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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: SEPTEMBER 30, 2008
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 incorporation (IRS Employer Identification No.)
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 éE)filed all documents and reports required talbd by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preagdia months (or for such shorter period that thgifeant 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 Registrantlésge accelerated filer, an accelerated filer, aocelerated filer, or a smaller reporting
company. See definition of "accelerated filer,'r§@a accelerated filer," and "smaller reporting camy' in Rule 12b-2 of the Exchange Act.

Large accelerated filer |_| Accelerated filer |ohMccelerated filer |X| Smaller reporting comphary
Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Exgle Act). Yes |_| No |X]
APPLICABLE ONLY TO CORPORATE ISSUERS:

Indicate the number of shares outstanding of e&tiiedssuer's classes of common stock, as ofatbtepracticable dat
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CHIMERA INVESTMENT
CONSOLIDATED STATEMENTS O
(dollars in thousands, ex

ASSETS

Cash and cash equivalents

Restricted cash

Reverse repurchase agreements
Mortgage-Backed Securities, at fair value

Loans held for investment, net of allowance for loa
of $0 and $81, respectively

Securitized loans held for investment, net of allow
loan losses of $681 and $0, respectively
Accrued interest receivable

Other assets

Total assets

LIABILITIES AND STOCKHOLDERS' EQUITY

Liabilities:
Repurchase agreements
Securitized debt
Payable for investments purchased
Accrued interest payable
Dividends payable
Accounts payable and other liabilities
Interest rate swaps, at fair value

Total liabilities

Commitments and Contingencies (Note 14)

Stockholders' Equity:

Common stock: par value $.01 per share; 500,000,00
authorized, 38,992,893 and 37,705,563 shares issue
outstanding, respectively

Additional paid-in capital

Accumulated other comprehensive (loss) income
Accumulated deficit

Total stockholders' equity

Total liabilities and stockholders' equity

(1) Derived from the audited statement of financial
See notes to consolidated financial statements.

CORPORATION
F FINANCIAL CONDITION
cept per share data)

September 30, December 31,

2008 2007(1)
(unaudited)
$ 6,167 $ 6,026
- 1,350
- 265,000
759,378 1,124,290
n losses
- 162,371
ance for
598,014 -
8,212 6,036
456 563

$ 1,372,227 $ 1,565,636

$ 619657 $ 270,584

500,688 -
- 748,920
2,579 415
6,048 943
2,313 1,729
- 4,156
1,131,285 1,026,747
0 shares
d and
378 377
533,220 532,208
(138,307) 10,153
(154,349) (3,849)
240,942 538,889

$ 1,372,227 $ 1,565,636

condition at December 31, 2007.



CHIMERA INVESTMENT C

CONSOLIDATED STATEMENTS OF OPERATIO

(dollars in thousands, excep
(unaudited)

Interest income
Interest expense

Net interest income
Unrealized gains on interest rate swaps
Realized losses on sales of investments
Realized losses on terminations of interest rate
swaps
Net investment expense
Other expenses

Management fee

General and administrative expenses

Total expenses

Loss before income taxes

Income tax

Net loss

Net loss per share - basic and diluted

Weighted average number of shares outstanding - bas
and diluted

Comprehensive Loss:

Net loss

Other comprehensive loss:
Unrealized loss on available-for-sale securities
Reclassification adjustment for realized losses
included in net income

Other comprehensive loss

Comprehensive loss

See notes to consolidated financial statements.

ORPORATION
NS AND COMPREHENSIVE LOSS
t per share data)

For the Quarter For the Nine

Ended Months Ended
September 30, September 30,
2008 2008

$ 23,458 $ 81,603

15,543 49,590
7,915 32,013
10,065 4,156
(113,130) (144,304)
(10,460) (10,337)
(105,610) (118,472)
1,681 6,136
253 3,972
1,934 10,108
(107,544) (128,580)
12 15

$ (107,556) $ (128,595)

$ (2.76) $ (3.30)

38,992,893 38,994,357

$ (107,556) $ (128,595)

(146,456) (282,611)
113,130 144,304
(33,326) (138,307)

$ (140,882) $ (266,902)




CHIMERA INVEST MENT CORPORATION

CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY
(dollars in thousands, except per share data)
(unaud ited)
Accumulated
C ommon Other
Sto ck Par Additional Comprehensive Accumulat ed
\% alue Paid-in Capital Loss Deficit Total
Balance, January 1, 2008 $ 377% 532,208 $ 10,153 $ (3, 849) $ 538,889
Net loss - - - (128, 594) (128,594)
Other comprehensive loss - - (148,460) - (148,460)
Costs associated with common
stock offering - 277) - - 277)
Restricted stock grants 1 1289 - - 1,290
Common dividends declared, $0.16
per share - - - (21, 906) (21,906)
Balance, September 30, 2008 $ 378% 533,220 $ (138,307) $ (154, 349) $ 240,942

See notes to consolidated financial statements.



CHIMERA INVESTMENT

CONSOLIDATED STATEMENTS

(dollars in tho
(unaudited

Cash Flows From Operating Activities:

Net loss

Adjustments to reconcile net loss to net cash provi
(used in) operating activities:

Amortization of investment premiums and discounts

Unrealized gains on interest rate swaps
Realized losses on sale of investments
(Benefit) provision for loan losses
Restricted stock grants expense
Changes in operating assets
Decrease (increase) in accrued interest recei
Decrease in other assets
Changes in operating liabilities
(Decrease) increase in accounts payable
(Decrease) increase in accrued interest payab
(Decrease) increase in other liabilities

Net cash provided by (used in) 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
Principal payments
Purchases
Reverse repurchase agreements
Decrease in restricted cash

Net cash provided by (used in) investing
activities

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

Net cash provided by financing activities

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

Transfer from loans held for investment
to Mortgage-backed securities

Net change in unrealized loss on available for s

securities

Non cash financing activities
Dividends declared, not yet paid

CORPORATION
OF CASH FLOWS
usands)

)

For the Quarter For the Nine
Ended Months Ended
September 30, September 30,

2008 2008

$ (107,556) $ (128,595)
ded by

908 (25)
(10,065) (4,156)
113,130 144,304
(563) 600
254 1,289
vable 1,651 (3,874)
1,192 106
(570) 434
le (939) 2,165
(657) 150
(3,215) 12,398

(708)  (1,229,280)
319,441 567,455

41,407 144,519
(146,862)  (735,271)
- 90,733
1,172 23,115
14,892 27,549
(111) (111)

- 265,000
29,507 1,350

258,738  (844,941)

30,563,956 49,177,282
(30,853,387)  (48,828,209)
(61) (277)
10,314 526,217
(14,023) (25,529)
(6,044) (16,800)

(299,245) 832,685
s (43,722) 141
49,889 6,026

$ 6,167 $ 6,167

$ 16,482 $ 47,425

©*

12 % 33

$ (146,824) $ 146,824

$ 146,862 $ 146,862

ale
$ (33,326) $ (138,307)

$ 6,048 $ 6,048



See notes to consolidated financial statements.




