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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549
FORM 10-Q

[X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

FOR THE QUARTERLY PERIOD ENDED: MARCH 31, 2009
OR

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

FOR THE TRANSITION PERIOD FROM TO

COMMISSON FILE NUMBER: 1-13447

CHIMERA INVESTMENT CORPORATION

(Exact name of Registrant as specified in its Gart

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

1211 AVENUE OF THE AMERICAS, SUITE 2902
NEW YORK, NEW YORK
(Address of principal executive offices)

10036
(Zip Code)

(646) 454-3759
(Registrant's telephone number, including area)ode

Indicate by check mark whether the Registrant é5)filed all documents and reports required talbd by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preagdid months (or for such shorter period that thgi®eant was required to file such
reports), and (2) has been subject to such filsgmirements for the past 90 days:

Yes [X| No |_|

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

Yes | | No ||

Indicate by check mark whether the Registrantlésge accelerated filer, an accelerated filer, aocelerated filer, or a smaller reporting
company. See definition of "accelerated filer,'r¢j@a accelerated filer," and "smaller reporting camy' in Rule 12b-2 of the Exchange Act.

Large accelerated filer |_| Accelerated filer |X| N on-accelerated filer |_| Smaller reporting company |



Indicate by check mark whether the registrantskell company (as defined in
Rule 12b-2 of the Exchange Act).

Yes |_| No |X]
APPLICABLE ONLY TO CORPORATE ISSUERS:
Indicate the number of shares outstanding of e&dinedssuer's classes of common stock, as ofatbtepracticable date:

Class Outstanding at May 7, 2009 Common Stock, gadalue 472,401,769
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PART I.
ITEM 1. FINANCIAL STATEMENTS

CHIMERA INVESTMENT CORPORA TION
CONSOLIDATED STATEMENTS OF FINANCI AL CONDITION
(dollars in thousands, except share an d per share data)
March 31, 2009 December 31,
(unaudited) 2008(1)
ASSETS
Cash and cash equivalents $ 12,200 $ 27,480
Mortgage-Backed Securities, at fair value 1,085,792 855,467
Securitized loans held for investment, net of allow ance for loan losses of
$1.9 million and $1.6 million, respectively 565,895 583,346
Accrued interest receivable 11,212 9,951
Other assets 949 1,257
Total assets $ 1,676,048 $ 1,477,501
LIABILITIES AND STOCKHOLDERS' EQUITY
Liabilities:
Repurchase agreements $ 559,926 $ 562,119
Securitized debt 473,168 488,743
Payable for investments purchased 193,973 -
Accrued interest payable 2,468 2,465
Dividends payable 10,566 7,040
Accounts payable and other liabilities 3,121 2,679
Total liabilities 1,243,222 1,063,046
Commitments and Contingencies (Note 12)
Stockholders' Equity:
Common stock: par value $.01 per share; 500,000,0 00 shares authorized,
and 177,196,945 and 177,198,212 shares issued a nd outstanding,
respectively 1,761 1,760
Additional paid-in capital 832,070 831,966
Accumulated other comprehensive loss (256,705) (266,668)
Accumulated deficit (144,300) (152,603)
Total stockholders' equity 432,826 414,455
Total liabilities and stockholders' equity $ 1,676,048 $ 1,477,501

(1) Derived from the audited consolidated statenoéffihancial condition at December 31, 2008.

See notes to consolidated financial statements.



CHIMERA INVESTMENT CORPORA

TION

CONSOLIDATED STATEMENTS OF OPERATIONS AND COM PREHENSIVE INCOME (LOSS)

(dollars in thousands, except share an
(unaudited)

Interest income
Interest expense

Net interest income

Unrealized loss on interest rate swaps
Realized gains (losses) on sales of investments

Net investment income (expense)
Other expenses
Management fee
General and administrative expenses
Total expenses
Income (loss) before income taxes

Income tax

Net income (loss)

Net income (loss) per share - basic and diluted

Weighted average number of shares outstanding - bas

diluted

Comprehensive Income (Loss):
Net income (loss)

Other comprehensive income (loss):

Unrealized gain (loss) on available-for-sale secu

Reclassification adjustment for realized (gains)
in net income

Other comprehensive income (loss)

Comprehensive income (loss)

See notes to consolidated financial statements.

d per share data)

ic and

rities
losses included

For the Quarter
Ended March 31,
2009

177,196,959

$ 18,869

For the Quarter
Ended March 31,
2008

(31,493)
(32,819)

$ (54,935)

$ (1.46)

37,744,486

$ (54,935)

(88,257)

32,819

$  (110,373)




CHIMERA INVESTMENT CORPORA
CONSOLIDATED STATEMENT OF STOCKHOL
(dollars in thousands, except per
(unaudited)

Common Sto
Par Valu

Balance, December 31, 2008 $1,

Net income

Other comprehensive income

Proceeds from restricted stock
grants

Common dividends declared, $0.06
per share

Balance, March 31, 2009 $1,

See notes to consolidated financial statements.

TION
DERS' EQUITY
share data)

Accumulated

ck  Additional
e Paid-in Capital

Other
Comprehensive
Loss

Accumula
Defici

760 $ 831,966

1 104

- 1
9,963

- (1

($266,668)

($15

761 $ 832,070

($256,705)

($14

2,603) $414,455

8,869 18,869
- 9,963

- 105
0,566)  (10,566)

4,300) $432,826




CHIMERA INVESTMENT CORPORA
CONSOLIDATED STATEMENTS OF CA

(dollars in thousands)
(unaudited)

Cash Flows From Operating Activities:
Net income (loss)

Adjustments to reconcile net income (loss) to net c

activities:
Amortization of investment discounts
Unrealized loss on interest rate swaps
Realized (gain) loss on sale of investments
Provision for loan losses
Restricted stock grant expense
Changes in operating assets:
Increase in accrued interest receivable
Decrease (increase) in other assets
Changes in operating liabilities:
Increase in accounts payable and other liabil
Increase in accrued interest payable

Net cash provided by operating activities

Cash Flows From Investing Activities:
Mortgage-Backed securities portfolio:
Purchases
Sales
Principal payments
Loans held for investment portfolio:
Purchases
Sales
Principal payments
Securitized loans:
Purchases
Principal payments
Reverse repurchase agreements
Decrease in restricted cash

Net cash used in investing activities

Cash Flows From Financing Activities:
Proceeds from repurchase agreements
Payments on repurchase agreements
Costs associated with common stock offerings
Net payments on securitized debt

TION
SH FLOWS

For the Quarter
Ended March 31,
2009

$ 18,869
ash provided by operating
(1,254)
(3,627)
234
104

(1,261)
309

ities 442

(607,798)
548,433
38,557

16,911

29,325,631
(29,327,824)

(15,:970)

For the Quarter
Ended March 31,
2008

$ (54,935)

(615)
31,493
32,819
1,179
697

(5,871)
(329)

799

(1,228,572)
248,014
49,190

(329,610)
6,857

265,000
(101,484)

(1,090,605)

5,448,193
(4,279,243)
(87)



CHIMERA INVESTMENT CORPORA
CONSOLIDATED STATEMENTS OF CASH FLO
(dollars in thousands)
(unaudited)
Common dividends paid
Net cash (used in) provided by financing
Net (decrease) increase in cash and cash equivalent
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period
Supplemental disclosure of cash flow information
Interest paid
Taxes paid
Non cash investing activities
Payable for investments purchased
Receivable for investments sold
Net change in unrealized gain (loss) on availabl

Non cash financing activities
Common dividends declared, not yet paid

See notes to consolidated financial statements.

TION
WS (continued)

(7,040)
activities (25,203)
s (15,280)
27,480
$ 12,200
$ 9,039
$ R
$ 193,973
$ R
e for sale securities $ 9,963
$ 10,566

(943)
1,167,920
85,344
6,026
$ 91,370
$ 11,230
$ 45
$ -
$ 113,581
$ (55,438)
$ 9,814




CHIMERA INVESTMENT CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE QUARTER ENDED MARCH 31, 2009

(unaudited)
1. Organization and Significant Accounting Policies

Chimera Investment Corporation, or the Company, evganized in Maryland on June 1, 2007. The Companymenced operations on
November 21, 2007 when it completed its initial ubffering. The Company has elected to be taxed eeal estate investment trust

REIT, under the Internal Revenue Code of 1986 nasnaled. As long as the Company qualifies as a RBETCompany will generally not be
subject to U.S. federal or state corporate taxassancome to the extent that the Company distebat least 90% of its taxable net income to
its stockholders. In July 2008, the Company forr@&émera Securities Holdings, LLC, a wholly-ownedsidiary. Chimera Securities
Holdings, LLC is a qualified REIT subsidiary usedhold residential mortgage-backed securities, MBS, for certain of the Company's
securitizations. Annaly Capital Management, Inc Aonaly, owns 8.6% of the Company's common shdres.Company is managed by
Fixed Income Discount Advisory Company, or FIDA@,iavestment advisor registered with the Securaigd Exchange Commission.
FIDAC is a wholly-owned subsidiary of Annaly.

A summary of the Company's significant accountintigies follows:
Basis of Presentation

The accompanying unaudited consolidated finanté@éments have been prepared in conformity withrtsguctions to Form 10-Q and
Article 10, Rule 10-01 of Regulation S-X for interfinancial statements. Accordingly, they may maude all of the information and
footnotes required by accounting principles getgraicepted in the United States of America, or @AAhe consolidated interim financial
statements are unaudited; however, in the opinidheoCompany's management, all adjustments, aargisnly of normal recurring accrua
necessary for a fair presentation of the finangtedition, results of operations, and cash flowsehasen included. These unaudited
consolidated financial statements should be readmjunction with the audited consolidated finahstatements included in the Company's
Annual Report on Form 10-K for the year ended Ddzen31, 2008. The nature of the Company's busisessch that the results of any
interim period are not necessarily indicative afulés for a full year. The consolidated financikattements include the accounts of the
Company and its wholly-owned subsidiary, Chimerausigies Holdings, LLC. All intercompany balanceslaransactions have been
eliminated.

Cash and Cash Equivalents

Cash and cash equivalents include cash on hanthandy market funds.

Restricted Cash

Restricted cash includes cash held by countergaatiecollateral for repurchase agreements ancsiteate swaps.
Reverse Repurchase Agreements

The Company may invest its daily available caslteads via reverse repurchase agreements to praddtitonal yield on its assets. These
investments will typically be recorded as shomrténvestments, will mature daily, and are refet@ds reverse repurchase agreements in the
consolidated statement of financial condition. Regeepurchase agreements are recorded at coatendllateralized by RMBS.
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Residential Mortgage-Backed Securities

The Company invests in RMBS representing interiestbligations backed by pools of mortgage loart @arries those securities at fair ve
estimated using a pricing model. Management revibedair values generated by the model to detexminether prices are reflective of the
current market. Management performs a validatiotiheffair value calculated by the pricing modeldoynparing its results to independent
prices provided by dealers in the securities anthiod party pricing services. If dealers or indegent pricing services are unable to provide a
price for an asset, or if the price provided bynttie deemed unreliable by FIDAC, then the assdtheilvalued at its fair value as determined
in good faith by FIDAC. In the current market, iaynbe difficult or impossible to obtain third pagyicing on certain of the Company's
investments. In addition, validating third partygprg for the Company's investments may be morgestibe as fewer participants may be
willing to provide this service to the Company. Mover, the current market is more illiquid thameaent history for some of the investments
the Company owns. llliquid investments typicallypexience greater price volatility as a ready madosts not exist. As volatility increases or
liquidity decreases, the Company may have gredffezudty financing its investments which may neiyaly impact its earnings and the
execution of its investment strategy. Please sde Mdor a discussion of fair value measurement.

Statement of Financial Accounting Standards, or §P0. 115, Accounting for Certain Investments gbband Equity Securities, requires
the Company to classify its investment securitesither trading investments, available-for-salegiments or held-to-maturity investments.
The Company intends to hold its RMBS as availablestle and as such may sell any of its RMBS aisgbédtis overall management of its
portfolio. All assets classified as available-fatesare reported at estimated fair value, with alimed gains and losses included in other
comprehensive income.

Management evaluates the Company's assets fortbémeitemporary impairment at least on a quartealsis, and more frequently when
economic or market concerns warrant such evalua@ionsideration is given to (1) the length of tiarel the extent to which the fair value
been lower than carrying value, (2) the financ@idition and near-term prospects of the issuerc@lit quality and cash flow performance
of the security, and (4) the intent and abilitytteé Company to retain its investment in the segtioit a period of time sufficient to allow for
any anticipated recovery in fair value. Unrealifesbes on assets that are considered other thaotary, as measured by the amount of
decline in fair value attributable to other-thamfmrary factors, are recognized in income and ts¢ loasis of the assets is adjusted.

RMBS transactions are recorded on the trade daiZRd gains and losses from sales of RMBS aermated based on the specific
identification method and recorded as a gain (loss3ale of investments in the statement of opmratiAccretion of discounts or amortizat
of premiums on available-for-sale securities andtgame loans is computed using the effective istereld method and is included as a
component of interest income in the statement efatpons.

Securitized Loans Held for Investment

The Company's securitized residential mortgaged@aa comprised of fixed-rate and variable-ratedodhe Company purchases pools of
residential mortgage loans through a select grdupiginators. Mortgage loans are designated as foelinvestment, recorded on trade date,
and are carried at their principal balance outstaynglus any premiums or discounts which are aixexitor accreted over the estimated lif
the loan, less allowances for loan losses.

Allowance for Loan Losses

The Company has established an allowance for lossek at a level that management believes is aelsed on an evaluation of known
and inherent risks related to the Company's loatigdm. The estimate is based on a variety ofdaxincluding current economic conditions,
industry loss experience, the loan originator's lmgperience, credit quality trends, loan portfalimposition, delinquency trends, national
and local economic trends, national unemploymet#,ddnanges in housing appreciation or depreciaimmhwhether specific geographic ai
where the Company has significant loan



concentrations are experiencing adverse economitdittans and events such as natural disastersrthptaffect the local economy or prope
values. Upon purchase of the pools of loans, thegamy obtained written representations and waeaiftom the sellers that the Company
could be reimbursed for the value of the loan éf liban fails to meet the agreed upon originatianadards. While the Company has little
history of its own to establish loan trends, ddliegcy trends of the originators and the currenketazonditions aid in determining the
allowance for loan losses. The Company also peddrdue diligence procedures on a sample of loaishibt its criteria during the purchase
process. The Company has created an unallocateiprofor possible loan losses estimated as agpéage of the remaining principal on-
loans. Management's estimate is based on histexparience of similarly underwritten pools.

When the Company determines it is probable thatiSpeontractually due amounts are uncollectilthe amount is considered impaired.
Where impairment is indicated, a valuation writéisfmeasured based upon the excess of the recordestment over the net fair value of
the collateral, reduced by selling costs. Any deficy between the carrying amount of an assetlandét sales price of repossessed colla
is charged to the allowance for loan losses.

Securitized Debt

The Company has issued securitized debt to finarmation of its residential mortgage loan portioll he securitizations are collateralizec
residential adjustable or fixed rate mortgage Idhas have been placed in a trust and pay intaresprincipal payments to the debt holdel
that securitization. The Company's securitizatiwhgch are accounted for as financings under SFASIMG6, Accounting for Transfers and
Servicing of Financial Assets and Extinguishmentiabilities ("SFAS 140"), are recorded as an asa#led "Securitized loans" and the
corresponding debt as "Securitized debt" in thesobdated statement of financial condition.

Fair Value Disclosure

SFAS No. 107, Disclosure About Fair Value of Finahtnstruments, requires disclosure of the falueeaof financial instruments for which it
is practicable to estimate that value. The estithta#& value of mortgage-backed securities andrésterate swaps is equal to their carrying
value presented in the consolidated statemenisaridial condition. Securitized loans are carriedmortized cost. The estimated fair valu
cash and cash equivalents, accrued interest réxdejwraverse repurchase agreements, mortgage-baekadties purchased, dividends
payable, accounts payable, and accrued intereabfEygenerally approximates cost due to the sbort nature of these financial
instruments.

Interest Income

Interest income on RMBS and loans held for investngrecognized over the life of the investmenhgshe effective interest method as
described by SFAS No. 91, Accounting for Nonreflrlddees and Costs Associated with Originating agjuiring Loans and Initial Direct
Costs of Leases, for securities of high credit ippaind Emerging Issues Task Force ("EITF") No.289-Recognition of Interest Income and
Impairment on Purchased and Retained Beneficiatésts in Securitized Financial Assets, as amehg&taff Position ("FSP") EITF No.
99-20-1, for all other securities. Income recogmitis suspended for loans when, in the opinion afiagement, a full recovery of income and
principal becomes doubtful. Income recognitioreisumed when the loan becomes contractually cuarahperformance is demonstrated to
be resumed.

Derivative Financial Instruments/Hedging Activity

The Company may hedge interest rate risk throughusie of derivative financial instruments suchnhésrest rate swaps. If the Company
hedges using interest rate swaps it accounts ésetmstruments as free-standing derivatives. Alagly, they are carried at fair value with
realized and unrealized gains and losses recogimzeanings.



The Company accounts for derivative financial imstents in accordance with SFAS No. 133, Accounfiim@erivative Instruments and
Hedging Activities ("SFAS 133"), as amended anérpteted. SFAS 133 requires an entity to recogalizéerivatives as either assets or
liabilities in the consolidated statement of fin@hcondition and to measure those instrumentaiatflue. Additionally, the fair value
adjustments affect either other comprehensive imconstockholders' equity until the hedged itemesognized in earnings or net income
depending on whether the derivative instrumentifiealas a hedge for accounting purposes and, theonature of the hedging activity.

Credit Risk

The Company retains the risk of potential credisks on all of the non-Agency residential mortdagas it owns as well as the residential
mortgage loans which collateralize the RMBS it owitse Company attempts to mitigate the risk of pti&d credit losses through its
diligence in the asset selection process.

