - 60,96 (370 1,761,73.
Total $ 8,366,557 $ 425,08. $ (2,613,47) $ 361,92( $ (361,249 $ 6,178,85
December 31, 200
(dollars in thousand:
Gross Gross
Principal Unamortizec  Unamortizec Unrealized Unrealized
Value Premium Discount Gain Loss Fair Value
Non-Agency RMBS
Senior $ 2,757,21. $ 1,53¢ $ (628,209 $ 83,94t $ (192,079 $ 2,022,40
Subordinatet 1,616,03. 10,34¢ (1,239,76) 65,99¢ (76,14%) 376,45¢
Agency RMBS 1,616,45! 55,08 (29) 20,767 (2,240 1,690,02!
Total $ 5,989,69. $ 66,96 $ (1,868,00) $ 170,70¢ $ (270,469 $ 4,088,89

Actual maturities of RMBS are generally shortemtiséated contractual maturities, as they are afteby the contractual lives of the
underlying mortgages, periodic payments of prinigipad prepayments of principal. The remainingestatontractual final maturity of the
mortgage loans underlying our portfolio of RMBSgan up to 38 years, but the expected maturitybgestito change based on the
prepayments of the underlying loans. As of June28Qp, the average final contractual maturity ef RMBS portfolio is 29 years, and as of
December 31, 2009, it was 29 years. The estimaggghted average months to maturity of the RMB&atables below are based upon our
prepayment expectations, which are based on botriptary and subscription-based financial modeBur prepayment projections consider
current and expected trends in interest rateg@steate volatility, steepness of the yield cuthe, mortgage rate of the outstanding loan, time
to reset and the spread margin of the reset.
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The constant prepayment rate, or CPR, attempteettiqh the percentage of principal that will begaiel over a period of time. We
calculate average CPR on a quarterly basis basadstarical principal paydowns. As interest ratisg rthe rate of re-financings typically
declines, which we expect may result in lower ratiegsrepayment and, as a result, a lower portf6lRR. Conversely, as interest rates fall, the
rate of re-financings typically increases, whichexpect may result in higher rates of prepaymedt as a result, a higher portfolio CPR.

After the reset date, interest rates on our hyadidistable rate RMBS securities adjust annuallgth@s spreads over various LIBOR
and Treasury indices. These interest rates areatioj caps that limit the amount the applicabterigst rate can increase during any year,
known as periodic cap, and through the maturitthefapplicable security, known as a lifetime cdpe Weighted average periodic cap for the
portfolio is an increase of 0.8% and the weightesrage maximum lifetime increases for the portfalie 8.7%.

The following tables summarize our RMBS accordingheir estimated weighted average life classifcet at June 30, 2010 and
December 31, 2009.

June 30, 201
(dollars in thousand:

Weighted Average Lifi
Greater than

one
year and less  Greater thal
Less than on than five five
year years years Total
Fair value
Non-Agency RMBS
Senior $ 73,28 $ 656,84¢ $ 87,600 $ 817,73t
Subordinatec 2C 949,90° 515,97¢ 1,465,90!
Senior, no-retainec 265,44 1,868,04! - 2,133,48!
Agency RMBS 7,22¢ 1,408,71. 345,79 1,761,73:
Total fair value $ 34596 $ 4,88351. $ 949,37¢ $ 6,178,85!
Amortized cos
Non-Agency RMBS
Senior $ 81,33¢ $ 681,17. $ 116,93t $ 879,44!
Subordinatec 32 999,63! 490,59° 1,490,26:
Senior, no-retainec 322,79 1,784,54! - 2,107,34.
Agency RMBS 6,96¢ 1,359,88: 334,28° 1,701,14i
Total amortized cos $ 411,13t $ 4,82523 $ 941,81¢ $ 6,178,18
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December 31, 200
(dollars in thousand:

Weighted Average Lifi
Greater thai

one
year and les  Greater thal
Less than on than five five
year years years Total
Fair value
Non-Agency RMBS
Senior $ 20,53 $ 1,520,800 $ 481,06c $ 2,022,40
Subordinatet 137 204,48: 171,84: 376,45¢
Agency RMBS - 1,690,02! - 1,690,02!
Total fair value $ 20,67C( $ 3,41531' $ 652,90! $ 4,088,89
Amortized cos
Non-Agency RMBS
Senior $ 2054¢ $ 1,631,46 $ 478,53( $ 2,130,54
Subordinate( 76 244,93° 141,59 386,60°
Agency RMBS - 1,671,50: - 1,671,50:
Total amortized cos $ 20,62 $ 3,547,900 $ 620,12: $ 4,188,64!

Results of Operations for the Quarters and Six Mortis Ended June 30, 2010 and 2009.
Net Income (Loss) Summary

Our net income for the quarter ended June 30, 2@K0$124.6 million, or $0.16 per share. Our nedine was generated primarily by
interest income on our portfolio. Our net incoroethe quarter ended June 30, 2009 was $51.6 milin$0.10 per share. We attribute the
increase in our net income per share for the quartéed June 30, 2010 as compared to June 30,t@@092.4 billion increase in interest
earning assets in our portfolio.

Our net income for the six months ended June 300 2as $250.2 million, or $0.35 per share. Oulimaime was generated
primarily by interest income on our portfolio. Ougt income for the six months ended June 30, 2239$70.5 million, or $0.21 per share.
attribute the increase in our net income per sfarthe six months ended June 30, 2010 as comparte six months ended June 30, 2009
$2.4 billion increase in interest earning asseinportfolio.
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The table below presents the net income (loss) samifor the quarters and six months ended Jun2@M) and 2009.

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

(unaudited)
For the Quarters Ende For the Six Months Ende

June 30, 201 June 30,200 June 30, 201 June 30, 200
Net Interest Income:
Interest incom $ 13352: $ 65,077 $ 262,50t $ 93,08
Interest expens 7,19¢ 8,31: 14,57: 17,35¢
Interest income, ne¢-retainec 49,82¢ - 100,69( -
Interest expense, n-retained 21,42 - 55,25 -
Net interest incom 154,73. 56,76¢ 293,37: 75,72¢
Other-than-temporary impairments:
Total othe-thar-temporary impairment loss (24,74¢) (8,57%) (47,439 (8,57%)
Non-credit portion of loss recognized in other compretive income
(loss) 17,85: 2,08( 37,99¢ 2,08(
Net othe-thar-temporary credit impairment loss (6,897) (6,495 (9,437) (6,495
Other gains (losses)
Unrealized gains (losses) on interest rate s\ (11,239 - (11,23 -
Realized gains (losses) on sales of investment: - 9,321 34z 12,94¢
Realized losses on principal w-downs of no-Agency RMBS (326€) - (1,275 -
Total other gains (losse (11,569 9,321 (12,170 12,94¢
Net investment income (los 136,27¢ 59,59( 271,76t 82,18:
Other expenses
Management fe 9,26: 5,95¢ 17,37% 8,53¢
Provision for loan losse 1,02¢ 1,13( 1,63( 1,36:
General and administrative expen 1,40¢ 861 2,56¢ 1,76¢
Total other expense 11,69¢ 7,94¢€ 21,57¢ 11,66¢
Income (loss) before income taxe 124,58( 51,64« 250,19( 70,51«
Income taxe: 1 - 1 1
Net income (loss $ 12457¢ $ 5164 $ 250,18¢ $ 70,51
Net income (loss) per shi-basic and dilute: $ 0.1¢ $ 0.1C $ 0.3t $ 0.21
Weighted average number of shares outstar-basic and dilute 765,475,34 503,110,13 718,185,90 341,053,85
Comprehensive income (loss
Net income (loss $ 12457¢ $ 51,64 $ 250,18¢ $ 70,51!
Other comprehensive income (los
Unrealized gains (losses) on avail-for-sale securities, n (151,529 39,50: 90,05 53,09:
Reclassification adjustment for net losses includetet income for oth-
thar-temporary credit impairment loss 6,89: 6,49t 9,43 6,49t
Reclassification adjustment for realized lossein@adncluded in ne
income 32€ (9,32 93< (12,949
Other comprehensive income (los (144,309 36,67¢ 100,42° 46,63¢
Comprehensive income (los $ (19,726 $ 88,31¢ $ 350,61¢ $ 117,15.

