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

September 30,
2013 December 31,
(Unaudited) 2012 (1)

Assets:
Cash and cash equivalel $ 125,49. $ 621,15:
Non-Agency RMBS, at fair valu

Senior 70 88

Senior intere-only 266,65: 122,86¢

Subordinatet 438,57" 547,79:

Subordinated intere-only 14,54¢ 16,25:
Agency RMBS, at fair valu 2,052,47! 1,806,69
Receivable for investments sc 197,55: -
Accrued interest receivab 18,66 15,24¢
Other asset 9,37¢ 13,97(

Subtotal 3,123,40! 3,144,07.
Assets of Consolidated VIEs

Non-Agency RMBS transferred to consolidated variabterst entities ("VIEs"), at fair valt 3,058,06! 3,274,20:

Securitized loans held for investment, net of alaee for loan losses of $9.5 million and $11.6ioml|

respectively 828,26! 1,300,13.

Accrued interest receivab 18,52¢ 24,08

Subtotal 3,904,85! 4,598,41
Total asset $ 7,028,225 $ 7,742,48
Liabilities:
Repurchase agreements, Agency RMBS ($1.7 billi@h$dn6 billion pledged as collateral, respectivi $ 1,589,320 $ 1,528,022
Payable for investments purchas 4,81( -
Accrued interest payab 1,34: 2,441
Dividends payabl 92,44( 92,43:
Accounts payable and other liabiliti 3,24¢ 1,17¢
Investment management fees and expenses payaiifditoe 6,851 7,67¢
Derivatives, at fair valu 37,601 53,93¢

Subtotal 1,735,63. 1,685,68.

Non-Recourse Liabilities of Consolidated VIEs
Securitized debt, collateralized by Non-Agency RMES3.1 billion and $3.3 billion pledged as

collateral, respectively 1,006,66! 1,336,26.

Securitized debt, collateralized by loans heldifiwestment ($800.8 million and $1.3 billion pledgesl

collateral, respectively 712,90: 1,169,71

Accrued interest payab 5,75 8,35¢

Subtotal 1,725,32! 2,514,32!
Total liabilities $ 3,460,995 $ 4,200,01

Commitments and Contingencies (See Note

Stockholders' Equity:
Preferred Stock: par value $0.01 per share; 100000CGhares authorized, 0 shares issued and alitsgan

respectively $ - $ -
Common stock: par value $0.01 per share; 1,500000Chares authorized, 1,027,559,189 and

1,027,597,458 shares issued and outstanding, tesgg: 10,27: 10,26¢
Additional paic-in-capital 3,604,791 3,604,55:
Accumulated other comprehensive income (li 1,001,45 989,93t
Retained earnings (accumulated defi (1,049,21) (1,062,279
Total stockholders' equi $ 3,567,29° $ 3,54247
Total liabilities and stockholders' equ $ 7,02825 $ 7,742,48

(1) Derived from the audited consolidated finanstatements
See accompanying notes to consolidated financisdsients




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

(unaudited’
For the Quarter Ende For the Nine Months Ende
September 30, September 30, September 30, September 30,
2013 2012 2013 2012

Net Interest Income:
Interest incom $ 38,81¢ $ 36,57t $ 101,51 $ 139,92¢
Interest expens (1,580 (2,28)) (5,042 (7,080
Interest income, Assets of consolidated V 91,54 108,12( 282,20 315,96:
Interest expense, N-recourse liabilities of consolidated VI (23,499 (32,075 (75,477) (85,609
Net interest income (expens 105,28 110,34( 303,20 363,20
Other-than-temporary impairments:
Total othe-thar-temporary impairment loss (2,209 (2,719 (2,209 (47,269
Portion of loss recognized in other comprehensigeiine (loss (14,246 (7,307 (20,409 (76,80
Net othe-thar-temporary credit impairment loss (16,455 (10,019 (22,619 (124,069
Other gains (losses):
Net unrealized gains (losses) on derivati 27 (4,427 18,60 (14,607
Net realized gains (losses) on derivati (3,397 (5,299 (14,317 (14,890
Net gains (losses) on derivative (3,369 (9,729 4,29t (29,497
Net unrealized gains (losses) on inte-only RMBS (27,879 (15,399 (41,867 22
Net realized gains (losses) on sales of investn 18,81¢ 69,15¢ 72,93¢ 85,16¢
Total other gains (losse (12,427 44,03" 35,37 55,69(
Net investment income (los 76,41( 144,36: 315,96: 294,82¢
Other expenses
Management fee 6,57( 13,05 19,517 38,86:
Expense recoveries from Manay (1,087) (1,910 (6,252) (1,910
Net management fes 5,48¢ 11,14 13,26¢ 36,95
Provision for loan losses, n (69 49¢€ (1,349 (39¢)
General and administrative expen 3,62¢ 4,65¢ 13,66¢ 9,18¢
Total other expense 9,04: 16,29¢ 25,58! 45,74¢
Income (loss) before income taxe 67,36" 128,06¢ 290,37 249,08:
Income taxe: - - 2 2
Net income (loss $ 67,367 $ 128,06¢ $ 290,37! $ 249,08:
Net income (loss) per share available to common stedolders:
Basic $ 0.07 $ 0.1z $ 0.2¢ $ 0.24
Diluted $ 0.07 $ 0.1z $ 0.2¢ $ 0.24
Weighted average number of common shares outstandin
Basic 1,027,121,43 1,026,841,08 1,027,075,62 1,026,804,42
Diluted 1,027,559,18 1,027,505,03 1,027,582,58 1,027,499,97
Dividends declared per share of common stoc $ 0.0¢ $ 0.0¢ $ 0.27 $ 0.2¢
Comprehensive income (loss
Net income (loss $ 67,367 $ 128,06¢ 290,37} 249,08:
Other comprehensive income (los
Unrealized gains (losses) on avail-for-sale securities, ni (33,17¢) 260,89: 61,83¢ 380,00
Reclassification adjustment for net losses includatket income (loss)
for other-than-

temporary credit impairment loss 16,45" 10,01« 22,61¢ 124,06!
Reclassification adjustment for net realized loggais) included in ne
income (loss (18,81¢) (69,15%) (72,939 (85,16%)
Other comprehensive income (lo (35,537 201,75( 11,51t 418,90«

Comprehensive income (los $ 31,83( $ 329,81¢ $ 301,89( $ 667,98t




See accompanying notes to consolidated financ@dstents




CHIMERA INVESTMENT CORPORATION

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY (DEFICIT)
(dollars in thousands, except per share ¢

(unaudited’

Common Stoc

Additional

Accumulated

Retained

Other Earnings

Comprehensiv (Accumulated

Par Value  Paic-in Capital Income (Loss Deficit) Total

Balance, December 31, 20 $ 10,267 $ 3,603,73' $ 433,45 $ (999,84() $ 3,047,61
Net income - - - 249,08: 249,08:
Unrealized gains (losses) on available-dafe securities
net - - 380,00« - 380,00«
Reclassification adjustment for net losses includetet

income (loss) for other-than-temporary credit
impairment

losses - - 124,06! - 124,06!
Reclassification adjustment for net realized loggeis

included in net income (los - - (85,165 - (85,165
Proceeds from direct purchase and dividend reimes 1 11€ - - 117
Proceeds from restricted stock gra - 242 - - 242
Common dividends declared, $0.29 per sl - - - (297,779 (297,779
Balance, September 30, 20 $ 10,26¢ $ 3,604,09 $ 852,35° $ (1,048,53) $ 3,418,18
Balance, December 31, 20 $ 10,26¢ $ 3,604,555 $ 989,93t $ (1,062,27) $ 3,542,47
Net income - - - 290,37! 290,37!
Unrealized gains (losses) on available-dafe securities
net - - 61,83¢ - 61,83¢
Reclassification adjustment for net losses includetkt

income (loss) for other-than-temporary credit
impairment

losses - - 22,61¢ - 22,61¢
Reclassification adjustment for net realized loggeis

included in net income (los - - (72,939 - (72,939
Proceeds from direct purchase and dividend reimes - - - - -
Proceeds from common stock offerir - - - - -
Proceeds from common stock offerings to affili - - - - -
Proceeds from restricted stock gra 3 23€ - - 23¢
Common dividends declared, $0.27 per sl - - - (277,309 (277,309
Balance, September 30, 20 $ 10,27, $ 3,604,790 $ 1,001,45 $ (1,049,21) $ 3,567,29

See accompanying notes to consolidated financissients




CHIMERA INVESTMENT CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS

(dollars in thousand:
(unaudited

For the Nine Months Ende
September 30, September 30,
2013 2012

Cash Flows From Operating Activities:
Net income (loss
Adjustments to reconcile net income to net caskigem by (used in) operating activitie

$ 290,37' $ 249,08:

(Accretion) amortization of investment discountsfpiums, ne (56,217 (44,745
Amortization of deferred financing cos 5,21t 6,48(
Accretion (amortization) of securitized debt disetsipremiums, ne 8,96¢ 3,46¢
Net unrealized losses (gains) on derivati (18,607 14,601
Net unrealized losses (gains) on inte-only RMBS 41,86! (22
Net realized losses (gains) on sales of investr (72,939 (85,165
Net othe-thar-temporary credit impairment loss 22,61¢ 124,06!
Provision for loan losses, n (1,349 (396
Equity-based compensation expe! 23¢ 242
Changes in operating asse

Decrease (increase) in accrued interest receivabt 2,14 5,45¢

Decrease (increase) in other as (617) 952
Changes in operating liabilitie

Increase (decrease) in accounts payable and ddbdities 2,07¢ (399

Increase (decrease) in investment management figesx@enses payable to affilic (818 (1,427

Increase (decrease) in accrued interest payahl (3,699 (513)
Net cash provided by (used in) operating activi 219,25¢ 271,69
Cash Flows From Investing Activities:
RMBS portfolio:

Purchase (1,597,17) (119,429

Sales 627,36! 943,35(

Principal payment 430,83t 549,47
Non-Agency RMBS transferred to consolidated VI

Principal payment 372,50: 394,64
Securitized loans held for investme

Purchase - (1,185,66)

Principal payment 462,92( 297,92.
Net cash provided by (used in) investing activi 296,44 880,29¢
Cash Flows From Financing Activities:

Proceeds from repurchase agreem 5,589,71! 5,114,75

Payments on repurchase agreem (5,528,41) (6,128,84)

Payment of deferred financing co - (8,079

Proceeds from securitized debt borrowings, colddieed by loans held for investme - 1,113,15

Payments on securitized debt borrowings, collatadlby loans held for investme (456,23) (292,569)

Payments on securitized debt borrowings, collaizzdlby Nol-Agency RMBS (339,13) (380,43)

Net proceeds from direct purchase and dividendresitmen - 117

Common dividends pai (277,300 (318,290
Net cash provided by (used in) financing activi (1,011,36) (900,18)
Net increase (decrease) in cash and cash equis (495,667) 251,80t
Cash and cash equivalents at beginning of p¢ 621,15: 206,29!

Cash and cash equivalents at end of pe

$ 125,49. $ 458,10

Supplemental disclosure of cash flow information

Interest receive $ 329,65: $ 417,51,

Interest paic $ 70,03t $ 89,71

Management fees and expenses paid to aff $ 20,33t $ 40,29(
Non-cash investing activities:

Receivable for investments sc $ 197,55 $ s

Payable for investments purcha: $ 4,81 $ -

Net change in unrealized gain (loss) on avai-for sale securitie $ 1151 $ 418,90

Non-cash financing activities:




Common dividends declared, not yet p $ 92,44 $ 92,41¢

See accompanying notes to consolidated financissients




CHIMERA INVESTMENT CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Organization

Chimera Investment Corporation (the “Company”) weganized in Maryland on June 1, 2007. The Compgamymenced operations on
November 21, 2007 when it completed its initial puibffering. The Company elected to be taxed esahestate investment tru“REIT”)
under the Internal Revenue Code of 1986, as amendddegulations promulgated thereunder (the “Qodehe Company formed the
following wholly-owned qualified REIT subsidiarie€himera Securities Holdings, LLC in July 2008;iiGéra Asset Holding LLC and
Chimera Holding LLC in June 2009; and Chimera Sgddblding LLC in January 2010 which is a whobiyrned subsidiary of Chimera As
Holding LLC. In July 2010, the Company formed Clvading Company LLC, a wholly-owned taxable REIDsidiary (“TRS").

Annaly Capital Management, Inc. (“Annaly”) owns apximately 4.38% of the Company’s common shardse Company is managed by
Fixed Income Discount Advisory Company (“FIDAC™y) smvestment advisor registered with the Securiied Exchange Commission
(“SEC"). FIDAC is a wholly-owned subsidiary of Aaly.

2. Summary of the Significant Accounting Policies
(a) Basis of Presentation and Consolidation

The accompanying consolidated financial statemamdisrelated notes of the Company have been prepaeetordance with accounting
principles generally accepted in the United St@t@®AP"). In the opinion of management, all adjustits considered necessary for a fair
presentation of the Company's financial positi@suits of operations and cash flows have beendeduThese statements should be read in
conjunction with the consolidated financial stataemseand notes thereto included in the Annual Repofform 10-K for the year ended
December 31, 2012. Certain prior year amounts baea reclassified to conform to the current yearésentation.

The consolidated financial statements include, oaresolidated basis, the Company’s accounts, tbeuats of its wholly-owned subsidiaries,
and variable interest entities (“VIEST) which the Company is the primary beneficiaryl gignificant intercompany balances and transasi
have been eliminated in consolidation.

The Company uses securitization trusts considerée tVIEs in its securitization and re-securitiaatiransactions. VIEs are defined as
entities in which equity investors (i) do not hakie characteristics of a controlling financial ietst, and/or (ii) do not have sufficient equity at
risk for the entity to finance its activities witlioadditional subordinated financial support frothes parties. The entity that consolidates a
VIE is known as its primary beneficiary, and is geily the entity with (i) the power to direct thetivities that most significantly impact the
VIESs' economic performance, and (ii) the right ézeive benefits from the VIE or the obligation bsarb losses of the VIE that could be
significant to the VIE. For VIEs that do not haugbstantial on going activities, the power to ditbe activities that most significantly imp:
the VIES’ economic performance may be determinedrbgntity’s involvement with the design and stouetof the VIE.

The trusts are structured as pass through entité#égeceive principal and interest on the undaeg\dollateral and distribute those payments to
the certificate holders. The assets held by tharg&ation entities are restricted in that theyonly be used to fulfill the obligations of the
securitization entity. The Company’s risks asseciavith its involvement with these VIEs are lintitio its risks and rights as a certificate
holder of the bonds it has retained. There haea Io® recent changes to the nature of risks asedaidgth the Company’s involvement with
VIEs.

Determining the primary beneficiary of a VIE reasrsignificant judgment. The Company determined fitr the securitizations it
consolidates, its ownership of substantially abladinate interests provided the Company with thiegation to absorb losses and/or the right
to receive benefits from the VIE that could be #igant to the VIE. In addition, the Company isnsidered to have the power to direct the
activities of the VIEs that most significantly ingtahe VIES’ economic performance (“power”) or tiempany was determined to have
power in connection with its involvement with therpose and design of the VIE.




The Company’s interest in the assets held by theseritization vehicles, which are consolidatedrenCompany’s Statements of Financial
Condition, is restricted by the structural provigmf these entities, and a recovery of the Comganyestment in the vehicles will be limit

by each entity’s distribution provisions. The ligies of the securitization vehicles, which are@mtonsolidated on the Company’s Statements
of Financial Condition, are non-recourse to the @any, and can generally only be satisfied from estturitization vehicla respective ass
pool.

The securitization entities are comprised of sediasses of residential mortgage backed secu(if®dBS”) and jumbo, prime, residential
mortgage loans. See Notes 3, 4 and 8 for furtiseudsion of the characteristics of the securdigs$ loans in the Company’s portfolio.

(b) Statements of Financial Condition Presentation

The Company’s Consolidated Statements of Fina@aldition separately present: (i) the Company’satiassets and liabilities, and (ii) the
assets and liabilities of consolidated securittratiehicles. Assets of each consolidated VIE cdy lo@ used to satisfy the obligations of that
VIE, and the liabilities of consolidated VIEs amenarecourse to the Company. The Company is nagateld to provide, nor has it provided,
any financial support to these consolidated sdeation vehicles.

The Company has aggregated all the assets anlitigsbdf the consolidated securitization vehialie to the determination that these entities
are substantively similar and therefore a furthsagigregated presentation would not be more mefuifithe notes to the consolidated
financial statements describe the Company’s dasséts and liabilities and the assets and liaslibf consolidated securitization

vehicles. See Note 8 for additional informatiotated to the Company’s investments in consolidatazliritization vehicles.

(c) Cash and Cash Equivalents

Cash and cash equivalents include cash on handaashddeposited overnight in money market fundschvare not bank deposits and are not
insured or guaranteed by the Federal Deposit Inser@&orporation. There were no restrictions on easghcash equivalents at September 30,
2013 and December 31, 2012.

(d) Agency and Non-Agency Residential Mortgage-Baeld Securities

The Company invests in RMBS representing interiesbbligations backed by pools of mortgage loafike Company delineates between
Agency RMBS and Non-Agency RMBS as follows: AgeiRiMBS are mortgage padisrough certificates, collateralized mortgage cdttiigns
(“*CMOs"), and other RMBS representing interestsiirobligations backed by pools of mortgage loasséds or guaranteed by agencies of the
U.S. Government, such as Ginnie Mae, or federdifrtered corporations such as Freddie Mac or Faiagewhere principal and interest
repayments are guaranteed by the respective agétiog U.S. Government or federally chartered cafion. Non-Agency RMBS are not
issued or guaranteed by a U.S. Government Agenosher institution and are subject to credit riskepayment of principal and interest on
Non-Agency RMBS is subject to the performance of th@tgage loans or RMBS collateralizing the obligatio

The Company classifies its RMBS as availabledale, records investments at estimated fair vadueacribed in Note 5 of these consolid
financial statements, and includes unrealized gaiuslosses considered to be temporary on all RMB8uding interest-only (“lO”¥trips, ir
Other comprehensive income (loss) in the Consa@iti&tatements of Operations and Comprehensive l¢bass). 10 strips are recorded at
estimated fair value and all unrealized gains asdds are included in earnings in the Consolidatattments of Operations and
Comprehensive Income (Loss). From time to timeyaas of the overall management of its portfollee Company may sell any of its RMBS
investments and recognize a realized gain or I[ess@mponent of earnings in the Consolidated i&tatés of Operations and Comprehen:
Income (Loss) utilizing the average cost method.

The Company’s accounting policy for interest inccanel impairment related to its RMBS is as follows:
Interest Income Recognition

The recognition of interest income on RMBS secesittaries depending on the characteristics oféberity as follows:




Agency RMBS and Non-Agency RMBS of High Credit Quality

The Financial Accounting Standards Board (“FASBQcAunting Standards Codification (“ASC”) 310-2nrefundable Fees and Other
Costs(*ASC 310-20") is applied to the recognition ofénest income for the following securities:

e Agency RMBS
e Non-Agency RMBS that meet all of the following condits at the acquisition date (referred to hereaetNonAgency
RMBS of High Credit Qualit”):

1. Rated AA or higher by a nationally recognized crealiing agency. The Company uses the lowestgatiailable

2. The Company expects to collect all of the sec’s contractual cash flow

3. The security cannot be contractually prepaid sut the Company would not recover substantiallyodlits
recorded investmen

Under ASC 310-20, interest income, including premsiand discounts associated with the acquisitidhexe securities, is recognized over
the life of such securities using the interest radthased on the contractual cash flows of the #gcuin applying the interest method, the
Company considers estimates of future principgb@yenents in the calculation of the constant eféecyield. Differences that arise between
previously anticipated prepayments and actual yrepats received, as well as changes in future grepat assumptions, result in a
recalculation of the effective yield on the segudh a quarterly basis. This recalculation resulthe recognition of an adjustment to the
carrying amount of the security based on the reMBsepayment assumptions and a corresponding se@adecrease in reported interest
income.

Non-Agency RMBS Not of High Credit Quality

Non-Agency RMBS that are purchased at a discount aatdhtie not of high credit quality at the time ofghase are accounted for under A
310-30,Loans and Debt Securities Acquired with Deterioda@¥edit Quality(*ASC 310-30") or ASC 325-4Beneficial Interests in
Securitized Financial AssefSASC 325-40") (referred to hereafter as “Non-AggmMBS Not of High Credit Quality”).

Non-Agency RMBS are accounted for under ASC 310-3beffollowing conditions are met as of the acqigsidate:

1. There is evidence of deterioration in credit qyadit the security from its inceptio
2. ltis probable that the Company will be unableabiect all contractual cash flows of the secur

Non-Agency RMBS that are not within the scope of ASKD-30 are accounted for under ASC 325-40 if atttguisition date:

1. The security is not of high credit quality (definasl rated below AA or is unrated),
2. The security can contractually be prepaid or otieagettled in such a way that the Company woutdewover substantially all
its recorded investmer

Interest income on Non-Agency RMBS Not of High Gr&lality is recognized using the interest metbaded on management’s estimates
of cash flows expected to be collected. The effedtiterest rate on these securities is based oagemens estimate for each security of 1
projected cash flows, which are estimated baseabggarvation of current market information and idel@ssumptions related to fluctuations
in prepayment speeds and the timing and amouneditdosses. Quarterly, the Company reviews drappropriate, makes adjustments to its
cash flow projections based on inputs and analyeEsved from external sources, internal modeld,tke Company’s judgments about
prepayment rates, the timing and amount of credieds, and other factors. Changes in the amoufdraimding of cash flows from those
originally projected, or from those estimated & ldist evaluation date, are considered to be qithgtive changes or adverse changes. For
securities accounted for under ASC 325-40, anytipesbr adverse change in cash flows that doesasuft in the recognition of an other-
than-temporary impairment (“OTTI") results in a ppective increase or decrease in the effectivedsteate used to recognize interest
income. For securities accounted for under ASC 31,0anly significant positive changes are refleqieaspectively in the effective interest
rate used to recognize interest income. Adversegés in cash flows expected to be collected arerghy treated consistently for RMBS
accounted for under ASC 325-40 and ASC 310-30,gametrally result in recognition of an OTTI with albange in the effective interest rate
used to recognize interest income.




Impairment
Considerations Applicable to all RMBS

When the fair value of an available-for-sale RMB3eiss than its amortized cost the security isidensd impaired. On at least a quarterly
basis the Company evaluates its securities for OTflthe Company intends to sell an impaired sig&guor it is more-likely-than-not that the
Company will be required to sell an impaired sagusefore its anticipated recovery, then the Comgpanst recognize an OTTI through a
charge to earnings equal to the entire differerte/den the investment’s amortized cost and itsvine at the measurement date. If the
Company does not intend to sell an impaired sgcarit it is not more-likely-than-not that it woude required to sell an impaired security
before recovery, the Company must further evaltieesecurity for impairment due to credit lossd® €redit component of OTTI is
recognized in earnings and the remaining or nodiccemponent is recorded as a component of Othpcehensive income (loss) (“OCI").
Following the recognition of an OTTI through eagsna new amortized cost basis is establishedhéosécurity and subsequent recoveries in
fair value may not be adjusted through earnings.

When evaluating whether the Company intends toageilinpaired security or will more-likely-tharet be required to sell an impaired sect
before recovery, the Company makes judgments threider among other things, its liquidity, leveragentractual obligations, and targeted
investment strategy to determine its intent anditglto hold the investments that are deemed ingghirThe determination as to whether an
OTTI exists is subjective as such determinatioesbhaised on factual information available at theetohassessment as well as the Company’s
estimates of future conditions. As a result, taiednination of OTTI and its timing and amount#@séd on estimates that may change
materially over time.

The Company’s estimate of the amount and timingash flows for its RMBS is based on its reviewtsf tinderlying securities or mortgage
loans securing the RMBS. The Company consideterigal information available and expected futuesfprmance of the underlying
securities or mortgage loans, including timing xjpected future cash flows, prepayment rates, defatds, loss severities, delinquency rates,
percentage of non-performing loans, extent of ¢r=afpport available, Fair Isaac Corporation (“FIG®&Cores at loan origination, year of
origination, loan-to-value ratios, geographic cartcations, as well as reports by credit rating &ges) such as Moody’s Investors Service,
Inc., Standard & Poor’s Rating Services or FitchifRgs, Inc., general market assessments and dialegth market participants. As a result,
substantial judgment is used in the Company’s @matp determine the expected cash flows for itsBSM

Considerations Applicable to Non-Agency RMBS of High Credit Quality

The impairment assessment for Non-Agency RMBS ghHGredit Quality involves comparing the presertigaf the remaining cash flows
expected to be collected to the amortized cost@Eecurity at the assessment date. The discatentised to calculate the present value ¢
expected future cash flows is based on the se@ugffective interest rate as calculated under 83GQ-20 (i.e., the discount rate implicit in
the security as of the last measurement datejhelpresent value of the remaining cash flows etgoketo be collected is less than the
amortized cost basis, an OTTI is recognized iniagaifor the difference. This amount is considdrede the credit loss component; the
remaining difference between amortized cost andaineralue of the security is considered to bepbgion of loss recognized in other
comprehensive income (l0ss).

Following the recognition of an OTTI through easrfor the credit loss component, a new amortizest lsasis is established for the security
and subsequent recoveries in fair value may netdjiested through earnings.

Considerations Applicable to Non-Agency RMBS Not of High Credit Quality
Non-Agency RMBS within the scope of ASC 325-40 or ASID-30 are considered other-than-temporarily ingzhwhen the following two

conditions exist: (1) the fair value is less thle amortized cost basis, and (2) there has beadwarse change in cash flows expected to be
collected from the last measurement date (i.e e@vchanges in either the amount or timing of das¥s from those previously expected).




The OTTI is separated into a credit loss compoti®ttis recognized in earnings and the portioros$ recognized in other comprehensive
income (loss). The credit component is compriseth@fimpact of the fair value decline due to changeassumptions related to default
(collection) risk and prepayments. The portionassl recognized in other comprehensive income (tmsprises the change in fair value of
the security due to all other factors, includingeges in benchmark interest rates and market liguith determining the OTTI related to
credit losses for securities, the Company comphepresent value of the remaining cash flows ae§lfor prepayments expected to be
collected at the current financial reporting dat¢hte present value of the remaining cash flowsetqa to be collected at the original
purchase date (or the last date those estimatesregsed for accounting purposes). The discaatetused to calculate the present value of
expected future cash flows is the effective interate used for income recognition purposes asm@ted under ASC 325-40 or ASC 310-30.

Following the recognition of an OTTI through eaugsrfor the credit component, a new amortized casishis established for the security and
subsequent recoveries in fair value may not bessaljuthrough earnings. However, to the extentttieat are subsequent increases in cash
flows expected to be collected, the OTTI previousigorded through earnings may be accreted indodast income following the guidance in
ASC 325-40 or ASC 310-30.

The determination of whether an OTTI exists andpifthe extent of the credit component is sulifesignificant judgment and management’
estimates of both historical information availabtehe time of assessment, the current market@mwient, as well as the Company’s
estimates of the future performance and projeateauat and timing of cash flows expected to be ctdlé on the security. As a result, the
timing and amount of OTTI constitutes an accounéstimate that may change materially over time.

(e) Interest-Only RMBS

The Company invests in IO Agency and Non-Agency FBMips. 10 RMBS strips represent the Compariglstito receive a specified
proportion of the contractual interest flows of tmlateral. The Company has accounted for IO RMBPs at fair value with changes in fair
value recognized in the Company’s ConsolidatedeStants of Operations and Comprehensive Income JLdds Company has elected the
fair value option to account for IO RMBS stripssimplify the reporting of changes in fair valudhe 10 RMBS strips are included in RME
at fair value, on the accompanying Consolidatete8tants of Financial Condition. Interest incomd©rRMBS strips is accrued based on
the outstanding notional balance and the securtyrgractual terms, and amortization of any premaurdiscount is calculated in accordance
with ASC 325-40. Changes in fair value are pregsbmeNet unrealized gains (losses) on intemdy- RMBS on the Consolidated Statemer
Operations and Comprehensive Income (Loss). Isttémeome reported on IO RMBS strips was $12.7iomland $5.0 million for the
quarters ended September 30, 2013, and 2012, teghgc Interest income reported on 10O securitves $22.9 million and $18.8 million for
the nine months ended September 30, 2013 and &¥gectively.

(f) Securitized Loans Held for Investment and Relagd Allowance for Loan Losses

The Company’s securitized residential mortgagedame comprised of fixed-rate and variable-ratedoaviortgage loans are designated as
held for investment, and are carried at their ppialcbalance outstanding, plus any premiums, lesdnts and allowances for loan

losses. Interest income on loans held for investriserecognized over the expected life of the $oasing the interest method. Nonrefund:
fees and costs related to acquiring the Compamysriized residential mortgage loans are recoghiizeexpenses over the life of the
associated debt using the interest method of anatidn. Income recognition is suspended for loghen, based on information from the
servicer, a full recovery of interest or princippglcomes doubtful. The Company estimates the &hirevof securitized loans for disclosure
purposes only as described in Note 5 of these tidased financial statements.