CHIMERA INVESTMENT CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE QUARTER ENDED SEPTEMBER 30, 2008
(dollars in thousands, except per share data)

(unaudited)

1. Organization and Significant Accounting Policies

Chimera Investment Corporation, or the Company, evganized in Maryland on June 1, 2007. The Comganymenced operations on
November 21, 2007 when it completed its initial jiubffering. The Company has elected to be taxed eeal estate investment trust
REIT, under the Internal Revenue Code of 1986 nasnaled. As such, the Company is required to digibubstantially all of the income
generated from its operations to its stockhold&sslong as the Company qualifies as a REIT, the @y will generally not be subject to
U.S. federal or state corporate taxes on its inctinike extent that the Company distributes at 188%6 of its taxable net income to its
stockholders. The Company is managed by Fixed lecDiscount Advisory Company, or FIDAC, an investingavisor registered with the
Securities and Exchange Commission. FIDAC is a lykmined subsidiary of Annaly Capital Management.] or 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 mafude 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 flowshasen included. Comparative information
for the quarter and nine months ended Septembe&t(87, is not provided because the Company did omitence operations until Novemt
21, 2007. These unaudited consolidated financiéstents should be read in conjunction with thetadadonsolidated financial statements
included in the Company's Annual Report on FornKlfo+ the year ended December 31, 2007. The natiuttee Company's business is such
that the results of any interim period are not seasly indicative of results for a full year.

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 caslateads in reverse repurchase agreements to praddittoaal yield on its assets. These
investments will typically be recorded as shorirténvestments, will mature daily, and are refefeds reverse repurchase agreements in the
statement of financial condition. Reverse repurelageements are recorded at cost and are coliz¢ery residential mortgage-backed
securities, or RMBS.



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 to determine that paceseflective of the current market.
Management performs a validation of the fair vadakeulated by the pricing model by comparing isufes to independent prices provided by
dealers in the securities and/or third party pgaervices. If dealers or independent pricing sesvare unable to provide a price for an asset,
or if the price provided by them is deemed unrééidly FIDAC, then the asset will be valued at @8 alue as determined in good faith by
FIDAC. In the current market, it may be difficult impossible to obtain third party pricing on tieéstments the Company purchases. In
addition, validating third party pricing for the @pany's investments may be more subjective as fparticipants may be willing to provide
this service to the Company. Moreover, the curneaitket is more illiquid than in recent history fmme of the investments the Company
purchases. llliquid investments typically experiegeeater price volatility as a ready market dagserist. As volatility increases or liquidity
decreases, the Company may have greater diffiialiyicing its investments which may negatively iriggs earnings and the execution o
investment strategy. Please see Note 5 for a digmusf 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.
Although the Company generally intends to hold nodsts RMBS until maturity, the Company recordsRMBS as available-for-sale and as
such may sell any of its RMBS as part of its oMarelnagement of its portfolio. All assets classifés available-for-sale are reported at
estimated fair value, with unrealized gains anddssncluded in other comprehensive income.

Management evaluates investment securities for-aktaa-temporary 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 financial condition and near-term prospetthe issuer, (3) credit quality and cash flowfpenance of the security, and (4) the intent
and ability of the Company to retain its investmiarthe security for a period of time sufficientatbow for any anticipated recovery in fair
value. Unrealized losses on investment securttiasdre considered other than temporary, as mahbyrthe amount of decline in fair value
attributable to other-than-temporary factors, aegnized in income and the cost basis of the timex#t securities 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 isterield method and is included as a
component of interest income in the statement efatpons.

The current situation in the mortgage sector aectctirrent weakness in the broader mortgage maokidd edversely affect one or more of
Company's lenders and could cause one or moreddimpany's lenders to be unwilling or unable tjole additional financing. This cou
potentially increase the Company's financing castsreduce liquidity. If one or more major markettjcipants fails, it could negatively
impact the marketability of all fixed income setig@s, including government mortgage securitiess Haiuld negatively impact the value of
securities in the Company's portfolio, thus redgdta net book value. Furthermore, if many of th@r@any's lenders are unwilling or unable
to provide additional financing, the Company coidforced to sell its Investment Securities atrexpportune time when prices are
depressed.

Loans Held for Investment and Securitized Loans Hel for Investment

The Company's securitized and un-securitized raesimlenortgage loans are comprised of fixed-rate eariable-rate loans. The Company
purchases pools of residential mortgage loans gir@uselect group of originators. Mortgage loamsd®signated as held for investment,
recorded on trade date, and are carried at thigicipal balance outstanding, plus any premiumsiszalints which are amortized or accreted
over the estimated life of the loan, less allowarfoe loan losses. Loans are evaluated for possiBldit losses. The Company has created an
unallocated provision for loan losses estimated psrcentage of the remaining principal on thesodManagement's estimate is based on
historical experience of similarly underwritten topools. There were no losses specifically allat#ddoans as of September 30, 2008. From
time to time, the Company may securitize loans faldnvestment. These transactions are recordedéordance with FAS 140 Accounting
for Transfers and Servicing of Financial Assets Brtinguishments of Liabilities as either a "sad@l classified as Mortgage-Backed
Securities or as a "secured borrowing" and clasbifis Securitized loans held for investment orCthimpany's consolidated statement of
financial condition.



Allowance for Loan Losses

The Company has established an allowance for lnsseb at a level that management believes is aelg@sed on an evaluation of known
and inherent risks related to the Company's loatigdim. The estimate is based on a variety ofdaxincluding, current economic conditions,
industry loss experience, credit quality trendanlportfolio composition, delinquency trends, nagicand local economic trends, national
unemployment data, changes in housing appreciatidnwhether specific geographic areas where thep@oynhas 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, daliegcy trends of the originators and the currenketazonditions aid in determining the
allowance for loan losses. The Company also peddrtdue diligence procedures on a sample of loashbt its criteria during the purchase
process.