Mortgage Loan Sales and Securitizations

The Company periodically enters into transactiona/ich it sells financial assets, such as RMBSitgame loans and other assets. It may
also securitize and re-securitize financial asS#tese transactions are recorded in accordanceSKi#ts 140 Accounting for Transfers and
Servicing of Financial Assets and Extinguishmentiabilities (SFAS 140) and are accounted for &dsegia "sale" and the loans held for
investment are removed from the consolidated sewésrof financial condition or as a "financing"” aaré@ classified as "Securitized loans ¥

for investment" on the Company's consolidated statds of financial condition, depending upon thacttire of the securitization transacti

In these securitizations and re-securitizationsdbmpany sometimes retains or acquires seniorlmrdinated interests in the securitized or
re-securitized assets. Gains and losses on sualitezations or resecuritizations are recognized using the guidam&HAS No. 140 which i
based on a financial components approach that ésoms control. Under this approach, after a transfénancial assets, an entity recognizes
the financial and servicing assets it controls tadliabilities it has incurred, derecognizes ficiahassets when control has been surrendered
and derecognizes liabilities when extinguished.

The Company determines the gain or loss on saleoofgage loans by allocating the carrying valughefunderlying mortgage loans between
securities or loans sold and the interests retdiasdd on their fair values. The gain or loss damisahe difference between the cash proceeds
from the sale and the amount allocated to the g&ior loans sold.

Income Taxes

The Company qualifies to be taxed as a REIT, aacktbre it generally will not be subject to corgerederal or state income tax to the ex
that qualifying distributions are made to stocklestdand the REIT requirements, including certagefaisncome, distribution and stock
ownership tests are met. If the Company failedualify as a REIT and did not qualify for certaiatsitory relief provisions, the Company
would be subject to federal, state and local inctemes and may be precluded from qualifying as 8fR& the subsequent four taxable ye
following the year in which the REIT qualificatiovas lost.

The Company accounts for income taxes in accordaitbeSFAS No. 109, Accounting for Income Taxesjahhrequires the recognition of
deferred income taxes for differences between #sstof assets and liabilities for financial statatrand income tax purposes. Deferred tax
assets and liabilities represent the future taxsequence for those differences, which will eithetdxable or deductible when the assets and
liabilities are recovered or settled. Deferred saaee also recognized for operating losses thaiaitable to offset future taxable income.
Valuation allowances are established when necessaeguce deferred tax assets to the amount esghémtbe realized. In July 2006, the
FASB issued FASB Interpretation No. 48, AccountiogUncertainty in Income Taxes, an interpretatidfirASB Statement No. 109 ("FIN
48"). FIN 48 clarifies the accounting for uncertgiin income taxes recognized in a company's firerstatements and prescribes a
recognition threshold and measurement attributé¢hf@financial statement recognition and measuré¢wfes tax position taken or expected to
be taken in an income tax return. FIN 48 also mtesiguidance on de-recognition, classificatiorgriggt and penalties, accounting in interim
periods, disclosure and transition. FIN 48 wasatiife for the Company upon inception and its effgat not material.
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Net Income/Loss per Share

The Company calculates basic net income/loss @eedby dividing net income/loss for the period bg tveighted-average shares of its
common stock outstanding for that period. Dilutetlincome/loss per share takes into account tleetedf dilutive instruments, such as stock
options, but uses the average share price forahegin determining the number of incremental ekdhat are to be added to the weighted
average number of shares outstanding. The Compaohynd potentially dilutive securities outstandingidg the periods presented.

Stock-Based Compensation

The Company accounts for stock-based compensatiaocordance with the provisions of SFAS No. 128gtounting for Stock-Based
Compensation, which establishes accounting andbgisie requirements using fair value based methbdscounting for stock-based
compensation plans. Compensation expense relatgamnts of stock and stock options is recognizeat thve vesting period of such grants
based on the estimated fair value on the grant date

Stock compensation awards granted by Chimera tertidoyees of FIDAC are accounted for in accordavitte EITF 96-18, Accounting for
Equity Instruments That Are Issued to Other TharpByees for Acquiring, or in Conjunction with Sellj, Goods and Services, which
requires the Company to measure the fair valuaegtjuity instrument using the stock prices anératieasurement assumptions as of the
earlier of either the date at which a performarmamitment by the counterparty is reached or the datvhich the counterparty's
performance is complete.

Use of Estimates

The preparation of the financial statements in gonfty with generally accepted accounting principbe (GAAP) requires management to
make estimates and assumptions that affect thetegpamounts of assets and liabilities and discsiicontingent assets and liabilities at
date of the financial statements and the reponteoluats of revenues and expenses during the regqréiriod. Actual results could differ frc
those estimates.

Recent Accounting Pronouncements

In February 2008, the Financial Accounting Standd@dard ("FASB") issued FSP No. SFAS 140-3 Accounfor Transfers of Financial
Assets and Repurchase Financing Transactions, (SF2& 140-3"). FSP SFAS 140-3 addresses whethesactions where assets purchased
from a particular counterparty and financed throagkpurchase agreement with the same countemgeartipe considered and accounted fc
separate transactions, or are required to be camregldlinked" transactions and may be considereateres under SFAS 133. FSP SFAS
1403 requires purchases and subsequent financingghnapurchase agreements be considered linkedhtdmss unless all of the followir
conditions apply:

(1) the initial purchase and the use of repurclagseements to finance the purchase are not camdlyctontingent upon each other; (2) the
repurchase financing entered into between thegsaptiovides full recourse to the transferee andaperchase price is fixed; (3) the financial
assets are readily obtainable in the market; apth@financial instrument and the repurchase agyee¢ are not coterminous. This FSP is
effective for the Company as of January 1, 200® Cbmpany meets the requirements of this FSP &b iepurchase financings as narked
transactions and this FSP has no effect on finhreperting.

In June 2008, the FASB proposed amending SFAS ad@-ASB Interpretation No. 46, Consolidation of Mafe Interest Entities (revised
December 2003) ("FIN 46R"). This was due to inceglascrutiny of these accounting pronouncementti®ypsecurities and Exchange
Commission (the "SEC"), Congress and financiakst&nt users in the wake of recent deterioratigdhercredit markets. The proposed
amendments would eliminate the Qualified Speciap®se Entity (QSPE) in SFAS 140, and modify thesodidation model in FIN 46(R).
QSPEs are utilized
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extensively by many financial firms in securitizats for off-balance sheet financing for "sale actimg" treatment in the transfer of financial
assets. Currently, QSPEs do not have to be comasetdn the issuing firm's financial statementaukhthe proposed changes to SFAS 140
become final, enterprises involved with QSPESs mdlllonger be exempt from applying FIN 46(R), theSBAInterpretation on consolidation;
thus, previously unconsolidated entities may haveet consolidated. The revisions will also elimintite provision in paragraph 9(b) of SF
140 that allowed entities to "loakrough” to the rights of beneficial interest hakleshen analyzing control. Further, the revisiorils addres:
the de-recognition of assets and amend the criterisaid de-recognition; and require that the ffiers interests received by a transferor, in
connection with a sale of an entire financial agsein entity that is not consolidated by the tfarts, be considered proceeds of the sale and
initially measured at fair value. This amendmerdugently being redeliberated by the FASB.

In December 2008, the FASB issued a staff postitittitied FSP SFAS 140-4 and FIN 46(R)-8 (FSP). F8E amends both SFAS 140 and
FIN 46R, to require public entities to provide aduhial disclosures about the transfer of finanaigdets and involvement with variable interest
entities (including qualifying special purpose &as or QSPE), respectively. The intent of the ldisare requirements is to provide greater
transparency to financial statement users aboet#erprise's continuing involvement with finan@akets after they have been transferrec
securitization or asset-backed financing arrangeif®mAS 140); and to demonstrate how an enterprigeblvement with a variable interest
entity (VIE) affects its financial position, finaiat performance and cash flows (FIN 46(R)). The @any sponsored two securitizations
during 2008 and two during the first quarter of 200he first was accounted for as a financing, @hdther securitizations were accountec

as sales. Additionally, the Company is involvedaset-backed financing arrangements in the forremfrchase agreements and reverse
repurchase agreements; therefore it is directiycadd by the FSP. The implementation of this F8Reased disclosures regarding the
Company's assets and liabilities, which are indllideNote 4. This FSP was effective for the Companypecember 31, 2008.

In September 2006, the FASB issued SFAS No. 157 Madue Measurements ("SFAS 157"). SFAS 157 defiiaér value, establishes a
framework for measuring fair value and requiresagrded disclosures about fair value measuremen#sS 867 requires companies to
disclose the fair value of its financial instrum@atcording to a fair value hierarchy (i.e., levkl&, and 3, as defined). Additionally,
companies are required to provide enhanced diseasgarding instruments in the level 3 categoryi¢v require significant management
judgment), including a reconciliation of the begimmand ending balances separately for each majegory of assets and liabilities. SF
157 was adopted by the Company on January 1, B¥8S 157 did not significantly impact the mannewimch management estimates fair
value, but it required additional disclosures, vahéece included in Note 4.

In October 2008, FASB issued FSP 157-3, Determittiegrair Value of a Financial Asset When the Mafke That Asset Is Not Active
("FSP 157-3"), in response to the deterioratiothefcredit markets. This FSP provides guidancefgiag how SFAS 157, should be applied
when valuing securities in markets that are navacihe guidance provides an illustrative exantpé applies the objectives and framework
of SFAS 157, utilizing management's internal cdst fand discount rate assumptions when relevardgrebble data do not exist. It further
clarifies how observable market information and keiquotes should be considered when measuringdhie in an inactive market. It
reaffirms the notion of fair value as an exit praceof the measurement date and that fair valugsisd a transactional process and should
not be broadly applied to a group of assets. FSP3lWas effective upon issuance including prioiqus for which financial statements have
not been issued. The implementation of FSP 154 3idi have a material effect on the fair valuehef Company's assets as the Company
intends to continue the methodologies used in ptes/guarters to value assets as defined underitfiead SFAS 157.

On October 3, 2008 the Emergency Economic Stahidizaict of 2008 (the "EESA") was signed into |a@ection 133 of the EESA manda
that the SEC conduct a study on mark-to-marketwating standards. The SEC provided its study tdX8eCongress on December 30, 2008.
Part of the recommendations within the study inmidahat "fair value requirements should be impdotreough development of application
and best practices guidance for determining fdinevan illiquid or inactive markets". As a resuftthis study and the recommendations
therein, on April 9, 2009, the FASB issued Staf§iton (FSP) 157-4, Determining Fair Value Whentwume and Level of Activity for the
Asset or
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Liability Have Significantly Decreased and Identify Transactions That Are Not Orderly. This FSPvjtes additional guidance on
determining fair value when the volume and levehativity for the asset or liability have signifitdy decreased when compared with normal
market activity for the asset or liability (or siar assets or liabilities). The FSP gives sped#itors to evaluate if there has been a decre:
normal market activity and if so, provides a methlody to analyze transactions or quoted pricesraakie necessary adjustments to fair vi

in accordance with Statement 157. The objectite determine the point within a range of fair vagstimates that is most representative of
fair value under current market conditions. FSP-453 effective for the Company for interim and aahreporting periods ending after June
15, 2009. The Company does not foresee FSP 15vidgha material impact on the manner in which tleenpany estimates fair value, nor
does it expect material increases in current dsscies.

Additionally, in conjunction with FSP 157-4, the BB issued FAS 115-2 and FAS 124-2, RecognitionRnedentation of Other Than
Temporary Impairments. The objective of the newdgate is to make impairment guidance more opertimd to improve the presentation
and disclosure of other-than-temporary impairméafETI) on debt and equity securities in financi@tements. This, too, was as a result of
the SEC mark-to-market study mandated under theAEEBe SEC's recommendation was to "evaluate tled i@ modifications (or the
elimination) of current OTTI guidance to provide Bomore uniform system of impairment testing ssadd for financial instruments.” The
new guidance revises the OTTI evaluation methodolBgeviously the analytical focus was on whetherdntity had the "intent and ability
retain its investment in the debt security for aqmbof time sufficient to allow for any anticipateecovery in fair value." Now the focus is on
whether the entity has the "intent to sell the daaturity or, more likely than not, will be requdrto sell the debt security before its anticipe
recovery." Further, the security is analyzed fedirloss (the difference between the present vaflwash flows expected to be collected and
the amortized cost basis). If the company doesmtend to sell the debt security, nor will be regdito sell the debt security prior to its
anticipated recovery, the credit loss, if any, Wil recognized in the statement of earnings, whéebalance of impairment related to other
factors will be recognized in Other Comprehensi@me (OCI). If the company intends to sell theusigg, or will be required to sell the
security before its anticipated recovery, the @illTI will be recognized in the statement of earsingAS 115-2 and FAS 124-2 are effective
for the Company for all interim and annual periedsling after June 15, 2009. We expect that adopfidinese rules will increase footnote
disclosure and may result in a cumulative effeqiistchent to retained earnings in the period of éidapIn February 2007, the FASB issued
SFAS No. 159, The Fair Value Option for Financiaats and Financial Liabilities, ("SFAS 159"). SFA® permits entities to choose to
measure many financial instruments and certainr dtiwms at fair value. Unrealized gains and logseigems for which the fair value option
has been elected will be recognized in earningselt subsequent reporting date. SFAS 159 becaeutie# for the Company January 1,
2008. The Company did not elect the fair valueapfor any existing eligible financial instruments.

In March 2008, the FASB issued SFAS No. 161, ("SAA$"), Disclosures about Derivative Instrumentd Biedging Activities, an
amendment of FASB Statement No. 133. SFAS 161 atteto improve the transparency of financial reipgrby providing additional
information about how derivative and hedging atiggi affect an entity's financial position, finaagberformance and cash flows. This
statement changes the disclosure requirementsforadive instruments and hedging activities byuisgg enhanced disclosure about (1) |
and why an entity uses derivative instrumentsh@y derivative instruments and related hedged i@msaccounted for under SFAS
Statement 133 and its related interpretations,(&ndow derivative instruments and related hedtgs affect an entity's financial position,
financial performance, and cash flows. To meetdalwgectives, SFAS 161 requires qualitative disales about objectives and strategies for
using derivatives, quantitative disclosures abairtfalue amounts of gains and losses on derivatsteuments, and disclosures about credit-
risk-related contingent features in derivative agments. This disclosure framework is intended teebeonvey the purpose of derivative use
in terms of the risks that an entity is intendiogrtanage. SFAS 161 was effective and adopted bg dhgpany on January 1, 2009. The
adoption of SFAS 161 will increase footnote disaleswhen the Company engages in hedging activities.

In January 2009, the FASB issued EITF Staff PasiNio EITF 99-20-1, "Amendments to the Impairmentdaance of EITF Issue 99-20".
EITF 99-20-1 was issued in an effort to provide @enconsistent determination on whether an
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other-than-temporary impairment has occurred falage beneficial interests in securitized finan@abets. Other-than-temporary impairment
has occurred if there has been an adverse charfigeiie estimated cash flow and its impact reflédtecurrent earnings. The determination
cannot be overcome by management judgment of thteapility of collecting all cash flows previouslygjected. For debt securities that are
not within the scope of EITF 99-20-1, Statement ¢dstinues to apply. The objective of other-thamyerary impairment analysis is to
determine whether it is probable that the holddirnealize some portion of the unrealized loss nnmapaired security. Factors to consider
when making an other-than-temporary impairmentseciinclude information about past events, curcemtditions, reasonable and
supportable forecasts, remaining payment termanéial condition of the issuer, expected defawvhsije of underlying collateral, industry
analysis, sector credit rating, credit enhancenserd,financial condition of guarantor. The Compamgn-Agency RMBS investments fall
under the guidance of this EITF and as such thegaomassesses each security for other-than-tenypianpairments based on estimated
future cash flows. This EITF became effective fow Company on December 31, 2008.

On April 9, 2009, the FASB also issued FSP FAS 1@nd APB 28-1, Interim Disclosures about Fair \éatdl Financial Instruments. The
FSP requires disclosures about fair value of fireriestruments for interim reporting periods adhvas in annual financial statements. This
will be effective for the Company June 30, 2009 Hdoption of FSP FAS 107-1 and APB 28-1 will i footnote disclosure.

2. Mortgage-Backed Securities
The following table represents the Company's abbilfor sale RMBS portfolio as of March 31, 2009 &december 31, 2008, at fair value.

March 31, 2009 December 31, 2008

(dollars in thousands)

Mortgage-Backed securities, at amortized cost $1,342,497 $1,122,135
Gross unrealized gain 9,504 7,700
Gross unrealized loss (266,209) (274,368)
Fair value $1,085,792 $ 855,467

During the quarter ended March 31, 2009, the Compampleted sales of RMBS with a carrying valu&s44.8 million which resulted in a
realized gain of approximately $3.6 million. Duritige quarter ended December 31, 2008 the Compahpdiaales of investments.

The following table presents the gross unrealipsdds and estimated fair value of the Company's lBlength of time that such securi
have been in a continuous unrealized loss positidvarch 31, 2009 and December 31, 2008.

Unrealized Loss Position For:

Less than 12 Months 12 Months or More Total
Estimated Unrealiz ed Estimated Unrealized Estimated Fa ir Unrealized
Fair Value Losses Fair Value Losses Value Losses

(dollars in thousands)

March 31, 2009 $238,249  ($58,30 8)  $470,978  ($207,901)  $709,227 ($266,209)
December 31, 2008 $855,467  ($274,36 8 $ - $ - $855,467 ($274,368)

The Company's investments are not considered titlhertemporarily impaired because the Company ésassaed the securities using cash
flow modeling to determine if principal impairmemis occurred and the Company currently has thizyasild intent to hold the investments
to maturity or for a period of time sufficient farforecasted market price recovery up to or beybadost of the investments.
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Actual maturities of mortgage-backed securitiesgarerally shorter than stated contractual magstithctual maturities of the Company's
RMBS are affected by the contractual lives of thdarlying mortgages, periodic payments of princaa prepayments of principal.

The following tables summarize the Company's RMBBlarch 31, 2009 and December 31, 2008 accordirtigetio estimated weighted-
average life classifications:

March 31, 2009
(dollars in thousands)
Weighted Average

Weighted Average Life Fair Value Amortized Cost Coupon
Less than one year $ - $ - -
Greater than one year and less than five years 909,005 1,116,722 6.07%
Greater than five years 176,787 225,775 6.03%
Total $1,085,792 $1,342,497 6.07%

December 31, 2008
(dollars in thousands)
Weighted Average

Weighted Average Life Fair Value Amortized Cost Coupon
Less than one year $ - $ - -
Greater than one year and less than five years 768,163 975,835 6.05%
Greater than five years 87,304 146,300 6.56%
Total $855,467 $1,122,135 6.12%

The weighted-average lives of the mortgage-backedrgies as of March 31, 2009 and December 318 29¢he tables above are based on
data provided through dealer quotes, assuming aohgtepayment rates to the balloon or reset dateach security. The prepayment model
considers current yield, forward yield, steepnddb@ curve, current mortgage rates, mortgage @ftéee outstanding loan, loan age, margin
and volatility.