(g) Allowance for Loan Losses — Securitized Loansétd for Investment

The securitized loan portfolio is comprised prirhaief non-conforming, single family, owner occupied, jumbeinge loans that are r
guaranteed as to repayment of principal or inter8stcuritized loans are serviced and modified kid-party servicer. The Compa
generally has thability to approve certain loan modifications aretetmine the course of action to be taken as dteslto certain loans
technical default, including whether or not to pred with foreclosure.




The Company has established an allowance for lossek related to securitized loans that is compoEadyeneral and specific reserve.
general reserve relates to loans that have notibdendually evaluated for impairment. The Compangeneral reserve is based on hista
loss rates for pools of loans with similar crediiacteristics, adjusted for current trends andketazonditions, including current trends
delinquencies and severities.

The Company has established a specific reserverdfiatts consideration of loans more than 60 d#sisiquent, loans in foreclosure :
borrowers that have declared bankruptcy. The loas provision related to these loans is measusetha difference between the ung
principal balance and the estimated fair valuehef property securing the mortgage, less estimatsts ¢o sell. The specific reserve
reflects consideration of concessions granted tool@rs by the servicer in the form of modificasofi.e., reductions). Loan loss provisi
related to these modifications are based on th&actnal principal and interest payments, post-fication, discounted at the loanbrigina
effective interest rate. Loans with specific r@ssrare individually evaluated for impairment. haaodifications made by the servicer
evaluated to determine if they constitute trouldedt restructurings (“TDRSs")A restructuring of a loan constitutes a TDR if devicer, fo
economic or legal reasons related to the borrowsicial difficulties, grants a concession to tharrower that it would not otherwi
consider. Impairment of modified loans consideetlé TDRs is measured based on the present vakwpetted cash flows discounted a
loan’s effective interest rate at inception. If the prasvalue of expected cash flows is less than ¢oerded investment in the loan,
allowance for loan losses is recognized with aegponding charge to the provision for loan lossapairment of all other loans individua
evaluated is measured as the difference betweemnbesd principal balance and the estimated fduevaf the collateral, less estimated ¢
to sell. The Company charges off the corresponttiag allowance and related principal balance wthenservicer reports a realized los:
complete discussion of securitized loans helddgestment is included in Note 4 to these consdidifihancial statements.

(h) Repurchase Agreements

The Company finances the acquisition of a signifiggortion of its Agency mortgage-backed securitiéih repurchase agreements. The
Company has evaluated each agreement and deterthatezhch of the repurchase agreements be acddontas secured borrowings. None
of the Companys repurchase agreements are accounted for as centpaf linked transactions. As a result, the Camseparately accour
for the financial assets posted as collateral atated repurchase agreements in the accompanyimsplabated financial statements.

(i) Securitized Debt, Non-Agency RMBS Transferreda Consolidated VIEs, and Securitized Debt, Loans He for Investment

The Company has issued securitized debt to finarmeartion of its residential mortgage loan and RMB&folios. Certain transactions
involving residential mortgage loans are accoumeds secured borrowings, and are recorded agiSeed loans held for investment and
corresponding debt as Securitized debt, collaterdlby loans held for investment in the Consolid&tatements of Financial

Condition. These securitizations are collateralibg residential adjustable or fixed rate mortglagas that have been placed in a trust and
pay interest and principal to the debt holdersaf securitization. Re-securitization transacticlassified as Securitized debt, collateralized
by Non-Agency RMBS reflect the transfer to a trofstixed or adjustable rate RMBS which are classifas Non-Agency RMBS transferred
to consolidated VIEs that pay interest and prindipahe debt holders of that re-securitizatiore-dRcuritization transactions completed by
Company that did not qualify as sales are accouioteals secured borrowings. The associated semditiebt is carried at amortized cost.
The Company estimates the fair value of its seizedtdebt for disclosure purposes as describedtr N to these consolidated financial
statements.

(j) Fair Value Disclosure

A complete discussion of the methodology utilizgdte Company to estimate the fair value of itaficial instruments is included in Note 5
to these consolidated financial statements.
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(k) Derivative Financial Instruments

The Company’s investment policies permit it to eiméo derivative contracts, including interesteratvaps, interest rate caps, options, and
futures as a means of managing its interest rsiteas well as to enhance investment returns. Timep@oy’s derivatives are recorded as either
assets or liabilities in the Consolidated Statemehfinancial Condition and measured at fair vallieese derivative financial instrument
contracts are not designated as hedges for GAASefibre, all changes in fair value are recognipeghirnings. The Company estimates the
fair value of its derivative instruments as desadlilin Note 5 of these consolidated financial statgism Net payments on derivative
instruments are included in the Consolidated Statgsnof Cash Flows as a component of net inconss)(loUnrealized gains (losses) on
derivatives are removed from net income (lossytivaat cash flows from operating activities.

The Company elects to net by counterparty thevidine of its derivative contracts when appropriakbese contracts contain legally
enforceable provisions that allow for netting attisg off of all individual swaps receivable andyphle with each counterparty and, therefi
the fair value of those swap contracts are reparétdy counterparty. The credit support annexipions of the Company’s interest rate
swap contracts allow the parties to mitigate theadit risk by requiring the party which is in & payable position to post collateral. As the
Company elects to net by counterparty the fair @@lfinterest rate swap contracts, it also netsdunterparty any cash collateral exchanged
as part of the interest rate swap contracts.

() Sales, Securitizations, and Re-Securitizations

The Company periodically enters into transactionafich it sells financial assets, such as RMB#, mortgage loans. Gains and losses on
sales of assets are calculated using the averagienethod whereby the Company records a gain erdoghe difference between the average
amortized cost of the asset and the proceeds freradle. In addition, the Company from time toetisecuritizes or re-securitizes assets and
sells tranches in the newly securitized asset&sé& transactions may be recorded as either saldb@assets contributed to the securitization
are removed from the Consolidated Statements @frigial Condition and a gain or loss is recognipeds secured borrowings whereby the
assets contributed to the securitization are natadgnized but rather the debt issued by the demaiidn entity are recorded to reflect the
term financing of the assets. In these securitinatand re-securitizations, the Company may retamor or subordinated interests in the
securitized and/or re-securitized assets.

(m) Income Taxes

The Company has elected to be taxed as a REITraeds to comply with the provision of the Codethwiespect thereto. Accordingly,

Company will not be subject to federal, state oaldncome tax to the extent that qualifying distitions are made to stockholders and as
as certain asset, income, distribution and stockewship tests are met. If the Company failed tdifyuas a REIT and did not qualify f
certain statutory relief provisions, the Companyulddoe subject to federal, state and local inccemes and may be precluded from qualif
as a REIT for the subsequent four taxable yeatsviolg the year in which the REIT qualification wiast. The Company and CIM Trad
made a joint election to treat CIM Trading as a TRSsuch, CIM Trading is taxable as a domestiofparation and subject to federal, st
and local income taxes based upon its taxable iecom

A tax position is recognized only when, based omagament’s judgment regarding the application ofime tax laws, it is more likely than
not that the tax position will be sustained upoareination. The Company does not have any unrezedriax benefits that would affect its
financial position or require disclosure. No a@tsufor penalties and interest were necessary 8emember 30, 2013 or December 31, 2012.

(n) Net Income per Share

The Company calculates basic net income per shadévltling net income for the period by the basiighted-average shares of its common
stock outstanding for that period. Diluted netome per share takes into account the effect ofiddunstruments such as unvested restricted
stock.

(o) Stock-Based Compensation

The Company accounts for stock-based compensatiarda granted to the employees of FIDAC and FIDA&fdiates at the fair value of
the stock-based compensation provided. The Compezagures the fair value of the equity instrumeirigithe stock prices and other
measurement assumptions as of the earlier of dhieetate at which a performance commitment byédhiient is reached or the date at
which the recipient’s performance is complete. Btoampensation expense related to the grants ok ssaecognized over the vesting period
of such grants based on the fair value of the stoc&ach quarterly vesting date, at which the fenifs performance is complete.

Compensation expense for equity based awards grémtee Company’s independent directors is reaaghpro-rata over the vesting period
of such awards, based upon the fair value of su@rds at the grant date.
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(p) Use of Estimates

The preparation of financial statements in conftymiith GAAP requires management to make estimatesassumptions that affect the
reported amounts of assets and liabilities andafisice of contingent assets and liabilities atdate of the financial statements and the
reported amounts of revenues and expenses duengplorting period. Although the Compasigstimates contemplate current conditions
how it expects them to change in the future, ie@sonably possible that actual conditions coulthbeerially different than anticipated in
those estimates, which could have a material advsrpact on the Company’s results of operationsitnithancial condition. Management
has made significant estimates in accounting foonme recognition and OTTI on Agency and Non-AgeR&BS and IO RMBS (Note 3),
valuation of Agency and Non-Agency RMBS (Notes 8 &) and interest rate swaps (Notes 5 and 9)uaAcesults could differ materially
from those estimates.

(q) Recent Accounting Pronouncements
Presentation

Balance Sheet (Topic 210)

On December 23, 2011, the FASB released Accoutagdards Update (“ASU”) 2011-1Ralance Sheet (Topic 210): Disclosures about
Offsetting Assets and LiabilitiesUnder this update, the Company is required $oldse both gross information and net informatiooua

both instruments and transactions eligible foredffa the statement of financial position and teanti®ns subject to an agreement similar to a
master netting arrangement. The scope includégatiees, sale and repurchase agreements and ess@&sand repurchase agreements and
securities borrowing and securities lending arramg@s. This disclosure is intended to enablenfifed statement users to understand the
effect of such arrangements on the Company’s filmhposition. The Company adopted this guidamciheé first quarter of 2013. As this
standard only requires additional disclosure, tieption of ASU 2011-11 did not have any effect loe tonsolidated financial

statements. The additional disclosures relatedgdCompany’s repurchase agreements and derivaregzesented in Note 14.

Comprehensive Income (Topic 220)

In February 2013, the FASB issued ASU 20133@nprehensive Income: Reporting of Amounts Refiesg$ut of Accumulated Other
Comprehensive IncomeThis update requires the disclosure of informmradbout the amounts reclassified out of accumul@@édby
component. In addition, it requires presentatigimee on the face of the statement where net incerpeesented or in the Notes, significant
amounts reclassified out of accumulated OCI byréspective line items of net income, but only & e&mount reclassified is required under
GAAP to be reclassified to net income in its ertjiie the same reporting period. For other amotims are not required under GAAP to be
reclassified in their entirety to net income, assa@ference must be provided to other disclosuresimed| under GAAP that provide additio
detail about those amounts. The Company adoptsedjthilance in the first quarter of 2013. As thadfard only requires additional
disclosure, the adoption of ASU 2013-02 did noteéhany effect on the consolidated financial statdmeihe additional disclosures related to
accumulated OCI are presented in Note 11.

Broad Transactions

Receivables-Troubled Debt Restructurings by Creditors (Subt&di6-40)

In January 2014, the FASB issued ASU No. 2014R®tlassification of Residential Real Estate Cotldteed Consumer Mortgage Loans
Upon Foreclosure This update clarifies when the Company is careid to have obtained physical possession, from-anbstance
possession or foreclosure, of a residential reategroperty collateralizing a mortgage loan. r€unir guidance indicates that the Company
should reclassify a collateralized mortgage loashghat the loan should be derecognized and thateml asset recognized when it
determines that there has been an in-substancesesgsion or foreclosure by the Company. This epdefines the ternm substance
repossession or foreclosute reduce diversity in interpretation of when sachevent occurs. The guidance in this updatdéstfe for the
Company beginning January 1, 2015. The Compaaydhkiating the impact of this update.
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3. Residential Mortgage-Backed Securities

The Company classifies its Non-Agency RMBS as ses&nior 10, subordinated, subordinated 10, and-Ngency RMBS transferred to
consolidated VIEs. The Company also invests innfsgeRMBS. Senior interests in Non-Agency RMBS e@wasidered to be entitled to the
first principal repayments in their pro-rata owigpsinterests at the reporting date. The total\falue of the Non-Agency RMBS that are

held by consolidated re-securitization trusts wa4 $illion and $3.3 billion at September 30, 2@h8 December 31, 2012, respectively. See
Note 8 of these consolidated financial statementéurther discussion of consolidated VI

The following tables present the principal or nptibvalue, total premium, total discount, amortizedt, fair value, gross unrealized gains,
gross unrealized losses, and net unrealized gazss)(telated to the Company’s available-for-saleBS\portfolio as of September 30, 2013
and December 31, 2012, by asset class.

September 30, 201
(dollars in thousand:

Net
Principal ot Gross Gross Unrealizec
Notional Total Total Amortized Unrealizec Unrealizec Gain/
Value Premium Discount Cost Fair Value Gains Losses (Loss)
Non-Agency RMBS
Senior $ 124 % - $ (65 $ 59 $ 70 % 11 $ - $ 11
Senior intere-only 6,175,29' 314,60! - 314,60! 266,65: 11,50: (59,45¢) (47,954
Subordinate 843,76 - (505,615 338,15( 438,57! 102,84 (2,419 100,42!
Subordinated
interes-only 278,61¢ 15,53¢ - 15,53¢ 14,54¢ 294 (1,287 (987)
RMBS transferred tc
consolidated variabl
interest entities
("VIES") 4,043,18 7,84¢ (1,811,83) 2,155,95  3,058,06! 902,10! - 902,10"
Agency RMBS 2,177,32 133,51¢ (3,49) 2,050,04 2,052,47 36,21« (33,78% 2,42¢
Total $13,518,31 $ 471,50 $(2,320,99) $4,874,35. $5,830,38 $1,052,971 $ (96,94) $ 956,02
December 31, 201
(dollars in thousand:
Net
Principal ot Gross Gross Unrealizec
Notional Total Total Amortized Unrealizec Unrealizec Gain/
Value Premium Discount Cost Fair Value Gains Losses (Loss)
Non-Agency RMBS
Senior $ 12¢ $ - $ 54 $ 72 $ 88 $ 16 $ - $ 16
Senior intere-only 3,012,86:! 135,86¢ - 135,86¢ 122,86¢ 7,97¢ (20,97Y (12,999
Subordinatec 1,057,82. - (584,777 473,04¢ 547,79 81,49: (6,747 T74,74¢
Subordinated
interes-only 256,07: 16,18( - 16,18( 16,25: 1,46¢ (1,399 73
RMBS transferred to
consolidated variable
interest entities ("VIES" 4.,610,10! 8,95 (2,088,12) 2,437,04i 3,274,20. 837,35:! (297) 837,15¢
Agency RMBS 1,756,58! 51,50: - 1,720,59' 1,806,69 86,41¢ (317) 86,10:
Total $10,693,57 $ 212,50' $(2,672,95) $4,782,81. $5,767,900 $1,014,72. $ (29,629 $ 985,09

The table below presents changes in AccretablaedY@lthe excess of the security’s cash flows etgueto be collected over the Company’s
investment, solely as it pertains to the Compahiga-Agency RMBS portfolio accounted for accordinghe provisions of ASC 310-30.

For the Quarter Ende
Septembe
30, 201:

Septembe
30, 201:

(dollars in thousand:

For the Nine Months Ende
Septembe
30, 201:
(dollars in thousand:

Septembe
30, 201:

Balance at beginning of peric

$ 192168 $ 2,234,79. $ 2107,38 $ 2,34246.

Purchase - - - 86,841
Accretion (80,507 (89,25¢) (249,43) (276,696
Reclassification (to) from n«accretable differenc (18,49¢) (1,809 (6,83)) 12,77¢
Sales - - (28,435 (21,669
Balance at end of peric $ 182269 $ 2,143,720 $ 1,82269 $ 2,143,72
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The table below presents the outstanding prindipkdnce and related amortized cost at Septemb@033,and December 31, 2012 as it
pertains to the Company’s Non-Agency RMBS portfalt@ounted for according to the provisions of AS0-30.

For the Quarte For the Yes
Endec Endec
September 3 December 3:
201z 201z

(dollars in thousand:

Outstanding principal balanc

Beginning of perioc $ 4,148,06! $ 5,245,18.

End of perioc $ 3,968,35 $ 4,508,47!
Amortized cost

Beginning of perioc $ 2,127,141 $ 2,649,30:

End of perioc $ 2,027,20. $ 2,268,75.

The following tables present the gross unrealipsdds and estimated fair value of the CommaRWIBS by length of time that such securi
have been in a continuous unrealized loss positi@eptember 30, 2013 and December 31, 2012.eglirdies in an unrealized loss position
have been evaluated by the Company for OTT| asugé®dl in Note 2(d).

September 30, 201
(dollars in thousand:

Unrealized Loss Position for Less Unrealized Loss Position for 12

than 12 Month: Months or More Total
Estimated Unrealizec Number o Estimated Unrealizec Number o Estimated Unrealizec Number o
Fair Value Losses Securities Fair Value Losses Securities Fair Value Losses  Securities
Non-Agency RMBS
Senior $ - $ - - % - % - - % - $ - -
Senior intere-only 133,65( (30,109 60 44,60¢ (29,347 23 178,25! (59,45¢) 83
Subordinatet 4,76 (39) 4 17,30¢ (2,38)) 2 22,07: (2,419 6
Subordinated interes
only 1,26° (462) 2 7,922 (819 1 9,18¢ (1,28)) 3
RMBS transferred to
consolidated VIE! - - - - - - - - -
Agency RMBS 824,71 (33,577 21 621 (212) 2 825,33« (33,785 23
Total $964,38¢ $ (64,187 87 $ 70,457 $ (32,759 28 $1,034,84 $ (96,94) 11&
December 31, 201
(dollars in thousand:
Unrealized Loss Position for Less Unrealized Loss Position for 12
than 12 Month: Months or More Total
Estimated Unrealizec Number o0 Estimated Unrealizec Number o0 Estimated Unrealizec Number o
Fair Value Losses Securities Fair Value Losses  Securities Fair Value Losses  Securities
Non-Agency RMBS
Senior $ - 3 - - 3 - $ - - $ - $ - -
Senior intere-only 17,76« (2,82¢) 12 52,92( (18,14 26 70,68 (20,97Y 38
Subordinatet - - - 54,77 (6,747 5 54,77 (6,747 5
Subordinated interes
only - - - 9,65¢ (1,399 1 9,65¢ (1,399 1
RMBS transferred to
consolidated VIE! - - - 22,49( (297) 1 22,49( (297) 1
Agency RMBS 234 (76) 2 992 (247 2 1,227 (317) 4
Total $ 17,99¢ $ (2,909 14 $140,83¢ $ (26,725 35 $158,83: $ (29,629 49

At September 30, 2013, the Company did not intergktl any of its RMBS that were in an unrealizeskl position, and it was not more liki
than not that the Company would be required totkee RMBS before recovery of their amortized basis, which may be at their maturity.
With respect to RMBS held by consolidated VIEs, dbdity of any entity to cause the sale by the Hor to the maturity of these RMBS is
either expressly prohibited, not probable, ornsitiéd to specified events of default, none of whielve occurred to date.

Gross unrealized losses on the Company’s Agency 8MBre $33.8 million and $317 thousand at Septe®®e2013 and December 31,
2012, respectively. Given the credit quality inletri@ Agency RMBS, the Company does not considgradithe current impairments on its
Agency RMBS to be credit related. In evaluatingetiner it is more likely than not that it will bequiired to sell any impaired security befi



its anticipated recovery, which may be at theirurigit, the Company considers the significance @heéavestment, the amount of impairmi
the projected future performance of such impaiesmigties, as well as the Company’s current anitigated leverage capacity and liquidity
position. Based on these analyses, the Companyntetd that at September 30, 2013 and Decemb&(3P, unrealized losses on its
Agency RMBS were temporary.

Gross unrealized losses on the Company’s Non-AgBMBS (excluding 1O Agency and Non-Agency RMBS rivhich are accounted for
under the fair value option with changes in failuearecorded in earnings) were $2.4 million and®$8illion at September 30, 2013 and
December 31, 2012, respectively. Based upon thé raosnt evaluation, the Company does not congiigese unrealized losses to be
indicative of OTTI and does not believe that theseealized losses are credit related, but ratheedae to other factors. The Company has
reviewed its Non-Agency RMBS that are in an uneeliloss position to identify those securities Waibses that are other-than-temporary
based on an assessment of changes in cash flowstedgo be collected for such RMBS, which considecent bond performance and
expected future performance of the underlying ¢efk.
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A summary of the OTTI included in earnings for thearters and nine months ended September 30, 2011304 2 is presented below.

For the Quarter Ende
September 3 September 3

201z 2012

(dollars in thousand:
Total othe-thar-temporary impairment loss $ (2,209 $ (2,713
Portion of loss recognized in other comprehensigeiine (loss (14,246 (7,307
Net othe-thar-temporary credit impairment loss $ (16,45 $ (10,014

For the Nine Months Ende
September 3 September 3

201z 201z

(dollars in thousand:
Total othe-thar-temporary impairment lossi $ (2,209 $ (47,269
Portion of loss recognized in other comprehensigeiine (loss (20,409 (76,807
Net othe-thar-temporary credit impairment loss $ (22,61¢) $ (124,069

The following table presents a roll forward of #redit loss component of OTTI on the Company’s Maency RMBS for which a portion «
loss was previously recognized in OCI. The taleléingates between those securities that are reagr®TT]I for the first time as opposed
those that have previously recognized OTTI.

For the Quarter Ende
September 3 September 3

201z 2012
(dollars in thousand:
Cumulative credit loss beginning balar $ 498,25. $ 540,65¢
Additions:

Other-thar-temporary impairments not previously recogni 15,831 7,27¢

Reductions for securities sold during the pe (2,919 (33,817
Increases related to other-than-temporary impaitenen securities with

previously recognized ott-thar-temporary impairment 61€ 2,73¢
Reductions for increases in cash flows expectduttoollected that are

recognized over the remaining life of the secL (4,536 (8,160

Cumulative credit loss ending balar $ 507,25. $ 508,691

For the Nine Months Ende
September 3 September 3
201z 2012
(dollars in thousand:
Cumulative credit loss beginning balar $ 510,08¢ $ 452,06(
Additions:

Otherthar-temporary impairments not previously recogni 16,54¢ 97,20:

Reductions for securities sold during the pe (14,039 (34,107
Increases related to other-than-temporary impaitenen securities with

previously recognized ott-thar-temporary impairmenti 6,06¢ 26,86:
Reductions for increases in cash flows expectdxbtoollected over the

remaining life of the securitie (11,417 (33,327

Cumulative credit impairment loss ending bala $ 507,25, $ 508,691
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Cash flows generated to determine net other-thaapdeary credit impairment losses recognized iniegmare estimated using significant
unobservable inputs. The significant inputs useshéasure the component of OTTI recognized in agenfor the Company’s Non-Agency
RMBS are summarized as follows:

For the Nine Months Ende
September 30, 201 September 30, 201
Loss Severity
Weighted Averag:
Range

55%
41%- 75%

49%
33%- 86%

60+ days delinquet

Weighted Averag: 23% 27%

Range 0%- 37% 0%- 53%
Credit Enhancement (.

Weighted Averag: 5% 13%

Range 0%- 48% 0%- 75%
3 Month CPF

Weighted Averag: 18% 15%

Range 0%- 42% 0% - 30%
12 Month CPF

Weighted Averag: 18% 16%

Range 9% - 35% 8%- 42%

(1) Calculated as the combined credit enhancenoghetRe-REMIC and underlying from
each of their respective capital structu

The following tables present a summary of unredligains and losses at September 30, 2013 and Dec&hp2012. |10 RMBS included in
the tables below represent the right to receiveegified proportion of the contractual interestrclisws of the underlying principal balance
specific securities. At September 30, 2013, |0 FBvtad a net unrealized loss of $46.7 million ardidraamortized cost of $383.1 million.
At December 31, 2012, |0 RMBS had a net unrealiass of $4.8 million and had an amortized costI8&0 million. The fair value of 10s

at September 30, 2013 and December 31, 2012 wa#s4b88llion, and $161.2 million, respectively. Alhanges in fair value of IOs are

reflected in Net income (loss).

September 30, 201
(dollars in thousand:

Gross Gross
Unrealized Unrealized
Gain Included Gross Loss Included Gross
in Unrealized in Unrealized
Accumulated Gain Included Accumulated Loss Included
Other in Total Gross Other in Total Gross
Comprehensiv  Accumulated  Unrealized Comprehensiv Accumulated  Unrealized
Income Deficit Gain Income Deficit Loss
Non-Agency RMBS
Senior $ 1 % - 3 11 $ - 3 - 3 -
Senior intere-only - 11,50: 11,50: - (59,45¢) (59,45¢)
Subordinatet 102,84« - 102,84« (2,419 - (2,419
Subordinated intere-only - 294 294 - (1,287 (1,287
RMBS transferred to
consolidated VIE! 897,89¢ 4,20¢ 902,10* - - -
Agency RMBS 35,99¢ 21F 36,21« (31,607 (2,189 (33,78%)
Total $ 1,036,751 $ 16,22( $ 1,052,971 $ (34,020 $ (62,92) $ (96,94))
December 31, 201
(dollars in thousand:
Gross Gross
Unrealized Unrealized
Gain Included Gross Loss Included Gross
in Unrealized in Unrealized

Accumulatec  Gain Includec

Accumulatec Loss Includec



Other in Total Gross Other in Total Gross
Comprehensiv Accumulated  Unrealized Comprehensiv Accumulated  Unrealized

Income Deficit Gain Income Deficit Loss

Non-Agency RMBS

Senior $ 16 $ - $ 16 $ - $ - % =

Senior intere-only - 7,97¢ 7,97¢ - (20,97%) (20,97%)

Subordinatet 81,49: - 81,49: (6,747) - (6,747)

Subordinated intere-only - 1,46¢ 1,46¢ - (1,399 (1,399

RMBS transferred to

consolidated VIE: 829,30¢ 8,04¢ 837,35: (297) - (297)
Agency RMBS 86,06: 357 86,41¢ - (317) (317)
Total $ 996,87¢ $ 17,84« $ 1,014,72. $ (6,949 $ (22,68Y $ (29,629

Changes in prepayments, actual cash flows, andfleass expected to be collected, among other iteares affected by the collateral
characteristics of each asset class. The portf®lioost heavily weighted to contain Non-Agency RMWBith credit risk. The Company
chooses assets for the portfolio after carefullgleating each investment's risk profile.
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The following tables provide a summary of the Comps RMBS portfolio at September 30, 2013 and Ddoen31, 2012.