When it is probable that specific contractually dmeounts are uncollectible, the loan is considergzhired. Where impairment is indicatec
valuation write-off is measured based upon the &xof the recorded investment over the net fauevalf the collateral, reduced by selling
costs. Any deficiency between the carrying amotiatnoasset and the net sales price of repossesBattial is charged to the allowance for
loan losses.

Securitized Debt

The Company has issued securitized debt to finarmertion of its residential mortgage loan portioll he securitized debt is collateralizec
residential adjustable or fixed rate mortgage Idhas have been placed in a trust and bear intaresprincipal payments to the debt holders.
The Company's securitized debt is accounted fbloa®wings and recorded as a liability on the cidated statement of financial condition.

Interest Income

Interest income on available-for-sale securities laans held for investment is recognized ovelliteeof 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 securitésigh credit quality and Emerging Issues TaskcEddo. 99-20, Recognition of Interest
Income and Impairment on Purchased and Retainedf&i Interests in Securitized Financial Asséts,all other securities. Income
recognition is suspended for loans when, in theiopiof management, a full recovery of income arndagipal becomes doubtful. Income
recognition is resumed when the loan becomes atotaly current and performance is demonstratdzetoesumed.

Derivative Financial Instruments/Hedging Activity

The Company economically hedges interest ratethiskugh the use of derivative financial instrumeiftthe Company hedges using interest
rate swaps it accounts for these instruments asstemding derivatives. Accordingly, they are car@gdair value with realized and unrealiz
gains and losses recognized in earnings.



Income Taxes

The Company intends to qualify to be taxed as alR&hd therefore it generally will not be subjectbrporate federal or state income tax to
the extent that qualifying distributions are manlstbckholders and the REIT requirements, includiergain asset, income, distribution and
stock ownership tests are met. If the Companydaibequalify as a REIT and did not qualify for @nt statutory relief provisions, the
Company would be subject to federal, state and lncame taxes and may be precluded from qualifgia@ REIT for the subsequent four
taxable years following the year in which the RELTalification was lost.

The Company accounts for income taxes in accordaitbeSFAS No. 109, Accounting for Income Taxesjahhrequires the recognition of
deferred income taxes for differences between #séstof assets and liabilities for financial stagéatrand income tax purposes. Deferred tax
assets and liabilities represent the future taxsequence for those differences, which will eitheetdxable or deductible when the assets and
liabilities are recovered or settled. Deferred saae also recognized for operating losses thaa\aiable to offset future taxable income.
Valuation allowances are established when necessaeguce deferred tax assets to the amount eeghémtbe realized. In July 2006, the
FASB issued FASB Interpretation No. 48, AccountiogUncertainty in Income Taxes, an interpretaiidfrASB Statement No. 109 ("FIN
48"). FIN 48 clarifies the accounting for uncertgim income taxes recognized in a company's firdrstatements and prescribes a
recognition threshold and measurement attribut¢hf@financial statement recognition and measuré¢wfes tax position taken or expected to
be taken in an income tax return. FIN 48 also gtesiguidance on de-recognition, classificatioreriggt and penalties, accounting in interim
periods, disclosure and transition. FIN 48 wasatiife for the Company upon inception and its effeas not material.

Net Loss per Share

The Company calculates basic net loss per shadéviing net loss for the period by the weighteadage shares of its common stock
outstanding for that period. Diluted net loss gaare takes into account the effect of dilutivermstents, such as stock options, but uses the
average share price for the period in determintimegriumber of incremental shares that are to bedatbdihe weighted average number of
shares outstanding. The Company had no potentldll§ive securities outstanding during the peripdssented.

Stock-Based Compensation

The Company accounts for stock-based compensatiaocordance with the provisions of SFAS No. 1288tounting for Stock-Based
Compensation, which establishes accounting andbgisie requirements using fair value based methbdscounting for stock-based
compensation plans. Compensation expense relatgauts of stock and stock options is recognizest tive vesting period of such grants
based on the estimated fair value on the grant date

Stock compensation awards granted to the emplayfdedDAC are accounted for in accordance with EBG-18, Accounting For Equity
Instruments That Are Issued to Other Than Emploj@eacquiring, or in Conjunction with Selling, Gds and Services, which requires the
Company to measure the fair value of the equitirimsent using the stock prices and other measureassamptions as of the earlier of ei
the date at which a performance commitment by thmerparty is reached or the date at which thatesparty's performance is complete.

Use of Estimates

The preparation of the financial statements in confty with GAAP requires management to make egtiand assumptions that affect the
reported amounts of assets and liabilities andalisce of contingent assets and liabilities atdat of the financial statements and the
reported amounts of revenues and expenses dugngplorting period. Actual results could differrfrahose estimates.

8



Recent Accounting Pronouncement

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 367 requires companies to
disclose the fair value of its financial instrumeatcording to a fair value hierarchy (i.e., levgl, and 3, as defined) and establishes that fai
value is based on exit price as of the measuredsat SFAS 157 was effective for the Company ondanl, 2008, see Note 5 for the
related disclosure.

Subsequently, on October 10, 2008, FASB issued F8&H Position (FSP) 153; Determining the Fair Value of a Financial Asaéten the
Market for That Asset Is Not Active ("FSP 157-3t) response to the deterioration of the credit reexkThis FSP provides guidance
clarifying how SFAS 157, should be applied wheruirad securities in markets that are not active. ghidance provides an illustrative
example that applies the objectives and framewb&F®AS 157, utilizing management's internal castwvfand discount rate assumptions
when relevant observable data do not exist. Ihfurtlarifies how observable market information amatket quotes should be considered
when measuring fair value in an inactive markete#ffirms the notion of fair value as an exit pras of the measurement date and that fair
value analysis is a transactional process and gdhmilbe broadly applied to a group of assets. B5P3 is effective upon issuance including
prior periods for which financial statements haweé lreen issued. The Company does not believe thleimentation of FSP 157-3 will have a
material effect on the fair value of their assatshee Company intends to continue the methodolagsed in previous quarters to value assets
as defined under the original SFAS 157.

In February 2007, the FASB issued SFAS No. 159, HdieValue Option for Financial Assets and Finahtiabilities, or SFAS 159. SFAS
159 permits entities to choose to measure manydiahinstruments and certain other items at falug. Unrealized gains and losses on items
for which the fair value option has been electellilvd recognized in earnings at each subsequeanttieg date. SFAS 159 became effective
for the Company January 1, 2008. The Company dictlect the fair value option for any existing dig financial instruments.