Net Interest Income and Average Earning Asset Yield

We had average earning assets of $8.6 billion &l illion for the quarters ended June 30, 2012009, respectively, and $7.9
billion and $2.8 billion for the six months endaché@ 30, 2010 and 2009, respectively. Our inténesime was $183.4 million and $65.1
million for the quarters ended June 30, 2010 ar@P2@espectively, and $363.2 million and $93.liamllfor the six months ended June 30,

2010 and 2009, respectively. Our interest incomeeeiase resulted from the increase in our inte@sting assets which followed our 2009 and

2010 secondary offerings. The annualized yieldwnportfolio was 8.49% and 6.83% for the quarterded June 30, 2010 and 2009,
respectively, and 9.19% and 6.70% for the six meetided June 30, 2010 and 2009, respectively.irthease in the annualized yield is
attributed to increased interest earning assetgaeaetion on assets purchased at significant digsdo par with the proceeds from our

secondary offerings.
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Our net interest income, which equals interestimedess interest expense, totaled $154.7 milli@h%6.8 million for the quarters
ended June 30, 2010 and 2009, respectively, an8l.428illion and $75.7 million for the six monthsdad June 30, 2010 and 2009,
respectively. Our net interest spread, which eqiheds/ield on our average assets for the periagties average cost of funds for the period,
5.56% and 4.43% for the quarters ended June 3@ &0d 2009, respectively, and 5.50% and 3.84%hi®six months ended June 30, 2010
2009, respectively. We attribute the increaseeinimterest income and net interest spread tontrease in our portfolio of higher yielding
interest earning assets following our secondargriffjs.

The table below shows our average assets heldljnt#gest earned on assets, yield on averageesitearning assets, average debt
balance, interest expense, average cost of fuedfterest income, and net interest rate spreathéoquarters ended June 30, 2010, March 31,
2010, December 31, 2009, September 30, 2009, ared3y 2009, and the year ended December 31, 2009.

Net Interest Incom

Yield on

Average Average

Earning Interest Interest
Assets Earned on Earning Average Det Interest Average Cos Net Interest Net Interest
Held * Assets * Assets Balance Expense of Funds Income Rate Sprea

(Ratios have been annualized, dollars in thouse

For the quarter ende

June 30, 201 $8,640,37. $ 183,34¢ 8.4<% $3,906,06. $ 28,61¢ 2.9%% $ 154,73 5.5€%
For the quarter ende

March 31, 201( $7,162,94. $ 179,84! 10.0% $3,660,33: $ 41,20« 4.5(% $ 138,64 5.54%
For the year ende

December 31, 200 $4,328,89. $ 298,53¢ 6.9(% $1,724,69: $ 35,08 2.02% $ 263,45t 4.87%
For the quarter ended

December 31, 200 $6,329,68! $ 100,76! 6.37% $2,266,35 $  8,563( 151% $ 92,23t 4.8€%
For the quarter ended

September 30, 20( $5,433,32. $ 104,69( 7.71% $2,207,44. $ 9,19i 1.67% $ 95,49: 6.04%
For the quarter ende

June 30, 200 $3,812,89° $ 65,07% 6.82% $1,386,63' $  8,31: 24(% $ 56,76¢ 4.45%

* Excludes cash and cash equivale
Interest Expense and the Cost of Funds

We had average borrowed funds of $3.9 billion abd illion and total interest expense of $28.4iomland $8.3 million for the
quarters ended June 30, 2010 and 2009, respectiyhad average borrowed funds of $3.8 billiod &h.2 billion and total interest expense
of $69.8 million and $17.4 million for the six méwstended June 30, 2010 and 2009, respectively.a@uralized cost of funds was 2.93% and
2.40% for the quarters ended June 30, 2010 and, 28§%ectively, and 3.69% and 2.86% for the six ti@ended June 30, 2010 and 2009,
respectively. The increase in interest expenseléted to an increase in the secured debt, nameat, that we recorded with the adoption on
January 1, 2010 of ASC Topic 810 as compared tgtiaeter and six months ended June 30, 2009.

44




The table below shows our average borrowed fumtisrést expense, average cost of funds, averagmonth LIBOR, average six-
month LIBOR, average one-month LIBOR relative ter@ge six-month LIBOR, and average cost of funtigive to average one- and six-
month LIBOR for the quarters ended June 30, 201&cM 31, 2010, December 31, 2009, September 3@, 20@ June 30, 2009, and the year
ended December 31, 2009.

Average Cost of Func

Average Oni
Month Average Cos Average Cos
LIBOR of Funds of Funds
Average Average Relative to Relative to Relative to
Average Average One Six Average Six- Average On¢ Average 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 quarter ende

June 30, 201 $3,906,06. $ 28,61¢ 2.99% 0.32% 0.65% (0.31%) 2.61% 2.3(%
For the quarter ende

March 31, 201( $3,660,33- $ 41,20¢ 4.5(% 0.23% 0.4(% (0.17%) 4.27% 4.1(%
For the year ende

December 31, 200 $1,724,69: $ 35,08 2.03% 0.3%% 1.12% (0.75%) 1.7(% 0.91%
For the quarter ended

December 31, 200 $2,266,35 $  8,53( 1.51% 0.24% 0.52% (0.28%) 1.27% 0.9%
For the quarter ended

September 30, 20( $2,207,44. $ 9,19 1.67% 0.21% 0.84% (0.57%) 1.4(% 0.8%
For the quarter ende

June 30, 200 $1,386,53! $ 8,31: 2.4(% 0.37% 1.3% (1.02%) 2.02% 1.01%

Gains and Losses on Sales of Assets

During the quarter ended June 30, 2010, we hacles sf assets. During the six months ended Jun203® we sold assets with a
carrying value of $89.6 million which resulted iatrgains of approximately $342 thousand. Durirgdbarter and six months ended June 30,
2009 we sold assets with a carrying value of $&lfion and $620.1 million which resulted in netigg of approximately $9.3 million and
$12.9 million, respectively.

Secured Debt Financing Transactions

On April 30, 2010, we transferred $566.6 millionpirincipal value of our RMBS to the CSMC 2010-11fR&t in a re-securitization
transaction. This transaction was recorded ageuted borrowing” pursuant to ASC Topics 860 and. 8ih this transaction, we financed
$138.8 million of AAA-rated fixed rate bonds withitd 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 suppgorthe AAA-rated bonds. The bonds issued by thsttare collateralized by RMBS that were
transferred to the CSMC 2010-11R Trust.

On May 27, 2010, we transferred $1.2 billion impipal value of our RMBS to the CSMC 2010-12R Tiinsh re-securitization
transaction. This transaction was recorded ageuted borrowing” pursuant to ASC Topics 860 and. 8ih this transaction, we financed
$294.0 million of AAA-rated fixed rate bonds withirtd party investors for net proceeds of $294.3iaml We retained $136.3 million of
AAA-rated bonds, $788.2 million in subordinated Herand the owner trust certificate, and interelt bands with a notional value of $1.2
billion. The subordinated bonds and the ownett trasgtificate provide credit support to the AAAted bonds. The bonds issued by the trus
collateralized by RMBS that were transferred to@8MC 2010-12R Trust.

In addition, during the quarter ended June 30, 2@&0recorded non-recourse financing with thirdyarvestors related to re-
securitizations executed in prior periods. Wericed $195.0 million of AAA-rated fixed rate bondgiwthird party investors for net proceeds
of $197.4 million. In total, we financed througlesie transactions, including the newly re-secudtassets, $627.9 million of AAA-rated fixed
rate bonds for net proceeds of $629.2 million. tRersix months ended June 30, 2010, we financedisillion of AAA-rated fixed rate bonds
with third party investors for net proceeds of $hillion.
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Management Fee and General and Administrative Exges

We paid FIDAC a management fee of $9.3 million &6 million for the quarters ended June 30, 201D 2009, respectively, and
$17.4 million and $8.5 million for the six monthsded June 30, 2010 and 2009, respectively. Thexgemnent fee is based on our
stockholdersequity and the increase in the management fednéogtiarter and six months ended June 30, 2010weed3D, 2009 resulted frc
the increased equity due to the completion of egordary offerings of common stock during 2010.