September 30, 201

Principal or
Notional Weighted
Value at  Weighted Average
Period-End Average  Weighted  Weighted Yield at
(dollarsin  Amortized  Average Average Period-End
thousands Cost Basi¢ Fair Value Coupon (1)
Non-Agency Mortgag-Backed Securitie
Senior $ 124 % 46.8¢ $ 55.4¢ 0.0(% 11.1%%
Senior, interest onl $6,175,29 $ 5.0¢ $ 4.32 1.5%% 17.55%
Subordinatet $ 843,76 $ 40.0¢ $ 51.9¢ 3.05% 12.3%
Subordinated, interest on $ 278,61¢ $ 5.5¢ $ 5.2z 1.76% 8.41%
RMBS transferred to consolidated variat
interest entitie: $4,043,18 $ 54.4¢ $ 77.2% 4.72% 15.9¢%
Agency Mortgag-Backed Securitie $2,177,32. $ 106.77 $ 106.9( 4.01% 3.0(%
(1) Bond Equivalent Yield at period er
December 31, 201
Principal or
Notional Weighted
Value at  Weighted Average
Period-End Average  Weighted  Weighted Yield at
(dollarsin  Amortized  Average Average Period-End
thousands Cost Basi¢ Fair Value Coupon (1)
Non-Agency Mortgag-Backed Securitie
Senior $ 12€ $ 57.0z $ 67.0( 0.0(% 11.9(%
Senior, interest onl $3,012,86: $ 451 $ 4.0¢ 1.76% 10.3€6%
Subordinatet $1,057,82 $ 4472 % 51.7¢ 3.1&% 11.0%%
Subordinated, interest on $ 256,07. $ 6.3z $ 6.3¢ 2.25% 8.9(%
RMBS transferred to consolidated variat
interest entitie: $4,610,10¢ $ 53.9¢ $ 72.5( 4.8&% 15.42%
Agency Mortgag-Backed Securitie $1,756,58 $ 103.0¢ $ 108.2: 4.65% 3.5%%

(1) Bond Equivalent Yield at period er

The following table presents the weighted averagditrating, based on the lowest rating availablehe Company’s Non-Agency RMBS

portfolio at September 30, 2013 and December 31220

September 30, 20 December 31, 20:

AAA 0.01% 0.01%
AA 1.14% 0.46%
BBB 0.02% 0.00%
BB 1.37% 1.41%
B 3.80% 1.19%
Below B or not ratel 93.66% 96.93%
Total 100.00¥ 100.00¥

Actual maturities of RMBS are generally shortemiliae stated contractual maturities. Actual mérsiof the Compang’' RMBS are affecte
by the contractual lives of the underlying mortgageeriodic payments of principal and prepaymehtwiacipal. The following tables
provide a summary of the fair value and amortizest of the Company’s RMBS at September 30, 2013swmber 31, 2012 according to
their estimated weighted-average life classifigaioThe weighted-average lives of the RMBS intéiides below are based on lifetime
expected prepayment rates using an industry prepatymodel for the Agency RMBS portfolio and the Quamy’s prepayment assumptions
for the Non-Agency RMBS. The prepayment model @ars current yield, forward yield, steepness efititerest rate curve, current
mortgage rates, mortgage rates of the outstandarg loan age, margin, and volatility.
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September 30, 201
(dollars in thousand:

Weighted Average Lifi

Greater than  Greater than

one five
year and less years and les  Greater than
Less than on than thanten ten
year five years years years Total
Fair value
Non-Agency RMBS
Senior $ - % - $ 70 $ - $ 70
Senior intere-only 77¢ 118,32 115,58 31,95¢ 266,65:
Subordinatet 4,03¢ 27,56( 325,17¢ 81,79¢ 438,57"
Subordinated intere-only - 32z 12,65: 1,57¢ 14,54¢
RMBS transferred to consolidated VI 1,91¢ 363,10t 1,800,98! 892,04° 3,058,06!
Agency RMBS 27 99,25¢ 1,855,69: 97,49: 2,052,47
Total fair value $ 6,76 $ 608,57 $ 4,110,170 $ 1,104,87¢ $ 5,830,38:
Amortized cos
Non-Agency RMBS
Senior $ - $ - $ 59 $ - $ 59
Senior intere-only 1,55¢ 140,00: 135,07! 37,974 314,60!
Subordinatet 3,267 22,80" 256,56t 55,51( 338,15(
Subordinated intere-only - 322 13,85¢ 1,35¢ 15,53¢
RMBS transferred to consolidated VI 1,78¢ 282,48t 1,238,34: 633,33: 2,155,95!
Agency RMBS 57 93,85¢ 1,859,91 96,21« 2,050,04
Total amortized cos $ 6,66¢ $ 539,47¢ $ 3,503,82 $ 824,39( $ 4,874,35
December 31, 201
(dollars in thousand:
Weighted Average Lifi
Greater than
one Greater than
year and less five Greater than
Less than on than years and les ten
year five years than ten yeal years Total
Fair value
Non-Agency RMBS
Senior $ - $ - $ 88 $ - $ 88
Senior intere-only 35¢ 47,20¢ 66,92’ 8,37¢ 122,86¢
Subordinatet 4,092 23,94¢ 359,31( 160,44« 547,79¢
Subordinated intere-only - - 9,65¢ 6,59¢ 16,25:
RMBS transferred to consolidated VI 12,11¢ 312,69( 2,055,56! 893,82¢ 3,274,20.
Agency RMBS 14€ 1,802,72 3,831 - 1,806,69
Total fair value $ 16,71« $ 2,186,56. $ 2,49538 $ 1,069,24 $ 5,767,90!
Amortized cos
Non-Agency RMBS
Senior $ - $ - $ 72 % - $ 72
Senior intere-only 657 58,03 70,04« 7,13( 135,86¢
Subordinatet 2,64¢ 20,59: 318,42. 131,38t 473,04¢
Subordinated intere-only - - 11,05 5,12¢ 16,18(
RMBS transferred to consolidated VI 11,18¢ 248,69¢ 1,493,64 683,51¢ 2,437,04:
Agency RMBS 157 1,716,96. 3,47¢ - 1,720,59!
Total amortized cos $ 14,647 $ 2,04429. $ 1,896,711 $ 827,16. $ 4,782,81

The Non-Agency RMBS portfolio is subject to credk. The Company seeks to mitigate credit risktigh its asset selection process. The
Non-Agency RMBS portfolio is primarily collateralizdxry what the Company classifies as Alt-A first limortgages. The Company
categorizes collateral as Alt-A regardless of whethe loans were originally described as “prinfahé behavior of the collateral when the
Company purchased the security more typically rédesAlt-A. The Company defines Alt-A collaterddaracteristics to be evidenced by the
60+ day delinquency bucket of the pool being grrethizn 5% and the weighted average FICO scordmdinhe of origination as greater than
650. At September 30, 2013, 96.2% of the Non-AgeRWIBS collateral was Alt-A. At December 31, 2088,5% of the Non-Agency

RMBS collateral was A-A.



The Non-Agency RMBS in the Portfolio have the fallog collateral characteristics at September 30328nd December 31, 2012.
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September 3 December 3:

201: 2017

Weighted average maturity (yea 24.6: 24.¢
Weighted average amortized loan to value 69.6% 71.6%
Weighted average FICO ( 709.¢ 717
Weighted average loan balance (in thousa $392.( $453..
Weighted average percentage owner occu 83.9% 85.1%
Weighted average percentage single family resid 65.2% 65.5%
Weighted average current credit enhancer 1.5% 3.1%
Weighted average geographic concentration of topdtate: CA 33.9% CA 36.7%
FL 9.1% FL 8.7%

NY 6.7% NY 6.4%

NJ 2.9% VA 2.4%

MD 2.8% NJ 2.8%

(1) Value represents appraised value of the collhta the time of loan originatio
(2) FICO as determined at the time of loan origorat

The table below presents the origination year efuhderlying loans related to the Company’s pddfof Non-Agency RMBS at September
30, 2013 and December 31, 2012.

Origination Year September 3 December 3:
2012 2012

2000 0.6% 0.2%

2001 1.2% 0.2%

2002 1.0% 0.0%

2003 1.4% 0.4%
2004 3.1% 0.6%
2005 17.6% 14.3%

2006 31.0% 34.6%

2007 42.0% 46.7%

2008 2.1% 3.0%
Total 100.0% 100.0%

During the quarter ended September 30, 2013, tmep@oy sold RMBS with a carrying value of $375.5liwrl for a gross realized gain of
$18.8 million. During the quarter ended Septen8r2012, the Company sold RMBS with a carryingigeadf $795.1 million for a gross
realized gain of $69.2 million. During the nine mios ended September 30, 2013, the Company soldSRM a carrying value of $751.0
million for a gross realized gain of $72.9 millioDuring the nine months ended September 30, 26@2Company sold RMBS with a
carrying value of $858.2 million for gross realizgains of $85.2 million. There were no securitiekl for a gross realized loss for the three
and nine month periods ended September 30, 20261&.

4. Securitized Loans Held for Investment

The Company is considered to be the primary beiagfiof VIEs formed for the purpose of securitizwhole mortgage loans. Refer to Note
8 for additional details regarding the Companyiginement with VIES.

The securitized loans held for investment are edrait their principal balance outstanding, plusnordized premiums, less unaccreted
discounts and an allowance for loan losses. There wo new securitizations during the quarter and months ended September 30, 2013.

The following table provides a summary of the clemip the carrying value of securitized loans Hlietdnvestment at September 30, 2013
and December 31, 2012:

For the Nin For the Yes
Months Ende Endec
September 3 December 3.
201z 201z

(dollars in thousand:
Balance, beginning of peric $ 1,300,13. $ 256,63
Purchase - 1,531,01.
Principal paydown (462,92() (477,559
Net periodic amortization (accretio (10,299 (9,597
Change to loan loss provisi 1,34¢ (36€)

Balance, end of peric $ 828,26! $ 1,300,13.
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The following table represents the Company’s séized residential mortgage loans classified as falihvestment at September 30, 2013
and December 31, 2012:

September 3 December 3.
201z 201z

(dollars in thousand:
Securitized loans, at amortized ¢ $ 837,77. % 1,311,75!
Less: allowance for loan loss 9,50¢ 11,624
Securitized loans held for investme $ 828,26 $ 1,300,13:

The securitized loan portfolio is collateralizeddnyme, jumbo, first lien residential mortgagesadfich 38.3% were originated during 2012,
38.0% were originated during 2011, 7.3% during 2@t@l the remaining 16.4% of the loans were origah@rior to 2010. A summary of k
characteristics of these loans follows.

September 3 December 3:

2013 2012

Number of loan: 1,104 1,61¢
Weighted average maturity (yea 27.t 28.2
Weighted average loan to value 71.0% 71.2%
Weighted average FICO ( 76€ 76€
Weighted average loan balance (in thousa $743.¢ $794..
Weighted average percentage owner occu 94.4% 94.6%
Weighted average percentage single family resid 69.8% 70.6%
Weighted average geographic concentration of tegpdtate: CA 34.5% CA 38.1%
VA 5.8% VA 6.3%

NY 57% NY 6.3%

NJ 5.0% WA 5.2%

X 5.0% NJ 4.6%

(1) Value represents appraised value of the codlase the time of loan originatio
(2) FICO as determined at the time of loan origorat

The following table summarizes the changes in tlssvance for loan losses for the securitized magggkan portfolio at September 30, 2013
and December 31, 2012:

For the Nin For the Yes
Months Ende Endec
September 3 December 3:
201z 201z

(dollars in thousand:
Balance, beginning of peric $ 11,62: $ 13,93¢
Provision for loan losse (1,349 36¢
Charge-offs (76¢) (2,682
Balance, end of peric $ 9,50¢ $ 11,62«

The Company has established an allowance for lossek related to securitized loans that is compafsadieneral and specific reserve. The
balance in the allowance for loan losses relataétlégeneral reserve at September 30, 2013 anchibece31, 2012 was $3.4 million and $
million, respectively. The balance in the allowarfior loan losses related to the specific resern&eatember 30, 2013 and December 31,
2012 was $6.1 million and $6.6 million, respectyel

The total unpaid principal balance of impaired wé&r which the Company established a specificrueseas $26.8 million and $29.1 million
at September 30, 2013 and December 31, 2012, tesggc Interest income on impaired loans is righgicant. The Company’s recorded
investment in impaired loans for which there igkated allowance for credit losses at Septembe2@03 and December 31, 2012 was $19.3
million and $21.8 million, respectively. The totalpaid principal balance of non-impaired loansvibich the Company established a general
reserve was $794.3 million and $1.3 billion at 8egter 30, 2013 and December 31, 2012, respectivéig. Company'’s recorded investment
in loans that are not impaired for which there iglated general reserve for credit losses at eame30, 2013 and December 31, 2012 was
$809.0 million and $1.3 billion, respectively.

The following table summarizes the outstandinggpal balance of loans 30 days delinquent and greet reported by the servicer at
September 30, 2013 and December 31, 2012.

30 Days 60 Days 90+ Days
Delinquent Delinquent Delinquent Bankruptcy Foreclosur REO Total
(dollars in thousand:

September 3(



2013 $ 4317 $ 50¢ $ 2,781 $ 473 % 5,35¢ $ 0 $ 13,43¢
December 31,

2012 $ 3,11C $ 1,18¢ $ 4,045 $ 0 % 4,247 $ 1,39C $§ 13,97¢

With the exception of its ability to approve centédan modifications, the Company is not involveithvihe servicing or modification of loans
held for investment. The trustee and servicehefrespective securitization are responsible foricieg and modifying these loans. The
Company is required to make certain assumptioas@ounting for loans held for investment due tolitlwéation of information available to

the Company. The following table presents the $ahat were modified by the servicer during theemmonths ended September 30, 2013
2012.
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Amortized Amortized

Cost of Cost of
Unpaid Unpaid Modified Modified
Number of Principal Principal Loans For Loans For
Loans Balance of Balance of Amortized Which There  Which There
Modified Modified Modified Cost of is an is No
During Loans (Pre- Loans (Post- Modified Allowance foi  Allowance fol
Period modification) modification) Loans Loan Losse:  Loan Losse:
(dollars in thousand:
Nine Months Ende:
September 30, 201 3 $ 2,34¢ % 2,35¢ $ 2,24t $ 2,24t $ 0
September 30, 201 7 $ 3,94: $ 4,05: $ 4,02t $ 4,028 $ 0

Loans are modified by the servicer as a methodsd iitigation. Based on the information availableing the quarter and nine months
ended September 30, 2013, the Company determiaedlthoans modified by the servicer were con®deFDRs, as defined under GAAP. A
TDR is generally any modification of a loan to aroaver that is experiencing financial difficultieghere a lender agrees to terms that are
more favorable to the borrower than are otherwigglable in the current market. All loan modifiaats during the quarters and nine months
ended September 30, 2013 and 2012 included a feduitthe stated interest ratetoans modified by the servicer have been indivigual
assessed for impairment and measurement of impairisibased on the excess of the recorded invesiméme loan over the present value
the expected cash flows, post modification, distediat the loan’s effective interest rate at inimept In the absence of additional loan
modifications by the servicer in future periodstthge considered to be TDRs, the $4.8 million dpemserve related to TDRs as of
September 30, 2013 will be recognized in net incomfature periods by way of a decrease in the igiom for loan losses. If there are furt
modifications, the reduction of the cashflow ideefed in the provision for loan losses.

As of September 30, 2013, there were no loansitbee modified in the past twelve months and delamjwn scheduled payments.
5. Fair Value Measurements

The Company follows fair value guidance in accomawith GAAP to account for its financial instruntenThe Company categorizes its
financial instruments, based on the priority of itguts to the valuation technique, into a thraesldair value hierarchy. The fair value
hierarchy gives the highest priority to quoted @siin active markets for identical assets or liabd (Level 1) and the lowest priority to
unobservable inputs (Level 3). If the inputs usecheasure the financial instruments fall withirfeliént levels of the hierarchy, the
categorization is based on the lowest level inpat is significant to the fair value measuremerthefinstrument. Financial assets and
liabilities recorded at fair value on the Consadi@hStatements of Financial Condition or disclasetthe related notes are categorized based
on the inputs to the valuation techniques as fadtow

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

Level 2 — inputs to the valuation methodology imigliquoted prices for similar assets and liabilitieactive 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 fair value.

Fair value measurements categorized within Leak3sensitive to changes in the assumptions oradelbgy used to determine fair value
and such changes could result in a significantiase or decrease in the fair value. For the Comgamyestments in Non-Agency RMBS
categorized within Level 3 of the fair value hiefay, the significant unobservable inputs include discount rates, assumptions relating to
prepayments, default rates and loss severitiesifitignt increases (decreases) in any of the disttaies, default rates or loss severities in
isolation would result in a significantly lower @fier) fair value measurement. The impact of chaigpsepayment speeds would have
differing impacts on fair value, depending on tbaiserity of the investment. Generally, a changthindefault assumption is accompanied by
directionally similar changes in the assumptiorsdu®r the loss severity and the prepayment speed.

Any changes to the valuation methodology are regtkisy management to ensure the changes are ateopts markets and products

evolve and the pricing for certain products becomesge transparent, the Company will continue tineeits valuation methodologies. The
methodology utilized by the Company for the peripdssented is unchanged. The methods used togeadiair value calculation may not

be indicative of net realizable value or reflectofduture fair values. Furthermore, while the C@np believes its valuation methods are
appropriate and consistent with other market pggits, the use of different methodologies, or agxions, to determine the fair value of
certain financial instruments could result in datiént estimate of fair value at the reporting datee Company uses inputs that are current as
of the measurement date, which may include perddsarket dislocation, during which price transpememay be reduced.
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During times of market dislocation, as has beereggpced for some time and continues to existotigervability of prices and inputs can be
difficult for certain Non-Agency RMBS. If third piy pricing services are unable to provide a pfarean asset, or if the price provided by
them is deemed unreliable by the Company, theagket will be valued at its fair value as determhibg the Company without validation to
third-party pricing. In addition, validating thigghrty pricing for the Companyinvestments may be more subjective as fewerggzatits ma
be willing to provide this service to the Companliquid investments typically experience gregbeice volatility as an active market does
exist. Observability of prices and inputs can vsignificantly from period to period and may causgruments to change classifications
within the three level hierarchy.

A description of the methodologies utilized by empany to estimate the fair value of its finan@iatruments by instrument class follows:
Short-term Instruments

The carrying value of cash and cash equivalentsuad interest receivable, dividends payable, aeduad interest payable are considered to
be a reasonable estimate of fair value due totlibd erm nature of these financial instruments.

Agency and Nc-Agency RMBS

Generally, the Company determines the fair valuigsahvestment securities utilizing an internatprg model that incorporates such factors
as coupon, prepayment speeds, weighted averagedlfateral composition, borrower characteristegyected interest rates, life caps,
periodic caps, reset dates, collateral seasonkpgeoted losses, expected default severity, cratidecement, and other pertinent factors.
Management reviews the fair values generated bynthael to determine whether prices are reflectivihe current market. Management
indirectly corroborates its estimates of the failue using pricing models by comparing its restdtsidependent prices provided by dealers in
the securities and/or third party pricing servic€ertain very liquid asset classes, such as Agéxregl-rate pass-throughs may be priced
using independent sources such as quoted pric8of8e-Announced (“TBA”) securities.

The Agency RMBS market is considered to be an actiarket such that participants transact with sigffit frequency and volume to provide
transparent pricing information on an ongoing hasie liquidity of the Agency RMBS market and thmiarity of the Company’s securities
to those actively traded enable the Company torebsguoted prices in the market and utilize thaseep as a basis for formulating fair value
measurements. Consequently, the Company hasfidds&gency RMBS as having Level 2 inputs in thie f@lue hierarchy.

The Company'’s fair value estimation process for Maency RMBS utilizes inputs other than quoted @sithat are observed in the market.
The Company’s estimate of prepayment, default avdrity curves all involve Management judgment assumptions that are deemed to be
significant to the fair value measurement processch renders the resulting Ndxgency RMBS fair value estimates Level 3 inputshia fair
value hierarchy.

Derivatives
Interest Rate Swaps

The Company utilizes dealer quotes to determindainealues of its interest rate swaps. The Camypaompares the dealer quotations
received to its own estimate of fair value to easdufor reasonableness. The dealer quotes in@goommon market pricing methods,
including a spread measurement to the Treasurg giglve or interest rate swap curve as well asnlyidg characteristics of the particular
contract. Interest rate swaps are modeled by tmep@ay by incorporating such factors as the termaturity, Treasury curve, overnight
index swap rates, and the payment rates on the figetion of the interest rate swaps. The Compasydiassified the characteristics used to
determine the fair value of interest rate swaplsea®l| 2 inputs in the fair value hierarchy.
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Mortgage Options

Mortgage options are valued using an option pricmaglel which considers the strike price of the aptithe price of the underlying security,
settle date, a discount rate and the implied JiiatiThe implied volatility is determined fromehdaily price of the underlying as well as
prices on similar financial instruments. The Comphas classified the characteristics used to ohitterthe fair value of mortgage options as
Level 3 inputs in the fair value hierarchy.

Treasury Futures

The fair value of Treasury futures is determinedjbgted market prices for similar financial instemis in an active market. The Company
has classified the characteristics used to deterthia fair value of Treasury futures as Level 2itspn the fair value hierarchy.

The Company'’s financial assets and liabilitiesiearat fair value on a recurring basis, including tevel in the fair value hierarchy, at
September 30, 2013 and December 31, 2012 is pezsbatow.

September 30, 201
(dollars in thousand:

Level 1 Level 2 Level 3

Assets:;
Non-Agency RMBS
Senior $ - $ - 9 7C
Senior intere-only - - 266,65:
Subordinatet - - 438,57!
Subordinated intere-only - - 14,54¢
RMBS transferred to consolidated VI - - 3,058,06!
Agency RMBS - 2,052,471 -
Liabilities:

Derivatives - (35,879 (1,728
Total $ - $2,016,59° $3,776,17
December 31, 201
(dollars in thousand:

Level 1 Level 2 Level 3
Assets:
Non-Agency RMBS
Senior $ - $ - $ 88
Senior intere-only - - 122,86
Subordinatet - - 547,79:
Subordinated intere-only - - 16,25
RMBS transferred to consolidated VI - - 3,274,20.
Agency RMBS - 1,806,69 -
Liabilities:
Derivatives - (53,939 -
Total $ - $1,752,75: $3,961,20:

The table below provides a summary of the chanyésa fair value of securities classified as Le3/ak September 30, 2013 and December
31, 2012.

Fair Value Reconciliation, Level

For the Nin For the Yes
Months Ende Endec
September 3 December 3:

201z 201z

(dollars in thousand:

Non-Agency RMBS
Beginning balance Level 3 ass $ 3,961,201 $ 4,088,94!
Transfers in to Level 3 asse¢ - -
Transfers out of Level 3 asst - -
Purchase 224,60( 122,50¢

Principal payment (378,88 (516,37()
Sales (191,65)) (328,26)

Accretion of purchase discour 82,29: 98,80:



Gains (losses) included in net inco

Other than temporary credit impairment los (22,619 (132,25()

Realized gains (losses) on se 46,66 48,43

Net unrealized gains (losses) on inte-only RMBS (39,857) 804
Gains (losses) included in other comprehensivenTa

Total unrealized gains (losses) for the pe 94,41¢ 578,59:

Ending balance Level 3 ass $ 3,776,17 % 3,961,20:

There were no transfers to or from Level 3 forriree months ended September 30, 2013 and for #reeygled December 31, 2012.
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Sensitivity of Significant Inputs

The significant unobservable inputs used in thevialue measurement of the Company’s Non-Agency BMB: the weighted average
discount rates, constant prepayment speed (“CRRiulative default rate, and the loss severity.

Prepayment speeds, as reflected by the CPR, vagyding to interest rates, the type of investmeomditions in financial markets, and other
factors, none of which can be predicted with anyaiety. In general, when interest rates risés relatively less attractive for borrowers to
refinance their mortgage loans, and as a res@pgyment speeds tend to decrease. When intetesfa#l, prepayment speeds tend to
increase. For RMBS investments purchased at a prepgs prepayment speeds increase, the amourdamhathe Company earns decreases
as the purchase premium on the bonds amortizes thstn expected. Conversely, decreases in pregayspeeds result in increased income
and can extend the period over which the Comparyrties the purchase premium. For RMBS investmeatshased at a discount, as
prepayment speeds increase, the amount of incoen@dmpany earns increases from the acceleratitreaiccretion of the discount into
interest income. Conversely, decreases in prepayspeeds result in decreased income as the aatadtibe purchase discount into interest

income occurs over a longer period.

Cumulative default rates represent an annualiziedofadefault on a group of mortgages. The constefault rate (“CDR”) represents the
percentage of outstanding principal balances irptia that are in default, which typically equatethe home being past 60-day and 90-day
notices and in the foreclosure process. When ttefates increase, expected cash flows on the ydgrcollateral decreases. When default
rates decrease, expected cash flows on the unugiyilateral increases.

Loss severity rates reflect the amount of loss etqukfrom a foreclosure and liquidation of the uhdeg collateral in the mortgage loan

pool. When a mortgage loan is foreclosed the teolédiis sold and the resulting proceeds are useditle the outstanding obligation. In
many circumstances, the proceeds from the sal@tifully repay the outstanding obligation. In thesses a loss is incurred by the

lender. Loss severity is used to predict how gdsiiure losses are likely to be. An increaseosslseverity results in a decrease in expected
future cashflows. A decrease in loss severityltedu an increase in expected future cashflows.

The discount rate refers to the interest rate usdiscounted cash flow analysis to determine tlesgnt value of future cash flows. The
discount rate takes into account not just the tralae of money, but also the risk or uncertaintyudfire cash flows. An increased uncerta
of future cash flows results in a higher discoatieér The discount rate used to calculate the ptesdue of the expected future cash flows is
based on the discount rate implicit in the secwa#yof the last measurement date. As discourd natee up, the discounted cash flows are

reduced.

A summary of the significant inputs used to estartae fair value of Non-Agency RMBS as of Septen8fgr2013 and December 31, 2012
follows:

September 30, 201
Significant Inputs

December 31, 201
Significant Inputs

Weighted Weighted

Average Average

Discount Loss Discount Loss
Rate CPR CDR Severity Rate CPR CDR Severity

Range

Range

Non-Agency RMBS
Senior

Senior intere-only

Subordinatet

Subordinated intere-only

RMBS transferred to consolidated VI

8.0% 6% - 6% 0% - 0% 50% - 50%

13.7%2% - 30%0% - 33% 50%- 85%
27.8%2% - 22%0% - 40% 50%- 85%
15.2%3%- 15%0% - 19% 50%- 78%

5.4%1%- 17%0% - 32% 50%- 85%

7.5% 11% - 0% - 3% 50% - 58%
11%
13.9%1% - 25%0% - 25% 50%- 85%
25.9%1%- 18%0%- 21% 50%- 85%
13.3%4%- 11%0% - 21% 50%- 68%
5.8%1% - 15%0% - 36% 50%- 85%

All of the significant inputs listed have some degof market observability, based on the Compakysvledge of the market, information
available to market participants, and use of commarket data sources. Collateral default and legerity projections are in the form of
“curves” that are updated quarterly to reflect @mmpany’s collateral cash flow projections. Methoded to develop these projections
conform to industry conventions. The Company usssi@ptions it considers its best estimate of futash flows for each respective secu
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The discount rates applied to the expected castsfto determine fair value are derived from a ramigebservable prices on securities bac
by similar collateral. As the market becomes nwrkess liquid, the availability of these obseneainiputs will change.

The prepayment speed specifies the percentage abthateral balance that is expected to pay oflagh point in the future. The prepayment
speed is based on factors such as collateral F6f& sloan-to-value ratio, debt-boeome ratio, and vintage on a loan level basisiasdalec
up or down to reflect recent collateral-specifieayment experience as obtained from remittancertsepnd market data services.

Default vectors are determined from the currenpépine” of loans that are more than 30 days dekmdgiuin foreclosure, bankruptcy, or are
real estate owned (“REO”"). These delinquent loaterahine the first 30 months of the default cuBeyond month 30, the default curve
transitions to a value that is reflective of a portof the current delinquency pipeline.

The curve generated to reflect the Company’s egpaiss severity is based on collatesjpécific experience with consideration given toec
mitigating collateral characteristics. Charact@sssuch as seasoning are taken into consideraticause severities tend to initially increase
on newly originated securities, before beginnindéacline as the collateral ages and eventuallylizta® Collateral characteristics such as
loan size, loan-to-value, and geographic locatiocodateral also effect loss severity.

Securitized Loans Held for Investment

The Company carries securitized loans held forstment at principal value, plus unamortized prensiufass unaccreted discounts an
allowance for loan losses. The Company estimatesfair value of its securitized loans held for estment by considering the Ic
characteristics, including the credit characteassstof the borrower, purpose of the loan, use of ¢biateral securing the loan, ¢
management’s expectations of general economic tonsdliin the sector and greater economy.

Repurchase Agreemet

Repurchase agreements are collateralized finati@ngactions utilized by the Company to acquir@gtment securities. Due to the short
term nature of these financial instruments, the gamy estimates the fair value of these repurchgeements using the contractual
obligation plus accrued interest payable at maturit

Securitized Debt, Non-Agency RMBS Transferred twsGladated VIEs and Securitized Debt, Loans Heldrfeestment

The Company records securitized debt for certifisair notes financed without recourse to the Compagecuritization or re-securitization
transactions treated as secured borrowings. Tingp@oy carries securitized debt at the principahmhed outstanding plus unamortized
premiums, less unaccreted discounts recorded inemtion with the financing of the loans or RMBSwhird parties. The premiums or
discounts associated with the financing of the smotecertificates are amortized over the contrddifgeof the instrument using the interest
method. The Company estimates the fair value airitized debt by estimating the future cash fl@agsociated with the underlying assets
collateralizing the secured debt outstanding. Chepany models the fair value of each underlyirsgpby considering, among other items,
the structure of the underlying security, coup@myiger, actual and expected defaults, actual apdated default severities, reset indices, and
prepayment speeds in conjunction with market resefar similar collateral performance and manageisesxpectations of general econol
conditions in the sector and other economic factors
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The following table presents the carrying value &idvalue, as described above, of the Compangantial instruments not carried at fair
value on a recurring basis at September 30, 20dPasember 31, 2012.

September 30, 201
(dollars in thousands
Level in Fair Value

Hierarchy Carrying Amount  Fair Value
Securitized loans held for investm 3 828,2¢ 800,75
Repurchase agreeme! 2 (1,589,32! (1,591,55¢
Securitized debt, collateralized by MAgency RMBS 3 (1,006,661 (1,017,221
Securitized debt, collateralized by loans heldifeestmen 3 (712,90: (694,434

December 31, 201
(dollars in thousands

Level in Fair Value

Hierarchy Carrying Amount  Fair Value
Securitized loans held for investm 3 1,300,1: 1,320,69
Repurchase agreeme! 2 (1,528,02! (1,531,511
Securitized debt, collateralized by MAgency RMBS 3 (1,336,26: (1,334,551
Securitized debt, collateralized by loans heldifeestmen 3 (1,169,71( (1,194,747

6. Repurchase Agreements

The Company had outstanding $1.6 billion and $ill®b of repurchase agreements with weighted ayetaorrowing rates of 0.42% and
0.52% and weighted average remaining maturiti€sBalays and 56 days as of September 30, 2013 arehiber 31, 2012, respectively. At
September 30, 2013 and December 31, 2012, AgendRpedged as collateral under these repurchasemgnts had an estimated fair
value of $1.7 billion and $1.6 billion, respectiyelThe average daily balances of the Company'sraase agreements for the nine months
ended September 30, 2013 and the year ended Dec8i012 were $1.4 billion and $2.1 billion, resfively. The interest rates of these
repurchase agreements are generally indexed tnrenonth or the three-month LIBOR rate and regoaiccordingly.

At September 30, 2013 and December 31, 2012, theckase agreements collateralized by Agency RMV&Sthe following remaining
maturities.

September 3 December 3:

201z 2012
(dollars in thousand:

Overnight $ - $ =
1-29 days 725,40 732,80¢
30 to 59 day: 654,99. 325,91!
60 to 89 day: - -
90 to 119 day 23,47t 211,13
Greater than or equal to 120 d: 185,45: 258,16¢
Total $ 1,589,320 $ 1,528,02

At September 30, 2013 and December 31, 2012, thep@oy did not have an amount at risk under itsnaase agreements greater than
of its equity with any counterparty.