In June 2008, the FASB proposed amending SFAS B#0unting for Transfers and Servicing of Finangiasets and Extinguishments of
Liabilities and FIN 46(R), Consolidation of Varighbinterest Entities. This was due to increasedtisgrof these accounting pronouncements
by the SEC, Congress and financial statement urs¢ing wake of recent deterioration in the creditrkets. The proposed amendments would
eliminate the Qualified Special Purpose Entity (5 SFAS 140, and modify the consolidation maddtIN 46(R). QSPEs are utilized
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 coaseticbn the issuing firm's financial statementaukhthe proposed changes to SFAS 140
become final, enterprises involved with QSPEs 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 derecognition of assets and amend the crit@risaid derecognition; and require that the beiedfinterests 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.

Both financing and sale treatments have been usg@dAAP reporting and tax treatment by the Comp&#SB has released their Exposure
Draft on the proposed amendments with commentbgiddovember 14, 2008. The Company is currentlyewing the effect of these
amendments on the Company.



In March 2008, the FASB issued SFAS No. 161, or SHA1, Disclosures about Derivative Instrumentstedging Activities, an
amendment of FASB Statement No. 133. SFAS 161 ateto improve the transparency of financial reipgrby providing additional
information about how derivative and hedging atitiéi affect an entity's financial position, finaalgberformance and cash flows. This
statement changes the disclosure requirementeforadive instruments and hedging activities byuisgg enhanced disclosure about (1) |
and why an entity uses derivative instrumentsh@y derivative instruments and related hedged imsaccounted for under SFAS
Statement 133 and its related interpretations,(&htow derivative instruments and related hedgemuds affect an entity's financial position,
financial performance, and cash flows. To meetdlasgectives, SFAS 161 requires qualitative disales about objectives and strategies for
using derivatives, quantitative disclosures abairtfalue amounts and of gains and losses on deeviastruments, and disclosures about
credit-risk-related contingent features in derivathgreements. This disclosure framework is intdridévetter convey the purpose of
derivative use in terms of the risks that an ernsityntending to manage. SFAS 161 is effectivetiier Company on January 1, 2009. The
Company expects that adoption of SFAS 161 willéase footnote disclosure to comply with the disglesequirements for financial
statements issued after January 1, 2009.

2. Mortgage-Backed Securities

The following table represents the Company's albbkilfor sale RMBS portfolio as of September 30,280d December 31, 2007, at fair
value.

September 30 , 2008 December 31, 2007
(dol lars in thousands)
Mortgage-Backed securities, at
amortized cost $ 8 97,685 $ 1,114,137
Gross unrealized gain 1,858 10,675
Gross unrealized loss 1 40,165) (522)
Fair value $ 7 59,378 $ 1,124,290

During the quarter ended September 30, 2008, tlmep@oy had completed sales of assets with a carsghg of $432.6 million in AAA-
rated non-Agency RMBS which resulted in net reailmsses of approximately $113.1 million.

The following table presents the gross unrealipsdds and estimated fair value of the Company'sgdge-Backed Securities by length of
time that such securities have been in a continuausalized loss position at September 30, 2008wt mber 31, 2007.

Unr ealized Loss Position
For:
Less than 12 Months 12 Months or More Total
Estimated Unrealized Est imated Unrealized Estimated Fair Unrealized
Fair Value Losses Fai rValue Losses Value Losses
( dollars in thousands)
September 30, 2008 $ 759,378 ($140,165) - - $ 759,378 ($140,165 )

December 31, 2007 $1,124,290 ($522) - - $1,124,290 ($522 )

The decline in value of these securities is sadelg to market conditions and not the credit qualitthe assets. The investments are not
considered other-than-temporarily impaired becaélus€ompany currently has the ability and intertid@d the investments to maturity or for
a period of time sufficient for a forecasted manete recovery up to or beyond the cost of thegtments.

Actual maturities of mortgage-backed securitiesgamerally shorter than stated contractual madsrithctual maturities of the Company's
RMBS are affected by the contractual lives of thderlying mortgages, periodic payments of princgrad prepayments of principal.

The following table summarizes the Company's RMBSeptember 30, 2008 and December 31, 2007 acgptalitheir estimated weighted-
average life classifications:
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September 30, 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 524,663 623,467 5.92%
Greater than five years 234,715 274,218 6.15%
Total $759,378 $897,685 5.99%

December 31, 2007
(dollars in thousands)
Weighted Average

Weighted Average Life Fair Value Amortized Cost Coupon
Less than one year $ 45,868 $ 46,102 6.31%

Greater than one year and less than five years 1,078,422 1,068,035 6.32%
Greater than five years - -

Total $1,124,290 $1,114,137 6.32%

The weighted-average lives of the mortgage-backedrgies in the tables above are based on datedaathrough dealer quotes, assuming
constant prepayment rates to the balloon or restetfdr each security. The prepayment model corsidarent yield, forward yield, steepn
of the curve, current mortgage rates, mortgage i@aftéhe outstanding loan, loan age, margin andtilioy.

3. Loans Held for Investment

The following table represents the Company's regidiemortgage loans classified as held for investiat September 30, 2008 and
December 31, 2007. At December 31, 2007, all ottfjastable rate loans held for investment wereitlydRMs. Hybrid ARMs are
mortgages that have interest rates that are fisedr initial period (typically three, five, seven10 years) and thereafter reset at regular
intervals subject to interest rate caps. The |deahd for investment were carried at their principalance outstanding less an allowance for
loan losses:

September 30, 2008  December 31, 2007

(dollars in thousands)

Mortgage loans, at principal balance $ - $ 162,452
Less: allowance for loan losses - (81)
Mortgage loans held for investment $ - $ 162,371

The following table summarizes the changes in tlesvance for loan losses for the mortgage loanfpbotduring the nine months ended
September 30, 2008:

September 30, 2008

(dollars in thousands)

Balance, beginning of period $ 81
Provision for loan losses 465
Reversal of provision for loan losses (546)
Balance, end of period $ -
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On a quarterly basis, the Company evaluates thguadg of its allowance for loan losses. As of Seyter 30, 2008, the Company had no
residential mortgage loans held for investmentravdrsed the allowance for loan losses of $546sa0d. As of December 31, 2007, the
Company recorded an allowance for loan losses btl8usand representing 5 basis points of the Cop'panortgage loan portfolio.

During the quarter ended September 30, 2008, tinep@oy sponsored a $151.2 million securitizatioroanted for as a sale. In this
transaction, the Company retained all securitigsad by the securitization trust including appraadety $142.4 million of AAA-rated fixed
and floating rate senior bonds and $8.8 milliosubordinated bonds. On August 28, 2008, the Compalayapproximately $74.9 million of
the AAA-rated fixed and floating rate bonds relatedhis securitization to third-party investoradaealized a loss of $11.6 million. The
company retained the mezzanine tranche and vasigugrdinate tranches in this transaction and dlasgshem as mortgadeacked securitie
available for sale on its consolidated statemeffinahcial condition.