In March 2009, the Company sponsored a $281.9anilie-securitization whereby it re-securitized @ertesidential mortgage-backed
securities it owned. In this transaction, the Conypaitially retained all of the securities issuggthe securitization trust including
approximately $89.4 million in subordinated bondd 192.5 million of AAA-rated fixed and hybrid senbonds. Pursuant to FAS 140, this
transaction was accounted for as a sale.

In January 2009, the Company sponsored a $140ldmie-securitization whereby it re-securitizedtam residential mortgage-backed
securities it owned. Concurrent with the settlena#rihis transaction, the Company sold approxinya$di39.4 million of the AAA-rated fixed
senior bonds to third-party investors and reta@ggroximately $1.0 million in AAA-rated fixed semibonds and a fixed rate 10. Pursuant to
FAS 140, the transaction with the third party wesoainted for as a sale.

3. Securitized Loans Held for Investment

The following table represents the Company's szed residential mortgage loans classified as falthvestment at March 31, 2009 and
December 31, 2008. At March 31, 2009 approximaiél¥% of the Company's securitized loans are aaljlssrate mortgage loans and 44
are fixed rate mortgage loans. All of the adjustalte loans held for investment are hybrid ARMgbiitt ARMs are mortgages that have
interest rates that are fixed for an initial per{tgically three, five, seven or 10 years) andé¢hafter reset at regular intervals subject to
interest rate caps. The loans held for investmentarried at their principal balance outstandasslan allowance for loan losses:
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March 31, 2009 December 31, 2008

(dollars in thousands)

Securitized mortgage loans, at principal balance $567,750 $584, 967
Less: allowance for loan losses 1,855 1, 621
Securitized mortgage loans held for investment $565,895 $583, 346

The following table summarizes the changes in tlesvance for loan losses for the securitized may&gkan portfolio during the quarters
ended March 31, 2009 and December 31, 2008:

March 31, 2009 December 31, 2008
(dollars in thousands)
Balance, beginning of period $1,62 1 $ 681
Provision for loan losses 23 4 940
Charge-offs - -
Balance, end of period $1,85 5 $1,621

On a quarterly basis, the Company evaluates thguadg of its allowance for loan losses. The Com{saaljowance for loan losses for the
quarter ended March 31, 2009 was $1.9 million,esenting 33 basis points of the principal balarffde@Company's securitized mortgage
loan portfolio. The Company's allowance for loassles was $1.6 million for the year ended Decembg2@08, representing 28 basis points
of the principal balance of the Company's secwitilban portfolio.

4. Fair Value Measurements

SFAS 157 defines fair value, establishes a framky@rmeasuring fair value, establishes a threellgaluation hierarchy for disclosure of
fair value measurement and enhances disclosur@eetgnts for fair value measurements. The valudtierarchy is based upon the
transparency of inputs to the valuation of an agséability as of the measurement date. The thegels are defined as follows:

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

Level 2 - inputs to the valuation methodology imtgduguoted prices for similar assets and liabiliteactive markets, and inputs that are
observable for the asset or liability, either dilgor indirectly, for substantially the full terof the financial instrument.

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

Mortgage-Backed Securities and interest rate swepsalued using a pricing model. The MBS pricingdel incorporates such factors as
coupons, prepayment speeds, spread to the US Depdrof Treasury, or the Treasury, and swap cuca@s/exity, duration, periodic and |
caps, and credit enhancement. Interest rate swapaadeled by incorporating such factors as thaduey curve, LIBOR rates, and the
receive rate on the interest rate swap. Managemeigws the fair values determined by the priciradel and compares its results to dealer
guotes received on investments to validate reasenaess of the valuations indicated by the pricirggdel. The dealer quotes incorporate
common market pricing methods, including a spreadsurement to the Treasury curve or interest ved@ surve as well as underlying
characteristics of the particular security incligd@oupon, periodic and life caps, rate reset pergsdier, additional credit support and
expected life of the security.

Any changes to the valuation methodology are regtktsy management to ensure the changes are agteopts markets and products
develop and the pricing for certain products becmere transparent, we continue to refine our telnanethodologies. The methods used
may produce a fair value calculation that may reirlalicative of net realizable value or reflectofefuture fair values.
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Furthermore, while the Company believes its vatratnethods are appropriate and consistent withr otlagket participants, the use of
different methodologies, or assumptions, to deteemie fair value of certain financial instrumectsild result in a different estimate of fair
value at the reporting date. The Company usessripat are current as of the measurement datehwéy include periods of market
dislocation, during which price transparency maydmhiced.

At March 31, 2009 and December 31, 2008, the Compas classified its RMBS as "Level 2".
The Company's financial assets and liabilitiesiedrat fair value on a recurring basis are valuddarch 31, 2009 as follows:

Level 1 Level 2 Level 3
(dollars in thousands)

Assets:
Mortgage-Backed Securities - $1,085,792 -

As fair value is not an entity specific measure sna market based approach which considers thee\ailan asset or liability from the
perspective of a market participant, observabditprices and inputs can vary significantly fronripd to period. During times of market
dislocation, as has been experienced during trenteaonths, the observability of prices and inmatis be reduced for certain instruments. A
condition such as this can cause instruments tedassified from level 1 to level 2 or level 2iéwel 3 when the Company is unable to ob
third party pricing verification. As of the quartended March 31, 2009, the Company was able torothtid party pricing verification for all
assets classified as level 2. The classificatioasskts and liabilities by level remains uncharagddarch 31, 2009, when compared to the
previous quarter.

5. Repurchase Agreements

Residential MortgageBacked Securities

The Company had outstanding $559.9 million and $b6&#llion of repurchase agreements with weightegrage borrowing rates of 1.78%
and 1.43% and weighted average remaining matudfi€sand 2 days as of March 31, 2009 and Dece®he2008, respectively. At March
31, 2009 and December 31, 2008, RMBS pledged #stea@! under these repurchase agreements hadimuates! fair value of $645.1 millic
and $680.8 million, respectively. The interest saiéthese repurchase agreements are generallyeidde the one-month LIBOR rate and re-
price accordingly.

At March 31, 2009 and December 31, 2008, the rdfase agreements collateralized by RMBS had theviollg remaining maturities:

March 31, 2009 December 31, 2008
(do llars in thousands)

Within 30 days $5 59,926 $562,119
30 to 59 days - -

60 to 89 days

90 to 119 days

Greater than or equal to 120 days

Total $5 59,926 $562,119

At March 31, 2009, and December 31, 2008 the Compad an amount at risk of approximately 18% arfb2@spectively, of its equity
with Annaly, an affiliate.
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6. Securitized Debt

All of the Company's securitized debt is collateed by residential mortgage loans. For finanaglarting purposes, the Company's
securitized debt is accounted for as a financingymant to SFAS 140. Thus, the residential mortdeaes held as collateral are recorded in
the assets of the Company as securitized loanthargkcuritized debt is recorded as a liabilitthiem statement of financial condition.

The following table presents the estimated prindippayment schedule of the securitized debt helshinkruptcy remote entities outstanding
at March 31, 2009 and December 31, 2008:

March 31, 2009 December 31, 2008
Within One Year $49,232 $65,561
One to Three Years 85,945 112,745
Three to Five Years 70,371 85,955
Greater Than or Equal to Five Years 289,278 246,535
Total $494,826 $510,796

Maturities of the Company's securitized debt ageddent upon cash flows received from the undagligans receivable. The estimate of
their repayment is based on scheduled principaingsays on the underlying loans receivable. Thigrest# will differ from actual amounts to
the extent prepayments and/or loan losses areierped.

The following table presents the carrying amoumt estimated fair value of the Company's securittilok at March 31, 2009 and December
31, 2008:

March 31, 20 09 December 31, 2008
Ca-rrylr-1gAmount E stimated Fair  Carrying Amount  Estimated Fa |r
Value Value
Securitized Debt $ 1-7-3,168 $494,826 $488,743 $510 796
Total $ 473168 $494,826 $488,743 $510 796

As of March 31, 2009 and December 31, 2008, the iamy had no off balance sheet credit risk.

At March 31, 2009, the securitized debt collateedi by residential mortgage loans had a principkrze of $473.2 million. The debt
matures between the years 2023 and 2038. At MarcB®9, the debt carried a weighted average ddstamcing equal to 5.58%, of which
approximately 44% of the remaining principal bakrga fixed rate at 6.32% and 56% of the remaipiiggipal balance is at a variable rate
of 5.65%. At December 31, 2008, securitized debatalized by residential mortgage loans hadircpal balance of $488.7 million. At
December 31, 2008, the debt carried a weightedhgeerost of financing equal to 5.55%, of which appnately 44% of the remaining
principal balance is a fixed rate at 6.33% and ®8%e remaining principal balance at a variabte &f 5.65%.

7. Common Stock

The Company's charter provides that it may issut 50,000,000 shares of stock, consisting ofoup00,000,000 shares of common stock
having a par value of $0.01 per share and up @0B0000 shares of preferred stock having a paevafl$0.01 per share. During the quarter
ended March 31, 2009, the Company declared divelémdommon shareholders totaling $10.6 millio$@i106 per share, which were paid
April 29, 2009.

On April 15, 2009 the Company announced the sa36f000,000 shares of common stock at $3.00 eedbr estimated proceeds, less the
underwriters' discount and offering expenses, Gé4$® million. Immediately following the sale of eshares Annaly purchased 24,955,752
shares at the same price per share as the pufdiingf, for proceeds of approximately $74.9 millidm addition, on April 16, 2009 the
underwriters exercised the option to purchase wmtadditional 35,250,000 shares of common stockwer over-allotments for proceeds,
less the underwriters' discount, of approximatdl@X%3 million. These sales were completed on A1jl2009. In all, the Company raised net
proceeds of approximately $851.0 in these offerings
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There was no preferred stock issued or outstaraingf March 31, 2009 or December 31, 2008.
8. Long Term Incentive Plan

The Company has adopted a long term stock inceptaueto provide incentives to its independentaives and employees of FIDAC and its
affiliates, to stimulate their efforts towards @empany's continued success, long-term growth aofitability and to attract, reward and
retain personnel and other service providers. Mmherntive plan authorizes the Compensation Commuttéiee board of directors to grant
awards, including incentive stock options, ripralified stock options, restricted shares andraypes of incentive awards. The incentive |
authorizes the granting of options or other awémdan aggregate of the greater of 8.0% of thetanting shares of the Company's common
stock, or 14,175,776 shares, up to a ceiling dd@®,000 shares.

On January 2, 2008, the Company granted restrgttadk awards in the amount of 1,301,000 share$DAE's employees and the Compar
independent directors. The awards to the indepértiettors vested on the date of grant and thedswa FIDAC's employees vest quarterly
over a period of 10 years. Of these shares, asan€31, 2009, 173,125 shares have vested and719hbdes were forfeited or cancelled.
During the three months ended March 31, 2009, 3skares vested and 1,267 shares were forfeited.

A summary of the status of the Company's non-vesttades as of March 31, 2009, and changes duringuhrter ended March 31, 2009, is
presented below:

Weighted Average Grant

Non-vested Shares Date Fair Value
Non-vested at December 31, 2008 1,160 , 100 $17.72
Granted - -
Vested 32 ,225 $3.36
Forfeited 1 ,267 $3.36
Non-vested at March 31, 2009 1,127 ,875 $17.72

As of March 31, 2009, there was $20.0 million ditainrecognized compensation cost related to rested share-based compensation
arrangements granted under the long term inceptame That cost is expected to be recognized ovezightedaverage period of 9 years. 1
total fair value of shares vested during the quameled March 31, 2009 was $108,276.

9. Income Taxes

As a REIT, the Company is not subject to Fedei@nne tax on earnings distributed to its sharehelddpst states recognize REIT status as
well. The Company has decided to distribute theonitgjof its income. During the quarters ended Madd, 2009 and 2008, respectively, the
Company recorded income tax expense of $1,200 2/81 $ related to state and federal tax liabilidasundistributed income.

10. Credit Risk and Interest Rate Risk

The Company's primary components of market riskcegdit risk and interest rate risk. The Comparsuisject to credit risk in connection
with its investments in residential mortgage loand credit sensitive mortgage-backed
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securities. When the Company assumes credit tigkteimpts to minimize interest rate risk throughed selection, hedging and matching the
income earned on mortgage assets with the costated liabilities. The Company is subject to intgmrate risk, primarily in connection with
its investments in fixed-rate and adjustable-ratetgage-backed securities, residential mortgagesioand borrowings under repurchase
agreements. The Company attempts to minimize cristithrough due diligence and asset selectioe. Cbmpany's strategy is to purchase
loans underwritten to agreed-upon specificationsetécted originators in an effort to mitigate éredk. The Company has established a
whole loan target market including prime borroweith FICO scores generally greater than 650, Atfgeumentation, geographic
diversification, owner-occupied property, and madieloan to value ratio. These factors are consitigr be important indicators of credit
risk.

11. Management Agreement and Related Party Traosact

The Company has entered into a management agreevitleritl DAC, which provides for an initial term thmgh December 31, 2010 with
automatic onerear extension options and subject to certain teation rights. The Company pays FIDAC a quarternagement fee equal
1.75% per annum of the gross Stockholders' Eqagydéfined in the management agreement) of the @wynManagement fees accrued and
subsequently paid to FIDAC for the quarter endirgréh 31, 2009 was $2.6 million. At December 31,8@fuarterly management fees in
amount of $2.3 million were accrued and subsequeatid to FIDAC.

On October 13, 2008, the Company and FIDAC ametitedchanagement agreement to reduce the base magragiem from 1.75% per
annum to 1.50% per annum of the Company's stockhslldquity and provide that the incentive fees b®in cash or shares of the
Company's common stock, at the election of the Gy board of directors.

On October 19, 2008, the Company and FIDAC furtimended the management agreement to provide thaidéntive fee be eliminated in
its entirety and FIDAC receive only the managenieatof 1.50% per annum of the Company's stockhsl@gpuity.

The Company is obligated to reimburse FIDAC forcibsts incurred under the management agreemeanddition, the management
agreement permits FIDAC to require the Companyatpfpr its pro rata portion of rent, telephonelitigis, office furniture, equipment,
machinery and other office, internal and overhegikases of FIDAC incurred in the operation of tt@pany. These expenses are allocated
between FIDAC and the Company based on the ratibeo€ompany's proportion of gross assets comparaliiremaining gross assets
managed by FIDAC as calculated at each quarterFdBAAC and the Company will modify this allocatiomethodology, subject to the
Company's board of directors' approval if the at@n becomes inequitable (i.e., if the Companyhbees very highly leveraged compared to
FIDAC's other funds and accounts). FIDAC has waitedght to request reimbursement from the Comypafrthese expenses until such time
as it determines to rescind that waiver.

During the quarter ended March 31, 2009, 32,22%eshaf restricted stock issued by the Company BAEI's employees vested, as discussed
in Note 8.

In March 2008, the Company entered into a RMBS relase agreement and a receivables sales agreeitteAinnaly. These agreements
contain customary representations, warranties emdnants. As of March 31, 2009, the Company wamftmg $452.5 million under this
agreement.

12. Commitments and Contingencies

From time to time, the Company may become invoivedharious claims and legal actions arising indhdinary course of business.
Management is not aware of any reported or unregarbntingencies at March 31, 2009.

13. Subsequent Events
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On April 15, 2009 the Company announced the sa86f000,000 shares of common stock at $3.00 @eedbr estimated proceeds, less the
underwriters' discount and offering expenses, 4% million. Immediately following the sale of #eshares Annaly purchased 24,955,752
shares at the same price per share as the pufdiingf, for proceeds of approximately $74.9 millibm addition, on April 16, 2009 the
underwriters exercised the option to purchase wmtadditional 35,250,000 shares of common stockver over-allotments for proceeds,
less the underwriters' discount, of approximatdl@X%3 million. These sales were completed on A1jl2009. In all, the Company raised net
proceeds of approximately $851.0 million in thefferings.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS

OF OPERATIONS

Special Note Regarding Forward-Looking Statements

We make forward-looking statements in this replaat are subject to risks and uncertainties. Theseafrd-looking statements include
information about possible or assumed future regflbur business, financial condition, liquiditgsults of operations, plans and objectives.
When we use the words "believe," "expect,” "anttdp’ "estimate,” "plan,” "continue,” “intend," ‘@iid," "may," "would," "will" or similar
expressions, we intend to identify forward-lookstgtements. Statements regarding the followingesitdj among others, are forward-looking
by their nature:

0 our business and investment strategy;

o our projected financial and operating results;

o our ability to maintain existing financing arramgents, obtain future financing arrangements aadeitms of such arrangements;
o general volatility of the securities markets ihigh we invest;

o the implementation, timing and impact of, andngjes to, various government programs, includingteDepartment of the Treasury's p
to buy Agency residential mortgage-backed secuaritiee Term Asset-Backed Securities Loan Facility the Public-Private Investment
Program;

0 our expected investments;

o changes in the value of our investments;

0 interest rate mismatches between our mortgagebasecurities and our borrowings used to fund gucbhases;
o changes in interest rates and mortgage prepaynaiest

o effects of interest rate caps on our adjustadiemortgage-backed securities;

o rates of default or decreased recovery ratesioimgestments;

o prepayments of the mortgage and other loans Iyrugiour mortgage-backed or other asset-backedriies;
o the degree to which our hedging strategies magayr not protect us from interest rate volatility;

o impact of and changes in governmental regulati@xslaw and rates, accounting guidance, and aimikatters;
o availability of investment opportunities in regtate-related and other securities;

o availability of qualified personnel;
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o0 estimates relating to our ability to make disitibns to our stockholders in the future;
o our understanding of our competition; and
o market trends in our industry, interest rates,dbbt securities markets or the general economy.