7. Securitized Debt

All of the Company’s securitized debt is collateratl by residential mortgage loans or Non-AgencyB8M For financial reporting purposes,
the Company’s securitized debt is accounted faeasred borrowings. Thus, the residential mortdeges or RMBS held as collateral are
recorded in the assets of the Company as secudritazems held for investment or Non-Agency RMBS $farred to consolidated VIEs and the
securitized debt is recorded as a non-recoursiitjaib the accompanying Consolidated StatemefitSimancial Condition.

At September 30, 2013 the Company'’s securitized celateralized by residential mortgage loans aaulincipal balance of $713.7

million. The debt matures between the years 20232042. At September 30, 2013 the debt carriwdighted average cost of financing
equal to 3.33%. At December 31, 2012 the Compasstsiritized debt collateralized by residential tgage loans had a principal balance of
$1.2 billion. The debt matures between the ye@232and 2042. At December 31, 2012 the debt chariweighted average cost of financing
equal to 3.37%.

At September 30, 2013 the Company’s securitized ci@lateralized by Non-Agency RMBS had a principalance of $1.0 billion. The debt
matures between the years 2035 and 2047. At Septed@, 2013 the debt carried a weighted averageoddinancing equal to 4.35%. At
December 31, 2012 the Company'’s securitized ddlztemlized by Non-Agency RMBS had a principaldvade of $1.4 billion. The debt
matures between the years 2035 and 2047. At DemreB®ih 2012 the debt carried a weighted averageofdisiancing equal to 4.419
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The carrying value of securitized debt is basedsamortized cost, net of premiums or discounisted to sales of senior certificates to third
parties. The following table presents the estiohaténcipal repayment schedule of the securitizelok dit September 30, 2013 and December
31, 2012, based on expected cash flows of theeetad mortgage loans or RMBS, as adjusted forqmted losses on the underlying collat

of the debt. All of the securitized debt recordethe Company’s Consolidated Statements of Firmi@bndition is non-recourse to the
Company.

September 3 December 3:

201z 2012

(dollars in thousand:
Within One Yeal $ 423,46: $ 658,42
One to Three Yeal 566,03: 793,15(
Three to Five Year 283,93: 430,99:
Greater Than or Equal to Five Yei 370,08! 555,71
Total $ 164351 $ 2,438,28

Maturities of the Company’s securitized debt arpeshelent upon cash flows received from the undeglioans. The estimate of their
repayment is based on scheduled principal paynoentise underlying loans. This estimate will diffesm actual amounts to the extent
prepayments and/or loan losses are experienceglN&es 3 and 4 for a more detailed discussiohesecurities and loans collateralizing
securitized debt.

8. Consolidated Securitization Vehicles and Othevariable Interest Entities

Since its inception, the Company has created VbE$Te purpose of securitizing whole mortgage laam®-securitizing RMBS and obtaini
permanent, non-recourse term financing. The Compaajuated its interest in each VIE to determirieiff the primary beneficiary.

As of September 30, 2013, the Company’s ConsoliiStatements of Financial Condition includes temsotidated VIEs with $3.9 billion of
assets and $1.7 billion of liabilities. As of Deadger 31, 2012, the Company’s Consolidated Statesradritinancial Condition includes ten
consolidated VIEs with $4.6 billion of assets a2d5#billion of liabilities.

VIEs for Which the Company is the Primary Beneficia

The retained beneficial interests in VIEs for whibe Company is the primary beneficiary are typyctide subordinated tranches of these re-
securitizations and in some cases the Company widyiriterests in additional tranches. The restuttomsolidation at September 30, 2013 is
the inclusion of $3.1 billion of Non-Agency RMBSfair value representing the underlying securitibthe trusts, the inclusion of $828.3
million of securitized loans held for investmethig recognition of $1.0 billion of securitized delssociated with Non-Agency RMBS
transferred to consolidated VIEs and $712.9 mildsecuritized debt associated with loans heldrfeestment. In addition, at September 30,
2013 the Company recognized $18.5 million and $&lBon of accrued interest receivable and accrumerest payable, respectively, of the
securitizations.

The table below reflects the assets and liabilitee®rded in the Consolidated Statements of Fimd@mndition related to the consolidated
VIEs as of September 30, 2013 and December 31,.2012

September 3 December 3.
201z 2012
(dollars in thousands

Assets
Non-Agency RMBS transferred to consolidated V $ 3,058,060 $ 3,274,20.
Securitized loans held for investm 828,26! 1,300,13
Accrued interest receivah 18,52¢ 24,08:
Liabilities
Securitized debt, collateralized by -Agency RMBS $ 1,006,660 $ 1,336,26
Securitized debt, collateralized by loans heldifieestmen 712,90: 1,169,711
Accrued interest payab 5,75 8,35¢
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Income and expense and OTTI amounts related tmtidated VIES recorded in the Consolidated StatémehOperations and
Comprehensive Income (Loss) is presented in tHe tadow.

For the Quarter Ende

September 3 September 3

201z 201z
(dollars in thousand:

Interest income, Assets of consolidated V $ 91,54 $ 108,12(
Interest expense, N-recourse liabilities of VIE (23,499 (32,079
Net interest incom $ 68,04¢ $ 76,04¢
Total othe-thar-temporary impairment loss (2,209 $ (24))
Portion of loss recognized in other comprehensigeiine (loss (13,427 (3,032
Net othe-thar-temporary credit impairment loss $ (15,636 $ (3,279

For the Nine Months Ende
September 3 September 3

201: 201z
(dollars in thousand:

Interest income, Assets of consolidated V $ 282,20°0 $ 315,96:
Interest expense, N-recourse liabilities of VIE (75,477) (85,604
Net interest incom $ 206,73 $ 230,35
Total othe-thar-temporary impairment loss (2,209 $ (7,510
Portion of loss recognized in other comprehensigeiine (loss (13,567) (76,164
Net othe-thar-temporary credit impairment loss $ (15,77) $ (83,674

The amounts recorded on the Consolidated Stateroéftash Flows related to consolidated VIEs is @nésd in the table below for the

periods presented.

For the Quarter Ende

September 3 September 3

201z 201z
(dollars in thousand:

(Accretion) amortization of investment discountsfpiums, ne (33,75) (31,709
Amortization of deferred financing cos 1,36 1,21t
Accretion (amortization) of securitized debt disetsipremiums, ne 4,211 4,352
Proceeds from securitized debt borrowings, coldditszd by loans held for investme - 11,62¢
Principal payments, N-Agency RMBS transferred to consolidated VI 141,55 130,86
Principal payments, Securitized loans held for gtreent 95,15¢ 183,77!
Payments on securitized debt borrowings, collatadlby loans held for investme (92,787) (182,077
Payments on securitized debt borrowings, collatadlby No-Agency RMBS (125,849 (122,49:)
Decrease (increase) in accrued interest recei 1,611 927
Increase (decrease) in accrued interest pa (737) (1,080
Net cash provided by/(used in) consolidated V $ (9,21) $ (4,587

For the Nine Months Ende

September 3 September 3

201z 201z
(dollars in thousand:

(Accretion) amortization of investment discountsfpiums, ne (96,900 (96,365
Amortization of deferred financing cos 521t $ 6,48(
Accretion (amortization) of securitized debt disotaipremiums, ne 8,96¢ 3,46¢
Payment of deferred financing co - (8,079
Proceeds from securitized debt borrowings, colidizd by loans held for investme - 1,113,15
Principal payments, N-Agency RMBS transferred to consolidated VI 372,50 394,64:
Principal payments, Securitized loans held for streent 462,92( 297,92:
Payments on securitized debt borrowings, collatadlby loans held for investme (456,23)) (292,569)
Payments on securitized debt borrowings, collatadlby No-Agency RMBS (339,139 (380,43)
Decrease (increase) in accrued interest recei 5,551 452
Increase (decrease) in accrued interest pa (2,609) 347
Net cash provided by/(used in) consolidated Vv $ (39,709 $ 1,039,02




VIEs for Which the Company is Not the Primary Bieraafy
The Company has interests in the following VIEsddition to the RMBS described in Note 3.
The Company’s involvement with VIEs for which itrist considered the primary beneficiary generallinithe form of owning securities

issued by the trusts, similar to its investmentstirer RMBS that do not provide the Company wittoatrolling financial interest. The

Company’s maximum exposure to loss does not inctiber-than-temporary impairments or other writevds that the Company previously
recognized through earnings.
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The table below represents the carrying amountsEdification of assets recorded on the Comparyrsolidated financial statements
related to its variable interests in non-consolda¥IEs, as well as its maximum exposure to loss @sult of its involvement with these
VIEs, which is represented by the fair value of @@mmpany’s investments in the trusts.

September 30, 201 December 31, 201

Amortized Amortized
Cost Fair Value Cost Fair Value
(dollars in thousand:
Assets

Non-Agency RMBS
Senior $ 59 $% 70 $ 72 % 85
Senior intere-only - 77 - 12¢
Subordinate( - 1,95¢ 581 2,26¢
Agency RMBS 733 58t 1,19¢ 1,001
Total $ 79z $ 269 $ 1,851 $ 3,48(

9. Derivative Instruments

In connection with the Company'’s interest rate nsknagement strategy, the Company economicallydsedgortion of its interest rate risk
by entering into derivative financial instrumennt@cts in the form of interest rate swaps. Then@any’s swaps are used to lock in a fixed
rate related to a portion of its current and aptitéd payments on its repurchase agreements. Thedy typically agrees to pay a fixed rate
of interest (“pay rate”) in exchange for the rightreceive a floating rate of interest (“receiveefaover a specified period of time. In additi
to interest rate swaps, the Company has purchasgdage options and Treasury futures. Mortgag®ogigive the Company the right, but
not the obligation, to buy or sell mortgage backedurities at a future date for a fixed price. abrgy futures are derivatives which track the
prices of specific Treasury securities and areetriamh an active exchange. It is generally the Gomis policy to close out any Treasury
futures positions prior to taking delivery of thederlying security. The Company has entered ietivdtive contracts to lock in prices on the
purchase or sale of Agency RMBS to hedge changesarest rates on its existing portfolio or to anbe investment returns.

The use of derivatives creates exposure to crisffirelating to potential losses that could be gaired if the counterparties to these
instruments fail to perform their obligations undlee contracts. In the event of a default by thenterparty, the Company could have
difficulty obtaining its RMBS or cash pledged adlateral for these derivative instruments. The @any periodically monitors the credit of
its counterparties to determine if it is exposeddanterparty credit risk. See Note 14 for furttiscussion of counterparty credit risk.

The table below summarizes the location and fdirevaf the derivatives reported in the Consolideégtatements of Financial Condition after
counterparty netting and posting of cash collatasabf September 30, 2013 and December 31, 2012.

September 30, 201

Derivative Liabilities
Net Estimated
Location on Consolidate Fair
Statements of Financial Value/Carrying

Derivative Asset:
Net Estimated
Location on Consolidate Fair
Notional Amoun Statements of Financial Value/Carrying

Derivative Instrumen  Outstanding Condition Value Condition Value
(dollars in thousand:

Interest Rate Sway $ 1,355,001 Other asset $ - Derivatives, at fairvalu $ (35,12

Mortgage Option: 600,00( Other asset - Derivatives, at fair valu (1,729

Treasury Future 2,50( Other asset - Derivatives, at fair valu (757)

Total $ 1,957,501 $ - $ (37,607

December 31, 201

Notional Amoun

Derivative Asset:

Derivative Liabilities

Net Estimated
Location on Consolidate Fair
Statements of Financial Value/Carrying

Net Estimated
Location on Consolidate Fair
Statements of Financial Value/Carrying

Derivative Instrumen  Outstanding Condition Value Condition Value
(dollars in thousand:

Interest Rate Sway  $ 1,355,00! Other asset $ - Derivatives, at fairvalu $ (53,939

Total $ 1,355,001 $ - $ (53,939
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For the Quarter Ende
September 30, 201

The effect of the Company’s derivatives on the @tidated Statements of Operations and Comprehefhsivene (Loss) is presented below.

Net gains

Location on Consolidated Statements of Operations  (losses)

Derivative Instrument andComprehensive Income (Los on derivatives

(dollars in thousand:
Interest Rate Sway Net unrealized gains (losses) on derivati $ 237
Interest Rate Sway Net realized gains (losses) on derivati (5,459
Mortgage Option: Net unrealized gains (losses) on derivati (19¢)
Mortgage Option: Net realized gains (losses) on derivati 3,59(
Treasury Future Net unrealized gains (losses) on derivati (12
Treasury Future Net realized gains (losses) on derivati (1,522
Total $ (3,369

For the Nine Months Ende
September 30, 201
Net gains

Derivative Instrument

Location on Consolidated Statements of Operations  (losses)

and Comprehensive Income (Lo

on derivatives

(dollars in thousand:

Interest Rate Sway Net unrealized gains (losses) on derivati $ 18,811
Interest Rate Sway Net realized gains (losses) on derivati (16,38()
Mortgage Option: Net unrealized gains (losses) on derivati (19¢)
Mortgage Option: Net realized gains (losses) on derivati 3,59(
Treasury Future Net unrealized gains (losses) on derivati (12
Treasury Future Net realized gains (losses) on derivati (1,522
Total $ 4,29t

The weighted average pay rate on the Company’seisiteate swaps at September 30, 2013 was 1.81%haneeighted average receive rate
was 0.18%. The weighted average pay rate on thep@oy’s interest rate swaps at December 31, 20521v&d % and the weighted average
receive rate was 0.21%.

All of the Company’s interest rate swap and morégagtion contracts are subject to International ®aand Derivatives Association Master
Agreements (“ISDA”) which contain provisions thatgt counterparties certain rights with respec¢h&applicable ISDA upon the
occurrence of (i) negative performance that resolesdecline in net assets in excess of spedifiegsholds or dollar amounts over set periods
of time, (ii) the Company'’s failure to maintain REIT status, (iii) the Compang/failure to comply with limits on the amount ofézage, an
(iv) the Company'’s stock being delisted from them\¥ork Stock Exchange (NYSE). Upon the occurreniciemns (i) through (iv), the
counterparty to the applicable ISDA has a rightetoninate the ISDA in accordance with its provisiohhe aggregate fair value of all
derivative instruments with credit-risk-related tingent features that are in a net liability pasitat September 30, 2013 is approximately
$37.6 million including accrued interest, which megents the maximum amount the Company would héreztjto pay upon termination,
which is fully collateralized.

10. Common Stock

On January 28, 2011 the Company entered into aityetjstribution agreement with FIDAC and UBS Setias LLC (“UBS”). Through this
agreement, the Company may sell through UBS, aslés agent, up to 125,000,000 shares of its constozk in ordinary brokers’
transactions at market prices or other transactisregreed between the Company and UBS. The Conadinot sell any shares of its
common stock under the equity distribution agredrdening the quarters and nine months ended Segtegth 2013 and 2012.

On September 24, 2009, the Company implementedidddid Reinvestment and Share Purchase Plan (‘DRSFRe DRSPP provides
holders of record of its common stock an opportutdtautomatically reinvest all or a portion of theash distributions received on common
stock in additional shares of the Company’s comstook as well as to make optional cash paymersiichase shares of its common stock.
Persons who are not already stockholders may alsthase the Company’s common stock under the plaagh optional cash

payments. The DRSPP is administered by the Adinéitg, Computershare. The DRSPP was suspendeawydhe quarter ended March 31,
2012 when the Company was no longer current ffilitgs with the SEC. There were no shares isaaged part of the DRSPP during the
guarter and nine months ended September 30, 2@ &dhe suspension of the DRSPP. During the mioeths ended September 30, 2012
the Company raised $117 thousand by issuing 3%b8fes through the DRSPP. All 39,000 shares issuedgh the DRSPP were issued in
the first quarter of 2012, prior to the suspensibthe DRSPP.
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As a result of the Company'’s delay in filing itsGEeports by the filing date required by the SE®I(iding the grace period permitted by
Rule 12b25 under the Securities Exchange Act of 1934, aanaled), the Company will not be able to issue shafeommon stock under t
equity distribution agreement or the DRSPP urititdis with the SEC have been timely made for ayakr.

During the quarter ended September 30, 2013 thep@oyndeclared dividends to common shareholderbrigtf92.4 million, or $0.09 per
share. During the quarter ended September 30, @l2ompany declared dividends to common shareloidtaling $92.4 million, or $0.(
per share. During the nine months ended SepteBthe2013 the Company declared dividends to comrharesiolders totaling $277.3
million, or $0.27 per share. During the nine mantinded September 30, 2012 the Company declarit&dds to common shareholders
totaling $297.8 million, or $0.29 per share.

Earnings per share for the quarters and nine mamttied September 30, 2013 and 2012, respectivelgomputed as follows:

For the Quarter Ende
September 3  September 3
201z 2012

(dollars in thousand:

Numerator:

Net income $ 67,367 $ 128,06¢
Effect of dilutive securities: - -
Dilutive net income available to stockholders $ 67,367 $ 128,06¢

Denominator

Weighted average basic sha 1,027,121,43 1,026,841,08
Effect of dilutive securities 437,75! 663,94,
Weighted average diluted shares 1,027,559,18 1,027,505,03
Net income per average share attributable to camstackholder:-

Basic $ 0.07 $ 0.12
Net income per average share attributable to camstackholder:-

Diluted $ 0.07 $ 0.17

For the Nine Months Ende
September 3  September 3
201z 2012
(dollars in thousand:

Numerator:

Net income $ 290,37" $ 249,08:
Effect of dilutive securities: - -
Dilutive net income available to stockholders $ 290,37! $ 249,08:

Denominator

Weighted average basic sha 1,027,075,62 1,026,804,42
Effect of dilutive securities 506,95! 695,54t
Weighted average dilutive shares 1,027,582,58 1,027,499,97
Net income per average share attributable to cormstakholder«

Basic $ 0.2¢ $ 0.2¢
Net income per average share attributable to constamkholders«-

Diluted $ 0.2¢ $ 0.2¢
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11. Accumulated Other Comprehensive Income

The following table presents the changes in thegmrants of Accumulated Other Comprehensive Incd®@ClI”) for the nine months

ended September 30, 2013:

Balance as of December 31, 2012
OCI before reclassificatior
Amounts reclassified from AOCI

Net current period OC
Balance as of September 30, 2013

September 30, 201
(dollars in thousand:

Unrealized gain

(losses) on
available-for- Total
sale securities, Accumulated
net OCI Balance
$ 989,93t $ 989,93¢
61,83¢ 61,83¢
(50,32)) (50,32)
11,51t 11,51¢
$ 1,001,45 $ 1,001,45:

The following table presents the details of thdassifications from AOCI for the nine months en@®=ptember 30, 2013:

September 30, 201

(dollars in thousand:

Amounts
Reclassified Affected Line on the Consolidated

from Accumulate: Statements Of Operations And
Details about Accumulated OCI Compone OClI Comprehensive Income (Los
Unrealized gains and losses on avail-for-sale securitie

$ 72,93¢ Net realized gains (losses) on sales of investn

(22,618 Net othe-than-temporary credit impairment losses
$ 50,321 Income (loss) before income tax
- Income taxes
$ 50,327 Net of tax

12. Long Term Incentive Plan

The Company has adopted a long term stock inceptareto provide incentives to its independentcetoes and employees of FIDAC and its
affiliates, to reward their efforts, to attractyad and retain personnel and other service prosjdad to align their interest with the common
share investors. The incentive plan authorizeCibmpensation Committee of the board of directorgrant awards, including incentive st
options, norgualified stock options, restricted shares andraijyyees of incentive awards. The specific awahtgd to an individual is bas
upon, in part, the individual’s position within FAT, the individual’s position within the Companyistor her contribution to the Company’s
performance, as well as the recommendations of EIDAhe incentive plan authorizes the grantingmifams or other awards of 8.0% of the
outstanding shares of the Company’s common stodhk apceiling of 40,000,000 shares.

On January 2, 2008, the Company granted restrgttedk awards in the amount of 1,301,000 sharemfiiayees of FIDAC and its affiliates
and the Company’s independent directors. The asmarthe independent directors vested on the dageaat and the awards to FIDAC’s
employees vest quarterly over a period of 10 yeAssof September 30, 2013 there was $1.3 millibotl unrecognized compensation c«
related to non-vested share-based compensatiamgamreents granted under the long term incentive, jplased on the closing price of the
shares at quarter end. That cost is expected tedognized over a period of 4.3 years. The tatiaMalue of shares vested, less those
forfeited, during the quarters ended Septembe2303 and 2012 was $76 thousand and $74 thousaptatévely, based on the closing price
of the stock on the vesting date. The total faiue of shares vested, less those forfeited, duhi@gnine months ended September 30, 2013
and 2012 was $236 thousand and $244 thousandcteghe For the quarters ended September 30, 20832012, compensation expense
associated with the amortization of the fair vadfi¢he restricted stock was approximately $81 thodsand $75 thousand, respectively. For
the nine months ended September 30, 2013 and 26dthensation expense associated with the amodatizafithe fair value of the restricted
stock was approximately $254 thousand and $24Xtral) respectively.

The Company’s independent directors receive a fdathr amount of the Company’s common stock innefor services provided to the
Company. Equity based awards granted to the inkpe directors vest during the year of servicer the quarters ended September 30,
2013 and 2012, the Company recognized $75 thoysanguarter of stock based compensation to indegerdirectors, respectively. For the
nine months ended September 30, 2013 and 2012 dimpany recognized $225 thousand per period okdiased compensation to
independent directors, respectively.
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The following table presents information with respt the Company restricted stock awards during the quarters amel months ende
September 30, 2013 and 2012:

For the Quarter Ende

September 30, 201 September 30, 201
Weighted Weighted
Average Average
Grant Grant
Number of Date Fair Number of Date Fair
Shares Value Shares Value
Unvested shares outstand- beginning of periot 527,40( 17.72 695,20( 17.7:
Grantec - - - -
Vested (25,64%) 17.72 (31,389 17.72
Forfeited (64,007 17.72 (217) 17.72
Unvested shares outstand- end of perioc 437,75( 17.72 663,60( 17.7:%
For the Nine Months Ende
September 30, 201 September 30, 201
Weighted Weighted
Average Average
Grant Grant
Number of Date Fair Number of Date Fair
Shares Value Shares Value
Unvested shares outstand- beginning of periot 586,00( 17.72 758,40( 17.7:
Grantec - - - -
Vested (80,23)) 17.72 (94,207 17.72
Forfeited (68,019 17.72 (59¢€) 17.72
Unvested shares outstand- end of perioc 437,75( 17.72 663,60( 17.7:

13. Income Taxes

For the nine months ended September 30, 2013, dhg&ny was qualified to be taxed as a REIT und@&eCRections 856 through 860. As a
REIT, the Company is not subject to federal incaaeto the extent that it makes qualifying disttibns of taxable income to its
stockholders. To maintain qualification as a REHE, Company must distribute at least 90% of iteuah REIT taxable income to its
shareholders and meet certain other requiremenksasiassets it may hold, income it may generatétauishareholder composition. It is
generally the Company’s policy to distribute tostereholders all of the Company’s taxable income.

The state and local tax jurisdictions for which @@mpany is subject to tax-filing obligations renag the Company’s status as a REIT, and
therefore, the Company generally does not pay igctax in such jurisdictions. The Company may, havebe subject to certain minimum
state and local tax filing fees and its TRS is sabjo federal, state, and local taxes.

The Company did not recognize any income tax expénseach of the quarters ended September 30,2042012. For each of the nine
months ended September 30, 2013 and 2012, the Gympeorded income tax expense of $2 thousandectsply.

In general, common stock cash dividends declaretid¥ompany will be considered ordinary incomsttzkholders for income tax
purposes. From time to time, a portion of the Canys dividends may be characterized as capitalsgai return of capital. Dividends may
be characterized as qualified dividend income wisdlaxed at lower individual capital gains ra@s capital gains, or as a return of capital
that is not subject to income tax unless such meddceeds the shareholder's basis in the Compstogls.

The Company’s effective tax rate differs from itsribined federal, state and city corporate statutmxyate primarily due to the deduction of
dividend distributions required to be paid unded€&ection 857(a).

The Company’s 2012, 2011 and 2010 federal, statdamal tax returns remain open for examination.
14. Credit Risk and Interest Rate Risk

The Company’s primary components of market riskcaeglit risk and interest rate risk. The Compangubject to interest rate risk in
connection with its investments in Agency and NageAcy RMBS, residential mortgage loans, and bomg#/under repurchase
agreements. When the Company assumes interesisigti attempts to minimize interest rate riekaugh asset selection, hedging and
matching the income earned on mortgage assetgdheitbost of related liabilities. The Company atsrto minimize credit risk through due
diligence and asset selection by purchasing loadsmwvritten to agreed-upon specifications of seléairiginators. The Company has
established a whole loan target market including@hborrowers with FICO scores generally greatant®50, Alt-A documentation,
geographic diversification, owner-occupied propesatyd moderate loan-to-value ratios. These faci@onsidered to be important
indicators of credit risk.
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By using derivative hedging instruments and repasetagreements, the Company is exposed to courtjecpadit risk if counterparties to t
contracts do not perform as expected. If a countgyrgails to perform on a derivative hedging instient, the Company’s counterparty credit
risk is equal to the amount reported as a derigasset on its balance sheet to the extent thairareaceeds collateral obtained from the
counterparty or, if in a net liability position,alextent to which collateral posted exceeds thulitiato the counterparty. The amounts repo

as a derivative asset/(liability) are derivativenracts in a gain/(loss) position, and to the eixéebject to master netting arrangements, net of
derivatives in a loss/(gain) position with the sasnanterparty and collateral received/(pledgedéfcounterparty fails to perform on a
repurchase agreement, the Company is exposewss &0 the extent that the fair value of collatpiatiged exceeds the liability to the
counterparty. The Company attempts to minimizentenparty credit risk by evaluating and monitorthg counterparty’s credit, executing
master netting arrangements and obtaining collatend executing contracts and agreements withiphelitounterparties to reduce exposure
to a single counterparty, where appropriate.

Our repurchase agreements and derivative transadi® governed by underlying agreements that gedfair a right of setoff under master
netting arrangements, including in the event oadkfor in the event of bankruptcy of either pddyhe transactions. We present our assets
and liabilities subject to such arrangements oataasis in our consolidated statements of findiwoiadition. The following table presents
information about our liabilities that are subjezsuch arrangements and can potentially be ofiseiur consolidated statements of financial
condition as of September 30, 2013 and Decemb&@2. The Company has no financial instrumeritgestito master netting
arrangements, or similar arrangements, in an ass#ion on a gross basis.

September 30, 201
(dollars in thousand:
Gross Amounts Not Offset with Financial
Assets (Liabilities) in the Consolidated
Statements of Financial Positi

Gross Net Amounts
Amounts Offset
Gross Offset in the in the
Amounts of  Consolidated Consolidated Cash
Recognized Statements ¢ Statements ¢ Collateral
Assets Financial Financial Financial (Received)
(Liabilities) Position Position Instruments Pledgec Net Amount
Repurchase Agreemer $ (1,589,32) $ - $ (1,58932) $ 1,69847 $ - % 109,15:
Interest Rate Sway (35,129 - (35,127 37,49¢ - 2,37:
Mortgage Option: (6,18¢) 4,46( (1,729 - - (1,72¢)
Treasury Future (807) 50 (757) - - (757)
Total Liabilities $ (1,631,44) $ 451C $ (1,626,93) $ 1,73597 $ - 3 109,03
December 31, 201
(dollars in thousand:
Gross Amounts Not Offset with Financial
Assets (Liabilities) in the Consolidated
Statements of Financial Positi
Gross Net Amounts
Amounts Offset
Gross Offset in the in the
Amounts of  Consolidatec Consolidatec Cash
Recognized Statements ¢ Statements ¢ Collateral
Assets Financial Financial Financial (Received)
(Liabilities) Position Position Instruments Pledgec Net Amount
Repurchase Agreemer $ (1,528,02) $ - $ (1,528,02) $ 1,604,560 $ - 8 76,53¢
Interest Rate Sway (53,939 - (53,939 60,38 - 6,44:
Total Liabilities $ (1,581,96) $ - $ (1,581,96) $ 166494 $ - $ 82,97¢

15. Management Agreement and Related Party Transtons

The Company entered into a management agreemdnEWMAC, which provided for an initial term througrecember 31, 2010 with an
automatic one-year extension option and subjecettain termination rights. The Compensation Cotteaiof the Board of Directors
renewed the management agreement through Decerhp20B3. In 2011 and 2010, the Company paid FI2Aquarterly management fee
equal to 1.50% per annum of the gross Stockholdageity (as defined in the management agreemeribjeo€ompany. Effective November
28, 2012, the management fee was reduced to 0.86%npum of gross Stockholders’ Equity, which réigucwill remain in effect until the
Company is current on all of its filings requiredder applicable securities laws.
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Management fees accrued and paid to FIDAC for theetgrs ended September 30, 2013 and 2012 wererfiidh and $13.1 million
respectively. Management fees accrued and p&tlXAC for the nine months ended September 30, 201832012 were $19.5 million and
$38.9 million respectively.