General and administrative (or G&A) expenses, idiclg the provision for loan losses, were $2.4 willand $2.0 million for the
quarters ended June 30, 2010 and 2009, respectaredy$4.2 million and $3.1 million for the six ntba ended June 30, 2010 and 2009,
respectively. G&A expenses increased during #réeod due primarily to an increase in insuranceljting, custodial, and NYSE listing fees.

Total expenses as a percentage of average toeasassre 0.72% and 1.08% for the quarters endesl 32010 and 2009,
respectively, and 0.75 % and 1.03% for the six m®eided June 30, 2010 and 2009, respectively.détrease in total expenses as a
percentage of average total assets is the resatt ofcrease in the asset base due to the completiwo secondary offerings of common stock
during the second quarter of 2010.

During the quarter ended June 30, 2010 we reimdUfHeAC approximately $148,000 for our pro ratator of rent, telephone,
utilities, office furniture, equipment, machinemydaother office, internal and overhead expens@&dDAC and its affiliates required for our
operations. During the quarter ended June 30, ZBMAC waived its right to request reimbursementrirthe Company for these expenses.

The table below shows our total management feeGHA expenses as compared to average total assgsvanage equity for the
guarters ended June 30, 2010, March 31, 2010, Dmsedi, 2009, September 30, 2009, and June 30, 2060%or the year ended December

31, 2009.

Management Fees, Loan Loss Provision and G&A Exgeeand Operating Expense Ra

Total Managemer Total Managemer
Total Managemer Fee, Loan Loss Fee, Loan Loss
Fee, Loan Loss Provision and G&A  Provision and G&A
Provision and G&A Expenses/Total Expenses/Average
Expense: Assets Equity
(Ratios have been annualized, dollars in thouse
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<%
For the year ended December 31, 2 $ 32,86 0.9% 2.25%
For the quarter ended December 31, 2 $ 11,44¢ 1.02% 2.12%
For the quarter ended September 30, 2 $ 9,75 0.91% 1.8%%
For the quarter ended June 30, 2 $ 7,94¢ 1.0&% 2.61%

Net Income (Loss) and Return on Average Equity

Our net income was $124.6 million and $51.6 millfonthe quarters ended June 30, 2010 and 200%ectsgely, and $250.2 million
and $70.5 million for the six months ended June2BA0 and 2009. The table below shows our netést income, gains (losses) on sale of
assets, unrealized gains (losses) on interessvadps, total expenses, income tax, each as a pegeeof average equity, and the return on
average equity for the quarters ended June 30, 204fh 31, 2010, December 31, 2009, Septembe2@®IY, and June 30, 2009, and the year
ended December 31, 2009. Our return on averaggyencreased from 17.36% for the quarter ended B0y 2009 to 19.14% for the quarter
ended June 30, 2010 and from 17.48% for the sixthsoended June 30, 2009 to 19.86% for the six nsoerided June 30, 2010 due to
increased net income on average equity and a lieduottotal G&A expenses relative to average gquit

Components of Return on Average Eqt

Realized Gains Unrealized

(Losses) on Gains
Sales (Losses) on
Net Interest and Interest Rate Total Income Return on
Income/Averag OTTI/Average Swaps/AveragExpenses/Averar Tax/Average Average
Equity Equity Equity Equity Equity Equity

(Ratios have been annualize

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%
For the year ended December 31, 2 18.03% 6.41% 0.00% (2.25%) 0.00% 22.19%

For the quarter ended December 31, 2 17.09% 2.72% 0.00% (2.12%) 0.00% 17.69%




For the quarter ended September 30, 2 18.47% 13.97% 0.00% (1.89%) 0.00% 30.55%

For the quarter ended June 30, 2 19.08% 0.95% 0.00% (2.67%) 0.00% 17.36%
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Liquidity and Capital Resources

Liquidity measures our ability to meet cash requieats, including ongoing commitments to repay aurdwings, fund and maintain
RMBS, mortgage loans and other assets, pay divgland other general business needs. Our prinegpates of capital and funds for
additional investments primarily include earningsnf our investments, borrowings under securitizegtiand re-securitizations, repurchase
agreements and other financing facilities, and @eds from equity offerings. We expect these sauoédinancing will be sufficient to meet
our short-term liquidity needs.

We expect to continue to borrow funds in the fofimepurchase agreements and, subject to markeitzorg] other types of
financing. The terms of the repurchase transadt@nowings under our master repurchase agreergentyally conform to the terms in the
standard master repurchase agreement as publigtied Becurities Industry and Financial Marketsokgstion, or SIFMA, as to repayment,
margin requirements and the segregation of allr#é&zsiwe have initially sold under the repurchas@saction. In addition, each lender
typically requires that we include supplementaiigiand conditions to the standard master repurdm@eement. Typical supplemental terms
and conditions include changes to the margin maartee requirements, required haircuts, and purghdse maintenance requirements,
requirements that all controversies related ta¢peirchase agreement be litigated in a particulésdiction and cross default provisions. Tt
provisions will differ for each of our lenders awdl not be determined until we engage in a speaiipurchase transaction.

For our short-term (one year or less) and long-teguidity, which include investing and complianeéth collateralization
requirements under our repurchase agreements(flduged collateral decreases in value or in Yieateof margin calls created by
prepayments of the pledged collateral), we alspaglthe cash flow from investments, primarily mdntprincipal and interest payments to be
received on our RMBS and whole mortgage loans, ftashfrom the sale of securities as well as aniynary securities offerings authorized by
our board of directors.

Based on our current portfolio, leverage ratio andilable borrowing arrangements, we believe saet will be sufficient to enable
us to meet anticipated short-term (one year o) lepsdity requirements such as to fund our inwestt activities, pay fees under our
management agreement, fund our distributions ttketmders and pay general corporate expenses. Howawdecline in the value of our
collateral or an increase in prepayment rates anbatly above our expectations could cause a teanpdiquidity shortfall due to the timing of
the necessary margin calls on the financing arnareges and the actual receipt of the cash relateditcipal paydowns. If our cash resources
are at any time insufficient to satisfy our liquidrequirements, we may have to sell investmentssare debt or additional equity securities in a
common stock offering. If required, the sale of RMBr whole mortgage loans at prices lower tharr ttairying value would result in losses
and reduced income.

Our ability to meet our long-term (greater thare gear) liquidity and capital resource requiremevitsbe subject to obtaining
additional debt financing and equity capital. Sebje our maintaining our qualification as a REBveell as market conditions, we expect to
use a number of sources to finance our investmerdsiding repurchase agreements, warehouse fasjlgecuritization, commercial paper and
term financing CDOs. Such financing will dependmarket conditions for capital raises and for theestment of any proceeds. If we are
unable to renew, replace or expand our sourcesarfi¢ing on substantially similar terms, it may @éaan adverse effect on our business and
results of operations. Upon liquidation, holderoof debt securities and shares of preferred staddenders with respect to other borrowings
will receive a distribution of our available asspt®r to the holders of our common stock.
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We held cash and cash equivalents of approxim&a3%.2 million and $13.1 million at June 30, 20h@ dune 30, 2009,
respectively. Our cash and cash equivalents iserkdue to the completion of our secondary offesingommon stock in June 2010.

Our operating activities provided net cash of agjpnately $152.8 million and $38.2 million for thxsnonths ended June 30, 2010
and 2009, respectively. The cash provided by djperactivities increased due to the increase trinterest income earned by the portfolio
which resulted from the increase in interest eayrissets to $6.6 billion in investments at June28@p as compared to $4.2 billion at June 30,
20009.

Our investing activities used net cash of $693.&aniand $2.4 billion for the six months ended 889, 2010 and 2009,
respectively. During the six months ended June&8@0 we utilized cash to purchase $1.5 billiosecurities which were offset by proceeds
from asset sales of $89.9 million and principalmpants of $719.1 million. During the six months eddune 30, 2009 we utilized cash to
purchase $3.2 billion in securities and sold $638illon and received principal payments of $18@ilion. The increase in principal
payments resulted from the larger portfolio at J80g2010 as compared to June 30, 2009.