The forward-looking statements are based on ouefsehssumptions and expectations of our futuropaance, taking into account all
information currently available to us. You shoult place undue reliance on these forwkaking statements. These beliefs, assumption
expectations can change as a result of many pessilints or factors, not all of which are knownigoSome of these factors are described
under the caption "Risk Factors" in our most redemual Report on Form 10-K and any subsequent®dwniReports on Form 10-Q. If a
change occurs, our business, financial conditigajdity and results of operations may vary matirifiom those expressed in our forward-
looking statements. Any forward-looking statemgrgaks 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 asnegjby law, we are not obligated to, and do
not intend to, update or revise any forward-lookstatements, whether as a result of new informafidgare events or otherwise.
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Executive Summary

We are a specialty finance company that investsesidential mortgage-backed securities, or RMBSidemntial mortgage loans, real estate
related securities and various other asset clagéesre externally managed by Fixed Income Discéaivisory Company, which we refer to
as FIDAC. FIDAC is a fixed-income investment marragat company specializing in managing investmensgency RMBS, which are
mortgage pass-through certificates, collateralinedtgage obligations, or CMOs, and other mortgaayekbd securities representing interests
in or obligations backed by pools of mortgage loassed or guaranteed by the Federal National Mgeg\ssociation, or Fannie Mae, the
Federal Home Loan Mortgage Corporation, or Fredithe, and the Government National Mortgage Assamiator Ginnie Mae.

We have elected and intend to qualify to be tayeed REIT for federal income tax purposes commenwiitly our taxable year ending on
December 31, 2007. Our targeted asset classedamdincipal investments we expect to make in egiehas follows:

o0 RMBS, consisting of:

o Non-Agency RMBS, including investment-grade and-imvestment grade classes, including the BB-rd8ecited and non-rated classes
0 Agency RMBS

o Whole mortgage loans, consisting of:

o Prime mortgage loans

o Jumbo prime mortgage loans

o Alt-A mortgage loans

o Asset Backed Securities, or ABS, consisting of:

o Commercial mortgage-backed securities, or CMBS

o Debt and equity tranches of CDOs

o Consumer and non-consumer ABS, including investrgeade and non-investment grade classes, ingutis BB-rated, B-rated and non-
rated classes

We completed our initial public offering on Noveml2d.,, 2007. In that offering and in a concurrerntge offering we raised net proceeds of
approximately $533.6 million. We completed a secpuallic offering and second private offering on @uxtr 29, 2008. In these offerings we

raised net proceeds of approximately $301.0 miliad we completed investing these proceeds dummdjist quarter of 2009. We complet

a third public offering and third private offerimgn April 21, 2009. In these offerings we raised preiceeds of approximately $851.0 and we

have commenced investing these proceeds.

Our objective is to provide attractive risk-adjubteturns to our investors over the long-term, prify through dividends and secondarily
through capital appreciation. We intend to achigwg objective by investing in a broad class oéfinial assets to construct an investment
portfolio that is designed to achieve attractiwk+adjusted returns and that is structured to cgmith the various federal income tax
requirements for REIT status.

Since we commenced operations in November 200 hawe focused our investment activities on acquinog-Agency RMBS and on
purchasing residential mortgage loans that have baginated by select high-quality originators,
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including the retail lending operations of leadamgnmercial banks. Our investment portfolio at MaBdh 2009 was weighted toward non-
Agency RMBS. We expect that over the near termimegstment portfolio will continue to be weightesiviard RMBS, subject to maintaining
our REIT qualification and our 1940 Act exemptitmaddition, we have engaged in and depending akehaonditions, anticipate
continuing to engage in transactions with residggmtortgage lending operations of leading commeéhzaks and other high-quality
originators in which we identify and re-underwnitsidential mortgage loans owned by such entiéied,rather than purchasing and
securitizing such residential mortgage loans ouesglwe and the originator would structure the gézation and we would purchase the
resulting mezzanine and subordinate non-Agency RMB& may also engage in similar transactions with-Agency RMBS in which we
would acquire AAA-rated non-Agency RMBS and imméeliare-securitize those securities. We would $elresulting AAA-rated super
senior RMBS and retain the AAA-rated mezzanine RMBS

Our investment strategy is intended to take adggntd opportunities in the current interest ratd aredit environment. We will adjust our
strategy to changing market conditions by shiftig asset allocations across these various asssted as interest rate and credit cycles
change over time. We believe that our strategy,lined with FIDAC's experience, will enable us ty pividends and achieve capital
appreciation throughout changing market cycles.eifeect to take a long-term view of assets andliiegs, and our reported earnings and
mark-to-market valuations at the end of a finan@galorting period will not significantly impact oabjective of providing attractive risk-
adjusted returns to our stockholders over the kemngy.

We use leverage to seek to increase our potestialns and to fund the acquisition of our assets.i@ome is generated primarily by the
difference, or net spread, between the income we@aour assets and the cost of our borrowingse¥gect to finance our investments us
a variety of financing sources including repurchageements, warehouse facilities, securitizatioosymercial paper and term financing
CDOs. We may manage our debt by utilizing interat hedges, such as interest rate swaps, to rétiedfect of interest rate fluctuations
related to our debt.

Recent Developments

We commenced operations in November 2007 in thetaidchallenging market conditions which affectieel cost and availability of
financing from the facilities with which we expedt® finance our investments. These instrumentsidieci repurchase agreements, wareh
facilities, securitizations, asset-backed commeépager, or ABCP, and term CDOs. The liquidity iriwhich commenced in August 2007
affected each of these sources--and their indivigteviders-to different degrees; some sources generally becaraeailable, some remain
available but at a high cost, and some were langefffected. For example, in the repurchase agneemarket, non-Agency RMBS became
harder to finance, depending on the type of assdisteralizing the RMBS. The amount, term and nrargquirements associated with these
types of financings were also impacted. At thaktinvarehouse facilities to finance whole loan priesdential mortgages were generally
available from major banks, but at significantlgtnér cost and had greater margin requirementsptenously offered. It was also extremely
difficult to term finance whole loans through setimation or bonds issued by a CDO structure. Faragnusing ABCP froze as issuers bec
unable to place (or roll) their securities, whielsulted, in some instances, in forced sales ofgagd-backed securities, or MBS, and other
securities which further negatively impacted thekaavalue of these assets.

Although the credit markets had been undergoingmtubulence, as we started ramping up our podfioliate 2007, we noted a slight
easing. We entered into a number of repurchaseagnets we could use to finance RMBS. In Januarg 28@ entered into two whole
mortgage loan repurchase agreements. As we begae tihe availability of financing, we were alseisg better underwriting standards used
to originate new mortgages. We commenced buyindiaadcing RMBS and also entered into agreemenggitohase whole mortgage loans.
We purchased high credit quality assets which wiewesd we would be readily able to finance.
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Beginning in mid-February 2008, credit markets eipeed a dramatic and sudden adverse change eVbétyg of the limitation on liquidity
was largely unanticipated by the markets. Crediecsgain froze, and in the mortgage market, valnatof non-Agency RMBS and whole
mortgage loans came under severe pressure. Thiis crigis began in early February 2008, when avieéeveraged investor announced that
it had to de-lever and liquidate a portfolio of egpmately $30 billion of non-Agency RMBS. Pricektbese types of securities dropped
dramatically, and lenders started lowering thegwion non-Agency RMBS that they held as collaterakcure the loans they had extended.
The subsequent failure in March 2008 of Bear Ste&r€o. worsened the crisis. As the year progresseigrioration in the fair value of our
assets continued, we received and met marginwadler our repurchase agreements, which resultedrinbtaining additional funding from
third parties, including from Annaly, and takindnhet steps to increase our liquidity.

The challenges of the first half of 2008 have awndid throughout 2008 and so far into 2009, as Gimgndifficulties have severely pressured
liquidity and asset values. In September 2008, LlahBrothers Holdings, Inc., a major investment haxjperienced a major liquidity crisis
and failed. Securities trading remains limited amaitgage securities financing markets remain chgileg as the industry continues to report
negative news. This dislocation in the non-Agenoytgage sector has made it difficult for us to @b&hort-term financing on favorable
terms. As a result, we have completed loan sezatiitins in order to obtain long-term financing a&edninated our un-utilized whole loan
repurchase agreements in order to avoid payingusage fees under those agreements. In additiohawe continued to seek funding from
Annaly. Under these circumstances, we expect t® aakions intended to protect our liquidity, whioly include reducing borrowings and
disposing of assets as well as raising capital.

During this period of market dislocation, fiscadamonetary policymakers have established new ligufdcilities for primary dealers and
commercial banks, reduced short-term interest rates passed legislation that is intended to addteschallenges of mortgage borrowers
and lenders. This legislation, the Housing and Botin Recovery Act of 2008, seeks to forestall hdareclosures for distressed borrowers
and assist communities with foreclosure problems.

Subsequent to June 30, 2008, there were increagdeitoncerns about Freddie Mac and Fannie Mb#itydo withstand future credit
losses associated with securities held in theiestiment portfolios, and on which they provide goteas, without the direct support of the
federal government. In September 2008 Fannie Mdd-agddie Mac were placed into the conservatorshipe Federal Housing Finance
Agency, or FHFA, their federal regulator, pursuanits powers under The Federal Housing FinancaiRémry Reform Act of 2008, a part of
the Housing and Economic Recovery Act of 2008.esdonservator of Fannie Mae and Freddie Mac, thieA~controls and directs the
operations of Fannie Mae and Freddie Mac and mptake over the assets of and operate Fannie Mh&m@adie Mac with all the powers of
the shareholders, the directors, and the officeFsaonie Mae and Freddie Mac and conduct all bssiné Fannie Mae and Freddie Mac; (2)
collect all obligations and money due to Fannie Maé Freddie Mac; (3) perform all functions of FienMae and Freddie Mac which are
consistent with the conservator's appointmentp(dserve and conserve the assets and propertynofeFislae and Freddie Mac; and

(5) contract for assistance in fulfilling any fuiwet, activity, action or duty of the conservator.

In addition to FHFA becoming the conservator of fiarMae and Freddie Mac,

(i) the U.S. Department of Treasury and FHFA haverd into preferred stock purchase agreemeniskatthe U.S. Department of
Treasury, or the Treasury, and Fannie Mae and keddc pursuant to which the Treasury will ensina each of Fannie Mae and Freddie
Mac maintains a positive net worth; (ii) the Tregshias established a new secured lending credittyaghich will be available to Fannie
Mae, Freddie Mac, and the Federal Home Loan Bamligh is intended to serve as a liquidity backstepich will be available until
December 2009; and (iii) the Treasury has initisteédmporary program to purchase RMBS issued byiEdviae and Freddie Mac. Given-
highly fluid and evolving nature of these eventss unclear how our business will be impacted.dBlaspon the further activity of the U.S.
government or market response to developmentsrati€&dae or Freddie Mac, our business could beradixeimpacted.
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The Emergency Economic Stabilization Act of 2008EBSA, was recently enacted. The EESA providedtl$e Secretary of the Treasury
with the authority to establish a Troubled Asselid®é&rogram, or TARP, to purchase frdimancial institutions up to $700 billion of equity
preferred securities, residential or commercialtoages and any securities, obligations, or oth&ruments that are based on or related to
such mortgages, that in each case was originatesswed on or before March 14, 2008, as well asotimgr financial instrument that the U.S.
Secretary of the Treasury, after consultation withChairman of the Board of Governors of the Faldeeserve System, determines the
purchase of which is necessary to promote finamsgaket stability, upon transmittal of such deteration, in writing, to the appropriate
committees of the U.S. Congress. The EESA alsoigesvfor a program that would allow companies sure their troubled assets.

In addition, the U.S. Government, Federal Resemdeagher governmental and regulatory bodies hakentar are considering taking other
actions to address the financial crisis. The Tesaef-Backed Securities Loan Facility, or TALF, iest announced by the Treasury on
November 25, 2008, and has been expanded in sizscape since its initial announcement. Under theH, the Federal Reserve Bank
New York makes nc-recourse loans to borrowers to fund their purcledisdigible assets, currently certain asset-badesirities but not
residential mortgage-backed securities. In addititonMarch 23, 2009 the government announced tieaf teasury in conjunction with the
Federal Deposit Insurance Corporation, or FDIC, tied-ederal Reserve, would create the Public-frivevestment Program, or PPIP. The
PPIP aims to recreate a market for specific iliguasidential and commercial loans and securitiesugh a number of joint public and privi
investment funds. The PPIP is designed to drawpréwate capital into the market for these secwsitiad loans by providing government
equity co-investment and attractive public finagciAs these programs are still in early stagessgktbpment, it is not possible for us to
predict how these programs will impact our business

Although these aggressive steps are intended tegirand support the US housing and mortgage maxieetontinue to operate under very
difficult market conditions. As a result, there dano assurance that the EESA, the TARP, the TREHP or other policy initiatives will
have a beneficial impact on the financial markietsluding current extreme levels of volatility. Vdannot predict whether or when such
actions may occur or what impact, if any, suchaasicould have on our business, results of op&istod financial condition.

Trends

We expect the results of our operations to be &by various factors, many of which are beyondomntrol. Our results of operations will
primarily depend on, among other things, the lefeur net interest income, the market value ofassets, and the supply of and demand for
such assets. Our net interest income, which rafket amortization of purchase premiums and accreti discounts, varies primarily as a
result of changes in interest rates, borrowings;aatd prepayment speeds, which is a measurembotofuickly borrowers pay down the
unpaid principal balance on their mortgage loans.

Prepayment Speeds. Prepayment speeds, as retgctieel Constant Prepayment Rate, or CPR, vary dicapto interest rates, the type of
investment, conditions in financial markets, conitfmt and other factors, none of which can be prtedi with any certainty. In general, when
interest rates rise, it is relatively less attnaefior borrowers to refinance their mortgage loams as a result, prepayment speeds tend to
decrease. When interest rates fall, prepaymentisgead to increase. For mortgage loan and RMB&stnvents purchased at a premium, as
prepayment speeds increase, the amount of inconsammedecreases because the purchase premiumadv@iptiie bonds amortizes faster
than expected. Conversely, decreases in prepayspeatls result in increased income and can extengettiod over which we amortize the
purchase premium. For mortgage loan and RMBS invests purchased at a discount, as prepayment sipeeease, the amount of income
we earn increases because of the acceleratiom afcitretion of the discount into interest incomen¥@rsely, decreases in prepayment speed:
result in decreased income and can extend thedpevier which we accrete the purchase discountiiéoest income.
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Rising Interest Rate Environment. As indicated &@s interest rates rise, prepayment speeds fjgrierease, increasing our net interest
income. Rising interest rates, however, increasdinancing costs which may result in a net negaiimpact on our net interest income. In
addition, if we acquire Agency and non-Agency RM&#ateralized by monthly reset adjustable-ratetgamges, or ARMs, and three- and
five-year hybrid ARMs, such interest rate increasesccoesult in decreases in our net investment incas¢here could be a timing misma
between the interest rate reset dates on our RMB$po and the financing costs of these investtaeMonthly reset ARMs are ARMs on
which coupon rates reset monthly based on indigels as the one-month London Interbank Offering Rait&IBOR. Hybrid ARMs are
mortgages that have interest rates that are fisedr initial period (typically three, five, seventen years) and thereafter reset at regular
intervals subject to interest rate caps.

With respect to our floating rate investments, sintbrest rate increases should result in increimsesr net investment income because our
floating rate assets are greater in amount tharethé&d floating rate liabilities. Similarly, sueln increase in interest rates should generally
result in an increase in our net investment incoméxed-rate investments made by us because xed-fiate assets would be greater in
amount than our fixed-rate liabilities. We expdawever, that our fixedate assets would decline in value in a risingregerate environme
and that our net interest spreads on fixed ratetsissuld decline in a rising interest rate envinent to the extent such assets are financed
with floating rate debt.

Falling Interest Rate Environment. As interestsdidl, prepayment speeds generally increase, dsioig our net interest income. Falling
interest rates, however, decrease our financing @asich may result in a net positive impact on oefrinterest income. In addition, if we
acquire Agency and non-Agency RMBS collateralizgdnonthly reset adjustable-rate mortgages, or ARiig, three- and five-year hybrid
ARMs, such interest rate decreases could resuicieases in our net investment income, as tharkl d® a timing mismatch between the
interest rate reset dates on our RMBS portfolio thiedfinancing costs of these investments. Montbbet ARMs are ARMs on which coupon
rates reset monthly based on indices such as #amonth London Interbank Offering Rate, or LIBOR. HgbhARMs are mortgages that he
interest rates that are fixed for an initial per{bgically three, five, seven or ten years) anet¢lafter reset at regular intervals subject to
interest rate caps.

With respect to our floating rate investments, sintbrest rate decreases may result in decreases imet investment income because our
floating rate assets may be greater in amounttti@anelated floating rate liabilities. Similarlyych a decrease in interest rates should gen
result in an increase in our net investment incoméxed-rate investments made by us because xen-fiate assets would be greater in
amount than our fixed-rate liabilities. We expéwiywever, that our fixed-rate assets would incréas@lue in a falling interest rate
environment and that our net interest spreadsxenl fiate assets could increase in a falling inteegs environment to the extent such assets
are financed with floating rate debt.

Credit Risk. One of our strategic focuses is aéggiassets which we believe to be of high credétlitya We believe this strategy will

generally keep our credit losses and financingsclost. We retain the risk of potential credit lossm all of the residential mortgage loans we
hold in our portfolio. Additionally, some of ouniastments in RMBS may be qualifying interests fampmses of maintaining our exemption
from the 1940 Act because we retain a 100% owngiigkérest in the underlying loans. If we purchaelasses of these securitizations, we
have the credit exposure on the underlying loarier B the purchase of these securities, we canaultie diligence process that allows us to
remove loans that do not meet our credit standaaded on loan-to-value ratios, borrowers' creditess; income and asset documentation and
other criteria that we believe to be important @adiions of credit risk.

Size of Investment Portfolio. The size of our invesnt portfolio, as measured by the aggregate dnpé&icipal balance of our mortgage
loans and aggregate principal balance of our mgetgalated securities and the other assets we ®alsa a key revenue driver. Generally, as
the size of our investment portfolio grows, the amtoof interest income we receive increases. Tigetanvestment portfolio, however, dri
increased expenses as we incur additional intergminse to finance the purchase of our assets.
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Since changes in interest rates may significarifsctour activities, our operating results depdandarge part, upon our ability to effectively
manage interest rate risks and prepayment riskie wkaintaining our status as a REIT.

Current Environment. The current weakness in tloader mortgage markets could adversely affect omeooe of our potential lenders or &

of our lenders and could cause one or more of otgrpial lenders or any of our lenders to be urimglior unable to provide us with financing
or require us to post additional collateral. In g, this could potentially increase our financaugts and reduce our liquidity or require us to
sell assets at an inopportune time. We expectdausimber of sources to finance our investmemtfiyding repurchase agreements,
warehouse facilities, securitizations, asset-baddedmercial paper and term CDOs. Current markeditions have affected the cost and
availability of financing from each of these sowamd their individual providers to different deggpsome sources generally are unavailable,
some are available but at a high cost, and somlayely unaffected. For example, in the repurclteggeement market, borrowers have been
affected differently depending on the type of siéguhey are financing. Non-Agency RMBS have bearder to finance, depending on the
type of assets collateralizing the RMBS. The amotemin and margin requirements associated witrethgses of financings have been
negatively impacted.