Under the management agreement, the Company gatddi to reimburse FIDAC for its costs incurredemitie management agreement. In
addition, the management agreement permits FIDA@daire the Company to pay for its pro rata portdrent, telephone, utilities, office
furniture, equipment, machinery and other officegeinal and overhead expenses that FIDAC incurre@dmnnection with the Company’s
operations. These expenses are allocated betwB&CFand the Company based on the ratio of the Gomis proportion of gross assets
compared to the gross assets managed by FIDAG@datad at each quarter end. FIDAC and the Coyppath modify this allocation
methodology, subject to the approval of the Comjsabgard of directors if the allocation becomegjinieable (i.e., if the Company becomes
very highly leveraged compared to FIDAC’s otherdsirand accounts). During the quarter and nine Insoemded September 30, 2013, the
Company reimbursed FIDAC approximately $108 thodsamd $336 thousand for such expenses, respectilelying the quarter and nine
months ended September 30, 2012, the Company reseb&IDAC approximately $105 thousand and $348ghnd for such expenses,
respectively.

The Company and FIDAC amended the management agre@m March 8, 2013. In the amendment, the résluat the management fee
was memorialized. In addition, FIDAC agreed ty pH past and future expenses that the Companipatite Audit Committee of the
Company incur to: (1) evaluate the Company’s actingrpolicy related to the application of GAAP te Non-Agency RMBS portfolio (the
“Evaluation”); (2) restate the Company’s finangtdtements for the period covering 2008 throughl2dla result of the Evaluation (the
“Restatement Filing”)and (3) investigate and evaluate any shareholderati’e demands arising from the Evaluation andtierRestateme
Filing (the “Investigation”); provided, however,ahFIDAC'’s obligation to pay expenses applies dolgxpenses not paid by the Company’s
insurers under its insurance policies. Expensal isiclude, without limitation, fees and costsuned with respect to auditors, outside
counsel, and consultants engaged by the Compargrahd Audit Committee of the Company for the Enaion, Restatement Filing and the
Investigation. The amount paid by FIDAC relatedhese expenses for the quarter and nine monthede®eptember 30, 2013 is $1.1 million
and $6.3 million, respectively, and is presentethenConsolidated Statements of Operations and @drepsive Income (Loss) as Expense
recoveries from Manager. The amount paid by FIDAKGted to these expenses for the quarter andmimths ended September 30, 2012 is
$1.9 million, respectively.

The amendment also provides that the independeettdis or the holders of a majority of the outdtag shares of common stock (other than
those held by Annaly or its affiliates) may elextérminate the management agreement upon 30 déige |t any time in their sole discreti
without the payment of a termination fee. The admeant also provides that the Company may termithetenanagement agreement effec
immediately if (i) FIDAC engages in any act of fcaumisappropriation of funds, or embezzlement agahe Company, (ii) there is an event
of any gross negligence on the part of FIDAC inpgkeformance of its duties under the managemeseeagent, (iii) there is a commencement
of any proceeding relating to FIDAC’s bankruptcyirsolvency, (iv) there is a dissolution of FIDA@, (v) FIDAC is convicted of (including

a plea of nolo contendere) a felony.

On March 1, 2011, the Company entered into an adtrative services agreement with RCap Securities (“RCap”). RCap is a SEC-
registered broker-dealer and a wholly-owned subsjddf Annaly that clears the Company’s securitiedes in return for normal and
customary fees that RCap charges for such servR€map may also provide brokerage services to tmagany from time to time. During tl
quarter and nine months ended September 30, 2648 plid to RCAP were $38 thousand and $107 thdussspectively. During the
quarter and nine months ended September 30, 2642 phid to RCAP were $41 thousand and $115 thdussspectively.

During the quarters ended September 30, 2013 ah?l, 39,650 shares and 31,600 shares of restritdek ssued by the Company to
FIDAC’s employees vested, respectively. Duringriree months ended September 30, 2013 and 20125018hares and 94,800 shares of
restricted stock issued by the Company to FIDA@wIyees vested, respectively.

16. Commitments and Contingencies
From time to time, the Company may become invoiwedharious claims and legal actions arising indhdinary course of business. In
connection with certain re-securitization transatsi engaged in by the Company, the Company hasbifgation under certain circumstances

to repurchase assets from the VIE upon breachrtdingepresentations and warranties. Managersenttiaware of any contingencies that
require accrual or disclosure as of September @03 2r December 31, 2012.
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17. Subsequent Events

The Board of Directors declared a common stock dastlend of $0.09 per common share for the foguhrter of 2013 and the first quarter
of 2014. The Board of Directors has also determthatithere will be a regular quarterly dividends6f09 per share for the second quarter of
2014. The Board of Directors also declared a spdoiadend of $0.20 per share paid on January 81420 shareholders of record on Jant

8, 2014. The special dividend may be characterd@zea return of capital for federal income tax psgs.
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ltem 2. Management's Discussion and Analysis of Financi&ondition and Results of Operations

The following discussion of the Company’s (“we”“our”) financial condition and results of operations skdug read in conjunction with t
consolidated financial statements and notes teetbtaements included in Item 1 of this quartegfyart on Form 10-Q.

SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

We make forward-looking statements in this reploat are subject to risks and uncertainties. Thexseafrd-looking statements include
information about possible or assumed future resaflbur 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 ideft forward-looking statements. Statements regagdhe following subjects, among others,
are forward-looking by their nature:

e our business and investment strate

e  our ability to maintain existing financing arramgents, obtain future financing arrangements aadetms of such arrangements,
particularly in light of the delay of this filingna other matters discussed in this Forr-Q;

e our ability to timely file our periodic reports Withe Securities and Exchange Commission, or ¢
e  our expectations regarding materiality or significe;

e the effectiveness of our disclosure controls amat@dures

e  material weaknesses in our internal controls owemfcial reporting

e additional information that may arise from the @egiion of our financial statemen

e inadequacy of or weakness in our internal costooter financial reporting of which we are not emtty aware or which have not
been detectec

e general volatility of the securities markets in ethive invest

e the impact of and changes to various governmergrpros;

e  our expected investmen

e changes in the value of our investme

e interest rate mismatches between our investmewt®anborrowings used to finance such purche
e changes in interest rates and mortgage prepayaeEs;

e effects of interest rate caps on our adjus-rate investments

e rates of default, delinquencies or decreased regaaées on our investmen

e prepayments of the mortgage and other loans lyiaigour mortgage-backed securities, or RMBS, theoasset-backed securities,
or ABS;

e the degree to which our hedging strategies mayay mot protect us from interest rate volatili

e the potential delisting of our common stock frora thew York Stock Exchange, or NYS
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e impact of and changes in governmental regulatitanslaw and rates, accounting guidance, and simikgters;

e availability of investment opportunities in reatas-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 ourunderstanding of our competitic

e market trends in our industry, interest ratesdilet securities markets or the general econc

e our ability to maintain our classification as alrestate investment trust, or REIT, for federabime tax purposes; al

e  our ability to maintain our exemption from regisima under the Investment Company Act of 1940,raeraded, or 1940 Ac

The forward-looking statements are based on ouefsehssumptions and expectations of our futureopmance, taking into account all
information currently available to us. You shoultt place undue reliance on these forwkmaking statements. These beliefs, assumption:
expectations can change as a result of many pessieints or factors, not all of which are knownigoSome of these factors are described
under the caption “Risk Factors” in our most raté&nnual Report on Form 10-K and any subsequemirt@rly Reports on Form 10-Q. If a
change occurs, our business, financial conditigajdity and results of operations may vary matiriom those expressed in our forward-
looking statements. Any forward-looking statemeyeaks only as of the date on which it is made. Nsks and uncertainties arise from time
to time, and it is impossible for us to predictsb@vents or how they may affect us. Except adnegtjby law, we are not obligated to, and do
not intend to, update or revise any forward-lookstatements, whether as a result of new informafigare events or otherwise.

Unless otherwise indicated herein or as may beinedjby law, the disclosure included in this For@RQ is presented as of September 30,
2013. Accordingly, this Form 10-Q does not refl@tievents occurring after September 30, 2013 (@&xase required by law, or as required by
ASC 855, Subsequent Events), and we have not whkaerto update any item included in this Form 1@ @eflect such events. Therefore,
this Form 10-Q should be read in conjunction witin filings we have previously made with the SECsaguent to September 30, 2013.

Executive Summary

We are a Maryland corporation that commenced ojp@sabn November 21, 2007. We acquire, eitherctirer indirectly through our
subsidiaries, residential mortgage-backed secsritieRMBS, residential mortgage loans, commero@ltgage loans, real estate related
securities and various other asset classes. Wextamally managed by Fixed Income Discount Adwisdompany, which we refer to as
FIDAC or our Manager. FIDAC is a fixed-income istenent management company that is registered ewastment adviser with the

SEC. FIDAC is a wholly owned subsidiary of Ann&@gpital Management, Inc., or Annaly. FIDAC hagaadld range of experience in
managing investments in Agency RMBS, which are gage pass-through certificates, collateralized gagr¢ obligations, or CMOs, and
other RMBS representing interests in or obligatibasked by pools of mortgage loans issued or gueedrby Fannie Mae, Freddie Mac, and
Ginnie Mae, Non-Agency RMBS, collateralized debligdtions, or CDOs, and other real estate relatgdstments.

Our objective is to provide attractive risk-adjubteturns to our investors over the long-term, jrifg through dividends and secondarily
through capital appreciation. We intend to achigg objective by investing in a diversified inteent portfolio of RMBS, residential
mortgage loans, real estate-related securitievaridus other asset classes, subject to maintacundrREIT status and exemption from
registration under the 1940 Act. The RMBS, ABS, B3/ and CDOs we purchase may include investmertegaad non-investment grade
classes, including the BB-rated, B-rated and noedralasses.
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We rely on our Manager’s expertise in identifyirgg@ts within our target asset classes. Our Mamagkes investment decisions based on
various factors, including expected cash yieldatre¢ value, risk-adjusted returns, current anggeted credit fundamentals, current and
projected macroeconomic considerations, currentpaogcted supply and demand, credit and markietcosicentration limits, liquidity, cost
of financing and financing availability, as well asintaining our REIT qualification and our exeroptifrom registration under the 1940 Act.

Over time, we will modify our investment allocatistrategy as market conditions change to seek sonmiee the returns from our investment
portfolio. We believe this strategy, combined wothr Manager’s experience, will enable us to paydéinds and achieve capital appreciation
through various changing interest rate and credites and provide attractive long-term returnateestors.

Our targeted asset classes and the principal imezgs we have made and in which we may in the dunwrest are:

Asset Class Principal Investments

RMBS °

Residential Mortgage Loans °

Non-Agency RMBS, including investment-grade and norestment grade classes,
including the BE-rated, E-rated and nc-rated classe

Agency RMBS
Interes-only (“10”) RMBS

Prime mortgage loans, which are mortgage loansctiveform to the underwriting guidelin
of Fannie Mae and Freddie Mac, which we refer tAgancy Guidelines; and jumbo prime
mortgage loans, which are mortgage loans that confo the Agency Guidelines except as
to loan size

Alt-A mortgage loans, which are mortgage loans thay have been originated using
documentation standards that are less stringentthieadocumentation standards applied by
certain other first lien mortgage loan purchasgmms, such as the Agency Guidelines, but
have one or more compensating factors such asrevibarwith a strong credit or mortgage
history or significant asse

FHA/VA insured loans, which are mortgage loang tleemply with the underwriting
guidelines of the Federal Housing Administratior &) or Department of Veteran Affairs
(VA) and which are guaranteed by the FHA or VA pexgively

Mortgage servicing rights associated with residémortgage loans, which reflect the value
of the future stream of expected cash flows froendbntractual rights to service a given |
of residential mortgage loar
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Commercial Mortgage Loans e First or second lien loans secured by multifampilgperties, which are residential rental
properties consisting of five or more dwelling sniand mixed residential or other
commercial properties; retail properties; officeerties; or industrial properties, which
may or may not conform to the Agency Guideli

Other Asse-Backed Securitie e CMBS
e Debt and equity tranches of CD:

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

Hedging Instrument e Swaps
e Swaptions
e Futures
e Index options
e Mortgage option:

Since we commenced operations in November 200 hawve focused our investment activities on acquiNieg-Agency and Agency RMBS
and on purchasing residential mortgage loans tat been originated by select originators, inclgdhe retail lending operations of leading
commercial banks. Our investment portfolio at 8egier 30, 2013 was weighted toward Nggency RMBS. At September 30, 2013, bz
on the outstanding principal balance of our intee@sning assets, approximately 79.1% of our imaest portfolio was Non-Agency RMBS,
15.2% of our investment portfolio was Agency RMB&d 5.7% of our investment portfolio was securdizesidential mortgage loans. At
December 31, 2012, based on the outstanding pahlsglance of our interest earning assets, app ieiymn74.6% of our investment portfolio
was Non-Agency RMBS, 14.7% of our investment pdidfavas Agency RMBS, and 10.7% of our investmentfptio was securitized
residential mortgage loans. We expect that oventhar term, our investment portfolio will continieebe weighted toward Non-Agency
RMBS, subject to maintaining our REIT qualificatiand our 1940 Act exemption.

We have engaged in transactions with residentiatgage lending operations of leading commerciakband other originators in which we
identified and re-underwrote residential mortgaggnk owned by such entities, and purchased andtsasaisuch residential mortgage
loans. In the past we have also acquired form&fp-rated Non-Agency RMBS and immediately re-setimed those securities. We sold
the resulting AAA-rated super senior RMBS and regdithe rated or unrated mezzanine RMBS.

Our investment strategy is intended to take adggntd opportunities in the current interest raté aredit environment. We expect to adjust
our strategy to changing market conditions by Bigfour asset allocations across these various elssses as interest rate and credit cycles
change over time. We believe that our strategymhined with FIDAC'’s experience, will enable us yplividends and achieve capital
appreciation throughout changing market cycles. elfiect to take a long-term view of assets andliligls, and our reported earnings and
estimates of the fair value of our investment$atdnd of a financial reporting period will notrsigcantly impact our objective of providing
attractive risk-adjusted returns to our stockhdadmrer the long-term.

We use leverage to seek to increase our potertialns and to finance the acquisition of our ass@isr income is generated primarily by the
difference, or net spread, between the income we@aour assets and the cost of our borrowings. epect to finance our investments
using a variety of financing sources including, wiaaailable, repurchase agreements, warehousdiésciind securitizations. We may
manage our debt and interest rate risk by utilizimgrest rate hedges, such as interest rate swaps, options and futures to reduce the effect
of interest rate fluctuations related to our finagcsources.
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We have elected and believe we are organized areldigerated in a manner that qualifies us to bedas a REIT under the Code. A REIT
generally will not be subject to federal income taxtaxable income that is distributed to stockedd Furthermore, substantially all of our
assets consist of qualified REIT real estate ageéthe type described in Code Section 856(c)(5Ye calculate that at least 75% of our a:
were qualified REIT assets, as defined in the Cttehe nine months ended September 30, 201 3renyear ended December 31, 2012.
also calculate that our revenues qualified fort®& REIT income test and for the 95% REIT incons fer the nine month period ended
September 30, 2013 and 2012. We also met all R&dliirements regarding the ownership of our comstook and the distribution of our
REIT taxable income. Therefore, for the nine merghded September 30, 2013 and the year ended Dec8t 2012, we believe that we
qualified as a REIT under the Code.

We operate our business to be exempt from regmtrander the 1940 Act, and therefore we are reguio invest a substantial majority of
our assets in loans secured by mortgages on rt2aé esd real estate-related assets. Subjectitaaiming our REIT qualification and our
1940 Act exemption, we do not have any limitationghe amounts we may invest in any of our targateset classes.

Looking forward, we cannot predict the percentaigeun assets that will be invested in each assesabr whether we will invest in other
classes of investments. We may change our investsteategy and policies without a vote of our ktadders.

Trends

We expect the results of our operations to be &fteby various factors, many of which are beyondamntrol. Our results of operations will
primarily depend on, among other things, the |®felur net interest income, the market value ofassgets, and the supply of and demand for
such assets. Economic trends, both macro as svtlose directly affecting the residential housimayket, and the supply and demand of
RMBS may affect our operations and financial resuliVe also evaluate market information regardimgent residential mortgage loan
underwriting criteria and loan defaults to managemortfolio of assets, leverage, and debt. Ouinierest income, which reflects the
amortization of purchase premiums and accretiatisfounts, varies primarily as a result of charigesterest rates, borrowing costs, credit
impairment losses, and prepayment speeds, whizlmisasurement of how quickly borrowers pay dowrutiigaid principal balance on their
mortgage loans. Further description of these fadtoprovided below.
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Prepayment Speec Prepayment speeds, as reflected by the Constapayiment Rate, or CPR, vary according to intesdss, the type of
investment, conditions in financial markets, angeotfactors, none of which can be predicted with @rtainty. In general, when interest
rates rise, it is relatively less attractive fortogvers to refinance their mortgage loans, and@salt, prepayment speeds tend to
decrease. When interest rates fall, prepaymemtdspend to increase. For mortgage loan and RMB&stments purchased at a premium, as
prepayment speeds increase, the amount of inconeamedecreases as the purchase premium on the horadtizes faster than

expected. Conversely, decreases in prepaymendspegult in increased income and can extend thiechever which we amortize the
purchase premium. For mortgage loan and RMBS invests purchased at a discount, as prepayment simeeelase, the amount of income
we earn increases from the acceleration of theeioorof the discount into interest income. Conglrsdecreases in prepayment speeds r
in decreased income as the accretion of the pueatiiasount into interest income occurs over a lopgeiod. Recently, the correlation
between interest rates and prepayment has nowelanormal trends for certain asset classes. ®aednomic hardship, some borrowers
have been unable to refinance their loans as umidergvstandards are more stringent and credit itimmd remain restrictive.

Rising Interest Rate Environme As indicated above, as interest rates rise, prapat speeds generally decrease. Rising inteatest,r
however, increase our financing costs which mayltés a net negative impact on our net interesbime. In addition, if we acquire Agency
and Non-Agency RMBS collateralized by monthly resgjustable-rate mortgages, or ARMSs, and threefigaeyear hybrid ARMs, such
interest rate increases could result in decre&sesrinet investment income, as the increase iradjustable rate assets may increase slower
than our adjustable rate financing. We expectdhbatixed-rate assets would decline in value fising interest rate environment and that our
net interest spreads on fixed rate assets coulthden a rising interest rate environment to thteat such assets are financed with floating
rate debt.

Credit Risk. One of our strategic focuses is on acquiringessted Non-Agency RMBS that have been downgradealise of defaults in the
mortgages collateralizing such RMBS. When we aegsiich RMBS we attempt to purchase it at a prcé shat its loss-adjusted return
profile is in line with our targeted yields. Weain the risk of potential credit losses on altleé residential mortgage loans we hold in our
portfolio as well as all of the Non-Agency RMBS. eVdttempt to mitigate credit risk in the assetc@la process. Prior to the purchase of
investments, we conduct a credit-risk based arsbfsihe collateral securing our investment thalides examining borrower characteristics,
geographic concentrations, current and projectéidgleencies, current and projected severities,antdal and expected prepayment speeds
among other characteristics to estimate expectm We also acquire assets which we believe ob thigh credit quality.

Size of Investment PortfolioThe size of our investment portfolio, as meastogthe aggregate unpaid principal balance of contgage
loans and aggregate principal balance of our mgetgelated securities and the other assets weiswatso a key revenue driver. Generally,
as the size of our investment portfolio grows, aheunt of interest income we receive increase® ldifger investment portfolio, however,
may result in increased expenses if we incur aofthti interest expense to finance the purchasercdssets.

Critical Accounting Policies and Estimates

We prepare our financial statements in accordaritteagcounting principles generally accepted inlinited States, or GAAP, which
requires the use of estimates and assumptions. déamnt has discussed and reviewed the developssettion, and disclosure of critical
accounting estimates with the Company’s Audit Cotteai Management believes that the most criticedaating policies and estimates,
since these estimates require significant judgnaeetjnterest income and other-than-temporary impait, or OTTI, on NorAgency RMBS
the determination of the appropriate accounting ehéar Non-Agency RMBS, the impact of default anmdgayment assumptions on RMBS,
and fair value measurements. Financial resultsdcoelmaterially different if other methodologiesreveised or if management modified its
assumptions.

For a discussion of the Company’s critical accoupolicies and estimates, see “Critical Accounfudicies and Estimates” in Part Il, Iltem

7, “Management’s Discussion and Analysis of Finah€ondition and Results of Operations” includedhi@ Company’s Annual Report on
Form 10-K for the year ended December 31, 2012.
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Recent Accounting Pronouncements

Refer to Note 2(q) in the Notes to ConsolidatechRal Statements for a discussion of accountindamee recently adopted by the
Company.

Financial Condition
Estimated Economic Book Value

This Management Discussion and Analysis sectiotatas analysis and discussion of financial infoliorathat utilizes or presents ratios
based on GAAP book value. The table and discussetow present our estimated economic book valife.calculate and disclose this non-
GAAP measurement because we believe it represerastamate of the fair value of the assets we omar® able to dispose of, pledge, or
otherwise monetize. The estimated economic boblevshould not be viewed in isolation and is netistitute for book value computed in
accordance with GAAP.

GAAP requires us to consolidate certain securittratand re-securitization transactions where we liletermined that we are the primary
beneficiary. In these transactions, we transfeassits to the trusts, which issued tranches @frsand subordinate notes or certificates. We
sold the senior tranches and therefore have naneong involvement in these trusts other than beirglder of notes or certificates issued by
the trusts, with the same rights as other holdetiseonotes or certificates, except as it relabeS$MC 2012-CIM1, CSMC 2012-CIM2 and
CSMC 2012-CIM3. As it relates solely to CSMC 201AC, CSMC 2012-CIM2 and CSMC 2012-CIM3, we have #iiidity to approve loan
modifications and determine the course of actiobetdaken as it relates to loans in technical defencluding whether or not to proceed with
foreclosure. The notes and certificates we owhwulesie issued by the trusts are largely subordiheterests in those trusts. The trusts have
no recourse to our assets other than pursuanbieazh by us of the transaction documents relatéuettransfer of the assets by us to the
trusts, but are presented as if we own 100% ofrtrss.

For re-securitized RMBS transactions and loan s$izations, we present the pre-securitized assetsterred into the consolidated trusts in
our Consolidated Statements of Financial CondiéisiNon-Agency RMBS transferred to consolidated \WESecuritized loans held for
investment. Post securitization RMBS assets s@lgheesented as liabilities in our Consolidatedestants of Financial Condition as
Securitized debt, collateralized by Non-Agency RM@l Securitized debt, collateralized by loans f@ldnvestment. We have presented
the underlying securities we transferred to thstsrdor the calculation of GAAP book value at featue and recorded the corresponding
liability for the notes or certificates sold torthiparties at amortized cost. Fair value adjustmt#irat are not credit related are recorded in
Other comprehensive income (loss). Credit relatgubirments are deemed other-than-temporary anceoeded in earnings.

Because we are unable to dispose of, monetizeedgplthe RMBS or loans we transferred into thdgruge also present our estimated
economic book value. We believe this measure sepits the estimated value of the securities isbyddese trusts that we own. In contrast
to GAAP book value, our estimated economic booki@alonsiders only the assets we own or are allspose of, pledge, or otherwise
monetize. To determine our estimated economic lvabke, we consider only the fair value of the saie certificates issued by the
securitization and re-securitization trusts thatagially own. Accordingly, our estimated econotmok value does not include assets or
liabilities for which we have no direct ownershgpecifically the notes or certificates of the sé@@ation and re-securitization trusts that were
sold to third parties.

At September 30, 2013 the difference between GAddklvalue and estimated economic book value wasméted to be $477.1 million. .
December 31, 2012 the difference between GAAP vatike and estimated economic book value was datedrtd be $416.1 million. This
difference is primarily driven by the value of tRMBS assets we have retained in thesge@iritization transactions as compared to thea\

of consolidated loans and securities net of RMB®&ssold and recorded at amortized cost in thaseéctions. In these re-securitization
transactions, we retained the subordinated, tylpicain-rated, first loss notes or certificates issuedhgydecuritization trusts. These secur
are complex, typically locked out as to principgpayment, relatively illiquid, and do not necedgappreciate or depreciate in tandem with
the broader Norgency RMBS market or with the loans on securitiesed by the trusts. The tables below presemadijiesstments to GAA
book value that we believe are necessary to adelguatiect our calculation of estimated economaok value as of September 30, 2013 and
December 31, 2012.
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September 30, 201
(dollars in thousands, except per share ¢

Estimated
GAAP Book Economic
Value Adjustments Book Value
Assets:
Non-Agency RMBS, at fair valu
Senior $ 70 $ - 8 70
Senior intere-only 266,65. - 266,65:
Subordinatet 438,57! - 438,57"
Subordinated intere-only 14,54¢ - 14,54¢
RMBS transferred to consolidated VI 3,058,06! (1,459,77) 1,598,28:
Agency RMBS, at fair valu 2,052,471 - 2,052,471
Securitized loans held for investment, net of aloee for loan losse 828,26! (736,87) 91,39
Other asset 369,60 - 369,60¢
Total asset $ 7,028,25! $ (2,196,64) $ 4,831,61.
Liabilities:
Repurchase agreements, Agency RN 1,589,32! - 1,589,32!
Securitized debt, collateralized by MAgency RMBS 1,006,66! (1,006,661 -
Securitized debt, collateralized by loans heldifeestmen 712,90: (712,909 -
Other liabilities 152,06: - 152,06.
Total liabilities 3,460,95! (1,719,56) 1,741,38
Total stockholders' equi 3,567,29! (477,079 3,090,22:
Total liabilities and stockholders' equ $ 7,028,25! $  (2,196,64) $ 4,831,61.
Book Value Per Shai $ 3.47 $ (0.46) $ 3.01
December 31, 201
(dollars in thousands, except per share ¢
Estimated
GAAP Book Economic
Value Adjustments Book Value
Assets:
Non-Agency RMBS, at fair valu
Senior $ 88 $ - $ 88
Senior intere-only 122,86¢ - 122,86
Subordinate( 547,79: - 547,79:
Subordinated intere-only 16,25 - 16,25:
RMBS transferred to consolidated VI 3,274,20: (1,730,42) 1,543,78;
Agency RMBS, at fair valu 1,806,69 - 1,806,69
Securitized loans held for investment, net of alloee for loan losse 1,300,13: (1,191,60) 108,52«
Other asset 674,45: - 674,45,
Total asset $ 7,742,480 $  (2,922,02) $ 4,820,46!
Liabilities:
Repurchase agreements, Agency RN 1,528,02! - 1,528,02!
Securitized debt, collateralized by MAgency RMBS 1,336,26: (1,336,26) -
Securitized debt, collateralized by loans heldifeestmen 1,169,71 (1,169,71) -
Other liabilities 166,01 - 166,01:
Total liabilities 4,200,01 (2,505,97) 1,694,03
Total stockholders' equil 3,542,47! (416,059 3,126,42.
Total liabilities and stockholders' equ $ 7,742,48° $ (2,922,02) $ 4,820,46
Book Value Per Shal $ 3.4 $ (040 $ 3.0t

Our estimate of economic book value has imporiaritdtions. Our estimate of fair value is as gfant in time and subject to significant
judgment, primarily the estimate of the fair vabfehe securities issued by the trusts which we anth can freely sell or pledge. Should
sell the assets in our portfolio, we may realizeéenally different proceeds from the sale than mgehestimated as of the reporting d



The calculation of estimated economic book valuscdbed above is used by management to underdtarfdit value of the assets we own
and the liabilities for which we are legally obligd, and is presented for informational use ofiliie estimated economic book value should
not be viewed in isolation and is not a substifatebook value computed in accordance with GAAP.

Portfolio Review
During the nine month period ended September 303,26n an aggregate basis, we purchased $1.6nhil@d $627.4 million, and received
$1.3 billion in principal payments related to ougelcy and Non-Agency RMBS. Securitized loans deserd to $828.3 million at September

30, 2013 from $1.3 billion at December 31, 2012ngarily due to principal repayments of $462.9mifliduring the nine month period ended
September 30, 2013. These principal payments emrsistent with management’s expectations.
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The following table summarizes certain charactiesssf our portfolio at September 30, 2013 and Ddwer 31, 2012.

Septembe Decembe

30, 201. 31, 201.