During the nine months ended September 30, 2088Ctmpany sold $97.7 million of loans held for istveent and realized losses of $6.9
million.

4. Securitized Loans Held for Investment

During the quarter ended June 30, 2008, the Compangferred $619.7 million of its residential ngaige loans held for investment to the
PHHMC 2008 CIM1 Trust in a securitization transawtiln this transaction, the Company sold $536l8aniof AAA-rated fixed and floatir
rate bonds to third party investors and retainedl $#illion of AAA-rated mezzanine bonds and $3@&ilion in subordinated bonds which
provide credit support to the certificates issuethird parties. The certificates issued by thsttare collateralized by loans held for
investment that have been transferred to the PHEBIEB-CIM1 Trust. The Company incurred approximagly4 million in issuance costs
that were deducted from the proceeds of the traiosaand are being amortized over the life of thads. This transaction was accounted for
as a financing pursuant to SFAS 140, Accountinglfansfers and Servicing of Financial Assets antihgyishments of Liabilities.

The following table represents the Company's sBzed residential mortgage loans classified as f@lihvestment at September 30, 2008.
The Company did not hold any securitized loansetdbnber 31, 2007. At September 30, 2008 approxiynaie5% of the Company's
securitized loans are adjustable rate mortgageslaad 44.5% are fixed rate mortgage loans. Alhefadjustable rate loans held for
investment are hybrid ARMs. Hybrid ARMs are mortgaghat have interest rates that are fixed fonaial period (typically three, five,
seven or 10 years) and thereafter reset at reguéawals subject to interest rate caps. The |deatd for investment are carried at their
principal balance outstanding less an allowancéofam losses:

September 30, 2008

(dollars in thousands)

Securitized mortgage loans, at principal balance $ 598,695
Less: allowance for loan losses (681)
Securitized mortgage loans held for investment $ 598,014

The following table summarizes the changes in tlesvance for loan losses for the mortgage loanfpbotduring the nine months ended
September 30, 2008:

September 30, 2008
(dollars in thou sands)
Balance, beginning of period $ -
Provision for loan losses 681
Balance, end of period $ 681

On a quarterly basis, the Company evaluates thguadg of its allowance for loan losses. The Compaaintained its allowance for loan
losses for the quarter ended September 30, 20988&1f thousand, representing 12 basis points gbiheipal balance of the Company's
securitized mortgage loan portfolio. At Septemb@&r208, there were no loans 60 days or more pesadd all loans were accruing interest.
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5. 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&eewnts for fair value measurements. The valudtierarchy is based upon the
transparency of inputs to the valuation of an asséability as of the measurement date. The thegels are defined as follow:

Level 1 - valuation based on quoted prices fortidahassets in active markets.

Level 2 - valuation based on one or more quotexkprin markets that are not active or for whictsighificant inputs are observable, either
directly or indirectly.

Level 3 - inputs to the valuation methodology anehservable and significant to the overall faineal

Mortgage-Backed Securities and interest rate swepsalued using a pricing model. The MBS pricingdel incorporates such factors as
coupons, prepayment speeds, spread to the Treasdirigwap curves, convexity, duration, periodic l#eccaps, and credit enhancement.
Interest rate swaps are modeled by incorporatiof factors as the Treasury curve, LIBOR rates,thadeceive rate on the interest rate
swaps. Management reviews the fair values detedvidgehe pricing model and compares its resultdemer quotes received on investments
to validate reasonableness of the valuations itelichy the pricing model. The dealer quotes wibirporate common market pricing
methods, including a spread measurement to thesiingaurve or interest rate swap curve as wellnakerying characteristics of the
particular security including coupon, periodic difiel caps, rate reset period, issuer, additionadlitrsupport and expected life of the security.
The Company's financial assets and liabilitiesiedrat fair value on a recurring basis are valueSeptember 30, 2008 as follows:

Level 1 Level 2 Level 3
(dollars in thousands)

Assets:
Mortgage-Backed Securities $ - $ 754211 $ 5,167

For investments classified above as Level 3, the@my recorded costs associated with the purctfabese assets in the amount of $8.7
million and unrealized losses on the investmentgkp $3.5 million during the quarter ended Sefiiten80, 2008. Unrealized losses on the
investments classified as Level 3 by the Compaayirariuded in the consolidated statement of opamatas a component of other
comprehensive income.

As fair value is not an entity specific measure sna market based approach which considers the\ailan asset or liability from the
perspective of a market participant, observabditprices and inputs can vary significantly frontipd to period. During times of market
dislocation, as has been experienced during trentenonths, the observability of prices and inmats be reduced for certain instruments. A
condition such as this can cause instruments tedlassified from level 1 to level 2 or level 2l¢wel 3.

6. Repurchase Agreements
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(A) Mortgage-Backed Securities

The Company had outstanding $619.7 million and $27tillion of repurchase agreements with weightegrage borrowing rates of 8.38%
and 5.02% and weighted average remaining matudfiésand 22 days as of September 30, 2008 andnilere31, 2007 respectively. At
September 30, 2008, RMBS pledged as collateralnthdse repurchase agreements had an estimateglizérof $736.8 million and a
carrying value of $619.8 million, including accruieterest. At December 31, 2007, RMBS pledged #ateoal had an estimated fair value of
$271.7 million. The interest rates of these repasehagreements are generally indexed to the onéiratBIOR rate and reprice accordingly.

At September 30, 2008 and December 31, 2007, fhechase agreements collateralized by RMBS hatbtlesving remaining maturities:

September 3 0, December 31,
2008 2007
(dolla rs in thousands)

Within 30 days $619 ,657 $270,584
30 to 59 days -
60 to 89 days - -
90 to 119 days - -
Greater than or equal to 120 days - -

Total $619 ,657 $270,584

In March 2008, the Company entered into a RMBS ir&lase agreement and a receivables sales agreeitteAinnaly. These agreements
contain customary representations, warranties amenants. As of September 30, 2008, the Companyfinescing $619.7 million under the
RMBS repurchase agreement.

At September 30, 2008, the Company had approxignd@%o of equity at risk with Annaly. At December, 2007, the Company did not he
an amount at risk greater than 10% of equity with @ounterparty.