Currently, warehouse facilities to finance wholarigrime residential mortgages are generally advailitom major banks, but at significantly
higher cost and have greater margin requiremeats pheviously offered. Many major banks that off@rehouse facilities have also reduced
the amount of capital available to new entrants@mtsequently the size of those facilities offemed are smaller than those previously
available. We decided to terminate our two wholnloepurchase agreements in order to avoid payingueage fees under those agreements

It is currently a challenging market to term finarwhole loans through securitization or bonds iddaea CDO structure. The highly rated
senior bonds in these securitizations and CDO tstres currently have liquidity, but at much widpresads than issues priced in recent
history. The junior subordinate tranches of theaectures currently have few buyers and currenketazonditions have forced issuers to
retain these lower rated bonds rather than saththe

Certain issuers of ABCP have been unable to placeo(]) their securities, which has resulted, am® instances, in forced sales of MBS and
other securities which has further negatively intpdd¢he market value of these assets. These maohkditions are fluid and likely to change
over time. As a result, the execution of our insestt strategy may be dictated by the cost andahibifly of financing from these different
sources.

If one or more major market participants fails treswise experiences a major liquidity crisis, @swhe case for Bear Stearns & Co. in
March 2008, and Lehman Brothers Holdings Inc. ipt&mber 2008, it could negatively impact the mak#ity of all fixed income securities
and this could negatively impact the value of tbeusities we acquire, thus reducing our net bodkerdurthermore, if many of our potential
lenders or any of our lenders are unwilling or uaab provide us with financing, we could be for¢edsell our securities or residential
mortgage loans at an inopportune time when pricesl@pressed.

As described above, there has been significantrgavent action in the capital markets. However,dhmam be no assurance that the
government's actions with respect to Freddie MacFannie Mae, the EESA, the TARP, the TALF, theRP®& other policy initiatives will
have a beneficial impact on the financial markietsuding current extreme levels of volatility. Tlee extent the market does not respond
favorably to these actions, or these actions ddumattion as intended, our business may not redbiw@nticipated positive impact from the
In addition, the U.S. Government, Federal Resemndeather governmental and regulatory bodies hakentar are considering taking other
actions to address the financial crisis. We capnedict whether or when such actions may occurlatwmpact, if any, such actions could
have on our business, results of operations amadial condition.

In the current market, it may be difficult or imgisle to obtain third party pricing on the investiteewe purchase. In addition, validating tl
party pricing for our investments may be more stiibje as fewer participants may be willing to paevithis service to us. Moreover, the
current market is more illiquid than in recent bigtfor some of the investments we purchase. liidavestments typically experience greater
price volatility as a ready market does not exstvolatility increases or liquidity decreases waynmave greater difficulty financing our
investments which may negatively impact our earmiaigd the execution of our investment strategy.
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Critical Accounting Policies

Our financial statements are prepared in accordaitbeaccounting principles generally acceptechia tynited States of America, or GAAP.
These accounting principles may require us to nsakee complex and subjective decisions and asse&sn@am most critical accounting
policies will involve decisions and assessmentsdbald affect our reported assets and liabiliteessyvell as our reported revenues and
expenses. We believe that all of the decisionsamsdssments upon which our financial statementsaged will be reasonable at the time
made and based upon information available to tlsaatime. At each quarter end, we calculate esécthair value using a pricing model. We
validate our pricing model by obtaining independeiting on all of our assets and performing afiGation of those sources to our own
internal estimate of fair value. We have identifigldlat we believe will be our most critical accoungtpolicies to be the following:

Mortgage Loan Sales and Securitizations

We periodically enter into transactions in which sedl financial assets, such as RMBS, mortgageslaan other assets. We also securitize
and re-securitize financial assets. These tramsectire recorded in accordance with SFAS 140 Adooyfor Transfers and Servicing of
Financial Assets and Extinguishment of Liabilit{8&AS 140) and are accounted for as either a "salé'the loans held for investment are
removed from the consolidated statements of firercindition or as a "financing” and are classifisd'Securitized loans held for
investment" on the Company's consolidated statesrarftnancial condition, depending upon the sueetof the securitization transaction. In
these securitizations and re-securitizations weesiones retain or acquire senior or subordinatest@sts in the securitized or re-securitized
assets. Gains and losses on such securitizatioessacuritizations are recognized using the guidam SFAS No. 140 which is based on a
financial components approach that focuses on egbtinder this approach, after a transfer of finahassets, an entity recognizes the
financial and servicing assets it controls anditidwlities it has incurred, derecognizes finan@asets when control has been surrendered, an
derecognizes liabilities when extinguished.

We determine the gain or loss on sale of mortgaged by allocating the carrying value of the undeg mortgage between securities or
loans sold and the interests retained based onfttievalues. The gain or loss on sale is theeddfice between the cash proceeds from th
and the amount allocated to the securities or |salts

Valuation of Investments

On January 1, 2008, we adopted SFAS 157, whicmeefiair value, establishes a framework for meaguair value, and establishes a three-
level valuation hierarchy for disclosure of failwa measurement and enhances disclosure requirefieerifir value measurements. The
valuation hierarchy is based upon the transparehiyputs to the valuation of an asset or liabiity of the measurement date. The three i
are defined as follows:

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

Level 2 - inputs to the valuation methodology itguguoted prices for similar assets and liabiliteactive markets, and inputs that are
observable for the asset or liability, either dilor indirectly, for substantially the full teraf the financial instrument.

Level 3 - inputs to the valuation methodology anehservable and significant to overall fair value.
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Mortgage-Backed Securities and interest rate swepsalued using a pricing model. The MBS pricingdel incorporates such factors as
coupons, prepayment speeds, spread to the Treasdirgwap curves, convexity, duration, periodic l#eccaps, and credit enhancement.
Interest rate swaps are modeled by incorporatinog factors as the Treasury curve, LIBOR rates,thadeceive rate on the interest rate
swaps. Management reviews the fair values detedviigehe pricing model and compares its resultse@mer quotes received on each
investment to validate the reasonableness of thmtians indicated by the pricing models. The degletes incorporate common market
pricing methods, including a spread measuremethigtd@ reasury curve or interest rate swap curveedlsas underlying characteristics of the
particular security including coupon, periodic difiel caps, rate reset period, issuer, additionadlitrsupport and expected life of the security.

Any changes to the valuation methodology are regtktsy management to ensure the changes are agteopts markets and products
develop and the pricing for certain products becmere transparent, we continue to refine our Yelnanethodologies. The methods used
by us may produce a fair value calculation that matybe indicative of net realizable value or refilee of future fair values. Furthermore,
while we believe our valuation methods are appedprand consistent with other market participahts use of different methodologies, or
assumptions, to determine the fair value of ceffiagncial instruments could result in a differestimate of fair value at the reporting date.
We use inputs that are current as of the measuretags which may include periods of market distmea during which price transparency
may be reduced. This condition could cause ounfira instruments to be reclassified from Leveb2.ével 3.

As of March 31, 2009 and December 31, 2008, we bkassified the valuation of our RMBS as "Levela®'described above.
Securitized Loans Held for Investment

Our securitized residential mortgage loans are cw®g of fixed-rate and variablate loans. We purchase pools of residential mgedeans
through a select group of originators. Mortgagefare designated as held for investment, recayderhde date, and are carried at their
principal balance outstanding, plus any premiumdiscounts which are amortized or accreted oveesfienated life of the loan, less
allowances for loan losses.

Available-for-Sale Securities

Our investments in RMBS are classified as availftiesale securities that are carried on the cadatdd statement of financial condition at
their fair value. This classification results inatlyes in fair values being recorded as adjustntersscumulated other comprehensive income
or loss, which is a component of stockholders' tgqui

When the fair value of an available-for-sale sdgus less than its amortized cost for an exteriribd or there is a significant decline in
value, we consider whether there is an other-tbampbrary impairment in the value of the securityb&sed on our analysis, an other-than-
temporary impairment exists, the cost basis oktwmurity is written down to the then-current faatue, and the unrealized loss is transferred
from accumulated other comprehensive loss as arediate reduction of current earnings (as if the lwed been realized in the period of
other-than-temporary impairment). The determinatibother-than-temporary impairment is a subjecfivecess, and different judgments and
assumptions could affect the timing of loss redlira

We consider the following factors when determinamgother-than-temporary impairment for a security:
o The length of time and the extent to which thekeivalue has been less than the amortized cost;

o and the financial condition and near-term protpetthe issuer;

o The credit quality and cash flow performancehef $ecurity; and
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o Our intent to hold the security for a periodiofe sufficient to allow for any anticipated recoyér market value.

The determination of other-thaamporary impairment is made at least quarterlydfdetermine an impairment to be other than tearyore
will realize a loss which will negatively impactrcent income.

Investment Consolidation

For each investment we make, we evaluate the widgrentity that issued the securities we will acgwr to which we will make a loan to
determine the appropriate accounting treatmergehforming our analysis, we refer to guidance a&nent of Financial Accounting
Standards (SFAS) No. 140, Accounting for Transéerd Servicing of Financial Assets and Extinguishtmen Liabilities, and FASB
Interpretation No. (FIN) 46R, Consolidation of Varle Interest Entities. FIN 46R addresses the egbin of Accounting Research Bulletin
No. 51, Consolidated Financial Statements, to Teertities in which voting rights are not effeiin identifying an investor with

controlling financial interest. In variable intetesntities, or VIES, an entity is subject to comdation under FIN 46R if the investors either do
not have sufficient equity at risk for the entityfinance its activities without additional subaralied financial support, are unable to direct the
entity's activities, or are not exposed to thetgstiosses or entitled to its residual return€&/Wwithin the scope of FIN 46R are required to be
consolidated by their primary beneficiary. The misnbeneficiary of a VIE is determined to be thetypéhat absorbs a majority of the entity's
expected losses, its expected returns, or botls. détermination can sometimes involve complex ajestive analyses.

Interest Income Recognition

Interest income on available-for-sale securitias laans held for investment is recognized ovetlifeeof the investment using the effective
interest method as described by SFAS No. 91, Adoagifior Nonrefundable Fees and Costs Associatéldl @riginating or Acquiring Loans
and Initial Direct Costs of Leases, for securitiéhigh credit quality and EITF No. 99-20, Recognitof Interest Income and Impairment on
Purchased and Retained Beneficial Interests inrBized Financial Assets, for all other securitieBome recognition is suspended for loans
when, in the opinion of management, a full recovarincome and principal becomes doubtful. Incoemgnition is resumed when the loan
becomes contractually current and performancerisodstrated to be resumed.

Under SFAS No. 91 and EITF No. 99-20, managemelhesgtimate, at the time of purchase, the futungeexed cash flows and determine the
effective interest rate based on these estimatg ftmvs and our purchase price. As needed, thegaated cash flows will be updated and a
revised yield computed based on the current ansattipst of the investment. In estimating these @asls, there will be a number of
assumptions that will be subject to uncertaintied eontingencies. These include the rate and timfr@incipal payments (including
prepayments, repurchases, defaults and liquidatitms pass-through or coupon rate and interestfiattuations. In addition, interest
payment shortfalls due to delinquencies on the dyidg mortgage loans, and the timing of the magphét of credit losses on the mortgage
loans underlying the securities have to be judgaigntstimated. These uncertainties and contingsraie difficult to predict and are subject
to future events that may impact management's atdsrand our interest income.

Accounting For Derivative Financial Instruments

Our policies permit us to enter into derivative traats, including interest rate swaps and intenastcaps, as a means of mitigating our
interest rate risk. We intend to use interest datévative instruments to mitigate interest rask riather than to enhance returns.

We account for derivative financial instrumentsgtordance with SFAS No. 133, Accounting for Darxalnstruments and Hedging
Activities ("SFAS 133"), as amended and interprefféAS 133 requires an entity to recognize all\dgives as either assets or liabilities in
the statement of financial condition and to measiuose instruments at fair value. Additionally, fag value adjustments will affect either
other comprehensive income in stockholders' equntil the hedged item is recognized in earningsedrincome depending on whether the
derivative instrument qualifies as a hedge for aoting purposes and, if so, the nature of the heggctivity.
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In the normal course of business, we may use atyaof derivative financial instruments to econoatiie manage, or hedge, interest rate risk.
These derivative financial instruments must beatffe in reducing our interest rate risk exposurerder to qualify for hedge accounting.
When the terms of an underlying transaction areifieakl or when the underlying hedged item ceasexist, all changes in the fair value of
the instrument are included in net income for gaatiod until the derivative instrument maturessoséttled. Any derivative instrument used
for risk management that does not meet the hedgitegia is carried at fair value with the changesalue included in net income.

Derivatives will be used for economic hedging pwgmrather than speculation. We will rely on quotest from third parties to determine fair
values. If our hedging activities do not achieve @esired results, our reported earnings may beradly affected.

Reserve for Possible Credit Losses

The expense for possible credit losses in connegtith debt investments is a charge to earningsdease the allowance for possible credit
losses to the level that management estimates addguate considering delinquencies, loss experiand collateral quality. Other factors
considered relate to geographic trends and prativetsification, the size of the portfolio and amt economic conditions. Based upon these
factors, we establish the provision for possibkdiriosses by category of asset. When it is priebiiat we will be unable to collect all
amounts contractually due, the account is consitienpaired.

Where impairment is indicated, a valuation writevdoor write-off is measured based upon the exceéseaecorded investment amount over
the net fair value of the collateral, as reduceddlling costs. Any deficiency between the carnangount of an asset and the net sales pr
repossessed collateral is charged to the allowimazedit losses.

Income Taxes

We have elected and intend to qualify to be taxed REIT. Accordingly, we will generally not be gedi to corporate federal or state income
tax to the extent that we make qualifying distribo$ to our stockholders, and provided we satisfa@ontinuing basis, through actual
investment and operating results, the REIT requaremiincluding certain asset, income, distributiod stock ownership tests. If we fail to
qualify as a REIT, and do not qualify for certaiatatory relief provisions, we will be subject &dral, state and local income taxes and may
be precluded from qualifying as a REIT for the ®duent four taxable years following the year inahhive lost our REIT qualification.
Accordingly, our failure to qualify as a REIT coutdve a material adverse impact on our resultpefaitions and amounts available for
distribution to our stockholders.

The dividends paid deduction of a REIT for qualifyidividends to its stockholders is computed usimgtaxable income as opposed to net
income reported on the financial statements. Taxatdome, generally, will differ from net incomegeated on the financial statements
because the determination of taxable income isthasdax provisions and not financial accountinggples.

In the future, we may create and elect to tregaoenf our subsidiaries as taxable REIT subsid&@ror TRSs. In general, a TRS of ours may
hold assets and engage in activities that we camidtor engage in directly and generally may eegagny real estate or non-real estate-
related business. A TRS is subject to federalestat local corporate income taxes.

While our TRS will generate net income, our TRS danlare dividends to us which will be includedur taxable income and necessitate a
distribution to our stockholders. Conversely, if ke¢ain earnings at the TRS level, no distribut®required and we can increase book equity
of the consolidated entity.
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Financial Condition

At March 31, 2009, our portfolio consisted of $hillion of RMBS and of approximately $565.9 milliarf securitized mortgage loans.

The following table summarizes certain charactiessaf our portfolio at March 31, 2008 and DecembEr2008.

Leverage at period-end
Residential mortgage-backed securities as a % of po
Residential mortgage loans as a % of portfolio
Loans collateralizing secured debt as a % of portfo
Fixed-rate investments as % of portfolio
Adjustable-rate investments as % of portfolio
Fixed-rate investments
Residential mortgage-backed securities as a % o
Residential mortgage loans as a % of fixed-rate
Loans collateralizing secured debt as a % of fi
Adjustable-rate investments
Residential mortgage-backed securities as a % o
Residential mortgage loans as a % of adjustable
Loans collateralizing secured debt as a % of ad
Annualized yield on average earning assets during t
Annualized cost of funds on average repurchase agre
during the period
Annualized interest rate spread during the period
Weighted average yield on assets at period-end
Weighted average cost of funds at period-end

Residential Mortgage-Backed Securities

March 31, 2009 Decemb

2.4:1
rtfolio 71.6%
lio 28.4%
35.8%
64.2%
f fixed-rate assets 65.1%
assets -
xed-rate assets 34.9%
f adjustable-rate assets 75.2%
-rate assets -
justable-rate assets 24.8%
he period 6.44%
ements balance 3.48%
2.96%
7.21%
3.57%

The table below summarizes our RMBS investmenidaath 31, 2009 and December 31, 2008:

March
2009
(d
Amortized cost $1,
Gross unrealized gains
Gross unrealized losses
Fair value $1,

31, December 31,

2008

ollars in thousands)

342,497

66,209)

085,792

$1,122,135
9,504 7,700
(274,368)

$855,467

er 31, 2008
2.5:1
66.2%

33.8%
29.9%
70.1%

49.9%
50.1%

73.1%
26.9%
5.74%
3.96%

1.78%
5.93%
3.39%

As of March 31, 2009, the RMBS in our portfolio wgyurchased at a net discount to their par value RMBS had a weighted average
amortized cost of 94.8% and 99.0% at March 31, 20@PDecember 31, 2008, respectively.

The following table summarizes certain charactiesstf our RMBS portfolio at March 31, 2009 and Bexber 31, 2008.
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Weighted Averages

Estimated Value Constant
(dollars in Yieldto Prepayment
thousands) (1) Coupon Maturity Rate(2)
March 31, 2009 $1,085,792 6.07% 8.00% 12.4%
December 31, 2008 $855,467 6.12% 6.55% 13.0%

(1) All assets listed in this chart are carriethair fair value.
(2) Represents the estimated percentage of prirttipbwill be prepaid over the next three monthsddl on historical principal paydowns.

Actual maturities of RMBS are generally shortemtlstated contractual maturities, as they are afteby the contractual lives of the
underlying mortgages, periodic payments of prinigipad prepayments of principal. The stated cotuwdinal maturity of the mortgage

loans underlying our portfolio of RMBS ranges uByears, but the expected maturity is subjechinge based on the prepayments of the
underlying loans. As of March 31, 2009, the averfiig® contractual maturity of the RMBS portfolie 29 years, and as of December 31,
2008, it was 30 years. The estimated weighted geamsonths to maturity of the RMBS in the tableteire based upon our prepayment
expectations, which are based on both proprietadysabscription-based financial models. Our prepayrprojections consider current and
expected trends in interest rates, interest raegility, steepness of the yield curve, the mortgaate of the outstanding loan, time to reset and
the spread margin of the reset.