Our financing activities provided net cash of $hillon and $2.3 billion for the six months endadé 30, 2010 and 2009,
respectively. The six months ended June 30, 26fl€cted net proceeds from repurchase agreemef&56f5 million as compared to net
proceeds of $938.5 million for the six months endede 30, 2009. In addition, the six months enlleet 30, 2010 reflected net proceeds from
securitized debt borrowings of $850.1. During $hemonths ended June 30, 2009 we had no procesusskcuritized debt borrowings. This
increase is related to the adoption of ASC 860A8@G 810 on January 1, 2010 which required us tcalishate certain re-securitization
transactions completed during 2009 that were presijorecorded as sales of investments. In additfendividend payment for the six months
ended June 30, 2010 increased over the dividenahgatyfor the six months ended June 30, 2009 by $2hdlion due to an increased number
of shares outstanding and the increase in theelids per share declared by us.

At June 30, 2010 and December 31, 2009, the rentamaturities of repurchase agreements for RMB#dsented below.

June 30, 201 December 31, 20(
(dollars in thousand:

Overnight $ - $ =
1-30 days (1 991,69¢ 1,772,66.
30 to 59 day: 282,65: 62,24:
60 to 89 day: 63,45: -
90 to 119 day: - -
Greater than or equal to 120 d: - 140,49
Total $ 1,337,80! $ 1,975,40:

(1) Repurchase agreements with affiliates totalEB$ million as of December 31, 2009. There wereepurchas
agreements with affiliates as of June 30, 2!

Increases in short-term interest rates could neglgtaffect the valuation of our mortgage-relatededs, which could limit our
borrowing ability or cause our lenders to initiatargin calls. Amounts due upon maturity of our mepase agreements will be funded
primarily through the rollover/reissuance of refwase agreements and monthly principal and intpagsthents received on our mortgage-
backed securities.

We are not required by our investment guidelinesiéntain any specific debt-tegquity ratio as we believe the appropriate levefac
the particular assets we are financing dependl®uoredit quality and risk of those assets. Howewar master repurchase agreements may
require us to maintain certain debt-to-equity mtiéd\t June 30, 2010 and December 31, 2009, oakretourse debt was approximately $1.3
billion and $2.0 billion which represented a resmudebt-to-equity ratio of 0.5:1 and 0.9:1, respebt.
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At June 30, 2010 and December 31, 2009, we hadaterial commitments for capital expenditures.
Stockholders’ Equity

On September 24, 2009, we adopted a dividend reiment and share purchase plan, or DRSPP. The BPR&Rides holders of
record of our common stock an opportunity to auticady reinvest all or a portion of their cashtdisutions received on common stock in
additional shares of our common stock as well asd&e optional cash payments to purchase shamg abmmon stock. Persons who are not
already stockholders may also purchase our comtook ander the plan through optional cash paymeiitese DRSPP is administered by the
Administrator, The Bank of New York Mellon. Durinige six months ended June 30, 2010 we raised $0@3y issuing 32,138 shares
through the DRSPP. During the six months ended 30n2009 no shares were issued under the DRSPP.

During the quarter ended June 30, 2010, we dectiivétiends to common shareholders totaling $130lWom, or $0.17 per share, all
of which was paid on July 29, 2010. During thertpraended December 31, 2009, we declared dividendsmmon shareholders totaling
$113.8 million, or $0.17 per share.

There was no preferred stock issued or outstareingf June 30, 2010 or December 31, 2009.

On March 31, 2010, we announced the sale of 83)006hares of common stock at a price of $3.65lpare in a public offering. In
addition, the underwriters exercised the optiopucchase an additional 12,750,000 shares of constomk to cover overallotments. The
aggregate net proceeds we received before expenges sale were approximately $352.7 million.isTsale was completed on April 7, 2010.

On June 22, 2010, we announced the sale of 100008hares of common stock at a price of $3.6klpare in a public offering. In
addition, the underwriters exercised the optiopucchase an additional 15,000,000 shares of constomk to cover overallotments. The
aggregate net proceeds we received before expenges sale were approximately $415.0 million. isTsale was completed on June 28, 2010.

Related Party Transactions
Management Agreement

On November 15, 2007, we entered into a manageaggaement with FIDAC, pursuant to which FIDAC idited to receive a
management fee and, in certain circumstancesiranation fee and reimbursement of certain expeaseatescribed in the management
agreement. Such fees and expenses do not hadedfixedeterminable payments. The management feg/a&ble quarterly in arrears in an
amount equal to 1.50% per annum, calculated qurterour stockholderséquity (as defined in the management agreemehBAE uses the
proceeds from its management fee in part to paypemsation to its officers and employees who, ndisténding that certain of them also are
our officers, receive no cash compensation dirdobtiyn us. The management fee will be reducednbtibelow zero, by our proportionate
share of any CDO management fees FIDAC receivesnnection with the CDOs in which we invest, basedhe percentage of equity we
hold in such CDOs.

Financing Arrangements with Affiliates

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 @her similar types of positive or negative
covenants. Rather, the agreement contains coetiaitrequire the buyer and seller of securitieddliver collateral or securities, and similar
covenants which are customary in the form MastqruRehase Agreement. At June 30, 2010 we had maoding under this agreement. At
December 31, 2009, the Company financed $259.0omillnder this agreement at a weighted averagefdt&’2%. We have been in
compliance with all covenants of this agreementesive entered into this agreement.
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Restricted Stock Grants

During the quarter and six months ended June 310,288,725 and 65,950 shares of restricted stockatleawarded to our Manager’s
employees vested and 2,112 and 2,697 shares wéesied or cancelled, respectively. We did notngrany incentive awards during the que
or six months ended June 30, 2010.

At June 30, 2010 there are approximately 965,08@sted shares of restricted stock issued to emptogEFIDAC. For the quarter
and six months ended June 30, 2010, compensatansg less general and administrative costs assoeiéth the amortization of the fair
value of the restricted stock totaled $126,000 $21fil,000, respectively.

Contractual Obligations and Commitments

The following tables summarize our contractual gdtions at June 30, 2010 and December 31, 2009.

June 30, 201
Greater Thai

Within One  One to Three Three to or Equal to

Contractual Obligation Year Years Five Years Five Years Total
(dollars in thousand:
Repurchase agreements for RM $ 1,337,80! $ - $ - $ - $ 1,337,80!
Securitized dek 455,34( 1,000,17: 417,06t 668,86 2,541 ,44.
Interest expense on RMBS repurchase agreemer 77€ - - - 77¢
Interest expense on securitized debt 112,78 163,70! 98,211 308,65: 683,36(
Total $ 1,906,711 $ 1,16387 $ 515,28! $ 977,51: $ 4,563,38
(1) Interest is based on variable rates in effeaifalune 30, 201!
December 31, 200
Greater Thai

Within One  One to Thre Three to or Equal to

Contractual Obligation Year Years Five Years Five Years Total
(dollars in thousands

Repurchase agreements for RMBS $ 197540 $ - $ - 3% - $ 1,975,440
Securitized dek 37,19: 70,88¢ 59,38: 240,94! 408,40:
Interest expense on RMBS repurchagreements (2 1,05( - - - 1,05(C
Interest expense on securitized debt 19,70¢ 36,82¢ 30,30¢ 132,41¢ 219,25¢
Total $ 203335 $ 107,71:  $ 89,68{ $ 373,36 $ 2,604,11.

(1) Repurchase agreements with affiliates for $258illion are included in balanc
(2) Interest is based on variable rates in effsaféDecember 31, 200

Off-Balance Sheet Arrangements

We do not have any relationships with unconsolid&etities or financial partnerships, such as iestitften referred to as structured
finance or special purpose entities, which wouldehlaeen established for the purpose of facilitatifipalance sheet arrangements or other
contractually narrow or limited purposes. Furthee, have not guaranteed any obligations of uncateseld entities nor do we have any
commitment or intent to provide funding to any secliities. As such, we are not materially expdseahy market, credit, liquidity or
financing risk that could arise if we had engagedtich relationships.

Capital Resources
At June 30, 2010 and December 31, 2010, we hadaterial commitments or capital expenditures.
Dividends

To qualify as a REIT, we must pay annual dividetwdsur stockholders of at least 90% of our taxademe, determined without
regard to the deduction for dividends paid andwicly any net capital gains. We intend to pay r@gguarterly dividends to our stockholders.
Before we pay any dividend, whether for U.S. feer@ome tax purposes or otherwise, which would/drd paid out of available cash to the
extent permitted under our warehouse and repurdaasigies, we must first meet both our operatieguirements and scheduled debt service
on our warehouse lines and other debt payable.