Interest earning assets at pe-end® $ 6,658,641 $ 7,068,03

Interest bearing liabilities at peri-end $ 3,308,89: $ 4,033,99

Leverage at peric-end 0.9.0:1 1.1:1

Leverage at peric-end (recourse 0.4:1 0.4:1

Portfolio Composition, at principal valt

Non-Agency RMBS 79.1% 74.6%
Senior 0.C% 0.C%
Senior, interest onl 43.1% 25.2%
Subordinate( 5.€% 8.8%
Subordinated, interest on 1.% 2.1%
RMBS transferred to consolidated VI 28.2% 38.5%
Agency RMBS 15.2% 14.7%
Securitized loan 5.7% 10.7%
Fixec-rate percentage of portfol 81.8% 75.4%
Adjustablerate percentage of portfol 18.2% 24.€%

(1) Excludes interest income on cash and cash equisgal
The following table presents details of each aslsets in our portfolio at September 30, 2013 andelder 31, 2012. The principal or
notional value represents the interest income egipalance of each class. The weighted averageeBcare weighted by each investment’s
respective principal/notional value in the assatsl

September 30, 201

Principal Weightec  Weightec  Weightec Principal
or Notiona Average Average Average Weightec Writedown:
Value at  Weightec Weightec Yield at 3 Month 12 Montt Weighted Average Weighted During
PeriodEnc  Average Average Weightec Period- CPR at CPR at Average Loss Average Period
(dollars in  Amortizec Fair Average End Period- Period- Delinquenc Severity Credit (dollars in
thousands Cost Basi Value Coupon (1) End End Pipeline 60- (2) Enhancemel  thousands
Non-Agency Mortgag-Backed
Securities
Senior $ 124 $ 46.8¢ $ 55.4¢ 0.0(% 11.1%% 0.25% 6.4%% 0.0(% 0.0(% 11.99% $ -
Senior, interest
only $6,175,29° $ 5.0¢ $ 4.32 1.5%% 17.55% 17.68% 16.5(% 20.5%0 50.1%% 0.0% $ -
Subordinatet $ 843,76: $ 40.0¢ $ 51.9¢ 3.05% 12.3% 23.45%% 19.5¢% 18.3% 49.0€6% 125% $ 13,43:
Subordinated
interest only $ 27861 $ 55¢ $ 5.2z 1.7¢% 8.41% 20.81% 18.6% 15.95% 45.6% 0.0% $ -
RMBS transferre
to consolidated
variable interest
entities $4,043,18 $ 544 $ 77.2Z 4.72% 15.96% 17.6% 15.2%% 26.1%% 57.36% 1.61% $ 71,43t
Agency Mortgag-
Backed Securitie  $2,177,32. $ 106.7° $ 106.9( 4.01% 3.0(% 13.3% 20.0%% 2.9%% 0.0(% 0.00% $ -
Securitized loan $ 821,16: $ 102.0: $ 97.51 4.7%% 3.67% 32.71% 32.8¢% 1.11% 3.9%% 15.81% $ 8

(1) Bond Equivalent Yield at period end. Weightedefage Yield is calculated using each investmeespective amortized co:
(2) Calculated based on reported losses to daliging widest data set available (i.e., -time losses, I-month loss, etc.

December 31, 201

Principal Weightec  Weightec  Weightec Principal
or Notiona Average Average Average Weightec Writedown:
Value at  Weightec Weightec Yield at 3 Month 12 Montt Weighted Average Weighted During
PeriodEnc  Average Average Weightec Period- CPR at CPR at Average Loss Average Period
(dollars in  Amortizec Fair Average End Period- Period- Delinquenc Severity Credit (dollars in
thousands Cost Basi Value Coupon (1) End End Pipeline 60- (2) Enhancemel  thousands
Non-Agency Mortgage-Backed
Securities
Senior $ 12¢ $ 57.02 $ 67.0C 0.0(% 11.9(% 22.6(% 38.6(% 0.00% 0.0(% 12.8% $ -
Senior, interes
only $3,012,86: $ 451 $ 4.0¢ 1.7¢% 10.3¢% 17.35% 17.40% 20.1%% 50.42% 0.0% $ -
Subordinates $1,057,82 $ 44.7: $ 51.7¢ 3.1&% 11.0% 17.3% 18.7%% 18.72% 51.0%% 15.22% $ 15,80"
Subordinated,
interest only $ 256,07 $ 6.3z $ 6.3t 2.25% 8.9(% 20.9% 16.7% 19.9%% 44.82% 0.0% $ -
RMBS transferre
to consolidated
variable interest
entities $4,610,100 $ 53.9¢ $ 72.5C 4.88% 15.4%% 14.8%% 14.86% 29.42% 59.02% 22% $  70,95:
Agency Mortgage-
Backed Securitie $1,756,58 $ 103.0¢ $ 108.2¢ 4.65% 3.5% 28.3% 24.12% NA NA 0.0% $ -
Securitized loan $1,284,84! $ 102.0¢ $ 102.7¢ 4.68% 3.8&% 35.21% 4.45% 0.84% 4.35% 11.18% $ 404

(1) Bond Equivalent Yield at period end. Weighteeefage Yield is calculated using each investmeespective amortized co:



(2) Calculated based on reported losses to dalieing widest data set available (i.e., -time losses, I-month loss, etc.

Based on the projected cash flows for our Non-AgeRRIBS that are not of high credit quality, a pontiof the original purchase discount is
designated as Accretable Discount, which refldespurchase discount expected to be accretedntgest income, and a portion is
designated as Non-Accretable Difference, whichesgnts the contractual principal on the securiy ifnot expected to be collected. The
amount designated as Non-Accretable Difference besgdjusted over time, based on the actual perfacenaf the security, its underlying
collateral, actual and projected cash flow fromhscallateral, economic conditions and other factrthe performance of a security is more
favorable than previously estimated, a portiorhef amount designated as Non-Accretable Differerag Ime accreted into interest income
over time. Conversely, if the performance of a siégis less favorable than previously estimatée, amounts designated as Non-Accretable
Difference may increase, resulting in an OTTI loss.
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The following table presents changes to Accret&lideount and Non-Accretable Difference as it peddb our entire Non-Agency RMBS

portfolio for assets with purchase discounts.

For the Quarter Ende
Septembe March 31 December 3: Septembe
30, 201:  June 30, 201 201: 201z 30, 201:
(dollars in thousand:
Accretable Discour

Balance, beginning of peric

$ 102692 $ 108815 $ 111526 $ 1,11847¢ $ 1,202,95

Accretion of discoun (40,007 (40,047 (39,32¢) (40,287 (36,770
Purchase - - 93t - -
Sales (6,65%) (46,12% a7 8 (81,690
Transfers from credit reser 35,05¢ 30,74« 18,41¢ 39,47t 44,88t
Transfers to credit reser (2,806 (5,819 (7,122 (2,417 (10,907

Balance, end of peric

$ 101251 $ 102692 $ 1,088,15 $ 1,11526i $ 1,11847

For the Nine Months Ende
Septembe March 31 December 3: Septembe
30, 2017 June 30, 201 201: 201z 30, 201:
(dollars in thousand:
Non-Accretable Discour

Balance, beginning of peric

Principal Writedown:

Purchase

Sales

Net othe-thar-temporary credit impairment loss
Transfers from credit reser

Transfers to credit reser

$ 137695 $ 146455 $ 1540,78 $ 1,655,220 $ 1,773,19

(93,059 (68,839 (72,059 (85,55 (83,94)
- - 93t - -

- 1) 32 (8) (10,05¢)

6,16: 6,16: 6,16: 8,18t 10,01«
(35,059 (30,744 (18,419 (39,479 (44,88
2,80¢ 5,81 7,12z 2,411 10,907

Balance, end of peric

$ 1,257,811 $ 137695 $ 1,46455 $ 1,540,78 $ 1,655,22

Net Income (Loss) Summary

The table below summarizes the net income (loss) GAAP basis for the three and nine month peratted September 30, 2013 and 2012.

Net Income (Loss)
(dollars in thousand:

(unaudited
For the Quarter Ende For the Nine Months Ende
Septembe Septembe Septembe Septembe
30, 201. 30, 201: 30, 201. 30, 201:

Net Interest Income:
Interest incomt

$ 38,81¢ $ 36,57¢ $ 101,51« $ 139,92

Interest expens (1,580 (2,28)) (5,042 (7,080
Interest income, Assets of consolidated V 91,54 108,12( 282,20° 315,96:
Interest expense, N-recourse liabilities of VIE (23,499 (32,075 (75,477) (85,609
Net interest income (expens 105,28 110,34( 303,20° 363,20:
Other-than-temporary impairments:

Total othe-thar-temporary impairment loss (2,209 (2,719 (2,209 (47,269
Portion of loss recognized in other comprehensigeiine (loss (14,246 (7,307 (20,409 (76,80
Net othe-thar-temporary credit impairment loss (16,455 (10,019 (22,61%) (124,069
Other gains (losses):

Unrealized gains (losses) on derivati 27 (4,427 18,60° (14,607
Realized gains (losses) on derivati (3,399 (5,299 (14,317 (14,890
Gains (losses) on derivativ (3,369 (9,725 4,29t (29,497
Net unrealized gains (losses) on inte-only RMBS (27,879 (15,399 (41,86 22
Realized gains (losses) on sales of investment: 18,81¢ 69,15¢ 72,93¢ 85,16¢
Total other gains (losse (12,427 44,03} 35,37 55,69(
Net investment income (los 76,41( 144,36: 315,96: 294,82¢
Other expenses

Management fee 6,57( 13,05 19,51° 38,86:

Expense recoveries from Mana

(1,082 (1,910 (6,252) (1,910




Net Management fee 5,48¢ 11,14 13,26¢ 36,95

Provision for loan losse (69 49€ (1,349 (396
General and administrative expen 3,62¢ 4,65¢ 13,66¢ 9,18¢
Total other expense 9,04: 16,29¢ 25,58¢ 45,74¢
Income (loss) before income taxes 67,36" 128,06¢ 290,37 249,08:
Income taxe: - - 2 2
Net income (loss) $ 67,360 $ 128,06 $ 290,37 $  249,08:

Our net income decreased by $60.7 million for tiree month period ended September 30, 2013 as cechfztaSeptember 30, 2012. Our
earnings per share on both a basic and diluted bas $0.07 per share and $0.12 per share foutmtegs ended September 30, 2013 and
2012.
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Our net income increased by $41.3 million for tireermonth period ended September 30, 2013 as cexhpaiSeptember 30, 2012. Our
earnings per share on both a basic and diluted bass $0.28 per share and $0.24 per share foirieeaonths ended September 30, 2013
2012.

Net interest income (expense) declined by $5.lianillo $105.3 million in the third quarter of 20&8m $110.3 million in third quarte

2012. This decrease was driven in part by a dedfimet interest income on the assets of condeliddlEs of $8.0 million to $68.0 million
the third quarter of 2013 from $76.0 million in t@me period of 2012. The decline in net interesime on the assets of consolidated VIEs
is primarily due to the decline in invested assatthe portfolio of consolidated VIE assets corgito pay down. We have not entered into
any financing arrangements using VIEs during 20I8e decline in net interest income of the asskt®osolidated VIEs was offset in part
increases in the net interest income of our gependfolio of $2.9 million as we began to reinveash holdings in agency bonds during the
second and third quarters of 2013. We expectithigl to continue as the cash received on payneépisncipal in our VIEs is redeployed in
investments in agency bonds.

Net interest income (expense) declined by $60.0anito $303.2 million for the nine month perioddenl September 30, 2013 from $36
million for the same period of 2012. This decreass the result of declines in net interest incafeur general portfolio and net interest
income of consolidated VIEs of $36.4 million and$&million, respectively for the nine months en@&sptember 30, 2013 as compared to
the same period of 2012. The decline in net istdresome of our general portfolio primarily cornsisf Agency RMBS. Our year-to-date
average Agency RMBS portfolio is down from the pgear as we sold portions of our Agency RMBS miitfthroughout 2012 to maintain
liquidity and to lower the leverage of the portéotiuring 2012 and early 2013. We have begun twvesi the proceeds from the proceeds of
the sales of our Agency RMBS holdings in the seaqumatter of 2013 and continued in the third quasfe2013 as favorable yield
opportunities have presented themselves. Theref@e&xpect our returns on our general portfolioviprove period over period as we see
results of the redeployment of capital. Our n&triast income on the assets of consolidated VIEgpected to continue to decline as princ
continues to be repaid on this block of our poitfah accordance with management’s expectatiditese proceeds are being reinvested in
the general portfolio. As of the end of the thiuhrter of 2013, the we do not have any plansdease RMBS or whole loan real estate
assets through structured financing vehicles whiobld be consolidated as VIEs.

During the three months ended September 30, 201G Ti€l impairment losses increased by $6.4 millkwer the same period of 2012. The
increase in OTTI losses is due to additional séiegridentified with declines in fair value and tiees in expected cash flows. During the
nine months ended September 30, 2013 net OTTI nrmgait losses declined by $101.4 million over thmegeriod of 2012. The decrease in
OTTl is attributable to improving fair values aslinas favorable changes in cash flows expectecetodiiected. The favorable change in ¢
flows is mainly attributable to improvements in egped cash flow of our Non-Agency RMBS, and inciregprepayment speeds, which
result in an increase in the present value of dasis expected to be collected. These improvemargsonsistent with overall improvements
in the U.S. economy and with management expecttbiower default and foreclosure trends procegthinoughout 2013.

OTTI charges, recognized on our Non-Agency RMB8ece changes in our estimate of the amount anthgrof cash flows expected to be
collected. At September 30, 2013, we had a grossalized loss of $31.6 million related to AgendyBS and a gross unrealized loss of §
million related to Non-Agency RMBS, excluding sanémd subordinated 10s which are carried at fduweravith changes in fair value
recognized in earnings. Impairments on Agency RNtB&n unrealized loss position at September 30320e considered temporary and not
credit related as we expect to recover all contiatashflows and do not anticipate the need tdtsete securities prior to their

recovery. Unrealized losses on Non-Agency RMBSesilto potential impairment for which no OTTI wasorded during the quarter are
also considered temporary based on an estimake afash flows expected to be collected for such BMihich considers recent bond
performance and expected future performance dfitiderlying collateral. Significant judgment is usecestimating both our cash flows
expected to be collected for its Non-Agency RMBS tire credit component of OTTI. We expect thatwilecontinue to experience OTTI
losses on our investment portfolio as cash flovesdifficult to predict and may be volatile, espdlgifor our subordinated non-agency RMBS
portfolio which experiences the majority of the QTdsses. Refer to “Significant Accounting Polgién the accompanying notes to the
consolidated financial statements for more infoforategarding the recognition of OTTI.
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Net income also increased as we recorded net lossesr derivative positions of $3.3 million fortthree months ended September 30, :

as compared to a net loss of $9.7 million recorfdethe same period of 2012. For the nine montited September 30, 2013, we recognized
a net gain on our derivative positions of $4.3 imillcompared to a net loss of $29.5 million recdrfte the same period of 2012. All chan

in fair value of our derivatives are recorded imn@ags. Our derivative positions as of Septemier2®13 include interest rate swaps,
mortgage options and Treasury futures. The inteagés swaps and Treasury futures are used to hirthgest rate risk. Mortgage options are
used to enhance net income in the portfolio. Magggoption income was not significant for the thremnth period ended September 30,
2013. The net gains on the interest rate swaggddo rising interest rates, primarily in the setquarter of 2013, but also continuing to a
lesser extent in the third quarter of 2013 as @#trates have shown a general rising trend d@0ig.

In the third quarter of 2013, we realized gaingtansale of investment securities of $18.8 milésncompared to 69.2 million in realized g:
recognized during the third quarter of 2012. Thiegaecognized in the third quarter of 2013 weiieprily generated from sales of Agency
RMBS securities to take advantage of market camuhitin our investment portfolio and target out stweents in higher yielding
opportunities. For the nine month periods endqute$eber 30, 2013 and 2012, we recognized realiagds @f $72.9 million and $85.2
million. We did not sell any securities in an walized loss position during the first three quartefr2013 or 2012. We elect to sell securities
to take advantage of market opportunities, managerhge in the portfolio, or take gains on se@sitind minimize losses on securities.

Management fees, net of expenses reimbursed bydhager, declined by $5.7 million and $23.7 millfonthe quarter and nine months
ended September 30, 2013 as compared to the sainé p£2012, due to the reduction of managemess feom our manager, FIDAC, as
well as the agreement by our manager to reimbwdericertain costs. See further discussion ottienges to the FIDAC management
agreement in our discussion of related party tretitsas below.

Results of Operations for the Three and Nine Month&nded September 30, 2013 and 2012

Our primary source of income is interest incomenedron our assets. Our economic net interest incaqoals interest income excluding
interest earned on cash and cash equivalentaliesest expense and realized losses on our intateshedges. For the purpose of computing
economic net interest income and ratios relatingptt of funds measures throughout this sectidgarést expense includes net interest
payments on interest rate hedges, including intea¢s swaps and payments on Treasury futures hwhipresented as a part of Realized ¢
(losses) on derivatives in our Consolidated Statesnef Operations and Comprehensive Income. Isteate hedges are used to manage the
increase in interest paid on repurchase agreenreatdsing rate environment. Presenting the natractual interest payments on interest
hedges with the interest paid on interest-bearatglities reflects our total contractual interpstyments. We believe this presentation is
useful to investors because this presentation tefiie economic value of our investment strategyshowing actual interest expense and net
interest income. Where indicated, interest expeinskiding interest payments on interest rate ksdip referred to as economic interest
expense. Where indicated, net interest incomeatfig interest payments on interest rate hedgesférred to as economic net interest
income.

The following table reconciles the GAAP and non-GAfkeasurements reflected in the Management’s Bigmuand Analysis of Financial
Condition and Results of Operations.

Add: Net Less: Net
Realized Realized
Losses on Losses on Economic
GAAP GAAP Interest Economic GAAP Net Interest Net
Interest Interest Rate Interest Interest Rate Interest
Income Expense Hedges Expense Income Hedges Income (1
For the Quarter Ended September 30,: $ 130,36: $ 25,07« $ 6,981 $ 32,058 $ 10528 $ 6,981 $ 98,30:
For the Quarter Ended June 30, 2 $ 12756 $ 2661 $ 5391 $ 32,00 $ 100,95 $ 5391 $ 95,55
For the Quarter Ended March 31, 2( $ 12579* $ 2882¢ $ 5530 $ 3435¢ $ 9696¢ $ 5530 $ 91,42
For the Year Ended December 31,20  $ 589,44( $ 126,55¢ $ 20,22 $ 146,78. $ 462,88. $ 20,22 $ 442,63
For the Quarter Ended December 31,2 $ 133,55: $ 3387« & 533: $ 39,207 $ 9967¢ $ 533: $ 94,33
For the Quarter Ended September 30, : $ 144,69t $ 34,35¢ $ 529 $ 39,65¢ $ 110,34 $ 5,29¢ $ 105,03t

(1) Excludes interest income on cash and cash alguits.
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Economic Net Interest Income

Interest  Yield on Economi
Average Earned Average Economic Economit Net Net
Earning on Interest Average Interest  Average Interest  Interest
Assets Assets  Earning Debt Expense Cost Income Rate
Held (1) (1) Assets Balance (2) of Funds (1) (2) Spreac

(Ratios have been annualized, dollars in thouse
For The Quarter Ended September :

2013 $5,836,02! $130,35° 8.9:% $3,360,50: $ 32,05! 3.82% $ 98,30: 5.12%
For The Quarter Ended June 30, 21 $5,799,17! $127,55: 8.8(% $3,516,69: $ 32,00: 3.64% $ 95,55 5.1€%
For The Quarter Ended March 31, 2( $5,866,50. $125,78: 8.56% $3,827,63 $ 34,35¢ 3.5%% $ 91,42: 4.9%%
For The Year Ended December 31,

2012 $6,862,45; $589,42( 8.5¢% $4,466,69' $146,78: 3.29% $ 442,63 5.3(%
For The Quarter Ended December 3

2012 $6,141,91. $133,54: 8.7(% $3,989,79 $ 39,20" 3.99% $ 94,33¢ 4.771%
For The Quarter Ended September :

2012 $6,833,35! $144,69:. 8.47% $4,441,46. $ 39,65 3.57% $ 105,03t 4.9(%
(1) Excludes interest income on cash and cash

equivalents

(2) Includes effect of realized losses on interatd swaps and US Treasury futu

The table below shows our average earning assktsitierest earned on assets, yield on averageeisit earning assets, average debt bal
economic interest expense, economic average céshd$, economic net interest income, and netéstarate spread for the periods prese

Our economic net interest income declined by $6lifom for the three months ended September 30328 compared to the same period of
2012. Our net interest spread, which equals thlel yin our average assets for this period lese¢bromic average cost of funds for the
period, increased by 22 basis points for the quarided September 30, 2013 from the same peridd1.

Our economic net interest income declined by $&dlon for the nine months ended September 3032884 compared to the same period of
2012. Our net interest spread for this periodlided by 39 basis points for the nine months erfsiepgtember 30, 2013 from the same period
of 2012.

The increase in economic net interest rate spreathé three months ended September 30, 2013 gsarethto September 30, 2012 is
primarily due to increases in yields on our inteeggning assets as we continue to reinvest ot daisng the second and third quarter of
2013. The decrease in economic net interest paéad for the nine months ended September 30, 20€8mpared to September 30, 2012 is
primarily due to lower average interest earningtsfor the period, primarily due to paydowns oniauestment assets held in consolidated
VIEs as these continue to pay down consistent miéhagement expectations. We have noticed a generaase in our yield as we have
been able to target higher yielding investment ofymities and increase our leverage in our Agen®dBR portfolio during 2013 as opposed
to decreasing leverage on our portfolio during 2012

Interest Income and Average Earning Asset Yield

Our average earning assets decreased by $997i@mfdl the three months ended September 30, 2@b3 the same period of 2012. Our
interest income declined by $14.3 million for theager ended September 30, 2013 from quarter eBdptémber 30, 2012. Our average
earning assets decreased by $1.2 billion for the months ended September 30, 2013 from the sarivel wé 2012. Our interest income
declined by $72.2 million for the nine months en&sgptember 30, 2013 from the nine months endec:Byar 30, 2012. The yield on our
portfolio increased by 46 and 13 basis pointstierthree and nine months ended September 30, 20d@#pared to the same periods of
2012. The average earning assets decreased ya¥ayear as a result of repayments of principal umirterest earning assets, primarily the
non-agency RMBS held in our consolidated VIEs. sehproceeds are used primarily to pay down thersiged debt of our consolidated
VIEs. The yield on our assets has increased dparinto improving credit on our non-agency RMBSvad as lower prepayments on our 10
portfolio, resulting in higher yields.

Economic Interest Expense and the Cost of Funds
The borrowing rate at which we are able to finamgeassets using repurchase agreements is typeazaliglated to LIBOR and the term of 1
financing. The table below shows our average beetbfunds, economic interest expense, averageot@shds (inclusive of realized losses

on interest rate swaps), average one-month LIBO&age six-month LIBOR, average one-month LIBORtreé to average six-month
LIBOR, and average cost of funds relative to averge- and six- month LIBOR.
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Average Average

One- Cost Average

Month of Funds Cost

LIBOR Relative tc  of Funds

Average Relative tc Average Relative tc

Average Economic  Average One- Average Average One- Average
Debt Interest Cost Month Six-Month  Six-Month Month Six-Month
Balance Expense (I of Funds LIBOR LIBOR LIBOR LIBOR LIBOR

(Ratios have been annualized, dollars in thouse
For The Quarter Ended

September 30, 201 $3,360,50: $ 32,05¢ 3.82% 0.1% 0.3%% (0.21%) 3.62% 3.42%
For The Quarter Ended Ju

30, 2013 $3,516,69: $ 32,00: 3.64% 0.2(% 0.42% (0.22%) 3.44% 3.22%
For The Quarter Ended

March 31, 201! $3,827,631 $ 34,35¢ 3.5¢% 0.26% 0.76% (0.51%) 3.32% 2.8%
For The Year Ended

December 31, 201 $4,466,69° $ 146,78: 3.2%% 0.24% 0.65% (0.45%) 3.05% 2.6(%
For The Quarter Ended

December 31, 201 $3,989,79¢ $ 39,207 3.92% 0.21% 0.54% (0.32%) 3.72% 3.3%%
For The Quarter Ended

September 30, 201 $4,441.46. $ 39,65« 3.51% 0.24% 0.71% (0.47%) 3.34% 2.8€%

(1) Includes effect of realized losses on interatd swaps and US
Treasury futures

Average borrowed funds decreased by $1.1 billiarttfe three months ended September 30, 2013 asazethto the three months ended
September 30, 2012. Average borrowed funds desddags $980.8 million for the nine months ended Seiter 30, 2013 as compared to the
nine months ended September 30, 2012. The denlithe averaged borrowed funds is due primarilg teduction in repurchase agreements
year over year as we lowered the leverage on oen&gRMBS portfolio throughout 2012. We have betpiimcrease this leverage

targeted opportunities that we identify and exmerstinvestment in Agency RMBS to increase as thmodpnities present themselves. In
addition to the past decline in Agency RMBS, oabliities of consolidated VIEs has declined as weehused principal received on our as

to pay down the obligations of our consolidated &/IEeducing our average debt balance consistehtradictions in our average earning
asset balances.

Economic interest expense decreased by $7.6 maineh$9.2 million for the three and nine monthseeh8eptember 30, 2013 as compared to
the same periods of 2012. The cost of funds fertlinee months ended September 30, 2013 incregsat iasis points the same period of
2012. The increase in cost of funds is primarilg do an increase in securitized debt of VIEs aspared to the decline in repurchase
agreements as the cost of funds of the securitizbti of VIEs is higher than that of repurchase egents.

Gains and Losses on Sales of Assets

During the quarter ended September 30, 2013, wkeRMIBS with a carrying value of $179.0 million fiaralized gains of $18.8

million. During the quarter ended September 3@0,20ve sold RMBS with a carrying value of $795.1liom for realized gains of $69.2
million. During the nine month period ended SegienB0, 2013, we sold RMBS with a carrying valu&s$%4.4 million for realized gains of
$72.9 million. During the nine month period endptember 30, 2012, we sold RMBS with a carryingevaf $858.2 million for realized
gains of $85.2 million. Capital gains from salésecurities are realized when management beligveappropriate to sell a security. We
may decide to sell securities to reduce leveragbamortfolio, improve liquidity and take advantéagf market conditions.

Secured Debt Financing Transactions

We did not re-securitize any RMBS or jumbo primeolehioans during the nine month period ended Seper30, 2013. During the nine
month period ended September 30, 2012, we finatiheedurchase of $1.2 billion of jumbo prime whalans by securitizing and selling
senior bonds to third party investors for net peatseof $1.1 billion. We retained the subordinaa@t¢hes of the securitization.

Provision for Loan Losses

The provision for loan losses related to our s¢ized loans held for investment represents managenestimate of expected future losses on
the securitized loans held. During the three mettiod ended September 30, 2013, the provisiototor losses decreased by $78 thousand,
net of principal writedowns on loans of $8 thousaritie total loan loss reserve as of Septembe2@®D3 is $9.5 million. During the nine
month period ended September 30, 2012, the pravfsioloan losses decreased by $2.1 million. Tdgide in the loan loss provision is
primarily due to lower delinquency rates on the tgage pool general population used to estimateat&gdosses on the general mortgage
loan portfolio. Management believes that the wion is sufficient to cover expected losses whichy be incurred on the loan portfolio.
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Management Fee and General and Administrative Expeses

The table below shows our total management feegandral and administrative, or G&A, expenses aspaved to average total assets and
average equity for the periods presented.

Total Total Total
Managemer  Management Management
Fee Fee and G&A Fee and G&A
and G&A  Expenses/Total Expenses/Averay
Expense: Assets Equity
(Ratios have been annualized, dollars in thouse
For The Quarter Ended September 30, 2 $ 9,117 0.51% 1.01%
For The Quarter Ended June 30, 2! $ 8,38( 0.46% 0.92%
For The Quarter Ended March 31, 2( $ 9,441 0.5(% 1.05%
For The Year Ended December 31, 2! $ 58,79¢ 0.7¢% 1.7¢%
For The Quarter Ended December 31, 2 $ 12,65¢ 0.66% 1.45%
For The Quarter Ended September 30, 2 $ 15,79¢ 0.8(% 1.92%

We paid FIDAC a management fee of $6.6 million &&8.1 million for the three months ended Septen8Be2013 and 2012,

respectively. We paid FIDAC a management fee 8f%nillion and $38.9 million for the nine monthsded September 30, 2013 and 2012,
respectively. The management fee is based ontacktwolders’ equity as defined in the investmenhagement agreement. The decrease in
the management fee is due to the agreement to kmenanagement fee until all our SEC filings argent. See further discussion of the
management fee and other agreements with FIDAQimiscussion of related party transactions below.

G&A expenses were $3.6 million and $4.7 million foe three months ended September 30, 2013 and @&i&ctively. G&A expenses
were $13.7 million and $9.2 million for the nine ntles ended September 30, 2013 and 2012, respgcti@eir G&A expenses increased
primarily due to increased legal and accounting.fee

Our Manager has agreed to pay all past and futipenses that we and/or our Audit Committee incu(tpevaluate our accounting policy
related to the application of GAAP to our Non-Agg®iMBS portfolio (the Evaluation); (2) restate dimancial statements for the period
covering 2008 through 2011 as a result of the Etadn (the Restatement Filing); and (3) investigatd evaluate any shareholder derivative
demands arising from the Evaluation and/or the&estent Filing (the Investigation); provided, howewhat our Manager’s obligation to
pay expenses applies only to expenses not paidibinsurers under our insurance policies. Expesbal include, without limitation, fees
and costs incurred with respect to auditors (tcetktent such fees and costs exceed our originalisnated audit fees of $542,400), outside
counsel, and consultants engaged by us and/or adit S&ommittee for the Evaluation, Restatemenniiland the Investigation. The amount
paid by our Manager related to these expensesiéattee and nine months ended September 30, 8Gl131 million and $6.3 million,
respectively, and is presented in the ConsolidStatements of Operations and Comprehensive Inceripense recoveries from Manager.

We reimburse FIDAC for our pro rata portion of reetephone, utilities, office furniture, equipmemachinery and other office, internal and
overhead expenses of FIDAC and its affiliates nesglifor our operations. During the quarter endept@&nber 30, 2013 and 2012, we
reimbursed FIDAC approximately $108 thousand ar@b&housand for such expenses, respectively. Duhi@ nine month period ended
September 30, 2013 and 2012, we reimbursed FIDA@oapnately $336 thousand and $345 thousand fdn sMpenses, respectively.