The constant prepayment rate, or CPR, attemptsettiqh the percentage of principal that will beggaiel over a period of time. We calculate
average CPR on a quarterly basis based on hidtpricaipal paydowns. As interest rates rise, te 1of refinancings typically declines,
which we expect may result in lower rates of prepagt and, as a result, a lower portfolio CPR. Coselg, as interest rates fall, the rate of
refinancings typically increases, which we expeatnmesult in higher rates of prepayment and, &salt;, a higher portfolio CPR.

After the reset date, interest rates on our hyadidistable rate RMBS securities adjust annuallgtas spreads over various LIBOR and
Treasury indices. These interest rates are sutgjeetps that limit the amount the applicable irderate can increase during any year, known
as periodic cap, and through the maturity of theliagble security, known as a lifetime cap. Thegiéed average periodic cap for the
portfolio is an increase of 1.3% and the weightestage maximum lifetime increases and decreasdhdqortfolio are 10.2%.

The following table summarizes our RMBS accordimgheir estimated weighted average life classificet as of March 31, 2009 and
December 31, 2008:

Fair Value
March 31, December 31,
2009 2008

(dollars in thousands)
Less than one year $ - $ -
Greater than one year and less than five years 909,005 768,163
Greater than or equal to five years 176,787 87,304
Total $1,085,792 $855,467

Results of Operations for the Quarters Ended Marci31, 2009 and March 31, 2008.
Net Income/Loss Summary
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Our net income for the quarter ended March 31, 2089 $18.9 million, or $0.11 per share. Our nebine was generated primarily by
interest income on our portfolio. Our net losstfte quarter ended March 31, 2008 was $54.9 milboi§1.46 per share. We attribute the net
loss for the quarter ended March 31, 2008 to redllesses on sales of assets and unrealized losseterest rate swaps that were recorded
during the quarter.

The table below presents the net income/loss suynfoathe quarter ended March 31, 2009 and 2008:

Net Income/Loss Summar y
(dollars in thousands, except for share and per share data)
For the F or the
Quarter Ended Quar ter Ended
March 31, 2009 Marc h 31, 2008
Interest income $ 28,007 $ 28,194
Interest expense 9,042 14,022
Net interest income 18,965 14,172

Unrealized losses on interest rate

swaps - (31,493)
Realized gains (losses) on sales of investments 3,627 (32,819)
Net investment income (expense) 22,592 (50,140)
Expenses

Management fee 2,583 2,227

General and administrative expenses 1,139 2,565

Total expenses 3,722 4,792

Income (loss) before income taxes 18,870 (54,932)
Income taxes 1
Net income (loss) $ 18,869 $ (54,935)
Net Income (loss) per share - basic and diluted $ 011 % (1.46)
Weighted average number of shares outstanding - bas ic and diluted 177,196,959 37,744,486
Comprehensive Income (loss):
Net income (loss) $ 18,869 $ (54,935)
Other comprehensive income (loss):

Unrealized loss on available-for-sale securities 13,590 (88,257)

Other comprehensive income:

Reclassification adjustment for realized (gains) losses included

in net income (3,627) 32,819

Other comprehensive income (loss) 9,963 (55,438)

Comprehensive income (loss) $ 28,832 % (110,373)
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Interest Income and Average Earning Asset Yiel

We had average earning assets of $1.7 billion &nélldillion for the quarters ended March 31, 2008 2008, respectively. Our interest
income was $28.0 million and $28.2 million for tipearters ended March 31, 2009 and 2008, respecti@eir interest income remained
relatively unchanged even though we increased apital due to the deleveraging of the interestiegrassets in our portfolio subsequent to
the quarter ended March 31, 2008. The annualizeld gin our portfolio was 6.44% and 6.63% for thanters ended March 31, 2009 and
2008, respectively. The decline in the annualizettlyis attributed to a decrease in leverage orpoutfolio of interest earning assets.

Interest Expense and the Cost of Funds

Our largest expense is the cost of borrowed futishad average borrowed funds of $1.0 billion ab@ ®illion and total interest expense of
$9.0 million and $14.0 million for the quarters eddMarch 31, 2009 and 2008, respectively. Our direthcost of funds was 3.48% and
4.23% for the quarters ended March 31, 2009 an8,2@3pectively. The decline in interest expenselated to a decrease in the borrowing
rates for the quarter ended March 31, 2009 versaieivid1, 2008 and the subsequent termination efast rate swaps that were in the
portfolio for the period ended March 31, 2008.

The table below shows our average borrowed fumtisrast expense, average cost of funds, averagmonth LIBOR, average six-month
LIBOR, average one-month LIBOR relative to averaggemonth LIBOR, and average cost of funds relatovaverage one- and six- month
LIBOR for the quarter ended March 31, 2009, yeateeinDecember 31, 2008, and the four quarters i8.200

Average Cost of Funds

(Ratios have been annualized, dollar s in thousands)
Average  Average Average
One-Month  Cost Cost of
LIBOR of Funds Funds
A verage Average Average Relativeto Relative t o Relative to
Average Cost One- Six- Average Average Average
Borrowed Interest of Month Month Six-Month  One-Month Six-Month
Funds Expense Funds LIBOR LIBOR LIBOR LIBOR LIBOR
For the quarter ended  $1,038,460  $9,042 3.48% 0.46% 1.74% (1.28%) 3.02% 1.74%
March 31, 2009
For the year ended $1,304,873  $60,544 464% 2.68% 3.06% (0.38%) 1.96% 1.58%
December 31, 2008
For the quarter ended ~ $1,105,239  $10,954 3.96% 2.23% 2.94% (0.71%) 1.73% 1.02%
December 31, 2008
For the quarter ended  $1,339,531  $15,543 464% 2.62% 3.19% (0.57%) 2.02% 1.45%
September 30, 2008
For the quarter ended  $1,449,567 $20,025 5.53% 2.59% 2.93% (0.34%) 2.94% 2.60%
June 30, 2008
For the quarter ended  $1,325,156 $14,022 4.23% 3.31% 3.18% 0.13% 0.92% 1.05%

March 31, 2008

Net Interest Income

Our net interest income, which equals interestimedess interest expense, totaled $19.0 million&d#d2 million for the quarters ended
March 31, 2009 and 2008, respectively. Our neté@stiespread, which equals the yield on our aveaagets for the period less the average
of funds for the period, was 2.96% and 2.40% ferdharters ended March 31, 2009 and 2008, respictive attribute the increase in net
interest income and net interest spread to a detliour interest expense and the interest ratehiah we borrow.
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The table below shows our average assets heldljrittgest earned on assets, yield on averageesitearning assets, average balance of
repurchase agreements, interest expense, aversigef fonds, net interest income, and net intenast spread for the quarter ended Marck
2009, the year ended December 31, 2008 and theyt@uters in 2008.

Net Interest Income

(Ratios have been annualized, dollar s in thousands)
Yield on
Average Net
Average Interest Interest  Average Average Ne t Interest
Earning Earned Earning Debt Interest Cost of Int erest Rate
Assets Held on Assets Assets Balance Expense Funds In come Spread
For the quarter ended  $1,739,767 $28,007 6.44%  $1,038,460 $9,042 3.48% $ 18,965 2.96%

March 31, 2009

For the year ended $1,711,705 $102,093 5.96% $1,304,873 $60,544 4.64% $ 44,715 1.32%
December 31, 2008

For the quarter ended  $1,621,205 $23,254 5.74%  $1,105,239 $10,954 3.96% $ 12,702 1.78%
December 31, 2008

For the quarter ended  $1,751,748 $23,419 5.35%  $1,339,531 $15,543 4.64% $7,915 0.71%
September 30, 2008

For the quarter ended  $1,917,969 $29,630 6.18%  $1,449,567 $20,025 5.53% $9,926 0.65%
June 30, 2008

For the quarter ended  $1,555,896 $25,790 6.63%  $1,325,156 $14,022 4.23% $ 14,172 2.40%
March 31, 2008

Gains and Losses on Sales of Assets and Interestt®&8waps

During the quarter ended March 31, 2009, we sadétaswith a carrying value of $544.8 million whigsulted in a net gain of approximately
$3.6 million. During the quarter ended March 31020we sold assets and terminated interest ratpsswih a carrying value of $394.2
million for an aggregate loss of $32.8 million.

Management Fee and General and Administrative Expeses

We paid FIDAC a management fee of $2.6 million 8@ million for the quarters ended March 31, 2666 2008, respectively. The
management fee is based on stockholder's equityh@ndcrease in the management fee for the quamntbed March 31, 2009 resulted from
the increase in the Company's stockholders equligeqjuent to its completion of the October 2008 3éary offerings.

General and administrative (or G&A) expenses wédré $illion and $2.6 million for the quarters endddrch 31, 2009 and 2008,
respectively. We attribute the decline in G&A expero a decrease in the loan loss provision reddiatehe quarter ended March 31, 2009
relative to the quarter ended March 31, 2008.

Total expenses as a percentage of average totdsassre 0.94% and 1.10% for the quarters endedhvai, 2009 and 2008, respectively.
The decline in total expenses as a percentagecof@e total assets is the result of a greater geersset base at March 31, 2009.

Currently, FIDAC has waived its right to requiretagpay our pro rata portion of rent, telephonditiess, office furniture, equipment,
machinery and other office, internal and overhegukases of FIDAC and its affiliates required for operations.

The table below shows our total management feeGW expenses as compared to average total assgmvanage equity for the quarter
ended March 31, 2009, for the year ended Decenthe2®8, and the four quarters in 2008.
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Management Fee and G&A Expenses and Opera ting Expense Ratios

(Ratios have been annualized, dollar s in thousands)
Total Total Management ~ Total Managem ent
Management Fee and G&A Fee and G&A
F ee and G&A  Expenses/Average  Expenses/Aver age
Expenses Total Assets Equity
For the quarter ended March 31, 2009 $3,722 0.94% 3.51%
For the year ended December 31, 2008 $14,027 0.85% 3.50%
For the quarter ended December 31, 2008 $3,918 1.10% 4.78%
For the quarter ended September 30, 2008 $1,934 0.46% 2.46%
For the quarter ended June 30, 2008 $3,380 0.70% 3.35%
For the quarter ended March 31, 2008 $4,792 1.10% 4.00%

Net Income/Loss and Return on Average Equity

Our net income was $18.9 million for the quartedeshMarch 31, 2009. Our net loss was $54.9 mifi@mrthe quarter ended March 31, 2008.
The table below shows our net interest income, lass) on sale of assets, unrealized gains

(loss) on interest rate swaps, total expensesirirdax, each as a percentage of average equityhamdturn on average equity for the que
ended March 31, 2009, the year ended DecembetOB8, @nd the four quarters in 2008. Our return araye equity increased from (45.8¢
for the quarter ended March 31, 2008 to 17.82%Herquarter ended March 31, 2009 primarily dudnéoabsence of realized losses on sales
of assets and unrealized losses on interest ratpssthiat were recorded in the quarter ended MatcBGO8.

Components of Return on Averag e Equity
(Ratios have been annuali zed)
Net Gain/(Loss) Unrealized

Interes t on Sale of Gain/(Loss) on Total

Income/ Investments Interest Rate Expenses/ Income Return on

Average /Average  Swaps/Average Average Tax/Aver age Average

Equity Equity Equity Equity  Equity Equity
For the quarter ended March 31, 2009 17.91% 3.42% - (3.51%) - 17.82%
For the year ended December 31, 2008 11.17% (38.64%) 1.04% (3.50%) - (29.93%)
For the quarter ended December 31, 2008  15.50% - - (4.78%) - 10.72%
For the quarter ended September 30, 2008 10.07% (157.28%) 12.81% (2.46%) (0.02% ) (136.88%)
For the quarter ended June 30, 2008 9.84% 1.75% 25.36% (3.35%) - 33.60%
For the quarter ended March 31, 2008 11.83% (27.40%) (26.29%) (4.00%) - (45.86%)

Liquidity and Capital Resources

Liquidity measures our ability to meet cash requeats, including ongoing commitments to repay aurdwings, fund and maintain RMBS,
mortgage loans and other assets, pay dividendsthed general business needs. Our principal sowfoespital and funds for additional
investments primarily include earnings from ouresiments, borrowings under securitizations anccen#tizations, repurchase agreements
and other financing facilities, and proceeds fraqity offerings. We expect these sources of finagevill be sufficient to meet our short-
term liquidity needs.

We expect to continue to borrow funds in the fofmepurchase agreements and, subject to markettzorg] other types of financing. The
terms of the repurchase transaction borrowings uoglemaster repurchase agreements generally cortfothe terms in the standard master
repurchase agreement as published by the Secunitiastry and Financial Markets Association, or/8F; as to repayment, margin
requirements and the segregation of all secunitefave initially sold under the repurchase tratisacin addition,
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each lender typically requires that we include $eimental terms and conditions to the standard maspeirchase agreement. Typical
supplemental terms and conditions include charm#set margin maintenance requirements, requiredutai and purchase price maintens
requirements, requirements that all controverstgad to the repurchase agreement be litigatadoarticular jurisdiction and cross default
provisions. These provisions will differ for eachonir lenders and will not be determined until weyage in a specific repurchase transaction.

For our short-term (one year or less) and lterga liquidity, which include investing and compice with collateralization requirements un
our repurchase agreements (if the pledged colladdeaeases in value or in the event of margirsaatated by prepayments of the pledged
collateral), we also rely on the cash flow froméastments, primarily monthly principal and inteneayments to be received on our RMBS
whole mortgage loans, cash flow from the sale ofisges as well as any primary securities offesiagithorized by our board of directors.

Based on our current portfolio, leverage ratio andilable borrowing arrangements, we believe osetzswill be sufficient to enable us to
meet anticipated short-term (one year or less)digurequirements such as to fund our investmetiviies, pay fees under our management
agreement, fund our distributions to stockholdeids pay general corporate expenses. However, andealithe value of our collateral or an
increase in prepayment rates substantially abovexuectations could cause a temporary liquidityrsall due to the timing of the necessary
margin calls on the financing arrangements anadteal receipt of the cash related to principaldeayns. If our cash resources are at any
time insufficient to satisfy our liquidity requirents, we may have to sell debt or additional eqggtgurities in a common stock offering. If
required, the sale of RMBS or whole mortgage lagtn@rices lower than their carrying value wouldutes losses and reduced income.

Our ability to meet our longerm (greater than one year) liquidity and capitaburce requirements will be subject to obtaimidditional deb
financing and equity capital. Subject to our maiitey our qualification as a REIT as well as mans@tditions, we expect to use a number of
sources to finance our investments, including refpase agreements, warehouse facilities, securitizatommercial paper and term financing
CDOs. Such financing will depend on market condgifor capital raises and for the investment of grogceeds. If we are unable to renew,
replace or expand our sources of financing on smbisily similar terms, it may have an adversecfts our business and results of
operations. Upon liquidation, holders of our dedswgities and shares of preferred stock and lensi¢hsrespect to other borrowings will
receive a distribution of our available assetsmoahe holders of our common stock.

We held cash and cash equivalents of approxim&ty? and $91.4 million at March 31, 2009 and M&th2008, respectively. Our cash
and cash equivalents declined as we no longer teste posted as collateral to secure repurchaseragngs and interest rate swaps.

Our operating activities provided net cash of agjpnately $13.8 million and $8.0 million for the qter s ended March 31, 2009 and March
31, 2008, respectively.

Our investing activities used net cash of $3.9ianilland $1.1 billion for the quarters ended Marth2009 and March 31, 2008, respectively.
During the quarter ended March 31, 2009 proceexnn fisset purchases were largely offset by prodeeaisasset sales that utilized
approximately $59.4 million as compared to assetlmses less asset sales utilizing approximateB iillion for the quarter ended March
31, 2008.

Our financing activities used net cash of $25.2iomlduring the quarter ended March 31, 2009 amdiged net cash of $1.2 billion for the
guarter ended March 31, 2008 primarily from the afseepurchase agreements. We expect to continbertow funds in the form of
repurchase agreements as well as other typesarfdimg. As of March 31, 2009, we had $452.5 milllastanding under our repurchase
agreement with Annaly collateralized by our RMBS$haweighted average borrowing rates of 2.01% anidhted average remaining
maturities of 1 day. The RMBS pledged as collataraler the repurchase agreement with Annaly haasmated fair value of $532.1 milli
at March 31, 2009. The interest rates of the rdpage agreements with Annaly are generally indexdke onemonth LIBOR rate and repri
accordingly.
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At March 31, 2009 and 2008, the repurchase agresnf@nRMBS had the following remaining maturities:

March 31, 2009 March 31, 2008
(dolla rs in thousands)

Within 30 days $559 ,926 $598,168
30 to 59 days - 384,964
60 to 89 days - -
90 to 119 days - -
Greater than or equal to 120 days - 24,514
Total $559 ,926 $1,007,646

Increases in short-term interest rates could negigitaffect the valuation of our mortgage-relatsdeds, which could limit our borrowing
ability or cause our lenders to initiate marginsaAmounts due upon maturity of our repurchaseagents will be funded primarily through
the rollover/reissuance of repurchase agreemeudtsnamthly principal and interest payments receime@ur mortgage-backed securities.

For our short-term (one year or less) and long-téymidity, which includes investing and compliane#h collateralization requirements
under our repurchase agreements (if the pledgéate! decreases in value or in the event of maegils created by prepayments of the
pledged collateral), we also rely on the cash flawn investments, primarily monthly principal anderest payments to be received on our
RMBS and whole mortgage loans, cash flow from tile ef securities as well as any primary securitiésrings authorized by our board of
directors.

Based on our current portfolio, leverage ratio andilable borrowing arrangements, we believe osetzswill be sufficient to enable us to
meet anticipated short-term (one year or less)digurequirements such as to fund our investmetiviies, pay fees under our management
agreement, fund our distributions to stockholdes pay general corporate expenses. However, agaserin prepayment rates substantially
above our expectations could cause a temporariditgshortfall due to the timing of the necessargrgin calls on the financing
arrangements and the actual receipt of the caateceto principal paydowns. If our cash resourcestany time insufficient to satisfy our
liquidity requirements, we may have to sell invesirs or issue debt or additional equity securitie® common stock offering. If required,
sale of RMBS or whole mortgage loans at prices fawan their carrying value would result in losaesl reduced income.