Inflation

Virtually all of our assets and liabilities areagngst rate sensitive in nature. As a result, istei@es and other factors influence our
performance far more so than does inflation. Chamgénterest rates do not necessarily correlathk inflation rates or changes in inflation
rates. Our consolidated financial statements agpayed in accordance with GAAP and our distribiginill be determined by our board of
directors consistent with our obligation to distiié to our stockholders at least 90% of our REKElde income on an annual basis in orde



maintain our REIT qualification; in each case, adtivities and balance sheet are measured withersfe to historical cost and/or fair
market value without considering inflation.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The primary components of our market risk are egldad credit risk, interest rate risk, prepaymésit,rmarket value risk and real es
risk. While we do not seek to avoid risk completele believe the risk can be quantified from histrexperience and we seek to actively
manage that risk, to earn sufficient compensatigngtify taking those risks and to maintain cadgdgaels consistent with the risks we
undertake.

Credit Risk

We are subject to credit risk in connection with mvestments and face more credit risk on assetewn which are rated below
“AAA”. The credit risk related to these investmisrpertains to the ability and willingness of tleeowers to pay, which is assessed before
credit is granted or renewed and periodically rereié 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 compi@he credit review process. FIDAC's
analysis of loans includes borrower profiles, al a®valuation and appraisal data. FIDAC uses @mspting factors such as liquid assets, low
loan to value ratios and job stability in evalugtloans. FIDAC's resources include a proprietamstiplio management system, as well as third
party software systems. FIDAC utilizes a third pattie diligence firm to perform an independent unali#ging review to insure compliance
with existing guidelines. FIDAC selects loans feview predicated on risk-based criteria such as-toavalue, borrower’s credit score(s) and
loan size. FIDAC also outsources underwriting sesito review higher risk loans, either due to dwar credit profiles or collateral valuation
issues. In addition to statistical sampling techei FIDAC creates adverse credit and valuatiorpkznwhich we individually review. FIDA
rejects loans that fail to conform to our standaFdBAC accepts only those loans which meet oureawdting criteria. Once we own a loan,
FIDAC's surveillance process includes ongoing asialyhrough our proprietary data warehouse andcggrfiles. Additionally, the non-
Agency RMBS and other ABS which we acquire for partfolio are reviewed by FIDAC to ensure that tisagisfy our risk based criteria.
FIDAC's review of non-Agency RMBS and other ABS limbes utilizing its proprietary portfolio managemegstem. FIDAC’s review of non-
Agency RMBS and other ABS is based on quantitaive qualitative analysis of the risk-adjusted metuwn non-Agency RMBS and other
ABS present.

Interest Rate Risk

Interest rate risk is highly sensitive to many éast including governmental monetary and tax peticdomestic and international
economic and political considerations and othetofacbeyond our control. We are subject to interatst risk in connection with our
investments and our related debt obligations, whighgenerally repurchase agreements, warehouggeacsecuritization, commercial paper
and term financing CDOs. Our repurchase agreenagntsvarehouse facilities may be of limited duratioat are periodically refinanced at
current market rates. We intend to mitigate thé& through utilization of derivative contracts,mdrily interest rate swap agreements.

Interest Rate Effect on Net Interest Income

Our operating results depend, in large part, oiedihces between the income from our investmerdsoanborrowing costs. Most of
our warehouse facilities and repurchase agreenpeotide financing based on a floating rate of iesticalculated on a fixed spread over
LIBOR. The fixed spread varies depending on the typunderlying asset which collateralizes theritiag. Accordingly, the portion of our
portfolio which consists of floating interest rassets will be match-funded utilizing our expededrces of short-term financing, while our
fixed interest rate assets will not be match-fund®ating periods of rising interest rates, the basing costs associated with our investments
tend to increase while the income earned on oedfirterest rate investments may remain substbntiathanged. This will result in a
narrowing of the net interest spread between tladere assets and borrowings and may even reslas$es. Further, during this portion of the
interest rate and credit cycles, defaults couldease and result in credit losses to us, whichdcadVersely affect our liquidity and operating
results. Such delinquencies or defaults could b#se an adverse effect on the spread betweenstiegiening assets and interest-bearing
liabilities. Hedging techniques are partly basedssumed levels of prepayments of our fixed-rateteorid adjustable-rate mortgage loans
and RMBS. If prepayments are slower or faster tiesumed, the life of the mortgage loans and RMBISbeilonger or shorter, which would
reduce the effectiveness of any hedging strategégesiay use and may cause losses on such transadtiedging strategies involving the us
derivative securities are highly complex and maydpice volatile returns.
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Interest Rate Effects on Fair Value

Another component of interest rate risk is theaftdanges in interest rates will have on thevfalue of the assets we acquire. We
face the risk that the fair value of our asset$iwidrease or decrease at different rates thanothadr liabilities, including our hedging
instruments. We primarily assess our interestniakeby estimating the duration of our assets dwedduration of our liabilities. Duration
essentially measures the market price volatilitfidncial instruments as interest rates changegeéverally calculate duration using various
financial models and empirical data. Different misdad methodologies can produce different duratiombers for the same securities.

It is important to note that the impact of changimgrest rates on fair value can change signiflgamhen interest rates change bey
100 basis points from current levels. Therefore,wblatility in the fair value of our assets couldrease significantly when interest rates
change beyond 100 basis points. In addition, ddmors impact the fair value of our interest ragmsitive investments and hedging
instruments, such as the shape of the yield canaglet expectations as to future interest rate gémand other market conditions.
Accordingly, in the event of changes in actualiest rates, the change in the fair value of ouetassould likely differ from that shown above
and such difference might be material and adverseit stockholders.

Interest Rate Cap Risk

We also invest in adjustable-rate mortgage loadsRIMIBS. These are mortgages or RMBS in which ttaedging mortgages are
typically subject to periodic and lifetime intereate caps and floors, which limit the amount byocktthe security’s interest yield may change
during any given period. However, our borrowingtsgaursuant to our financing agreements will nosilgject to similar restrictions.
Therefore, in a period of increasing interest ratgsrest rate costs on our borrowings could iaseawithout limitation by caps, while the
interest-rate yields on our adjustable-rate mordagns and RMBS would effectively be limited. Thisblem will be magnified to the extent
we acquire adjustable-rate RMBS that are not basadortgages which are fully indexed. In additithre mortgages or the underlying
mortgages in an RMBS may be subject to periodiergay caps that result in some portion of the istelbeing deferred and added to the
principal outstanding. This could result in oureigt of less cash income on our adjustable-rategages or RMBS than we need in order to
pay the interest cost on our related borrowinggsehactors could lower our net interest incomeamise a net loss during periods of rising
interest rates, which would harm our financial ddod, cash flows and results of operations.

Interest Rate Mismatch Risk

We fund a substantial portion of our acquisitiohbybrid adjustable-rate mortgages and RMBS withrda@ings that, after the effect
of hedging, have interest rates based on indicégepricing terms similar to, but of somewhat séilomaturities than, the interest rate indices
and re-pricing terms of the mortgages and RMBS sThumost cases the interest rate indices andiceig terms of our mortgage assets and
our funding sources will not be identical, therelbgating an interest rate mismatch between assdtiadbilities. 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 financialdition, cash flows and results of operations. Tigate interest rate mismatches, we may
utilize the hedging strategies discussed above a@alysis of risks is based on FIDAC's experiemstimates, models and assumptions. These
analyses rely on models which utilize estimatefafvalue and interest rate sensitivity. Actuabeomic conditions or implementation of
investment decisions by our management may procaseats that differ significantly from the estimsitend assumptions used in our models
and the projected results shown in this Form 10-Q.