Net Income (Loss) and Return on Average Equity

Our net income was $67.4 million and $128.1 millfonthe three months ended September 30, 2012@1h2|, respectively. Our net income
was $290.4 million and $249.1 million for the nimenths ended September 30, 2013 and 2012, resglgctizconomic net interest income
a percentage of average equity decreased by 148 dmists for the quarter ended September 30, 281®mpared to the same period of 2
and decreased by 354 basis points for the ninelmpmeriod ended September 30, 2013 as compared &athe period of 2012. The decline
in our economic net interest income as a percerdghgeerage equity is due to the lower yield on augrage assets from the increase in
securitized loans held for investment. The retanraverage equity decreased by 8.0 points for tlagters ended September 30, 2013 as
compared to the same period of 2012 and increagé@ basis points for the nine month periods er8igtember 30, 2013 as compared ti
same period of 2012. The increase in our returavamage equity is primarily due higher income assalt of realized gains on sales of
investments and lower OTTI from the prior peridche table below shows our economic net interestnre; realized gains (losses) on sale of
assets and the credit related OTTI, realized amélalized gains (losses) on interest rate swaps@sidotal management fee and G&A
expenses, and income tax, each as a percentagerafja equity, and the return on average equitthiperiods presented.
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Realized

and
Unrealized
Realized Gains
Gains (Losses) ot Total

Economic Net  (Losses) on Interest Rat Management Return

Interest Sales and Swaps and Fee & G&A Income Tax on
Income/Averag OTTI/Average [0s/Averag  Expenses/Avera¢ Benefit/Averag Average
Equity * Equity Equity Equity Equity Equity

(Ratios have been annualize

For The Quarter Ended Septembe

30, 2013 11.3% 0.27% (3.1(%) (1.01%) 0.0(% 7.4%
For The Quarter Ended June 30,

2013 10.5% 6.14% 0.02% (0.92%) 0.0% 15.7%
For The Quarter Ended March 31,

2013 10.1%% (0.7%) 0.4% (1.05%) 0.0(% 8.87%
For The Year Ended December 3:

2012 13.44% (1.44%) (0.2€%) (1.78%) 0.0(% 9.95%
For The Quarter Ended Decembe

31,2012 10.85% (1.05%) 0.68% (1.45%) 0.0(% 9.04%
For The Quarter Ended Septembe

30, 2012 12.75% 7.11% (2.4(%) (1.92%) 0.00% 15.5%

* Includes the effect of realized losses on interate swaps and US
Treasury future

Exposure to European Financial Counterparties

A significant portion of our Agency RMBS is finarttwith repurchase agreements. We secure our bimgeswinder these agreements by
pledging our Agency RMBS as collateral to the lendée collateral we pledge exceeds the amourteobbrrowings under each agreement,
typically with the extent of over-collateralizatitveing at least 3% of the amount borrowed. Ifdbenterparty to the repurchase agreement
defaults on its obligations and we are not ableetmver our pledged assets, we are at risk ofdasia over-collateralized amount. The
amount of this exposure is the difference betwberatount loaned to us plus interest due to thetegoearty and the fair value of the
collateral pledged by us to the lender includingraed interest receivable on such collateral.

We also use interest rate swaps to manage ouesgttete risks. Under these swap agreements,atlg@lAgency RMBS as collateral as part
of a margin arrangement for interest rate swapsattgain an unrealized loss position. If a swapnterparty were to default on its obligation,
we would be exposed to a loss to the extent tleaathount of our Agency RMBS pledged exceeded thealimed loss on the associated
swaps and we were not able to recover the excdisseral.

Over the past several years, several large Eurdipearcial institutions have experienced finandidiiculty and have been either rescued by
government assistance or by other large Europeaksha institutions. Some of these financial tosibns or their U.S. subsidiaries have
provided us financing under repurchase agreementg tiave entered into interest rate swaps with smstitutions. We have entered into
repurchase agreements and/or interest rate swapsiwicounterparties as of September 30, 2013atteagither domiciled in Europe or are a
U.S.-based subsidiary of a European-domiciled fir@nnstitution. The following table summarizesr@xposure to such counterparties at
September 30, 2013:

Repurchase Interest Rate Exposure as

Number of Agreement Swaps Percentage ¢

Country Counterpartie ~ Financing  at Fair Value Exposure (1  Total Asset:

(dollars in thousand:

France 1 $ 208,52t $ - $ 11,44( 0.16%
Germany 1 - (9,919 1,27 0.02%
Netherland: 1 150,87¢ - 11,11( 0.1€%
Switzerlanc 2 329,13 (25,209 24,79( 0.35%
United Kingdom 1 209,34¢ - 11,44: 0.1€6%
Total 6 $ 897,88 § (35,1279 $ 60,05¢ 0.85%

(1) Represents the amount of securities pledgedliteral to each counterparty less the aggregfatepurchase
agreement financing and unrealized loss on swapsafth counterpart'

At September 30, 2013, we did not use credit defaushps or other forms of credit protection to hetlge exposures summarized in the table
above.

If the European credit crisis continues to impaetse major European financial institutions, itasgible that it will also impact the operatic



of their U.S. subsidiaries. Our financings andrafiens could be adversely affected by such evehts.monitor our exposure to our
repurchase agreement and swap counterpartiesegular basis, using various methods, includingew\of recent rating agency actions,
financial relief plans, credit spreads or otheralepments and by monitoring the amount of cashsaedrities collateral pledged and the
associated loan amount under repurchase agreearatits the fair value of swaps with our counteiipart We make reverse margin calls on
our counterparties to recover excess collaterpeasitted by the agreements governing our finanaimgngements or interest rate swaps, or
may try to take other actions to reduce the amofiotir exposure to a counterparty when necessary.
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Liquidity and Capital Resources
General

Liquidity measures our ability to meet cash requieats, including ongoing commitments to repay aurdwings, purchase RMBS, mortg:
loans and other assets for our portfolio, pay diais and other general business needs. Our mlrsgiprces 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.

To meet our short term (one year or less) liquidigds, we expect to continue to borrow fundseénftihm of repurchase agreements and,
subject to market conditions, other types of finagc The terms of the repurchase transaction bongs under our master repurchase
agreements generally conform to the terms in thedstrd master repurchase agreement as publishtbe Becurities Industry and Financial
Markets Association, or SIFMA, as to repayment, gimarequirements and the segregation of all saearite have initially sold under the
repurchase transaction. In addition, each lengwcally requires that we include supplemental teand conditions to the standard master
repurchase agreement. Typical supplemental tensh€@nditions include changes to the margin maariea requirements, cross default
provisions, required haircuts (or the percentageithsubtracted from the value of RMBS that cellalizes the financing), purchase price
maintenance requirements, and requirements thdispllites related to the repurchase agreemertideedid or arbitrated in a particular
jurisdiction. These provisions may differ for easftour lenders.

We also expect to meet our short term liquiditydsely relying on the cash flows generated by owestments. These cash flows are
primarily comprised of monthly principal and intet@ayments received on our investments. We nsaysall our investments and utilize
those proceeds to meet our short term liquiditydse® enter into non-recourse financing of our sseough sales of securities to third
parties of loan securitization or RMBS re-secuaitian transactions that we have completed in grésiods.

Based on our current portfolio, leverage ratio andilable borrowing arrangements, we believe osetzswill be sufficient to enable us to
meet anticipated shotérm liquidity requirements. However, a declinghie value of our collateral could cause a tempadiguidity shortfall
due to the timing of margin calls on the financargangements and the actual receipt of the caatecketo principal paydowns. If our cash
resources are at any time insufficient to satisfylmuidity requirements, we may have to sell isiveents, potentially at a loss, or issue debt
or additional equity securities in a common stoffkring.

To meet our longer term liquidity needs (greatantbne year), we expect our principal sources pitaleand funds to continue to be provided
by earnings from our investments, borrowings ursgeuritizations and reecuritizations, repurchase agreements and otiending facilities
as well as proceeds from equity offerings. Assalteof our failure to file our SEC filings by tliéing date required by the SEC (including 1
grace period permitted by Rule 12b-25 under thaiStées Exchange Act of 1934, as amended), we atreligible to file a new Form S-3
registration statement or use our existing ForBr8gistration statements to raise additional gqrapital until filings with the SEC have be
timely made for a full year. Our ineligibility tase Form S-3 during this time period will have gatéese impact on our ability to quickly
access the public capital markets because we vsutdquired to file a long-form registration staégtand wait for the SEC to declare such
registration statement effective.

In addition to the principal sources of capitaldésed above, we may enter into warehouse fadlied use longer dated structured
repurchase agreements. The use of any particulaces of capital and funds will depend on markeiditions, availability of these facilities,
and the investment opportunities available to us.

Current Period

We held cash and cash equivalents of approxim&tEhs.5 million and $621.2 million at September 3013 and December 31, 2012,
respectively.
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Our operating activities provided net cash of agpnately $219.3 million and $271.7 million for théne months ended September 30, 2013
and 2012, respectively. The cash provided by opeyaictivities decreased for the nine months ergkgatember 30, 2013 when compared to
the nine months ended September 30, 2012 due [isirtaa decrease in interest collected on thefplot net of interest paid, of $68.2
million, offset in part by lower management fee&miuring 2013 as compared to the same period 220

Our investing activities provided net cash of apprmtely $296.4 million and $880.3 million for tiéne months ended September 30, 2013
and 2012. During the nine months ended Septenthe2(3 3 we generated cash primarily from princgatments of $1.3 billion related to
all our investment assets and sales of RMBS of $48fllion offset in part by purchases of $1.6ibill in RMBS securities, primarily Agen:
RMBS. During the nine months ended September @02 2we used cash to purchase securitized loaatgedeio the CSMC 2012-CIM1 and
CSMC 2012-CIM2 transactions of $1.2 billion anddisash to purchase RMBS securities of $119.4 millidhese uses of cash were offset
in part by principal payments received of $1.2itiland proceeds from sales of securities of $9d8lkbn during the nine months ended
September 30, 2012.

Our financing activities resulted in the net useash of approximately $1.0 billion and $900.2 imillfor the nine months ended September
30, 2013 and 2012. During the nine month periatkdrSeptember 30, 2013, we used $1.1 billion di tasepay principal on our
outstanding secured debt. This use of cash wastdff part by $61.3 million in additional proceédsn repurchase agreements borrowed,
net of payments on existing repurchase agreemé&nisng the nine month period ended September @02 2we received proceeds from the
issuance of debt related to the CSMC 2012-CIM1@8MC 2012-CIM2 securitizations of $1.1 billion. Shieceipt of cash was offset in part
by our use of cash to repay repurchase agreemiesis®billion, net of new borrowings. In additiore used cash for the repayments of debt
on securitized borrowings of $673.0 million and gayment of dividends of $318.3 million.

We expect to continue to finance our RMBS portfddimely through repurchase agreements and loaosgh the securitization market. In
addition, we may from time to time sell securitéssa source of cash to fund new purchases.

At September 30, 2013 and December 31, 2012, thainging maturities on our RMBS repurchase agreesngate as follows.

September 3 December 3:

2012 2012
Overnight $ - $ =
1-29 days 725,40 732,80¢
30 to 59 day: 654,99. 325,91!
60 to 89 day: - -
90 to 119 day 23,47¢ 211,13
Greater than or equal to 120 d: 185,45: 258,16¢
Total $ 1,589,320 $§ 1,528,02

We collateralize the repurchase agreements weouggance our operations with Agency RMBS. Ourmeuparties negotiate a ‘haircut’
when we enter into a financing transaction, whiahias from lender to lender. The size of the haireflects the perceived risk associated
with holding the RMBS by the lender. The haircrdvpdes lenders with a cushion for daily markeueamovements that reduce the need for
a margin call to be issued or margin to be retuasedormal daily increases or decreases in RMB&ehaalues occur. At September 30,
2013, the weighted average haircut on our repuechgseements was 4.76%. Despite the haircut, reasecagreements subject us to two
types of margin calls. First, there are monthly ginacalls that are triggered as principal paymeants pre-payments are received by us as
these payments lower the value of the collatefal.a result, we expect to receive margin calls famrepurchase counterparties monthly
simply due to the principal paydowns on our AgeR&BS. The monthly principal payments and pa/ments are not known in advance
vary depending on the behavior of the borrowemsteel to the underlying mortgages. Second, countépanake margin calls or return
margin as a result of normal daily increases orafses in asset fair values. In addition, whesniimg assets using standard form of SIFMA
Master Repurchase Agreements, the counterparhetagreement typically nets its exposure to udlautstanding repurchase agreements
and issues margin calls if movement of the faiuealof the assets in the aggregate exceeds tlusiahle exposure to us. A decline in asset
fair values could create a margin call, or may tere® margin call depending on the counterpartyécHic policy. In addition, counterparties
consider a number of factors, including their aggte exposure to us as a whole and the numberysfrdenaining before the repurchase
transaction closes prior to issuing a margin &dle Note 5 to our Consolidated Financial Statenfents discussion on how we determine
fair values of the RMBS collateralizing our repuaisk agreements.
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The table below presents our average daily repsechalance and repurchase balance at each pedddrahe periods presented. Our
balance at period-end tends to have little fluéturefrom the average daily balances except in perishere we are adjusting the size of our
portfolio by using leverage. Our average repurefegeement balance at September 30, 2013 decra@spdred to our average repurchase
agreement balance for the quarter ended Decemb@032 due to net repayments of our repurchaseagnets financed from the sales of
Agency RMBS during 2013. The Company continuedetploy capital to the strategic purchases of imaests.

Average Repurchase
Repurchase  Balance at
Period Balance Period Enc

(dollars in thousands

Quarter Ended September 30, 2! $ 146467 $ 1,589,32
Quarter Ended June 30, 20 $ 1,422/48' $ 1,478,14
Quarter Ended March 31, 20 $ 1,460,620 $ 1,420,37
Year Ended December 31, 20 $ 212242 $ 1,528,02
Quarter Ended December 31, 2( $ 1,567,600 $ 1,528,02!
Quarter Ended September 30, 2! $ 195495 $ 1,658,90

We are not required to maintain any specific debequity ratio. We believe the appropriate leverfogehe particular assets we are financing
depends on the credit quality and risk of thosetassAt September 30, 2013 and December 31, 20dtal debt was approximately $3.3
billion and $4.0 billion, which represented a d&bequity ratio of approximately 0.9:1 and 1.1dspectively. We include repurchase
agreements and securitized debt in the numeraturodebt-to-equity ratio and stockholders’ eqaitythe denominator.

We do not manage our portfolio to have a pre-deg@ghamount of borrowings at quarter-end or yat- Our borrowings at period end a
snhapshot of borrowing as of a date, and this nursheuld be expected to differ from average borrgwiaver the period. Our borrowings
will change as we implement our portfolio and nisnagement strategies to address changing mam@itions by increasing or decreasing
leverage. Our borrowings may change during penaasn we raise capital, and in certain instanceswag purchase additional assets and
increase borrowings prior to an expected capiiakraSince our average borrowings and period enetings can be expected to differ, we
believe our average borrowings during a period jgi®a more accurate representation of our expdsutee risks associated with leverage.

Stockholders’ Equity

On January 28, 2011, we entered into an equityiloigton agreement with FIDAC and UBS Securitiedd,lor UBS. Through this
agreement, we may sell through UBS, as our salestagp to 125,000,000 shares of our common stookdinary brokers’ transactions at
market prices or other transactions as agreed katwe and UBS. We did not sell any shares of oomaon stock under the equity
distribution agreement during the three and ninatimperiods ended September 30, 2013 or 2012.

On September 24, 2009, we implemented a Divideridvi@stment and Share Purchase Plan, or DRSPPDRB®P provided holders of
record of our common stock an opportunity to autiicadly reinvest all or a portion of their cashtdisutions received on common stock in
additional shares of our common stock as well asdke optional cash payments to purchase shams @bmmon stock. The DRSPP was
administered by the Administrator, Computershatee DRSPP was suspended when we were no longentoneur filings beginning in tt
second quarter of 2012. During the quarter endattM31, 2012 we raised $117 thousand by issuir@8%hares through the DRSPP.

As a result of our failure to file our SEC filingy the filing date required by the SEC (includihg grace period permitted by Rule 12b-25

under the Securities Exchange Act of 1934, as ae®ndve will not be able to issue shares of ourroom stock under the equity distribution
agreement or DRSPP until filings with the SEC hlgen timely made for a full year.
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During the quarter ended September30, 2013 we mektividends to common shareholders totaling $&%lkon, or $0.09 per share. Duri
the quarter ended September 30, 2012, we declarektids to common shareholders totaling $92.4iomijlor $0.09 per share.

During the nine months ended September 30, 2018aeskared dividends to common shareholders tot&l#%y.3 million, or $0.27 per
share. During the nine months ended Septemb&@®, we declared dividends to common sharehotdéabng $297.8 million, or $0.29
share.

The Board of Directors declared and paid a regylarterly dividend of $0.09 per share for bothftheth quarter of 2013 and the first qua
of 2014. The Board of Directors has determined tiirere will be a regular quarterly dividend of @ per share for each of the first two
quarters of 2014. The Board of Directors will ravithis program after the conclusion of the secamargr of 2014. The Board of Directors
also declared and paid a special dividend of $petGshare payable on January 31, 2014 to sharekafleecord on January 8, 2014.

There was no preferred stock issued or outstarabrgf September 30, 2012 and December 31, 2012.
Related Party Transactions Management Agreement

On November 15, 2007 we entered into a managengee¢ment with FIDAC, pursuant to which FIDAC isidatl to receive a management
fee and, in certain circumstances, a terminatierafed reimbursement of certain expenses as deddriltlee management agreement. The
management fee and expenses do not have fixeded@drdnable payments and the termination fee i®mger applicable.

The Management Agreement

On November 15, 2007 we entered into a managengee¢ment with FIDAC, which provided for an initterm through December 31, 2010
with an automatic one-year extension option angestilbo certain termination rights. The Compensa@tmmmittee of the Board of Directors
renewed the management agreement through Decerhp20B3. In 2011 and 2010, we paid to our Managgraaterly management fee eq
to 1.50% per annum of our gross Stockholders’ Bqais defined in the management agreement). Bffettovember 28, 2012, the
management fee was reduced to 0.75% per annunosd Gtockholders’ Equity, which reduction will raman effect until we are current on
all of our filings required under applicable setias laws.

We are obligated to reimburse our Manager foratincurred under the management agreementditicag the management agreement
permits our Manager to require us to pay for itsgata portion of rent, telephone, utilities, offifurniture, equipment, machinery and other
office, internal and overhead expenses that ourdganincurred in connection with our operationseSghexpenses are allocated between our
Manager and us based on the ratio of the propodfignoss assets compared to the gross assets ethbpg@ur Manager as calculated at each
quarter end. Together we will modify this allocatimethodology, subject to the approval of our badrdirectors if the allocation becomes
inequitable (i.e., if we become very highly levesdgompared to our Manager’s other funds and ad¢spun

March 2013 Amendment to Management Agreel

On March 8, 2013 we amended the management agréeinghe amendment, we memorialized the redudgtidhe management fee.
Additionally, our Manager agreed to pay all past nure expenses that we and/or our Audit Committeur to: (1) evaluate our accounting
policy related to the application of GAAP to ouriNAgency RMBS portfolio (the Evaluation); (2) regt@ur financial statements for the
period covering 2008 through 2011 as a result ®Bhaluation (the Restatement Filing); and (3) stigate and evaluate any shareholder
derivative demands arising from the Evaluation antlie Restatement Filing (the Investigation); jded, however, that our Manager’s
obligation to pay expenses applies only to expensépaid by our insurers under our insurance fEdicExpenses shall include, without
limitation, fees and costs incurred with respeduditors, outside counsel, and consultants engaged and/or our Audit Committee for the
Evaluation, Restatement Filing and the Investigatio

The amendment also provides that the independesttdis or the holders of a majority of the outdtag shares of common stock (other than
those held by Annaly or its affiliates) may elextérminate the management agreement upon 30 déige it any time in their sole discreti
without the payment of a termination fee. Addititywave may terminate the management agreementtaféeimmediately if (i) our Manager
engages in any act of fraud, misappropriation afifj or embezzlement against the us, (ii) theam isvent of any gross negligence on the

of our Manager in the performance of its dutiesartie management agreement, (iii) there is a carnement of any proceeding relating to
our Managers bankruptcy or insolvency, (iv) there is a distoluof our Manager, or (v) our Manager is conuictd (including a plea of no
contendere) a felony.
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Fees Paid Under the Management Agreer

For the three months ended September 30, 2013Gk®] @ur Manager earned management fees of $6li6maind $13.1 million,
respectively and received expense reimburseme$t @8 thousand and $105 thousand, respectively thearine months ended September
30, 2013 and 2012, our Manager earned managenenbfé19.5 million and $38.9 million, respectivalyd received expense
reimbursement of $336 thousand and $345 thousasgectively. From our inception through 2009, danager waived its right to require
us to pay our pro rata portion of rent, telephartitities, office furniture, equipment, machinenmycother office, internal and overhead
expenses of our Manager and its affiliates requivedur operations.

Our Manager uses the proceeds from its managemei foart to pay compensation to its officers amgloyees who, notwithstanding that
certain of them also are our officers, receive ashccompensation directly from us.

Clearing Fees

On March 1, 2011, we entered into an administrate@ices agreement with RCap Securities, IndR@ap. We use RCap, a SEC registered
broker-dealer and a wholly-owned subsidiary of Apnt clear trades for us and RCap is paid custgrfees in return for such services.
RCap may also provide brokerage services to us fime to time. During the three months ended Sepéer 30, 2013 and 2012, fees paid to
RCap were $38 thousand and $41 thousand, resggctidaring the nine months ended September 30320 2012, fees paid to RCap
were $107 thousand and $115 thousand, respectively.

Restricted Stock Grants

We granted 1,301,000 shares of restricted stoekployees of our Manager and its affiliates and tremsiof our board of directors on
January 2, 2008. During the quarters ended Sepgte®ih 2013 and 2012, 25,600 and 31,400 sharestfated stock vested,

respectively. During the quarters ended Septer@®e2013, and 2012, 64,000 and 200 shares werbtidf respectively. During the nine
months ended September 30, 2013 and 2012, 80,200842200 shares of restricted stock vested, reispéct During the nine months ended
September 30, 2013 and 2012, 68,000 and 600 sharedorfeited, respectively. At September 30,28atd 2012 there were approximately
438,000 and 664,000 unvested shares of restritdell ssued to employees of FIDAC, respectivelyr the quarters ended September 30,
2013 and 2012, compensation expense associatetheittmortization of the fair value of the res&ritstock was approximately $81 thous
and $75 thousand, respectively. For the nine hsabded September 30, 2013 and 2012, compensapense associated with the
amortization of the fair value of the restrictedckt was approximately $254 thousand and $242 tmoljsaspectively.

Contractual Obligations and Commitments
The following tables summarize our contractual gétions at September 30, 2013 and December 31, 21 estimated principal repaym

schedule of the securitized debt is based on eggeaetsh flows of the residential mortgage loarnRMBS, as adjusted for expected principal
writedowns on the underlying collateral of the debt
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September 30, 201
(dollars in thousand:

Greater Tha
Within One  Oneto Thre¢ Three to Five  or Equal to

Contractual Obligation Year Years Years Five Years Total

Repurchase agreements for RM $ 1,589,32! $ - 8 - 8 - $ 1,589,322
Securitized dek 423,46. 566,03: 283,93: 370,08! 1,643,51
Interest expense on RMBS repurchase agreemer 2,23t - - - 2,23t
Interest expense on securitized debi 61,58 83,12¢ 58,26 176,83! 379,80t
Total $ 2,076,60, $ 649,15¢ $ 342,19: $ 546,92( $ 3,614,87-

(1) Interest is based on variable rates in effsaiféSeptember 30, 201

December 31, 201
(dollars in thousand:

Greater Thal
Within One  Oneto Thre¢e Three to Five  or Equal to

Contractual Obligation Year Years Years Five Years Total

Repurchase agreements for RM $ 1,528,020 $ - % - $ - $ 1,528,02
Securitized dek 658,42 793,15( 430,99: 555,71 2,438,28:
Interest expense on RMBS repurchase agreemer 3,481 5 - - 3,48¢
Interest expense on securitized debt 88,17 113,93: 72,90 201,72: 476,73.
Total $ 2,278,100 $ 907,08t $ 503,89 $ 757,438 $ 4,446,52!

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

Off-Balance Sheet Arrangements

We do not have any relationships with unconsolidiatatities or financial partnerships, such as iestibften referred to as structured finance
or special purpose entities, which would have hestablished for the purpose of facilitating offdrate sheet arrangements or other
contractually narrow or limited purposes. Furtivee, have not guaranteed any obligations of uncaeeld entities nor do we have any
commitment or intent to provide funding to any secitities.

Capital Requirements

At September 30, 2013 and December 31, 2012, weabadaterial commitments for capital expenditures.

Dividends

To qualify as a REIT, we must pay annual dividetedsur stockholders of at least 90% of our taxamb®me (subject to certain adjustments).
We intend to pay regular quarterly dividends to stockholders. Before we pay any dividend, we rfitsttmeet any operating requirements
and scheduled debt service on our financing fasliand other debt payable.

Inflation

A significant portion of our assets and liabiliti® interest rate sensitive in nature. As a resud#irest rates and other factors influence our
performance far more so than does inflation. Chaigénterest rates do not necessarily correlatk inflation rates or changes in inflation
rates. Our consolidated financial statements agpgved in accordance with GAAP and our distribitindill be determined by our board of
directors consistent with our obligation to distitié to our stockholders at least 90% of our REKRlde income on an annual basis in order to
maintain our REIT qualification; in each case, adtivities and financial condition are measurechwéference to historical cost and/or fair
market value without considering inflation.

Other Matters

We at all times intend to conduct our businessssood to become regulated as an investment comyoashgr the 1940 Act. If we were to
become regulated as an investment company, otityabiluse leverage would be substantially reduced.
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Section 3(a)(1)(C) of the Investment Company Adinds an investment company as any issuer thatgaged or proposes to engage in the
business of investing, reinvesting, owning, holdimgrading in securities and owns or proposestuie investment securities having a vi
exceeding 40% of the value of the issadotal assets (exclusive of U.S. Government sikesiind cash items) on an unconsolidated bas
“40% test”). Excluded from the term “investmentséiies,” among other things, are securities issmedhajorityowned subsidiaries that re
on the exemption from registration provided by #e&c8(c)(5)(C) of the Investment Company Act.

Certain of our subsidiaries, including Chimera Addelding LLC and certain subsidiaries that we rfayn in the future, rely on the

exemption from registration provided by Section)@&XC) of the Investment Company Act. Section EXC), as interpreted by the staff of
the Securities and Exchange Commission (or the SEEGYires us to invest at least 55% of our assétaortgages and other liens on and
interest in real estate” (or Qualifying Real Estassets) and at least 80% of our assets in Quatdjfiieal Estate Assets plus real estate relatec
assets. The assets that we acquire, thereforbirated by the provisions of and the rules and ftatjons promulgated under the Investment
Company Act.

On August 31, 2011, the SEC issued a concept eetdbes] “Companies Engaged in the Business of Aoty Mortgages and Mortgage-
Related Instruments” (SEC Release No. IC-29778yddthe concept release, the SEC is reviewingpréére issues related to the Section 3
(c)(5)(C) exemption. We are monitoring developmeatated to this matter.

Based on our calculations, as of September 30, 88832012, we were in compliance with the exempftiom registration provided by
Section 3(c)(5)(C) and 3(a)(1)(C) of the Investm@ntmpany Act.

As a result of the Dod&rank Wall Street Reform and Consumer ProtectionoA010, the U.S. Commaodity Futures Trading Cosasiain, o
CFTC, gained jurisdiction over the regulation dkirest rate swaps. The CFTC has asserted thatahées the operators of mortgage real
estate investment trusts that use swaps as pmtiobusiness model to fall within the statutogfidition of Commodity Pool Operator, or
CPO, and, absent relief from the Division or therassion, to register as CPOs. On December 7,,24512 result of numerous requests for
no-action relief from the CPO registration requiegfor operators of mortgage real estate invedstitnests, the Division of Swap Dealer and
Intermediary Oversight of the CFTC issued no-actiief entitled “No-Action Relief from the CommadgiPool Operator Registration
Requirement for Commodity Pool Operators of CerRooled Investment Vehicles Organized as Mortgaggd Rstate Investment Trusts”
that permits a CPO to receive relief by filing ainl to perfect the use of the relief. A claim sutbed by a CPO will be effective upon filing,
so long as the claim is materially complete. Toeditions that must be met to claim the reliefthis the mortgage real estate investment
trust must:

e Limit the initial margin and premiums requiredgstablish its commodity interest positions to rarerthan five percent of the fair
market value of the mortgage real estate investtnes’s total asset:

e Limit the net income derived annually from itsvomodity interest positions that are not qualifyhr@fging transactions to less than
five percent of the mortgage real estate investriras’s gross income

e  Ensure that interests in the mortgage real estagstment trust are not marketed to the publiords a commodity pool or otherwise
as or in a vehicle for trading in the commodityufiels, commodity options, or swaps markets;

e Either:
0 identify itself as ¢ mortgage REI” in Item G of its last U.S. income tax return onmdt12(-REIT; or

o ifithas not yet filed its first U.S. income tagturn on Form 112@REIT, disclose to its shareholders that it intetedislentify
itself as ¢*mortgage REI” in its first U.S. income tax return on Form 1-REIT.