Our ability to meet our longerm (greater than one year) liquidity and capitaburce requirements will be subject to obtaimidditional deb
financing and equity capital. Subject to our maiitey our qualification as a REIT, we expect to asaumber of sources to finance our
investments, including repurchase agreements, wasehfacilities, securitizations, commercial paged term financing CDOs. Such
financing will depend on market conditions for ¢apraises and for the investment of any proceéage are unable to renew, replace or
expand our sources of financing on substantiaityilar terms, it may have an adverse effect on asiress and results of operations. Upon
liquidation, holders of our debt securities, if anpd shares of preferred stock, if any, and lendéh respect to other borrowings will rece
a distribution of our available assets prior to ltlodders of our common stock.

We are not required by our investment guidelinem#intain any specific debt-to-equity ratio as ved#idve the appropriate leverage for the
particular assets we are financing depends onrddit@uality and risk of those assets. However,master repurchase agreements require us
to maintain certain debt-to-equity ratios. At Magh 2009, our total debt was approximately $1lhiwhich represented a debt-to-equity
ratio of 2.4:1.
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Stockholders' Equity

During the quarter ended March 31, 2009, we dedldirédends to common shareholders totaling $10l6om or $0.06 per share, all of
which was paid on April 29, 2009.

On April 15, 2009 we announced the sale of 235@@Mshares of common stock at $3.00 per sharesfna&ted proceeds, less the
underwriters' discount and offering expenses, 4% million. Immediately following the sale of #eshares Annaly purchased 24,955,752
shares at the same price per share as the pufdiingf, for proceeds of approximately $74.9 millibm addition, on April 16, 2009 the
underwriters exercised the option to purchase wmtadditional 35,250,000 shares of common stockwer over-allotments for proceeds,
less the underwriters' discount, of approximatdl923 million. These sales were completed on Aijl2009. In all, we raised net proceeds
of approximately $851.0 in these offerings.

Related Party Transactions
Management Agreement

On November 15, 2007, we entered into a manageageaement with FIDAC, pursuant to which FIDAC idited to receive a management
fee and, in certain circumstances, a terminatierafed reimbursement of certain expenses as deddntlee management agreement. Such
fees and expenses do not have fixed and deterreipalyiments. The management fee is payable quairneatyears in an amount equal to
1.50% per annum, calculated quarterly, of our dtotikers' equity (as defined in the management agga8. FIDAC uses the proceeds from
its management fee in part to pay compensatiots wfiicers and employees who, notwithstanding tieatain of them also are our officers,
receive no cash compensation directly from us.mhaagement fee will be reduced, but not below zBraur proportionate share of any
CDO management fees FIDAC receives in connectidh thie CDOs in which we invest, based on the péaggnof equity we hold in such
CDOs.

Financing Arrangements with Annaly

In March 2008, we entered into a RMBS repurchaseeagent with Annaly. This agreement contains cuatgmepresentations, warranties
and covenants contained in such agreements. AsaacfiVB1, 2009, we had $452.5 million outstandindeuirihe agreement with a weighted
average borrowing rate of 2.01%.

Restricted Stock Grants

During the quarter ended March 31, 2009, 32,22%shaf restricted stock we had awarded to our Maragmployees vested and 1,267
shares were forfeited or cancelled. We did nottgaay incentive awards during the quarter endedchi8d, 2009.

At March 31, 2009 there are approximately 1.1 wrllunvested shares of restricted stock issued pdogyees of FIDAC. For the quarter
ended March 31, 2009, compensation expense lessajamd administrative costs associated with thertization of the fair value of the
restricted stock totaled $104 thousand.

Contractual Obligations and Commitments
The following table summarizes our contractual gdgions at March 31, 2009.

(dollars in thousands)

Great er
One to Than or
Within ~ Three Threeto Equal to
Contractual Obligations One Year Years Five Years Five Y ears  Total
Repurchase agreements for RMBS $559,926 $ - $ - $ - $559,926
Securitized debt 49,232 85,945 70,371 289,2 78 494,826
Interest expense on RMBS repurchase agreements(1) 89 - - - 89
Interest expense on securitized debt(1) 25,933 44,168 35,820 130,9 04 236,825
Total $635,180 $130,113 $106,191 $420,1 82 $1,291,666
(1) Interest is based on variable rates in effect a s of March 31, 2009.
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Off-Balance Sheet Arrangement

We do not have any relationships with unconsolidi&tatities or financial partnerships, such as iestibften referred to as structured finance
or special purpose entities, which would have hestablished for the purpose of facilitating offdrade sheet arrangements or other
contractually narrow or limited purposes. Furthee,have not guaranteed any obligations of uncotat@d entities nor do we have any
commitment or intent to provide funding to any sediities. As such, we are not materially exposeainy market, credit, liquidity or
financing risk that could arise if we had engagedich relationships.

Dividends

To qualify as a REIT, we must pay annual dividetwdsur stockholders of at least 90% of our taxatdeme, determined without regard to
the deduction for dividends paid and excluding ae/capital gains. We intend to pay regular quiraividends to our stockholders. Before
we pay any dividend, whether for U.S. federal inediax purposes or otherwise, which would only bid pat of available cash to the extent
permitted under our warehouse and repurchasetfesijlive must first meet both our operating requésts and scheduled debt service on our
warehouse lines and other debt payable.

Capital Resources
At March 31, 2009, we had no material commitmeatschpital expenditures.
Inflation

Virtually all of our assets and liabilities aredngst rate sensitive in nature. As a result, isteres and other factors influence our
performance far more so than does inflation. Chaigéterest rates do not necessarily correlatk inflation rates or changes in inflation
rates. Our financial statements are prepared iordance with GAAP and our distributions will be elehined by our board of directors
consistent with our obligation to distribute to stockholders at least 90% of our REIT taxable imemn an annual basis in order to maintain
our REIT qualification; in each case, our activstand balance sheet are measured with referetistdoical cost and/or fair market value
without considering inflation.

ltem 3. Quantitative and Qualitative Disclosures Alout 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 jystiking those risks and to maintain capital levebnsistent with the risks we undertake.

Credit Risk

We are subject to credit risk in connection with mvestments and face more credit risk on assetewn which are rated below "AAA". The
credit risk related to these investments pertairthé ability and willingness of the borrowers @ypwhich is assessed before credit is granted
or renewed and periodically reviewed throughoutitia® or security term. We believe that residuahlaredit quality is primarily determined
by the borrowers' credit profiles and loan chanasties. FIDAC uses a comprehensive credit reviescpss. FIDAC's analysis of loans
includes borrower profiles, as well as valuatiod appraisal data. FIDAC uses compensating factars as liquid assets, low loan to value
ratios and job stability in evaluating loans. FID&@esources include a proprietary portfolio manag® system, as well as third party
software systems. FIDAC utilizes a third party diileyence firm to perform an independent undenmgtreview to insure compliance with
existing guidelines. FIDAC selects loans for revigmedicated on risk-based criteria

42



such as loan-to-value, borrower's credit scora{d)lean size. FIDAC also outsources underwritinyises to review higher risk loans, either
due to borrower credit profiles or collateral vdioa issues. In addition to statistical samplinchteiques, FIDAC creates adverse credit and
valuation samples, which we individually reviewDRIC rejects loans that fail to conform to our starts. FIDAC accepts only those loans
which meet our underwriting criteria. Once we owloan, FIDAC's surveillance process includes ongainalysis through our proprietary
data warehouse and servicer files. Additionallg, tlon-Agency RMBS and other ABS which we acquireofar portfolio are reviewed by
FIDAC to ensure that they satisfy our risk basetkia. FIDAC's review of non-Agency RMBS and ot#S includes utilizing its
proprietary portfolio management system. FIDACida@ of non-Agency RMBS and other ABS is based oamditative and qualitative
analysis of the risk-adjusted returns on non-AgedRMBS and other ABS present.

Interest Rate Risk

Interest rate risk is highly sensitive to many @ast including governmental monetary and tax peficdomestic and international economic
and political considerations and other factors Inelyour control. We are subject to interest ratie insconnection with our investments and
related debt obligations, which are generally repase agreements, warehouse facilities, securitizatommercial paper and term financing
CDOs. Our repurchase agreements and warehousiidagihay be of limited duration that are periodliceefinanced at current market rates.
We intend to mitigate this risk through utilizatiohderivative contracts, primarily interest rateap agreements.

Interest Rate Effect on Net Interest Income

Our operating results depend, in large part, oieifices 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 dédying asset which collateralizes the financiigcordingly, the portion of our portfolio
which consists of floating interest rate assetsldlmatch-funded utilizing our expected sourceshafrt-term financing, while our fixed
interest rate assets will not be mafahded. During periods of rising interest rateg, blorrowing costs associated with our investmeantd tc
increase while the income earned on our fixed @#ierate investments may remain substantially umgdd This will result in a narrowing of
the net interest spread between the related amsatsorrowings and may even result in losses. Egrtturing 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-earnirejsaasd interest-bearing liabilities.
Hedging techniques are partly based on assumels$ lef/prepayments of our fixed-rate and hybrid atjblerate mortgage loans and RME

If prepayments are slower or faster than assurhedife of the mortgage loans and RMBS will be lengr shorter, which would reduce the
effectiveness of any hedging strategies we mayandamay cause losses on such transactions. Heslgatggies involving the use of
derivative securities are highly complex and maydpice volatile returns.

Interest Rate Effects on Fair Value

Another component of interest rate risk is thea@fthanges 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 calcdilatgion using various financial models and
empirical data. Different models and methodologis produce different duration numbers for the saewarities.
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It is important to note that the impact of changimigrest rates on fair value can change signifigamhen interest rates change beyond 100
basis points from current levels. Therefore, thiatility in the fair value of our assets could iease significantly when interest rates change
beyond 100 basis points. In addition, other factmzact the fair value of our interest raensitive investments and hedging instruments,
as the shape of the yield curve, market expecttaerto 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 above and such difference might
be material and adverse to our stockholders.

Interest Rate Cap Risk

We also invest in adjustable-rate mortgage loadsRIMBS. 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 pardg to our financing agreements will not be sufdiesimilar restrictions. Therefore, in a
period of increasing interest rates, interest catds on our borrowings could increase withouttitmon by caps, while the interest-rate yields
on our adjustable-rate mortgage loans and RMBS aveffiéctively be limited. This problem will be mafied to the extent we acquire
adjustable-rate RMBS that are not based on mortgatyech are fully indexed. In addition, the mortga@r the underlying mortgages in an
RMBS may be subject to periodic payment caps #gilt in some portion of the interest being defitard 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.

Interest Rate Mismatch Risk

We fund a substantial portion of our acquisitiohtybrid adjustable-rate mortgages and RMBS witirdaings that, after the effect of
hedging, have interest rates based on indicesegiting terms similar to, but of somewhat shon&turities than, the interest rate indices
and repricing terms of the mortgages and RMBS. Tinusiost cases the interest rate indices andaiegrterms of our mortgage assets and
our funding sources will not be identical, ther@bgating an interest rate mismatch between assdthadilities. Therefore, our cost of funds
would likely rise or fall more quickly than wouldipearnings rate on assets. During periods of dhgrigterest rates, such interest rate
mismatches could negatively impact our financialdition, cash flows and results of operations. Titigate interest rate mismatches, we r
utilize the hedging strategies discussed above a@alysis of risks is based on FIDAC's experiersémates, models and assumptions. T
analyses rely on models which utilize estimatefainfvalue and interest rate sensitivity. Actuabeomic conditions or implementation of
investment decisions by our management may prodastats that differ significantly from the estimat@nd assumptions used in our models
and the projected results shown in this Form 10-Q.

Our profitability and the value of our portfolion@luding interest rate swaps) may be adverselytteduring any period as a result of
changing interest rates. The following table gfatithe potential changes in net interest incomeortfolio value should interest rates go
up or down 25, 50, and 75 basis points, assumiagitiid curves of the rate shocks will be parathebach other and the current yield curve.
All changes in income and value are measured agpige changes from the projected net interestrincand portfolio value at the base
interest rate scenario. The base interest rateasoesssumes interest rates at March 31, 2009 anous estimates regarding prepayment and
all activities are made at each level of rate shéckual results could differ significantly fromeke estimates.
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Projected Percentage Change in  Projected Percentage Change in

Change in Interest Rate Net Interest | ncome Portfolio Value
-75 Basis Points 2.1 0% (2.42%)
-50 Basis Points 1.7 1% (2.86%)
-25 Basis Points 1.3 1% (3.28%)
Base Interest Rate - -
+25 Basis Points (0.0 4%) (4.11%)
+50 Basis Points 0.1 0% (4.52%)
+75 Basis Points 0.2 4% (4.91%)

Prepayment Risk

As we receive prepayments of principal on thesestments, premiums paid on such investments wilrbertized against interest income
general, an increase in prepayment rates will acatd the amortization of purchase premiums, tlyerethucing the interest income earned on
the investments. Conversely, discounts on suchsinvents are accreted into interest income. In génan increase in prepayment rates will
accelerate the accretion of purchase discountelifiéencreasing the interest income earned onnbestments.

Extension Risk

FIDAC computes the projected weighted-averageolifeur investments based on assumptions regartdagate at which the borrowers will
prepay the underlying mortgages. In general, whesdfrate or hybrid adjustable-rate mortgage laanRMBS are acquired with borrowings,
we may, but are not required to, enter into arr@sterate swap agreement or other hedging instruthaneffectively fixes our borrowing
costs for a period close to the anticipated aveliégef the fixed-rate portion of the related ass@his strategy is designed to protect us from
rising interest rates because the borrowing castéixed for the duration of the fixedte portion of the related assets. However, ipayenen
rates decrease in a rising interest rate envirohntenlife of the fixed-rate portion of the reldtassets could extend beyond the term of the
swap agreement or other hedging instrument. Thikddwave a negative impact on our results from afuans, as borrowing costs would no
longer be fixed after the end of the hedging imatat while the income earned on the hybrid adjustedie assets would remain fixed. This
situation may also cause the market value of obrithyadjustable-rate assets to decline, with litleo offsetting gain from the related
hedging transactions. In extreme situations, we beaforced to sell assets to maintain adequatéiiguwhich could cause us to incur loss

Market Risk
Market Value Risk

Our available-for-sale securities are reflectethair estimated fair value with unrealized gaind lsses excluded from earnings and reported
in other comprehensive income pursuant to SFASING, Accounting for Certain Investments in Debt &uglity Securities. The estimated
fair value of these securities fluctuates primadilye to changes in interest rates, prepayment spaeket liquidity, credit quality, and other
factors. Generally, in a rising interest rate emwiment, the estimated fair value of these secanitieuld be expected to decrease; conversely,
in a decreasing interest rate environment, thenestid fair value of these securities would be etqubto increase. As market volatility
increases or liquidity decreases, the fair valuewfinvestments may be adversely impacted. If eauaable to readily obtain independent
pricing to validate our estimated fair value ofggties in the portfolio, the fair value gains oses recorded in other comprehensive income
may be adversely affected.

Real Estate Market Risk

We own assets secured by real property and mayreahproperty directly in the future. Residentiedjperty values are subject to volatility
and may be affected adversely by a number of fachocluding, but not limited to,
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national, regional and local economic conditionkifli may be adversely affected by industry slowdewand other factors); local real estate
conditions (such as an oversupply of housing); gkearor continued weakness in specific industry sesn construction quality, age and
design; demographic factors; and retroactive chatméuilding or similar codes. In addition, desezin property values reduce the value of
the collateral and the potential proceeds availadbiborrower to repay our loans, which could alsoese us to suffer losses.

Risk Management

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

0 monitoring and adjusting, if necessary, the rasi#x and interest rate related to our RMBS andfiioancings;

0 attempting to structure our financing agreemamtsave a range of different maturities, terms, dizations and interest rate adjustment
periods;

0 using derivatives, financial futures, swaps, ami caps, floors and forward sales to adjustriterest rate sensitivity of our investments and
our borrowings;

0 using securitization financing to lower averagst®f funds relative to short-term financing vééscfurther allowing us to receive the
benefit of attractive terms for an extended peabtime in contrast to short term financing and unigy dates of the investments included in
the securitization; and

o actively managing, on an aggregate basis, tleedst rate indices, interest rate adjustment pgrimad gross reset margins of our investn
and the interest rate indices and adjustment pewebdur financings.

Our efforts to manage our assets and liabilitiescancerned with the timing and magnitude of thpgiceng of assets and liabilities. We
attempt to control risks associated with interagé movements. Methods for evaluating interestriskeinclude an analysis of our interest |
sensitivity "gap"”, which is the difference betweéeterest-earning assets and interest-bearingili@siimaturing or repricing within a given
time period. A gap is considered positive whenatmount of interest-rate sensitive assets exceedstiount of interest-rate sensitive
liabilities. A gap is considered negative whendh®ount of interest-rate sensitive liabilities ex@e@terest-rate sensitive assets. During a
period of rising interest rates, a negative gapld/itend to adversely affect net interest incomeijenvd positive gap would tend to result in an
increase in net interest income. During a periothliihg 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 clyas in overall market rates or conditions, chamgésterest rates may affect net interest
income positively or negatively even if an insiibmt were perfectly matched in each maturity catggor

The following table sets forth the estimated m&pui repricing of our interest-earning assets iaterest-bearing liabilities at March 31,
2009. The amounts of assets and liabilities shovitiminwa particular period were determined in acemak 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 maturé does include the effect of the interest ratepsw@ihe interest rate sensitivity of our as
and liabilities in the table could vary substamyidl based on actual prepayment experience.
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1 Year to
Wi thin 3 3 Years Greater than
M onths 3-12 Months 3 Year s Total

(dollars in thousands)

Rate sensitive assets $586,122 $3,133 $500,492 $88 8,838 1,978,585
Cash equivalents 12,200 - - - 12,200
Total rate sensitive assets 598,322 3,133 500,492 88 8,838 1,990,785

Rate sensitive liabilities, with the effect

of swaps 559,926 - - 49 4,826 1,054,752
Interest rate sensitivity gap $ 38,396 $3,133 $500,492 $39 4,012 $936,033
Cumulative rate sensitivity gap $ 38,396 $41,529 $542,021 $93 6,033

Cumulative interest rate sensitivity gap as
a percentage of total rate-sensitive
assets 2% 2% 27% 47%

Our analysis of risks is based on FIDAC's expegerstimates, models and assumptions. These asnagigon models which utilize
estimates of fair value and interest rate sengjtiictual economic conditions or implementatiorirofestment decisions by FIDAC may
produce results that differ significantly from tbstimates and assumptions used in our models angttfected results shown in the above
tables and in this report. These analyses conttaia forward-looking statements and are subjethé¢ safe harbor statement set forth under
the heading, "Special Note Regarding Forward-Log!Statements."