Our profitability and the value of our portfolicn@luding interest rate swaps) may be adverselytteduring any period as a result of
changing interest rates. The following table qifestthe potential changes in net interest incame portfolio value should interest rates g¢
or down 25, 50, and 75 basis points, assumingitid gurves of the rate shocks will be paralletéah other and the current yield curve. All
changes in income and value are measured as pageettianges from the projected net interest in@mdeportfolio value at the base interest
rate scenario. The base interest rate scenauon@ssinterest rates at June 30, 2010 and varidinsagss regarding prepayment and all
activities are made at each level of rate shocktu@l results could differ significantly from thesstimates.
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June 30, 201

Projectec Projectec
Percentage Percentage
Change in Net Change in Portfolio
Interest Value
Change in Interest Ra Income % %
-75 Basis Point (16.23%) 3.98%
-50 Basis Point (12.40%) 2.63%
-25 Basis Point (8.53%) 1.31%
Base Interest Ra
+25 Basis Point 2.42% (1.29%)
+50 Basis Point 3.97% (2.55%)
+75 Basis Point 5.52% (3.79%)

Prepayment Risk

As we receive prepayments of principal on thesestments, premiums and discounts on such invessmaihbe amortized or
accreted against interest income. In general, ere@se in prepayment rates will accelerate the iwation of purchase premiums, thereby
reducing the interest income earned on the invaggn€onversely, discounts on such investmenta@reeted into interest income. In general,
an increase in prepayment rates will acceleratatioestion of purchase discounts, thereby incregasia interest income earned on the
investments.

Extension Risk

FIDAC computes the projected weighted-averagedlifeur investments based on assumptions regarbegate 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 titgeinto an interest rate swap agreement or dtbdging instrument that effectively fixes
our borrowing costs for a period close to the @pdited average life of the fixed-rate portion of tlelated assets. This strategy is designed to
protect us from rising interest rates because theotving costs are fixed for the duration of theefi-rate portion of the related
assets. However, if prepayment rates decreaseising interest rate environment, the life of fhed-rate portion of the related assets could
extend beyond the term of the swap agreement er dgdging instrument. This could have a negatiyeaict on our results from operations, as
borrowing costs would no longer be fixed after ¢éimel of the hedging instrument while the income edmn the hybrid adjustable-rate assets
would remain fixed. This situation may also causerarket value of our hybrid adjustalpége assets to decline, with little or no offsagtmir
from the related hedging transactions. In extreituatsons, we may be forced to sell assets to raairddequate 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 Brsses excluded from earnings and
reported in other comprehensive income. The estichfatir value of these securities fluctuates pritpaue to changes in interest rates,
prepayment speeds, market liquidity, credit quahtyd other factors. Generally, in a rising insérate environment, the estimated fair valu
these securities would be expected to decreaseersmly, in a decreasing interest rate environnteetestimated fair value of these securities
would be expected to increase. As market volgiifitreases or liquidity decreases, the fair valueur investments may be adversely
impacted. If we are unable to readily obtain iretegent pricing to validate our estimated fair vadfisecurities in the portfolio, the fair value
gains or losses recorded in other comprehensi@rieanay be adversely affected.

Real Estate Market Risk

We own assets secured by real property and mayealproperty directly in the future. Residenpiabperty values are subject to
volatility and may be affected adversely by a nundidactors, including, but not limited to, natelnregional 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 indsgigynents; construction quality, age and designpdeaphic factors; and retroactive char
to building or similar codes. In addition, decreaseproperty values reduce the value of the caiédtand the potential proceeds available to a
borrower to repay our loans, which could also caussto suffer losses.
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Risk Management

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

by:
e monitoring and adjusting, if necessary, the res@é¢x and interest rate related to our RMBS andinancings;

e attempting to structure our financing agreemémtsave a range of different maturities, terms, dixetions and interest rate
adjustment periods

e using derivatives, financial futures, swaps, apsi, caps, floors and forward sales to adjustriterést rate sensitivity of our
investments and our borrowing

e using securitization financing to lower averagst®f funds relative to short-term financing védscfurther allowing us to receive the
benefit of attractive terms for an extended pedbtime in contrast to short term financing and umigy dates of the investments
included in the securitization; a

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

Our efforts to manage our assets aihilitias are concerned with the timing and magnétwd the repricing of assets and liabilities. V
attempt to control risks associated with interate movements. Methods for evaluating interestniak include an analysis of our interest rate
sensitivity “gap”, which is the difference betweaterest-earning assets and interest-bearinditiabimaturing or re-pricing within a given
time period. A gap is considered positive whenahmount of interest-rate sensitive assets excéedamount of interest-rate sensitive
liabilities. A gap is considered negative whendhngount of interest-rate sensitive liabilities eed® interest-rate sensitive assets. During a
period of rising interest rates, a negative gapld/tend to adversely affect net interest incomeijend positive gap would tend to result in an
increase in net interest income. During a perioflting interest rates, a negative gap would temdesult in an increase in net interest income,
while a positive gap would tend to affect net ietrincome adversely. Because different typessdta and liabilities with the same or similar
maturities may react differently to changes in allanarket rates or conditions, changes in interatsts may affect net interest income
positively or negatively even if an institution weguerfectly matched in each maturity category.

The following table sets forth the estimated m&yuor re-pricing of our interest-earning assets iaterest-bearing liabilities at June
30, 2010. The amounts of assets and liabiliti@svshwithin a particular period were determined éc@dance with the contractual terms of
assets and liabilities, except adjustable-ratedpand securities are included in the period inclvltheir interest rates are first scheduled to
adjust and not in the period in which they maturé does include the effect of the interest ratepswal he interest rate sensitivity of our assets
and liabilities in the table could vary substamyi# based on actual prepayment experience.

Greater thai

Within 3 1Yearto3 3

Months 3-12 Months Years Years Total
Rate sensitive asse $ 3,606,03 $ 866,66! $ 5,500,998 $ 2,859,98 $ 12,833,67
Cash equivalent 236,21 - - - 236,21¢
Total rate sensitive asse 3,842,25. 866,66! 5,500,98! 2,859,98 13,069,88
Rate sensitive liabilitie 3,429,19 - 450,00( - 3,879,19
Interest rate sensitivity gé $ 413,06 $ 866,66 $ 505098 $ 2,859,98 $ 9,190,69
Cumulative rate sensitivity ge $ 41306. $ 127972 $ 6,330,700 $ 9,190,69
Cumulative interest rate sensitivity gap ¢
percentage of total rate sensitive as 3% 10% 48% 70%

Our analysis of risks is based on FIDAGXxperience, estimates, models and assumptidmsseTanalyses rely on models which uti
estimates of fair value and interest rate sensitiviictual economic conditions or implementatidrirvestment decisions by FIDAC may
produce results that differ significantly from thstimates and assumptions used in our models amqtofected results shown in the above
tables and in this report. These analyses contatain forward-looking statements and are sulifetiie safe harbor statement set forth under
the heading, “Special Note Regarding Forward-Logkatatements.”
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ITEM 4. CONTROLS AND PROCEDURE
Evaluation of Disclosure Controls and Procedures

Our management, including our Chief Executive @ifjor CEO, and Chief Financial Officer, or CFQuiesved and evaluated the
effectiveness of the design and operation of osgldsure controls and procedures (as defined ie RB&-15(e) and 15d-15(e) of the Securities
Exchange Act) as of the end of the period covesethis quarterly report. Based on that review andluation, the CEO and CFO have
concluded that our current disclosure controls godedures, as designed and implemented, (1) Vviferetiee in ensuring that information
regarding the Company and its subsidiaries is nkade/n to our management, including our CEO and CECgppropriate to allow timely
decisions regarding required disclosure and (2pwedfective in providing reasonable assuranceittiatmation the Company must disclose in
its periodic reports under the Securities Exchahetds recorded, processed, summarized and repuwitaih the time periods prescribed by -
SEC'’s rules and forms.

Changes in Internal Controls
There have been no changes in our “internal cootret financial reporting” (as defined in Rule 1Ba() under the Securities

Exchange Act) that occurred during the period cegiday this quarterly report that has materiallyetid, or is reasonably likely to materially
affect, our internal controls over financial reogt
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PART II. OTHER INFORMATION
Item 1. LEGAL PROCEEDINGS

From time to time, we may be involved in variousiels and legal actions arising in the ordinary sewf business. In the opinion of
management, the ultimate disposition of these mgattél not have a material adverse effect on amsolidated financial statements.