(B) Loans Held for Investment

The Company entered into two master repurchaseagats pursuant to which it financed mortgage lo@me agreement was a $500 mill
lending facility of which $200 million was on aneommitted basis. This agreement was to be terminkeauary 16, 2009. The second
agreement was a $350 million committed lendinglifgiciThis agreement was to be terminated Janu@r2@10. On July 29, 2008, the
Company terminated both lending facilities. As ep&mber 30, 2008 and December 31, 2007, the Conghdmot have any amounts
borrowed against these facilities.
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7. 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 financimguymnt to SFAS 140, Accounting for Transfers andiSiag of Financial Assets and
Extinguishments of Liabilities. Thus, the residahthortgage loans held as collateral are recondéle assets of the Company as securitized
loans and the securitized debt is recorded additjain the statement of financial condition.

At September 30, 2008, the securitized debt oftbmpany was collateralized by $592.1 million ofidegtial mortgage loans and has a
principal balance of $501 million. The debt matuvesveen the years 2023 and 2038. At Septemb&088, the debt carried a weighted
average interest rate equal to 5.58%. At DecembgP@)7 the Company had no securitized debt.

8. Interest Rate Swaps

In connection with the Company's interest rate mslhagement strategy, the Company economicallydtedgortion of its interest rate risk
by entering into derivative financial instrumentt@cts. Generally, such instruments were compiagéuaterest rate swaps, which in effect
modify the cash flows on repurchase agreementsCbimepany's swaps were used to lock-in a fixedneltgive to a portion of its current and
anticipated future 30kay term repurchase agreements. The Company aecbiamtinterest rate swaps as freestanding devastivith change
in fair value recorded in earnings. During the ¢ggrathe Company terminated all of its interest sat@ps.

The table below represents the Company's swaptaodisg:

Notional Amount Weighted Average Weighted Average Net Estimated Fair
Pay Rate Receive Rate \% alue/Carrying Value

(dollars in thousands)
September 30, 2008 - - - -
December 31, 2007 $1,235,000 4.04% 4.94% ($4,156)

9. Common Stock

During the quarter ended September 30, 2008, tinep@ny declared dividends to common shareholdeafirtgt$6.0 million or $0.16 per
share, which were paid on October 31, 2008.

On October 24, 2008 the Company announced theoalE0,000,000 shares of common stock in a pulfferiog at $2.25 per share for
estimated gross proceeds of approximately $2471®Bmilmmediately following the sale of these stmrAnnaly Capital Management, Inc.
purchased 11,681,415 shares at the same prichger a&s the public offering, for net proceeds g@irapimately $26.3 million. In addition, on
October 28, 2008 the underwriters exercised thmopbd purchase up to an additional 16,500,000eshaf common stock to cover
overallotments for gross proceeds of approxim&8ly.8 million. The Company estimates the totalpteteeds from these offerings to be
$300 million.

10. 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 F
authorizes the granting of options or other awéodsan aggregate of the greater of 8.0% of thetant8ng shares of the Company's common
stock, or 3,119,431 shares, up to a ceiling of @@@00 shares.

As of September 30, 2008, the Company has graettdated stock awards in the amount of 1,301,0@0es to FIDAC's employees and the
Company's independent directors. Of these shae@73 shares vested and 6,957 shares were forfwitemhcelled during the quarter ended
September 30, 2008. For the nine months ended 18bpte30, 2008, 108,675 shares vested and 13,6 7€sshare forfeited. The awards to
the independent directors vested on the date ot,grad the awards to FIDAC's employees vest giaeer a period of 10 years.
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At September 30, 2008 there are approximately lllibmunvested shares of restricted stock isswegitployees of FIDAC. For the three
months ended September 30, 2008, compensation & pess general and administrative costs assoacidtiedhe amortization of the fair
value of the restricted stock totaled $254 thous&id the nine months ended September 30, 2008 @osagion expense less general and
administrative costs associated with the amortipatif the fair value of the restricted stock tote$d .3 million.

11. Income Taxes

As a REIT, the Company is not subject to Fede@me tax on earnings distributed to its sharehslddost states recognize REIT status as
well. The Company has decided to distribute theonitgjof its income. During the quarter ended Seyier 30, 2008, the Company recorded
income tax expense of $11,906 related to statdextetal tax liabilities on undistributed income rfiee nine months ended September 30,
2008, the Company recorded income tax expensedq? $9.

12. Credit Risk and Interest Rate Risk

The Company's primary components of market riskcezdit risk and interest rate risk. The Comparsuisject to credit risk in connection
with its investments in residential mortgage loand credit sensitive mortgage-backed securitiesethe Company assumes credit risk, it
attempts to minimize interest rate risk througtetaisslection, hedging and matching the income €aonemortgage assets with the cost of
related liabilities. The Company is subject to ietd rate risk, primarily in connection with its/a@stments in fixed-rate and adjustable-rate
mortgage backed securities, residential mortgagesioand repurchase agreements. When the Companyes interest rate risk, it minimi:
credit risk through asset selection. The Compastyédegy is to purchase loans underwritten to ayrgmn specifications of selected
originators in an effort to mitigate credit risknd Company has established a whole loan targetansxduding prime borrowers with FICO
scores generally greater than 650, Alt-A docum@ntageographic diversification, ownercupied property, moderate loan size and mod
loan to value ratio. These factors are consideydzktimportant indicators of credit risk.

13. Management Agreement and Related Party Traosact

The Company has entered into a management agreeviteritlDAC, which provides for an initial term #hugh December 31, 2010 with
automatic ongrear extension options and subject to certain tation rights. The Company paid FIDAC a quarterBnagement fee equal
1.75% per annum of the gross Stockholders' Eqagydéfined in the management agreement) of the @ayrfor the quarter ended
September 30, 2008. Management fees accrued foutmeer ending September 30, 2008 are $1.7 milManagement fees accrued for the
nine months ended September 30, 2008 were $6.ibmikt December 31, 2007 quarterly managementifedee amount of $1.2 million
were accrued and subsequently paid to FIDAC.

On October 13, 2008, the Company and FIDAC ametitechanagement 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 furtémended the management agreement to provide thatdbntive fee be eliminated in
its entirety and FIDAC receive only the base managyg fee of 1.50% per annum of the Company's stildkins' equity.

The Company is obligated to reimburse FIDAC forcitsts incurred under the management agreemesnddition, 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 comparallremaining 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@mn becomes inequitable (i.e., if the Companyhbees very highly leveraged compared to
FIDAC's other funds and accounts). For the quaneling September 30, 2008, FIDAC has waived itstiig request reimbursement from
Company for these expenses.
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During the quarter ended September 30, 2008, 350&tes of restricted stock issued by the CompaRyRAC's employees vested, as
discussed in Note 10.