ITEM 4. CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures

Our management, including our Chief Executive @ifjor CEO, and Chief Financial Officer, or CFOyiesved and evaluated the
effectiveness of the design and operation of oseldsure controls and procedures (as defined ie B8&-15(e) and 15d-15(e) of the
Securities Exchange Act) as of the end of the pesavered by this quarterly report. Based on teeiew and evaluation, the CEO and CFO
have concluded that our current disclosure conatntsprocedures, as designed and implemented gf®) effective in ensuring that
information regarding the Company and its subsielis made known to our management, includingGi® and CFO, as appropriate to
allow timely decisions regarding required discl@sand (2) were effective in providing reasonablueance that information the Company
must disclose in its periodic reports under theuites Exchange Act is recorded, processed, sumgthand reported within the time peri
prescribed by the SEC's rules and forms.

Changes in Internal Controls

There have been no changes in our "internal coatret financial reporting” (as defined in Rule 13%(f) under the Securities Exchange Act)
that occurred during the period covered by thistguly report that has materially affected, oraasonably likely to materially affect, our
internal control over financial reporting.
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PART Il. OTHER INFORMATION
Item 1. LEGAL PROCEEDINGS

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

Item 1A. RISK FACTORS

In addition to the other information set forth mstreport, you should carefully consider the festdiscussed in Part I, "Item 1A. Risk Facti
in our Annual Report on Form 10-K for the year esh@&cember 31, 2008, which could materially affaat business, financial condition or
future results. The information presented belowatgsl and should be read in conjunction with tHefestors and information disclosed in
that Form 10-K.

MORTGAGE LOAN MODIFICATION PROGRAMS, FUTURE LEGISLAVE ACTION AND CHANGES IN THE REQUIREMENTS
NECESSARY TO QUALIFY FOR REFINANCING A MORTGAGE WH FANNIE MAE, FREDDIE MAC OR GINNIE MAE MAY
ADVERSELY AFFECT THE VALUE OF, AND THE RETURNS ONJHE ASSETS IN WHICH WE INVEST.

During the second half of 2008 and in early 2088,W.S. government, through the Federal HousingiAidtnation, or FHA, and the FDIC,
commenced implementation of programs designedaaige homeowners with assistance in avoiding regidiemortgage loan foreclosures
including the Hope for Homeowners Act of 2008, whadlows certain distressed borrowers to refinahe@ mortgages into FHA-insured
loans. The programs may also involve, among othiags, the modification of mortgage loans to redileeprincipal amount of the loans or
the rate of interest payable on the loans, or terekthe payment terms of the loans. Members of)te Congress have indicated support for
additional legislative relief for homeowners, indilng an amendment of the bankruptcy laws to pettmitmodification of mortgage loans in
bankruptcy proceedings. These loan modificatiorgmms, future legislative or regulatory actiongjuding amendments to the bankruptcy
laws, that result in the modification of outstargimortgage loans, as well as changes in the regairts necessary to qualify for refinancir
mortgage with Fannie Mae, Freddie Mac or Ginnie Meg adversely affect the value of, and the retomshe RMBS, residential mortgage
loans, real estatexlated securities and various other asset classesich we invest. Depending on whether or notpuechased an instrume
at a premium or discount, the yield we receive fpayositively or negatively impacted by any modifion.

THE CONSERVATORSHIP OF FANNIE MAE AND FREDDIE MACMD RELATED EFFORTS, ALONG WITH ANY CHANGES IN
LAWS AND REGULATIONS AFFECTING THE RELATIONSHIP BEWEEN FANNIE MAE AND FREDDIE MAC AND THE
FEDERAL GOVERNMENT, MAY ADVERSELY AFFECT OUR BUSINSS.

Due to increased market concerns about Fannie Ma&reddie Mac's ability to withstand future crddgses associated with securities held
in their investment portfolios, and on which thepyde guarantees, without the direct support efféderal government, on July 30, 2008,
the government passed the Housing and Economicv@ecact of 2008, or the HERA. Among other things HERA established the
Federal Housing Finance Agency, or FHFA, which tragd regulatory powers over Fannie Mae and Freddie On September 7, 2008,
FHFA placed Fannie Mae and Freddie Mac into coraership and, together with the Treasury, estabtishhprogram designed to boost
investor confidence in Fannie Mae's and Freddie'$/debt and mortgage-backed securities. As theecaai®r of Fannie Mae and Freddie
Mac, the FHFA controls and directs the operatidisamnie Mae and Freddie Mac and may (1) take theeassets of and operate Fannie
and Freddie Mac with all the powers of the shamééxd, the directors and the officers of Fannie sla@ Freddie Mac and conduct all busit
of Fannie Mae and Freddie Mac; (2) collect all gations and money due to Fannie Mae and Freddie (@aperform all functions of Fannie
Mae and Freddie Mac which are consistent with tireservator's appointment; (4) preserve and condkevassets and property of Fannie
Mae and Freddie Mac; and

(5) contract for assistance in fulfilling any fuiwet, activity, action or duty
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of the conservator. A primary focus of this newidédtion is to increase the availability of mortgdgancing by allowing Fannie Mae and
Freddie Mac to continue to grow their guaranteaenmss without limit, while limiting net purchasesAgency RMBS to a modest amount
through the end of 2009. It is currently plannedRannie Mae and Freddie Mac to reduce graduadly thgency RMBS portfolios beginning
in 2010.

In addition to FHFA becoming the conservator of fiarMae and Freddie Mac, the Treasury has takee thdditional actions: (i) the
Treasury and FHFA have entered into preferred gpockhase agreements between the Treasury andeHdiari and Freddie Mac pursuan
which the Treasury will ensure that each of Fahiée and Freddie Mac maintains a positive net wdjiihthe Treasury has established a |
secured lending credit facility which will be aable to Fannie Mae, Freddie Mac and the FederaldHoman Banks, which is intended to
serve as a liquidity backstop, which will be aviitauntil December 2009; and

(iii) the Treasury has initiated a temporary progr@ purchase Agency RMBS issued by Fannie Madraaddie Mac.

Although the Treasury has committed capital to kaiMeae and Freddie Mac, there can be no assurhat¢hese actions will be adequate for
their needs. If these actions are inadequate, Edvlae and Freddie Mac could continue to sufferdessd could fail to honor their
guarantees and other obligations. The future miésnnie Mae and Freddie Mac could be signifigargbuced and the nature of their
guarantees could be considerably limited relativeistorical measurements. Any changes to the eatiuthe guarantees provided by Fannie
Mae and Freddie Mac could redefine what constitateAgency RMBS and could have broad adverse marigications.

On November 25, 2008, the Federal Reserve annouhaed will initiate a program to purchase $10llidn in direct obligations of Fannie
Mae, Freddie Mac and the Federal Home Loan Ban#$&00 billion in Agency RMBS backed by Fannie MBreddie Mac and Ginnie
Mae. The Federal Reserve stated that its actiasmtanded to reduce the cost and increase thiabiigy of credit for the purchase of
houses, and are meant to support housing markeét®sater improved conditions in financial marketsrengenerally. The purchases of direct
obligations began during the first week of Decent#)8, and the purchases of Agency RMBS beganriy &anuary 2009. The Federal
Reserve has announced an expansion of this pragraorchase another $750 million in Agency RMBSe Hederal Reserve's program to
purchase Agency RMBS could cause an increase ipribe of Agency RMBS, which could help the valdessets in our portfolio but may
negatively impact the net interest margin with ezgfio new Agency RMBS we may purchase.

The size and timing of the federal government'sndgeRMBS purchase program is subject to the digoretf the Treasury and the Federal
Reserve. Purchases under these programs haveyalregu, but there is no certainty that they walhtinue. It is possible that a change in the
Treasury's and the Federal Reserve's commitmgnirtthase Agency RMBS in the future could negatiedfgct the pricing of Agency

RMBS that we seek to acquire. Given the highlydland evolving nature of events, it is unclear lmawbusiness may be impacted. Further
activity of the U.S. Government or market respaasgdevelopments at Fannie Mae and Freddie Mac aoltdrsely impact our business.

THE ACTIONS OF THE U.S. GOVERNMENT, FEDERAL RESERVE AND TREASURY, INCLUDING THE ESTABLISHMENT
OF THE TALF AND THE PPIP, MAY ADVERSELY AFFECT OUR BUSINESS.

The TALF was first announced by the Treasury ondioler 25, 2008, and has been expanded in sizecapd since its initial
announcement. Under the TALF, the Federal Reseavik Bf New York makes non-recourse loans to borreweefund their purchase of
eligible assets, currently certain asset backedrgies but not RMBS or CMBS. Currently, TALF loarsave three-year terms, have interest
due monthly, are exempt from mark-to-market ruled margin calls related to a decrease in the uyidertollateral value, are pre-payable in
whole or in part, and prohibit the substitutioraofy underlying collateral. It is expected that T#_F loans will require that any payments of
principal on the underlying collateral reduce thiegipal amount of the TALF loan pro rata
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based upon the original loan-to-value ratio. Thieirgaof the eligible assets has been expandedaldiraes. The Treasury has stated that
through its expansion of the TALF, non-recoursentowill be made available to investors to certaindf purchases of legacy securitization
assets. Eligible assets are expected to includaiceron-Agency RMBS that were originally rated AA&fAd CMBS and ABS that are rated
AAA. The eligibility criteria and terms of thesedios have not yet been determined. Additionallytageterms of the TALF loans may be
modified.

On March 23, 2009, the Treasury in conjunction w\lith FDIC, and the Federal Reserve, announcedRife. Fhe PPIP aims to recreate a
market for specific illiquid residential and comroiatt loans and securities through a number of jpurtilic and private investment funds. The
PPIP is designed to draw new private capital ihtorharket for these securities and loans by progidovernment equity co-investment and
attractive public financing. The PPIP is expecteti¢ $500 billion to $1 trillion in size and hastgrimary components: a loan purchase
program and a securities purchase program.

These programs are still in early stages of deveéoy, and it is not possible to predict how the FAthe PPIP, or other recent U.S.
government actions will impact the financial maskéncluding current significant levels of volaiij or our current or future investments. To
the extent the market does not respond favorahbtlyese initiatives or they do not function as inkee, our business may not receive the
anticipated positive impact from this legislatiade are currently actively evaluating these progréodetermine if they are appropriate in
light of our investment strategy. However, we camvjle no assurance that we will be eligible to these programs or, if eligible, will be
able to utilize them successfully.

In addition, the U.S. government, Federal Reserueasury and other governmental and regulatorydsodave taken or are considering ta
other actions to address the financial crisis. \&fenot predict whether or when such actions mayrperud such actions could have a dran
impact on our business, results of operations exahial condition.
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Item 6. EXHIBITS

Exhibits:

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

Exhibit Description

EXHIBIT INDEX

Number

3.1 Articles of Amendment and Restatement of Ch

(filed as Exhibit 3.1 to the Company's Regi
Amendment No. 1 to Form S-11 (File No. 333-
27, 2007 and incorporated herein by referen

3.2 Amended and Restated Bylaws of Chimera Inve

Exhibit 3.2 to the Company's Registration S
to Form S-11 (File No. 333-145525) filed on
incorporated herein by reference)

4.1 Specimen Common Stock Certificate of Chimer

(filed as Exhibit 4.1 to the Company's Regi
Amendment No. 1 to Form S-11 (File No. 333-
27, 2007 and incorporated herein by referen

31.1 Certification of Matthew Lambiase, Chief Ex
of the Registrant, pursuant to Section 302
2002.

31.2 Certification of A. Alexandra Denahan, Chie
Registrant, pursuant to Section 302 of the

32.1 Certification of Matthew Lambiase, Chief Ex
of the Registrant, pursuant to 18 U.S.C. Se
pursuant to Section 906 of the Sarbanes-OxI

32.2 Certification of A. Alexandra Denahan, Chie
Registrant, pursuant to 18 U.S.C. Section 1
Section 906 of the Sarbanes-Oxley Act of 20
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SIGNATURES

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

CHIMERA INVESTMENT CORPORATION

By: /s/ Matthew Lanbi ase
Mat t hew Lanbi ase
Chi ef Executive Oficer and President
May 7, 2009

By: /s/ A Al exandra Denahan
A. Al exandra Denahan
Chi ef Financial Oficer (Principal Financial
O ficer)
May 7, 2009
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Exhibit 31.1
CERTIFICATIONS
I, Matthew Lambiase, certify that:
1. I have reviewed this quarterly report on ForraQ 0f Chimera Investment Corporation;

2. Based on my knowledge, this report does notaioriny untrue statement of a material fact or dmn#ttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nistadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

4. The registrant's other certifying officer anaré responsible for establishing and maintainisgldsure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e))iatednal control over financial reporting (as definin Exchange Act Rules 13a-15(f) and
15d-15(f) for the registrant and have:

a. Designed such disclosure controls and proceduresused such disclosure controls and procedaontas designed under our supervisior
ensure that material information relating to thgistrant, including its consolidated subsidiarissnade known to us by others within those
entities, particularly during the period in whidtig report is being prepared;

b. Designed such internal control over financigloiting, or caused such internal control over firiahreporting to be designed under our
supervision, to provide reasonable assurance reggitae reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generally@edeaccounting principles;

c. Evaluated the effectiveness of the registratisslosure controls and procedures and presentiisineport our conclusions about the
effectiveness of the disclosure controls and pros] as of the end of the period covered by #psnt based on such evaluation; and

d. Disclosed in this report any change in the tegid's internal control over financial reportitgit occurred during the registrant's most re
fiscal quarter (the registrant's fourth fiscal daain the case of an annual report) that has madlyeaffected, or is reasonably likely to
materially affect, the registrant's internal cohtreer financial reporting; and

5. The registrant's other certifying officer anthlve disclosed, based on our most recent evaluatimernal control over financial reporting,
to the registrant's auditors and the audit committethe registrant's board of directors (or pesguerforming the equivalent functions):

a. All significant deficiencies and material weagses in the design or operation of internal costookr financial reporting which are
reasonably likely to adversely affect the registsaability to record, process, summarize and rtefpmaincial information; and

b. Any fraud, whether or not material, that invaveanagement or other employees who have a sigmifiole in the registrant's internal
control over financial reporting.

Date: May 7, 2009

/sl Matthew Lanbi ase

Mat t hew Lanbi ase

Chi ef Executive Oficer and President
(Principal Executive Oficer)
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Exhibit 31.2
CERTIFICATIONS
I, A. Alexandra Denahan, certify that:
1. I have reviewed this quarterly report on ForraQ 0f Chimera Investment Corporation;

2. Based on my knowledge, this report does notaioriny untrue statement of a material fact or dmn#ttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nistadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

4. The registrant's other certifying officer anaré responsible for establishing and maintainisgldsure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e))iatednal control over financial reporting (as definin Exchange Act Rules 13a-15(f) and
15d-15(f) for the registrant and have:

a. Designed such disclosure controls and proceduresused such disclosure controls and procedaontas designed under our supervisior
ensure that material information relating to thgistrant, including its consolidated subsidiarissnade known to us by others within those
entities, particularly during the period in whidtig report is being prepared;

b. Designed such internal control over financigloiting, or caused such internal control over firiahreporting to be designed under our
supervision, to provide reasonable assurance reggitae reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generally@edeaccounting principles;

c. Evaluated the effectiveness of the registratisslosure controls and procedures and presentiisineport our conclusions about the
effectiveness of the disclosure controls and pros] as of the end of the period covered by #psnt based on such evaluation; and

d. Disclosed in this report any change in the tegid's internal control over financial reportitgit occurred during the registrant's most re
fiscal quarter (the registrant's fourth fiscal daain the case of an annual report) that has madlyeaffected, or is reasonably likely to
materially affect, the registrant's internal cohtreer financial reporting; and

5. The registrant's other certifying officer anthlve disclosed, based on our most recent evaluatimernal control over financial reporting,
to the registrant's auditors and the audit committethe registrant's board of directors (or pesguerforming the equivalent functions):

a. All significant deficiencies and material weagses in the design or operation of internal costookr financial reporting which are
reasonably likely to adversely affect the registsaability to record, process, summarize and rtefpmaincial information; and

b. Any fraud, whether or not material, that invaveanagement or other employees who have a sigmifiole in the registrant's internal
control over financial reporting.

Date: May 7, 2009

/sl A. Al exandra Denahan

A. Al exandra Denahan

Chi ef Financial Oficer
(Principal Financial Oficer)
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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 March 31,
2009 to be filed with Securities and Exchange Cossion on or about the date hereof (the "ReportMdtthew Lambiase, President, and
Chief Executive Officer of the Company, certify rpuant to Section 906 of the Sarbanes-Oxley A@06R2, 18 U.S.C.

Section 1350, that:

1. The Report fully complies with the requiremenft$Section 13(a) or 15(d) of the Securities ExcleaAgt of 1934; and

2. The information contained in the Report fairhegents, in all material respects, the financialdition and results of operations of the
Company at the dates of, and for the periods cavieyethe Report.

It is not intended that this statement be deemédxtiiled for purposes of the Securities Exchangeoh 1934.

/'s/ Matthew Lanbi ase

Mat t hew Lanbi ase

Chi ef Executive Oficer and President
May 7, 2009
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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 March 31,
2009 to be filed with Securities and Exchange Cossion on or about the date hereof (the "ReportA, Alexandra Denahan, Chief
Financial Officer and Secretary of the Companytifsempursuant to Section 906 of the Sarbanes-O®letyof 2002, 18 U.S.C.

Section 1350, that:

1. The Report fully complies with the requiremeoft$Section 13(a) or 15(d) of the Securities ExcleaAgt of 1934; and

2. The information contained in the Report fairhegents, in all material respects, the financialdition and results of operations of the
Company at the dates of, and for the periods cavieyethe Report.

It is not intended that this statement be deemédxtiiled for purposes of the Securities Exchangeoh 1934.

/sl A. Al exandra Denahan
A. Al exandra Denahan

Chi ef Financial Oficer
May 7, 2009

56