Item 1A. RISK FACTORS

In addition to the other information set forth imstreport, you should carefully consider the festtiscussed in Part I, "ltem 1A. Risk
Factors" in our Annual Report on Form 10-K for ffear ended December 31, 2009, which could matgwdiect our business, financial
condition or future results. The information preseibelow updates and should be read in conjunetitinthe risk factors and information
disclosed in that Form 10-K.

The recent actions of the U.S. government, the Fedi&eserve, the U.S. Treasury, and the Securitiesl Exchange Commission
for the purpose of stabilizing the financial marketmay adversely affect our busine:

The U.S. government, the Federal Reserve, theTWesury, the SEC, and other governmental and aggylbodies have taken or
considering taking various actions to addressitiential crisis. For example, on July 21, 2010sRfent Obama signed into law the Dodd-
Frank Wall Street Reform and Consumer Protection(the “Dodd-Frank Act”). The Dodd-Frank Act maypact the securitization market in
that it requires, among other things, that a sézarigenerally retain not less than 5% of the itnésk for certain types of securitized assets
are transferred, sold, or conveyed through issuaheae ABS. Also, the SEC has proposed significdiasinges to Regulation AB, which, if
adopted in their present form, could have sweepianges to commercial and residential mortgagedeaaritization markets as well as to the
market for the resecuritization of mortgage-backecurities. There can be no assurances that stionsawill have a beneficial impact on the
financial markets. In addition to the foregoingg tJ.S. Congress and/or various states and logialdéures may enact additional legislation or
regulatory action designed to address the curreranic crisis or for other purposes that couldehawnaterial adverse effect on our ability to
execute our business strategies. To the extemh#inket does not respond favorably to these iniator they do not function as intended, they
may not have a positive impact on our business.

The increasing number of proposed U.S. federal,tetand local laws and regulations may affect certanortgage-related assets in
which we intend to invest and could increase oustof doing business.

Legislation has been proposed which, among othmiigions, could hinder the ability of a servicerfaceclose promptly on defaulted
mortgage loans or would permit limited assignebilitg for certain violations in the mortgage loarigination process. For example, the Dodd-
Frank Act permits borrowers to assert certain dederio foreclosure against an assignee for ceviletions in the mortgage loan origination
process. We cannot predict whether or in what ftivenU.S. Congress, the various state and localagres or the various federal, state or
local regulatory agencies may enact legislatioadiiig our business. We will evaluate the poteimiglact of any initiatives which, if enacted,
could affect our practices and results of operatid¥e are unable to predict whether U.S. fedetatle ©r local authorities will enact laws, rules
or regulations that will require changes in ourggies in the future, and any such changes couldradly affect our cost of doing business and
profitability.

The commercial mortgage loans that we may acquireldhe mortgage loans underlying CMBS investments gubject to the
ability of the property owner to generate net incerfrom operating the property as well as the risksdelinquency and foreclosure.

The ability of a commercial mortgage borrower tpag a loan secured by an income-producing propsuish as a multi-family or
commercial property, typically is dependent priryatipon the successful operation of such propextiyar than upon the existence of
independent income or assets of the borrowerelfit operating income of the property is redutteziborrowers ability to repay the loan m
be impaired. Net operating income of an income pcoty property can be affected by, among otheiggitenant mix, success of tenant
businesses, property management decisions, prdpeetion and condition, competition from compaeatylpes of properties, changes in laws
that increase operating expense or limit rentsriet be charged, any need to address environnmmrttdmination at the property, the
occurrence of any uninsured casualty at the prgpelnanges in national, regional or local econocwiaditions or specific industry segments,
declines in regional or local real estate valuesjides in regional or local rental or occupandgsaincreases in interest rates, real estate tax
rates and other operating expenses, changes imrgoegatal rules, regulations and fiscal policies]uding environmental legislation, acts of
God, terrorism, social unrest and civil disturbance
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Most commercial mortgage loans underlying CMBSedfectively nonrecourse obligations of the borroweeaning that there is no
recourse against the borrower’s assets other teanniderlying collateral. In the event of any défander a mortgage loan held directly by us,
we will bear a risk of loss of principal to the ert of any deficiency between the value of theatefial (or our ability to realize such value
through foreclosure) and the principal and accinggtest of the mortgage loan, which could haveatenial adverse effect on our results of
operations and cash flow from operations and lanibunts available for distribution to our stocklesk In the event of the bankruptcy of a
mortgage loan borrower, the mortgage loan to suctolver will be deemed to be secured only to therof the value of the underlying
collateral at the time of bankruptcy (as determihgdhe bankruptcy court), and the lien securirgriortgage loan will be subject to the
avoidance powers of the bankruptcy trustee or débtpossession to the extent the lien is unenfasteunder state law. Foreclosure of a
mortgage loan can be an expensive and lengthy ggpadnich could have a substantial negative effaaiur anticipated return on the
foreclosed mortgage loan.

CMBS assets are subject to losses.

In general, losses on a mortgaged property secarimgrtgage loan included in a securitization élborne first by the equity holder
of the property, then by a cash reserve fund tereff credit, if any, then by the holder of a mezzine loan or B Note, if any, then by the “first
loss” subordinated security holder generally, tBePiece” buyer, and then by the holder of a higtadéed security. In the event of default and
the exhaustion of any equity support, reserve flatter of credit, mezzanine loans or B Notes, anyl classes of securities junior to those
which we acquire, we will not be able to recovémoélour capital in the securities we purchase. pbel of loans backing CMBS we may
purchase may contain one or more large loans anddfault of any such loan may have a material @éveffect on the performance of that
CMBS. In addition, if the underlying mortgage golib has been overvalued by the originator, adh# values subsequently decline and, as a
result, less collateral is available to satisfemest and principal payments due on the relatedgage-backed securities. The prices of lower
credit quality CMBS are generally less sensitivéterest rate changes than more highly rated CMBSmore sensitive to adverse economic
downturns or individual issuer developments. Ttaggmtion of an economic downturn, for example, dazduse a decline in the price of lower
credit quality CMBS because the ability of obligofamortgages underlying CMBS to make principal artdrest payments may be impaired.
In such event, existing credit support in the siéization structure may be insufficient to protestagainst loss of our principal on these
securities.

We may not control the special servicing of the ngage loans included in the CMBS in which we maw@st and, in such cases,
the special servicer may take actions that couldadsely affect our interests.

With respect to the CMBS in which we may investe@ll control over the special servicing of theatet! underlying mortgage loans
may be held by a “directing certificate holder”atcontrolling class representative,” which mayapgpointed by the holders of the most
subordinate class of CMBS in such series. To thengxhat we focus on acquiring classes of existienies of CMBS originally rated AAA, we
may not have the right to appoint the directingifieate holder. In connection with the servicinigtioe specially serviced mortgage loans, the
related special servicer may, at the directiorhefdirecting certificate holder, take actions wibpect to the specially serviced mortgage loans
that could adversely affect our interests.

Our calculated taxable income, out of which we aleqjuired to pay our dividend, may exceed the actinrest income we receive
in a period.

A significant portion of our porli of investments is in securities purchased staliints to their par value. The current tax code
requires us to accrete the purchase discount toyaarthe life of the investment based on assumgtéd the purchase date that do not provide
for expected principal losses on the investmerit thdse losses actually occur. The method ofetény discounts for the computation of
taxable income could require us to compute andmp#ye form of dividends taxable income to shardbd in advance of the actual receipt of
that income. This may limit our ability to reintesdl the principal repayments received in the fatinto new assets in order to fund the
payment of the dividend in a given period. Thisitation on reinvestment may negatively impact foture income.
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Iltem 6.