While we disagree that the CFTEosition that mortgage real estate investmestdithat use swaps as part of their business nfaltielithin
the statutory definition of a CPO, we have subrditeclaim for the relief set forth in the no-acti@tief entitled “No-Action Relief from the
Commodity Pool Operator Registration RequirementCfommodity Pool Operators of Certain Pooled Invesit Vehicles Organized as
Mortgage Real Estate Investment Trusts” and belexeneet the criteria for such relief set forthréie.
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ltem 3. Quantitative and Qualitative Disclosures abut Market Risk

The primary components of our market risk are eeldb credit risk, interest rate risk, prepaymésk, rmarket value risk and real estate risk.
While we do not seek to avoid risk completely, vedidve the risk can be quantified from historicgberience and we seek to actively mar
that risk, to earn sufficient compensation to fystking those risks and to maintain capital lsvansistent with the risks we undertake.

Credit Risk

We are subject to credit risk in connection with mvestments in Non-Agency RMBS and residentiableHoans and face more credit risk
on assets we own which are rated below “AAA”. Ttredit risk related to these investments perttribe ability and willingness of the
borrowers to pay, which is assessed before creditanted or renewed and periodically revieweduphout the loan or security term. We
believe that residual loan credit quality, and tthesquality of our assets, is primarily determitgcthe borrowers’ credit profiles and loan
characteristics. We use a comprehensive credigweprocess. Our analysis of loans includes borrgsfiles, as well as valuation and
appraisal data. We use compensating factors sulidués assets, low loan to value ratios and regiamemployment statistics in evaluating
loans. Our resources include a proprietary podfolanagement system, as well as third party soéspstems. We may utilize a third party
due diligence firm to perform an independent undging review to ensure compliance with existingdglines. In addition to statistical
sampling techniques, we create adverse credit alugition samples, which we individually review. Wgect loans that fail to conform to our
standards and do not meet our underwriting crit@izce we own a loan, our surveillance processided ongoing analysis through our
proprietary data and servicer files. Additionatlye NonAgency RMBS and other ABS which we acquire for partfolio are reviewed by t
to ensure that they satisfy our risk based crit@iar review of Non-Agency RMBS and other ABS irdss utilizing a proprietary portfolio
management system. Our review of Non-Agency RMB&ather ABS is based on quantitative and qualiéagimalysis of the risk-adjusted
returns on Non-Agency RMBS and other ABS. This gsialincludes an evaluation of the collateral cbnastics supporting the RMBS such
as borrower payment history, credit profiles, gaphiic concentrations, credit enhancement, seasoaigother pertinent factors.

Interest Rate Risk

Interest rate risk is highly sensitive to many dast including governmental, monetary and tax pedicdomestic and international economic
and political considerations and other factors Inelyour control. We are subject to interest ratieinsconnection with our investments and
related debt obligations, which are generally repase agreements, warehouse facilities and seeigin/re-securitization vehicles. Our
repurchase agreements and warehouse facilitiesomay limited duration that is periodically refir@ad at current market rates. We intend to
mitigate this risk through utilization of derivadivcontracts, primarily interest rate swap agreemantaptions, futures and mortgage options.

I nterest Rate Effects on Net | nterest Income

Our operating results depend, in large part, ofedihces between the income from our investmerdanborrowing costs. Most of our
warehouse facilities and repurchase agreementsderéimancing based on a floating rate of intecedtulated on a fixed spread over LIBOR.
The fixed spread varies depending on the type détying asset which collateralizes the financiagcordingly, the portion of our portfolio
which consists of floating interest rate assets$ lvalmatch-funded utilizing our expected sourceshafrt-term financing, while our fixed
interest rate assets will not be mafahded. During periods of rising interest rates, blorrowing costs associated with our investmentd tc
increase while the income earned on our fixed @#erate investments may remain substantially urgdgnd This will result in a narrowing of
the net interest spread between the related amseétsorrowings and may even result in losses. Egrthuring this portion of the interest rate
and credit cycles, defaults could increase andtressaredit losses to us, which could adversefeetfour liquidity and operating results. Such
delinquencies or defaults could also have an adwfect on the spread between interest-earniresaasd interest-bearing liabilities.
Hedging techniques are partly based on assumels levprepayments of our fixed-rate and hybrid atjblerate mortgage loans and RME

If prepayments are slower or faster than assurhedifée of the mortgage loans and RMBS will be lengr shorter, which would reduce the
effectiveness of any hedging strategies we mayandemay cause losses on such transactions.
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I nterest Rate Effects on Fair Value

Another component of interest rate risk is thea@ftdhanges in interest rates will have on thevalue of the assets we acquire. We face the
risk that the fair value of our assets will increas decrease at different rates than that ofiabilities, including our hedging instruments. !
primarily assess our interest rate risk by estingathe duration of our assets and the duratioruofiabilities. Duration essentially measures
the market price volatility of financial instrumerds interest rates change. We generally calcdlatgion using various financial models and
empirical data. Different models and methodologis produce different duration numbers for the saeaarities.

It is important to note that the impact of changimigrest rates on fair value can change signiflgamhen interest rates change beyond 100
basis points from current levels. Therefore, thiatiity in the fair value of our assets could iease significantly when interest rates change
beyond 100 basis points. In addition, other factonsact the fair value of our interest raensitive investments and hedging instruments,
as the shape of the yield curve, market expecttarto future interest rate changes and otherahaokditions. Accordingly, in the event of
changes in actual interest rates, the change ifathealue of our assets would likely differ fraimat shown below and such difference might
be material and adverse to our stockholders.

I nterest Rate Cap Risk

We also invest in adjustable-rate mortgage loadsRMBS. These are mortgages or RMBS in which thdedging mortgages are typically
subject to periodic and lifetime interest rate capd floors, which limit the amount by which thewety’s interest yield may change during
any given period. However, our borrowing costs parg to our financing agreements will not be suttiesimilar restrictions. Therefore, in a
period of increasing interest rates, interest catds on our borrowings could increase withouttition by caps, while the interest-rate yields
on our adjustable-rate mortgage loans and RMBS aveiiiectively be limited. This problem will be mafied to the extent we acquire
adjustable-rate RMBS that are not based on mortgapéch are fully indexed. In addition, the mortgagr the underlying mortgages in an
RMBS may be subject to periodic payment caps #silt in some portion of the interest being defitared added to the principal
outstanding. This could result in our receipt alsleash income on our adjustable-rate mortgage®8/&S than we need in order to pay the
interest cost on our related borrowings. Thesefaatould lower our net interest income or causetdoss during periods of rising interest
rates, which would harm our financial conditionsledlows and results of operations.

I nterest Rate Mismatch Risk

We fund a substantial portion of our acquisitioh®MBS with borrowings that, after the effect ofdgéng, have interest rates based on
indices and re-pricing terms similar to, but of gahat shorter maturities than, the interest radeeas and re-pricing terms of the mortgages
and RMBS. In most cases the interest rate indiodsre-pricing terms of our mortgage assets andumaling sources will not be identical,
thereby creating an interest rate mismatch betwaseats and liabilities. Our cost of funds woulelkrise or fall more quickly than would ¢
earnings rate on assets. During periods of charigiegest rates, such interest rate mismatcheslemdatively impact our financial conditic
cash flows and results of operations. To mitigaterest rate mismatches, we may utilize the hedgfirmgegies discussed above. Our analysis
of risks is based on FIDAC's experience, estimategjels and assumptions. These analyses rely orlswatiich utilize estimates of fair
value and interest rate sensitivity. Actual ecormoainditions or implementation of investment dexisi by our management may produce
results that differ significantly from the estimai@nd assumptions used in our models and the pedjeesults shown in this Form 10-Q.

Our profitability and the value of our portfolicn@luding interest rate swaps) may be adverselytfteduring any period as a result of
changing interest rates. The following table gifi@stthe potential changes in net interest incame portfolio value for our Agency RMBS
portfolio should interest rates go up or down 2%,d&nd 75 basis points, assuming parallel movenierke yield curves. All changes in
income and value are measured as percentage cHamgethe projected net interest income and padfealue at the base interest rate
scenario. The base interest rate scenario assoteesst rates at September 30, 2013 and varidimsatss regarding prepayment and all
activities are made at each level of rate chagaual results could differ significantly from thegstimates.
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September 30, 201
Projected Percentage Change in Port

Value,
Projected Percentage Change with Effect of Interest Rate Swaps

Change in Interest Ra in Net Interest Income (! and Other Hedging Transactions
-75 Basis Point (17.07%) 1.73%

-50 Basis Point (12.52%) 1.28%

-25 Basis Point (6.87%) 0.71%

Base Interest Ra - -

+25 Basis Point 4.72% (0.81%)

+50 Basis Point 8.05% (1.71%)

+75 Basis Point 10.02% (2.70%)

(1) Change in annual economic net interest incomeutied interest expense on interest rate sv
(2) Projected Percentage Change in Portfolio Vaumsed on instantaneous moves in interest |

Prepayment Risk

As we receive prepayments of principal on thesestments, premiums and discounts on such invessméihbe amortized or accreted into
interest income. In general, an increase in prejeaymates will accelerate the amortization of passhpremiums, thereby reducing the
interest income earned on the investments. Conlyediscounts on such investments are acceleratdcecreted into interest income
increasing interest income.

Extension Risk

Our Manager computes the projected weighted-avdifegef our investments based on assumptions déggithe rate at which the borrowers
will prepay the underlying mortgages. In generdlew fixed-rate or hybrid adjustable-rate mortgagmé or RMBS are acquired via
borrowings, we may, but are not required to, eimier an interest rate swap agreement or other hgdgstrument that effectively fixes our
borrowing costs for a period close to the anti@dadverage life of the fixed-rate portion of thiated assets. This strategy is designed to
protect us from rising interest rates as the boimgwosts are effectively fixed for the duratiortloé fixed-rate portion of the related assets.
However, if prepayment rates decrease in a rigiteyést rate environment, the life of the fixecerportion of the related assets could extend
beyond the term of the swap agreement or otherihgdigstrument. This could have a negative impacbor results from operations, as
borrowing costs would no longer be fixed after ¢inel of the hedging instrument while the income eduwn the fixed and hybrid adjustable-
rate assets would remain fixed. In extreme sitnatiove may be forced to sell assets to maintaigquate liquidity, which could cause us to
incur losses.

Basis Risk

We seek to limit our interest rate risk by hedgirogtions of our portfolio through interest rate psand other types of hedging instruments.
Interest rate swaps are generally tied to undeglfireasury benchmark interest rates. Basis rigktaglto the risk of the spread between our
RMBS and underlying hedges widening. Such a widgniay cause a decline in the fair value of our RMBS is greater than the increas:
fair value of our hedges resulting in a net decimbook value. The widening of mortgage-backedigges yields and Treasury benchmark
interest rates may result from a variety of facgush as anticipated or actual monetary policyoastor other market factors.

Market Risk

Market Value Risk

Our available-for-sale securities are reflectethair estimated fair value with unrealized gaind lsses excluded from earnings and reported
due to changes in interest rates, prepayment spexdket liquidity, credit quality, and other facdo Generally, in a rising interest rate
environment, the estimated fair value of these sesiwould be expected to decrease; conversely,decreasing interest rate environment,

the estimated fair value of these securities wbel@éxpected to increase. As market volatility @éases or liquidity decreases, the fair valu
our investments may be adversely impacted.
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Real Estate Market Risk

We own assets secured by real property and mayreaproperty directly in the future. Residenfiadperty values are subject to volatility
and may be affected adversely by a number of fachocluding, but not limited to, national, regibaad local economic conditions (which
may be adversely affected by industry slowdownsathdr factors); local real estate conditions (salan oversupply of housing); change
continued weakness in specific industry segmemtsstcuction quality, age and design; demograpldtofa; and retroactive changes to
building or similar codes. In addition, decreaseprioperty values reduce the value of the collhtard the potential proceeds available to a
borrower to repay our loans, which could also caisst incur losses.

Risk Management

To the extent consistent with maintaining our REtatus, we seek to manage risk exposure to protegiortfolio of residential mortgage
loans, RMBS, and other assets and related debtstghe effects of major interest rate changesg@érerally seek to manage risk by:

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

e attempting to structure our financing agreementhawe a range of different maturities, terms, aipatibns and interest r¢
adjustment period:

e using derivatives, financial futures, swaps, omionaps, floors and forward sales to adjust therést rate sensitivity of o
investments and our borrowing

e using securitization financing to lower averagstof funds relative to shotérm financing vehicles further allowing us to rieeethe
benefit of attractive terms for an extended pegbtime in contrast to short term financing and unity dates of the investments
included in the securitization; al

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

Our efforts to manage our assets and liabilitiescancerned with the timing and magnitude of thprieing of assets and liabilities. We
attempt to control risks associated with interagt movements. Methods for evaluating interestriskeinclude an analysis of our interest |
sensitivity “gap”, which is the difference betwdaterest-earning assets and interest-bearing li@silmaturing or re-pricing within a given
time period. A gap is considered positive whenatmount of interest-rate sensitive assets exceedsiount of interest-rate sensitive
liabilities. A gap is considered negative whenadhmount of interest-rate sensitive liabilities exdemterest-rate sensitive assets. During a
period of rising interest rates, a negative gapld/tend to adversely affect net interest incomeijenvd positive gap would tend to result in an
increase in net interest income. During a periothlhihg interest rates, a negative gap would tencesult in an increase in net interest
income, while a positive gap would tend to affeet imterest income adversely. Because differerasyqf assets and liabilities with the same
or similar maturities may react differently to claas in overall market rates or conditions, chamgésterest rates may affect net interest
income positively or negatively even if an instibmt were perfectly matched in each maturity catggor

The following table sets forth the estimated m&yuoi re-pricing of our interest-earning assets iaterest-bearing liabilities at September 30,
2013. The amounts of assets and liabilities shaitimin a particular period were determined in adesrce with the contractual terms of the
assets and liabilities, except adjustable-ratedpand securities are included in the period inclvitheir interest rates are first scheduled to
adjust and not in the period in which they mature mcludes the effect of the interest rate swaps.interest rate sensitivity of our assets
liabilities in the table could vary substantiallgded on actual prepayments.
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(dollars in thousands)

Within 3 1Yearto3 Greater than 3

Months 3-12 Months Years Years Total
Rate sensitive asse $ 1,784,381 $ 2,351,21: $ 1,197,64 $ 9,006,23: $  14,339,47
Cash equivalent 125,49: - - - 125,49:
Total rate sensitive asse 1,909,87: 2,351,21. 1,197,64! 9,006,23: 14,464,96
Rate sensitive liabilitie 73,57¢ 642,60( 33,59¢ 1,240,26! 1,990,04!
Interest rate sensitivity ge $ 1,836,29' $ 1,708,61. $ 1,164,05  $ 7,765,961 $  12,474,92
Cumulative rate sensitivity ge $ 1,836,29' $ 3,544,900 % 4,708,995 $  12,474,92
Cumulative interest rate sensitivity gap
a
percentage of total rate sensitive as 13% 25% 33% 86%

Our analysis of risks is based on our manager’'sm@apce, estimates, models and assumptions. Thedesas rely on models which utilize
estimates of fair value and interest rate sengjtivictual economic conditions or implementatiorirofestment decisions by our manager t
produce results that differ significantly from thstimates and assumptions used in our models angtdfected results shown in the above
tables and in this Form 10-Q. These analyses itoogatain forward-looking statements and are sutifethe safe harbor statement set forth
under the heading, “Special Note Regarding Forwamking Statements.”

ITEM 4. Controls and Procedures

Changes in Internal Controls

In our Annual Report on Form 10-K for the year eh@=cember 31, 2012, we disclosed that managenaentlentified material weaknesses
in our internal controls over financial reportings of December 31, 2012, we determined that aources and level of technical accounting
expertise within the accounting function were ifisignt to properly evaluate and account for thewptexity of our investments in Non-
Agency RMBS securities, 10 strips, impairment ofwsitized loans held for investment, effective mnet& calculations and related disclosures
in accordance with generally accepted accountinggiples. We did not design and maintain adeqpedeedures or effective review and
approval controls, including the review of joureatries and reconciliations, over routine proces$#e did not design and maintain adequate
review and approval controls over significant esti@s and their related disclosure process to pt@vetetect a material misstatement and we
identified an overreliance on spreadsheets congisti manual inputs and complex calculations use@c¢ord transactions and estimates
supporting the financial statement amounts andatiaces.

Management is committed to the ongoing remediagitorts to address the material weaknesses asaweliher identified areas of risk. These
remediation efforts, summarized below, which ateegiimplemented or in process, are intended th bddress the identified material
weaknesses and to enhance our overall financiataaemnvironment.

After the issuance of the interim financial statamsdor the third quarter of 2011, our managemesgttmore frequently with the Audit
Committee of the Company’s Board of Directors. Fuglit Committee, assisted by independent legal sebiand outside accounting experts
engaged by its counsel, has initiated an intemadstigation into the facts and circumstances feath the restatement of the Company’s
financial statements and will make recommendatfonappropriate remedial measures based on itéfiisd This investigation is ongoing €
the Audit Committee has not presented a final renendation to the Board of Directors.

The Company engaged a leading accounting firm ¥@sadnanagement with respect to accounting stasdaesgarch support and engaged a
leading professional services organization speatmgjiin accounting and reporting matters to aid agement with key facets of the material
weaknesses in our internal controls over finan@porting. During 2012 and 2013, we added resoturcascounting policy, middle office a
financial reporting roles, including technical acoting subject matter resources and a new Chiefrigiial Officer. We believe the additional
resources have remediated the material weaknesslsin the 2011 Form 10-K regarding our resosiiared level of technical accounting
expertise within the accounting function to propavaluate and account for the complexity of thenPany’s investments in Non-Agency
RMBS securities, 10 strips, impairment of secueitizoans held for investment, and related disclsur accordance with generally accepted
accounting principles.
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Additionally, we have added resources and updateckegses to remediate the aforementioned mategimess regarding the direct
independent review and validation of inputs usesigmificant estimates such as the determinatighefair value, impairment, or interest
income related to our investments in RMBS and stized loans held for investment, including thenfalization of a middle office function.
We engaged two independent pricing services tcatedtvalidate the models we use to value our gdatféhe new resources and processes
were implemented in 2013.

Further, expanding the accounting policy, middigcefand financial reporting group has increasedapportunity to further segregate duties,
add additional review steps, improve the techricahpetency of the accounting function and improweamntrol environment. We believe
these resources will provide improved documentadiah evidence of review of the schedules suppottisgamounts and disclosures in the
consolidated financial statements.

Based upon the substantial work described abovéhenprocedures performed through the filing o$ thorm 10-Q, we have concluded that
the consolidated financial statements for the pisrovered by and included in this Form 10-Q aepared in accordance with GAAP and
fairly present in all material respects, our finahposition, results of operation and cash floasdach of the periods presented herein.

Our Chief Executive Officer and Chief Financial i0&r determined that the aforementioned materia@kmesses in our internal controls over
financial reporting were not fully remediated ahdttour disclosure controls and procedures wereffiettive as of September 30, 2013.

Other than the changes discussed above, therebeameno changes in our “internal control over fgiahreporting” (as defined in Rule 13a-
15 (f) under the Securities Exchange Act of 1934amended) that occurred during the period covieyetiis quarterly report that has
materially affected, or is reasonably likely to evally affect, our internal control over financigporting.

PART II. Other Information

Item 1. Legal Proceedings

After the issuance of the interim financial statatseor the third quarter of 2011, the Audit Comest of our Board of Directors initiated an
internal investigation, with the assistance of mgxounsel and financial advisors engaged by d@eitsbunsel, regarding the facts and
circumstances relating to our accounting for Nore#gy RMBS and the restatement of our financiakstaints. This investigation is
ongoing.

Our Board of Directors has received three derieatigemand letters alleging, among other things,ttreadirectors and our officers, as well as
our Manager, FIDAC, breached their fiduciary dutiesis by failing to institute adequate internahirols and failing to ensure that we made
accurate financial disclosures. These lettersastjamong other things, that the Board of Dirextake action to investigate and remedy the
alleged breaches of fiduciary duty. At the conidnof its investigation, the Audit Committee willake final recommendations to the Board
of Directors about an appropriate response todtiers. The Audit Committee currently expectsdndaude its investigation at the same time
as the Company files its Annual Report on Form 1fdikihe year ended December 31, 2013. These ted potential actions that may be
filed against us, whether with or without merit,yndivert the attention of management from our besen harm our reputation and otherwise
may have a material adverse effect on our busifiessicial condition, results of operations andhctisws.

Item 1A. Risk Factors

Under “Part | — Item 1A — Risk Factors” of our Forl0-K for the year ended December 31, 2012, wibsétrisk factors related to (i)
risks associated with the restatement of our fingrstatements and related matters, (i) risks ass@d with adverse developments in the
mortgage finance and credit markets, (iii) risks@sated with our management and relationship with Manager, (iv) risks related to our
business, (V) risks related to our investment3,régulatory and legal risks, (vii) risks relateal 6ur common stock, and (viii) tax risks. You
should carefully consider the risk factors settidrt our Form 10-K for the year ended December28l,2. As of the date hereof, there have
been no material changes to the risk factors s#h o our Form 10-K for the year ended December Z112.
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Iltem 6. Exhibits

Exhibits:

Exhibit
Number
3.1

3.2

3.3

3.4

4.1

31.1

31.2

32.1

32.2

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

EXHIBIT INDEX
Description

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

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

Articles of Amendment of Chimera Investmentiwation (filed as Exhibit 3.1 to the Company’spRe on Form 8-K filed on
November 5, 2010 and incorporated herein by retere

Amended and Restated Bylaws of Chimera Investi@orporation (filed as Exhibit 3.2 to the ComyarRegistration Statement
on Amendment No. 2 to Forn-11 (File No. 33-145525) filed on November 5, 2007 and incorporditeicin by reference
Specimen Common Stock Certificate of Chimakestment Corporation (filed as Exhibit 4.1 to @@mpany’s Registration
Statement on Amendment No. 1 to Form S-11 (File388-145525) filed on September 27, 2007 and irmrated herein by
reference)

Certification of Matthew Lambiase, Chief Extiee Officer and President of the Registrant, pard to Section 302 of the
Sarbane-Oxley Act of 2002

Certification of Rob Colligan, Chief Finanlci2fficer of the Registrant, pursuant to Secti®2 ®f the Sarbanes-Oxley Act of
2002.

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

Certification of Rob Colligan, Chief Finanoifficer of the Registrant, pursuant to 18 U.SSgction 1350 as adopted pursuant to
Section 906 of the Sarbar-Oxley Act of 2002

Exhibit 101.INS Instance Document **

XBRL

Exhibit 101.SCH Taxonomy Extension Schema Document **

XBRL

Exhibit 101.CAL  Taxonomy Extension Calculation Linkbase Document **

XBRL

Exhibit 101.DEF  Additional Taxonomy Extension Definition Linkbas@&ument Created**

XBRL

Exhibit 101.LAB  Taxonomy Extension Label Linkbase Document **

XBRL

Exhibit 101.PRE  Taxonomy Extension Presentation Linkbase Documgnt *

XBRL

*%

Submitted electronically herewith. tAthed as Exhibit 101 to this report are the follmrdocuments formatted in XBRL (Extensi

Business Reporting Language): (i) ConsolidatedeBtants of Financial Condition as of September 8@33Unaudited) and December 31,
2012 (derived from the audited consolidated finahsiatements); (ii) Consolidated Statements ofr@tmns and Comprehensive Income for
the quarters and nine months ended September B8,&2@ 2012; (iii) Consolidated Statement of Stat#térs' Equity (Deficit) for the nine
months ended September 30, 2013 and 2012; (iv)dlidated Statements of Cash Flows for the nine hoahded September 30, 2013 and
2012; and (v) Notes to Consolidated Financial $tatas.
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly caussdéport to be signed on its behalf by the
undersigned thereunto duly authorized.

CHIMERA INVESTMENT CORPORATION

By: _/s/ Matthew Lambias
Matthew Lambias:
(Chief Executive Officer and Preside
and duly authorized officer of the registra

Date: April 16, 201+

By: _/s/Rob Colligan
Rob Colligan

(Chief Financial Officel
and principal financial officer of the registra
Date: April 16, 201+
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Exhibit 31.1

CERTIFICATIONS
I, Matthew Lambiase, certify that:
1. | have reviewed this quarterly report on Forn-Q of Chimera Investment Corporatic

2. Based on my knowledge, this report does notatomny untrue statement of a material fact ortamstate a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmislieading with respect to tl
period covered by this repo

3. Based on my knowledge, the consolidated finantééments, and other financial information incluéethis report, fairly present
all material respects the financial condition, issaf operations and cash flows of the registesmnof, and for, the periods presented
in this report;

4.  The registrant’s other certifying officer andrke responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag defined in Exchange Act
Rules 13-15(f) and 15-15(f) for the registrant and hay

a. Designed such disclosure controls and procedureaused such disclosure controls and proceduttes designed under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifge prepared

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

c. Evaluated the effectiveness of the registrant’sldsire controls and procedures and presentedsimgort our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cousyeldis report based on
such evaluation; an

d. Disclosed in this report any change in the regigisanternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimaport) that has materially
affected, or is reasonably likely to materiallyeaft, the registra’s internal control over financial reporting; &

5. The registrant’s other certifying officer antdve disclosed, based on our most recent evatuatimternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct(@spersons performing the
equivalent functions)

a. All significant deficiencies and material weaknesgethe design or operation of internal contralsrdinancial reporting
which are reasonably likely to adversely affectrdgistrant’s ability to record, process, summaaizd report financial
information; anc

b. Any fraud, whether or not material, that involvearmagement or other employees who have a significéain the
registran’s internal control over financial reportir

Date: April 16, 201-

[s/ Matthew Lambias

Matthew Lambias:

Chief Executive Officer and President (PrincipakEutive Officer)




Exhibit 31.2

CERTIFICATIONS
I, Rob Colligan, certify that:
1. | have reviewed this quarterly report on Forn-Q of Chimera Investment Corporatic

2. Based on my knowledge, this report does notatomny untrue statement of a material fact ortamstate a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmislieading with respect to tl
period covered by this repo

3. Based on my knowledge, the consolidated finantééments, and other financial information incluéethis report, fairly present
all material respects the financial condition, issaf operations and cash flows of the registesmnof, and for, the periods presented
in this report;

4.  The registrant’s other certifying officer andrke responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag defined in Exchange Act
Rules 13-15(f) and 15-15(f) for the registrant and hay

a. Designed such disclosure controls and procedureaused such disclosure controls and proceduttes designed under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifge prepared

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

c. Evaluated the effectiveness of the registrant’sldsire controls and procedures and presentedsimgort our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cousyeldis report based on
such evaluation; an

d. Disclosed in this report any change in the regigisanternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimaport) that has materially
affected, or is reasonably likely to materiallyeaft, the registra’s internal control over financial reporting; &

5. The registrant’s other certifying officer antdve disclosed, based on our most recent evatuatimternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct(@spersons performing the
equivalent functions)

a. All significant deficiencies and material weaknesgethe design or operation of internal contralsrdinancial reporting
which are reasonably likely to adversely affectrdgistrant’s ability to record, process, summaaizd report financial
information; anc

b. Any fraud, whether or not material, that involvearmagement or other employees who have a significéain the
registran’s internal control over financial reportir

Date: April 16, 201-

[s/ Rob Colligar

Rob Colligan

Chief Financial Officer (Principal Financial OffiQe



Exhibit 32.1

CHIMERA INVESTMENT CORPORATION
1211 AVENUE OF THE AMERICAS
SUITE 2902
NEW YORK, NEW YORK 10036

CERTIFICATION
PURSUANT TO SECTION 906 OF THE
SARBANES-OXLEY ACT OF 2002, 10 U.S.C. SECTION 1350

In connection with the quarterly report on FormQ®&f Chimera Investment Corporation (the “Comparfgt)the period ended
September 30, 2013 to be filed with Securities Brchange Commission on or about the date hereef'Report”), I, Matthew Lambiase,

President, and Chief Executive Officer of the Compaertify, pursuant to Section 906 of the Sarlsa@zley Act of 2002, 18 U.S.C. Section
1350, that:

1. The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeoh 1934; anc

2. The information contained in the Report fairlggents, in all material respects, the financiadtn and results of operations of the

Company at the dates of, and for the periods cavieyethe Repor

It is not intended that this statement be deemdx tiiled for purposes of the Securities Exchangeok 1934.

/s/ Matthew Lambias

Matthew Lambias:

Chief Executive Officer and Preside
April 16, 2014




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 “Comparfgt)the period ended
September 30, 2013 to be filed with Securities Brchange Commission on or about the date hereef'Report”), I, Rob Colligan, Chief
Financial Officer of the Company, certify, pursutmSection 906 of the Sarbanes-Oxley Act of 2A@V.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 financiatdtn and results of operations of the
Company at the dates of, and for the periods cavieyethe Repor

It is not intended that this statement be deemdx tiiled for purposes of the Securities Exchangeok 1934.

/sl Rob Colligar

Rob Colligan

Chief Financial Office
April 16, 2014