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 September 30, 2008, the Companyinescing $619.7 million under this
agreement.

14. Commitments and Contingencies

From time to time, the Company may become invoiwedharious claims and legal actions arising indhdinary course of business.
Management is not aware of any reported or unregardntingencies at September 30, 2008.

15. Subsequent Events

On October 13, 2008, the Company and FIDAC ametiteedhanagement agreement with FIDAC to reduce dise management fee from
1.75% per annum to 1.50% per annum of the Compatgtkholders' equity and provide that the incenfees may be paid in cash or shares
of the Company's common stock, at the electiom@i@ompany's board of directors.

On October 19, 2008, the Company and FIDAC furimended the management agreement to provide thaidéntive fee be eliminated in
its entirety and the Manager receive only the lmageagement fee of 1.50% per annum of the Compatockholders' equity.

On October 24, 2008 the Company announced theofafE0,000,000 shares of common stock in a puliferiog at $2.25 per share for
estimated gross proceeds of approximately $247lBmilmmediately following the sale of these skmrAnnaly Capital Management, Inc.
purchased 11,681,415 shares at the same pricéqer as the public offering, for net proceeds @ragimately $26.3 million. In addition, on
October 28, 2008 the underwriters exercised thmopbd purchase up to an additional 16,500,000eshaf common stock to cover
overallotments for gross proceeds of approxime$8.8 million. The Company estimates the totalpmeteeds from these offerings to be
$300 million.
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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,” "antitdp" "estimate,” "plan,” "continue," "intend," ‘@kid," "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;

0 our expected investments;

o changes in the value of our investments;

0 interest rate mismatches between our mortgageebasecurities 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;

o0 estimates relating to our ability to make disitibns to our stockholders in the future;

o our understanding of our competition; and
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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®dwaiReports on Form 10-Q. If a
change occurs, our business, financial conditigajdity and results of operations may vary matgrifrom 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.

Executive Summary

We are a specialty finance company that investesidential mortgage loans, residential mortgageba securities, real estate related
securities and various other asset classes. Wextgmally managed by FIDAC. We have elected atehohto qualify to be taxed as a REIT
for federal income tax purposes commencing withtaxable year ending on December 31, 2007. Ouetadgasset classes and the principal
investments we expect to make in each are as fellow

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 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 concurrerntgte offering we raised net proceeds
before offering expenses of approximately $533.lioni We completed a second public offering andosel private offering on October 29,
2008. In these offerings we raised proceeds befifeeing expenses of approximately $309.6 milliow ave are commencing investing these
proceeds.

Our objective is to provide attractive risk-adjubteturns to our investors over the long-term, prity through dividends and secondarily
through capital appreciation. We intend to achigng 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 cpmith the various federal income tax
requirements for REIT status. We expect that dvemear term our investment portfolio will contirteebe weighted toward non-Agency
RMBS, subject to maintaining our REIT qualificatiand our 1940 Act exemption, which may, dependimghe composition of our
investment portfolio, require us to purchase AgeRMBS or other qualifying assets. Over time we expleat our investment portfolio will
become more weighted toward residential mortgagedo
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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 assested as interest rate and credit cycles
change over time. We believe that our strategy,bined with FIDAC's experience, will enable us ty pividends and achieve capital
appreciation throughout changing market cycles.efiect to take a long-term view of assets andliieds, 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 kemngp.

We use leverage to seek to increase our potestiains 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¥pect 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 interatt hedges, such as interest rate swaps, to résiedfect of interest rate fluctuations
related to our debt.

Recent Developments

We commenced operations in November 2007 in thestoeidchallenging market conditions which affectied 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 riwhich commenced in August 2007
affected each of these sources--and their indivigtaviders-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 significantlglnér cost and had greater margin requirementspfrernously 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 ofgag#-backed securities, or MBS, and other
securities which further negatively impacted thekatvalue of these assets.

Although the credit markets had been undergoingmtubulence, as we started ramping up our pootfelie noted a slight easing. We
entered into a number of repurchase agreementewe ase to finance RMBS. In January 2008, we edtérto two whole mortgage loan
repurchase agreements. As we began to see thalalgilof financing, we were also seeing bettedenwriting standards used to originate
new mortgages. We commenced buying and financin@&1/sind also entered into agreements to purchaske wiwtgage loans. We
purchased high credit quality assets which we betleve would be readily able to finance.

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. Crediecagain 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 avie&everaged investor announced that
it had to de-lever and liquidate a portfolio of egspmately $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 a majoegtment bank worsened the crisis. During the pastmonths, due to the deterioration in
the market value of our assets, we received andmagiin calls under our repurchase agreementshwhgulted in our obtaining additional
funding from third parties, including from Annalnd taking other steps to increase our liquiditgdidionally, the disruptions during the six
months ended June 30, 2008 resulted in us not feicgmpliance with the net income covenant in oheur whole loan repurchase
agreements and the liquidity covenants in our otftesle loan repurchase agreement at a time durlighmve had no amounts outstanding
under those facilities. We amended these covenamtson July 29, 2008, we terminated those fagdlito avoid paying non-usage fees.
Although we made no asset sales during the quaemntied June 30, 2008, for the third quarter of 20@8sold assets with a carrying value of
$432.6 million in AAA-rated non-Agency RMBS for ads of approximately $113.1 million, which includesealized loss of $11.6 million
related to the August 28, 2008 transaction desdiiegow, and terminated $983.4 million in notiomeérest rate swaps for a loss of
approximately $10.5 million, which together resdlte a net realized loss of approximately $123.6ioni.
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The challenges of the first quarter of 2008 hav&iooed into the second and third quarters, astiimy difficulties 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 ammtgage securities financing markets remain chglheg 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 sezatitins in order to obtain long-term financing aedninated our un-utilized whole loan
repurchase agreements in order to avoid payingusage fees under those agreements. In additiohawee continued to seek funding from
Annaly. Under these circumstances, we expect t® éakions intended to protect our liquidity, whioly include reducing borrowings and
disposing of assets as well as raising capital@saeently did. As a result, we expect to operatk avlow level of leverage and to continue
take actions that would support available cash.

During this period of market dislocation, fiscadamonetary policymakers have established new liufdcilities for primary dealers and
commercial banks, reduced short-term interest rates$ passed legislation that is intended to addieschallenges 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 problenithogh these aggressive steps are intended tegtrand support the US housing and
mortgage market, we continue to operate under diffigult market conditions.