Exhibits:

EXHIBITS

The exhibits required by this item are set forththoa Exhibit Index attached hereto

Exhibit
Number
3.1

3.2

3.3

4.1

311

31.2

32.1

32.2

EXHIBIT INDEX
Description

Articles of Amendment and Restatement of Chintevestment Corporation (filed as Exhibit 3.1He Company’s Registration
Statement on Amendment No. 1 to Form S-11 (File388-145525) filed on September 27, 2007 and irmrated herein by
reference

Articles of Amendment of Chimera Investmentgwation (filed as Exhibit 3.1 to the Company’'sg@rt on Form 8-K filed on
May 28, 2009 and incorporated herein by refere

Amended and Restated Bylaws of Chimera Investr@orporation (filed as Exhibit 3.2 to the Comya Registration Statement
on Amendment No. 2 to Forn-11 (File No. 33-145525) filed on November 5, 2007 and incorporditectin by reference
Specimen Common Stock Certificate of Chimera Inwestt Corporation (filed as Exhibit 4.1 to the Comy’s Registratior
Statement on Amendment No. 1 to Form S-11 (File388-145525) filed on September 27, 2007 and irarated herein by
reference

Certification of Matthew Lambiase, Chief Executi®éficer and President of the Registrant, pursuar@édction 302 of th
Sarbane-Oxley Act of 2002

Certification of A. Alexandra Denahan, Chief Fine@©fficer of the Registrant, pursuant to Sectd®? of the Sarban-Oxley
Act of 2002.

Certification of Matthew Lambiase, Chief Eutiee Officer and President of the Registrant, parg to 18 U.S.C. Section 1350 as
adopted pursuant to Section 906 of the Sart-Oxley Act of 2002

Certification of A. Alexandra Denahan, Chi@fiancial Officer of the Registrant, pursuant toll8.C. Section 1350 as adopted
pursuant to Section 906 of the Sarb-Oxley Act of 2002

Exhibit 101.INS XBRL Instance Document

Exhibit 101.SCH XBRITaxonomy Extension Schema Docume

Exhibit 101.CAL XBRLTaxonomy Extension Calculation Linkbase Docume

Exhibit 101.DEF XBRLAdditional Taxonomy Extension Definition Linkbas@&ment Created
Exhibit 101.LAB XBRLTaxonomy Extension Label Linkbase Docume

Exhibit 101.PRE XBRLTaxonomy Extension Presentation Linkbase Docum
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regigthas duly caused this report to
be signed on its behalf by the undersigned, theoeduly authorized.

CHIMERA INVESTMENT CORPORATION

By: /s/ Matthew Lambias
Matthew Lambias:
Chief Executive Officer and Preside
August 6, 201(

By: /s/ A. Alexandra Denahe
A. Alexandra Denaha
Chief Financial Officer (Principal Financial Offige
August 6, 201(
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Exhibit 31.:
CERTIFICATIONS
I, Matthew Lambiase, certify that:
| have reviewed this quarterly report on Forn-Q of Chimera Investment Corporatic

Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omététe a material fa
necessary to make the statements made, in ligheafircumstances under which such statementswade, not misleading
with respect to the period covered by this reg

Based on my knowledge, the financial statémend other financial information included iistheport, fairly present in all
material respects the financial condition, resaofteperations and cash flows of the registrantfaara for, the periods
presented in this repol

The registrar' s other certifying officer and | are responsibledetablishing and maintaining disclosure conteold
procedures (as defined in Exchange Act Rules 13a)Hnd 15d-15(e)) and internal control over finaheporting (as
defined in Exchange Act Rules -15(f) and 15-15(f) for the registrant and hav

a. Designed such disclosure controls and proresdor caused such disclosure controls and proegdo be designed under
our supervision, to ensure that material infornmatielating to the registrant, including its condatied subsidiaries, is
made known to us by others within those entitiestigularly during the period in which this rep@tbeing preparec

b. Designed such internal control over financial réipg;, or caused such internal control over finahetporting to be
designed under our supervision, to provide readersdsurance regarding the reliability of financégorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

c. Evaluated the effectiveness of the regissalisclosure controls and procedures and predéntthis report our
conclusions about the effectiveness of the disctosantrols and procedures, as of the end of tHegeovered by this
report based on such evaluation; i

d. Disclosed in this report any change in the regid’s internal control over financial reporting thatooed during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimeport) that has
materially affected, or is reasonably likely to evélly affect, the registrant’s internal contraes financial reporting;
and

The registrant’s other certifying officerdahhave disclosed, based on our most recent el@tuaf internal control over
financial reporting, to the registrant’s auditorslahe audit committee of the registrant’s boardicéctors (or persons
performing the equivalent function:

a. All significant deficiencies and material weaknessethe design or operation of internal contralerdinancial reporting
which are reasonably likely to adversely affectrbgistrant’s ability to record, process, summaad report financial
information; anc

b. Any fraud, whether or not material, thatalwes management or other employees who have #iségnt role in the
registran’s internal control over financial reportir

Date: August 6, 201

/sl Matthew Lambias

Matthew Lambias:

Chief Executive Officer and President (PrincipakEutive Officer




Exhibit 31.2
CERTIFICATIONS
I, A. Alexandra Denahan, certify that:
| have reviewed this quarterly report on Forn-Q of Chimera Investment Corporatic

Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omététe a material fa
necessary to make the statements made, in ligheafircumstances under which such statementswade, not misleading
with respect to the period covered by this reg

Based on my knowledge, the financial statémend other financial information included iistheport, fairly present in all
material respects the financial condition, resaofteperations and cash flows of the registrantfaara for, the periods
presented in this repol

The registrar' s other certifying officer and | are responsibledetablishing and maintaining disclosure conteold
procedures (as defined in Exchange Act Rules 13a)Hnd 15d-15(e)) and internal control over finaheporting (as
defined in Exchange Act Rules -15(f) and 15-15(f) for the registrant and hav

a. Designed such disclosure controls and proresdor caused such disclosure controls and proegdo be designed under
our supervision, to ensure that material infornmatielating to the registrant, including its condatied subsidiaries, is
made known to us by others within those entitiestigularly during the period in which this rep@tbeing preparec

b. Designed such internal control over financial réipg;, or caused such internal control over finahetporting to be
designed under our supervision, to provide readersdsurance regarding the reliability of financégorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

c. Evaluated the effectiveness of the regissalisclosure controls and procedures and predéntthis report our
conclusions about the effectiveness of the disctosantrols and procedures, as of the end of tHegeovered by this
report based on such evaluation; i

d. Disclosed in this report any change in the regid’s internal control over financial reporting thatooed during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimeport) that has
materially affected, or is reasonably likely to evélly affect, the registrant’s internal contraes financial reporting;
and

The registrant’s other certifying officerdahhave disclosed, based on our most recent el@tuaf internal control over
financial reporting, to the registrant’s auditorslahe audit committee of the registrant’s boardicéctors (or persons
performing the equivalent function:

a. All significant deficiencies and material weaknesssethe design or operation of internal contralerdinancial
reporting which are reasonably likely to adversafgct the registrant’ ability to record, process, summarize and re
financial information; ani

b. Any fraud, whether or not material, thatalwes management or other employees who have #is#gnt role in the
registran’s internal control over financial reportir

Date: August 6, 201

s/ _A. Alexandra Denaha

A. Alexandra Denaha

Chief Financial Officer (Principal Financial Offige




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 quarterly report on FormQ@®f Chimera Investment Corporation (the “Comparigt)the period ended June
30, 2010 to be filed with Securities and Exchangen@ission on or about the date hereof (the “RepdritMatthew Lambiase, President, and
Chief Executive Officer of the Company, certify,rpuant to Section 906 of the Sarbanes-Oxley A0, 18 U.S.C. Section 1350, that:

1. The Report fully complies with the requirementsSettion 13(a) or 15(d) of the Securities Exchangeof1934; anc

2. The information contained in the Report fairly mrets, in all material respects, the financial ctadiand results of operations of t

Company at the dates of, and for the periods coMeyethe Repor!

It is not intended that this statement be deeméxtfiled for purposes of the Securities Exchangeod 1934.

/s/ Matthew Lambias

Matthew Lambias:

Chief Executive Officer and Preside
August 6, 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 quarterly report on FormQ@®f Chimera Investment Corporation (the “Comparigt)the period ended June
30, 2010 to be filed with Securities and Exchangen@ission on or about the date hereof (the “RepditA. Alexandra Denahan, Chief

Financial Officer and Secretary of the Companytisempursuant to Section 906 of the Sarbanes-O®letyof 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 fairlggents, in all material respects, the financiaddgmn and results of operations of the
Company at the dates of, and for the periods coveyethe Report
It is not intended that this statement be deemdxttiiled for purposes of the Securities Exchangeok 1934.
/sl A. Alexandra Denahe
A. Alexandra Denaha

Chief Financial Office
August 6, 201(