Since June 30, 2008, there have been increasecntarkcerns about Freddie Mac and Fannie Maeisyatoilwithstand future credit losses
associated with securities held in their investnpentfolios, and on which they provide guarante@thout the direct support of the federal
government. Recently, the government passed thasiHg and Economic Recovery Act of 2008." FannieeMad Freddie Mac have recer
been placed into the conservatorship of the Fedtoabing Finance Agency, or FHFA, their federalulatpr, pursuant to its powers under
The Federal Housing Finance Regulatory Reform A@O®8, a part of the Housing and Economic Recoyeryof 2008. As the conservator
of Fannie Mae and Freddie Mac, the FHFA controts dinects the operations of Fannie Mae and Frelddie and may (1) take over the as
of and operate Fannie Mae and Freddie Mac witthalbowers of the shareholders, the directorstlamdfficers of Fannie Mae and Freddie
Mac and conduct all business of Fannie Mae anddigddac; (2) collect all obligations and money doéannie Mae and Freddie Mac; (3)
perform all functions of Fannie Mae and Freddie Ménich are consistent with the conservator's apgpwnt; (4) preserve and conserve the
assets and property of Fannie Mae and Freddie Muat;

(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. Departmerfreaisury and FHFA have entered
into preferred stock purchase agreements betweed.®. Department of Treasury and Fannie Mae aaddie Mac pursuant to which the
U.S. Department of Treasury will ensure that eddhamnie Mae and Freddie Mac maintains a positateaorth; (ii) the U.S. Department of
Treasury has established a new secured lending &xeility which will be available to Fannie MaEreddie Mac, and the Federal Home L
Banks, which is intended to serve as a liquiditgkdstop, which will be available until December 20@8d (iii) the U.S. Department of
Treasury has initiated a temporary program to pasetRMBS issued by Fannie Mae and Freddie Mac.nGhe highly fluid and evolving
nature of these events, it is unclear how our lassiwill be impacted. Based upon the further agtvf the U.S. government or market
response to developments at Fannie Mae or Fredd& dir business could be adversely impacted.
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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 from financratitutions up to $700 billion of
residential or commercial mortgages and any séesribbligations, or other instruments that aretias or related to such mortgages, that in
each case was originated or issued on or beforetMit, 2008, as well as any other financial insgntthat the U.S. Secretary of the
Treasury, after consultation with the Chairmanhaf Board of Governors of the Federal Reserve Systetarmines the purchase of which is
necessary to promote financial market stabilitygrupransmittal of such determination, in writing the appropriate committees of the U.S.
Congress. The EESA also provides for a programvtioatd allow companies to insure their troubledetss

There can be no assurance that the EESA will hdeneficial impact on the financial markets, inéhgdcurrent extreme levels of volatility.
To the extent the market does not respond favortakilye TARP or the TARP does not function as ide&h) our business may not receive the
anticipated positive impact from the legislatiom.addition, the U.S. Government, Federal Reserdeostmer governmental and regulatory
bodies have taken or are considering taking otboras to address the financial crisis. We canmedigt whether or when such actions may
occur or what impact, if any, such actions couldehan our business, results of operations and ¢iahnondition.

On July 25, 2008, we sponsored a $151.2 milliomsgzation whereby we securitized our then-curierentory of mortgage loans. In this
transaction, we retained all of the securitiesassly the securitization trust including approxietat$142.4 million of AAA-rated fixed and
floating rate senior bonds and $8.8 million in suleated bonds. This transaction will be accouriteds a sale. On August 28, 2008, we
approximately $74.9 million of the AAA-rated fixexhd floating rate bonds related to the July 25828uritization to third-party investors
and realized a loss of $11.6 million.

On September 9, 2008, we declared the third qua@@8 common stock cash dividend of $0.16 per shiaoer common stock. This dividel
is payable October 31, 2008 to common sharehotifeecord on September 18, 2008.

In October 2008, we and FIDAC amended our manageaggreement to reduce the base management feelfitao per annum to 1.50% |
annum of our stockholders' equity and eliminateiticentive fees previously provided for in the ngement agreement.

Trends

We expect the results of our operations to be &fteby various factors, many of which are beyondamntrol. Our results of operations will
primarily depend on, among other things, the |®fedur net interest income, the market value ofassgets, and the supply of and demand for
such assets. Our net interest income, which rafiet 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 ditapto interest rates, the type of
investment, conditions in financial markets, contfmet 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, prepaymentspead to increase. For mortgage loan and RMB&sinvents 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 sipeeelase, the amount of income
we earn increases because of the acceleratiom afcitretion of the discount into interest incomeny&rsely, decreases in prepayment speed:
result in decreased income and can extend thedoevier 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@nelated floating rate liabilities. Similarlyych an decrease in interest rates should
generally result in an increase in our net investrimecome on fixed-rate investments made by ususzaur fixed-rate assets would be
greater in amount than our fixed-rate liabilitiége expect, however, that our fixed-rate assets dvimdrease in value in a falling interest rate
environment and that our net interest spreadsxenl fiate assets could increase in a falling intee¢s 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 conaultie 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.

Since changes in interest rates may significarifschour activities, our operating results depdandarge part, upon our ability to effectively
manage interest rate risks and prepayment riskie wiaintaining our status as a REIT.

Current Environment. The current weakness in tlader 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-badosdmercial paper and term CDOs. Current markedlitions 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 repurcteggeement market, borrowers have been
affected differently depending on the type of sdguhey 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.
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Currently, warehouse facilities to finance wholarigprime residential mortgages are generally availitom 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@ntbequently the size of those facilities offemed are smaller than those previously
available. We decided to terminate our two wholnloepurchase agreements in order to avoid payingusage fees under those agreements

It is currently a challenging market to term finarwehole loans through securitization or bonds iddnea CDO structure. The highly rated
senior bonds in these securitizations and CDO tires currently have liquidity, but at much widpresads than issues priced in recent
history. The junior subordinate tranches of thesectures currently have few buyers and currentetaczonditions have forced issuers to
retain these lower rated bonds rather than seththe

Certain issuers of ABCP have been unable to placceo(l) their securities, which has resulted, dm® instances, in forced sales of MBS and
other securities which has further negatively intpd¢he market value of these assets. These maukditions are fluid and likely to change
over time. As a result, the execution of our inmest 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, aswhe case for Bear Stearns & Co. in
March 2008, and Lehman Brothers Holdings Inc. ipt&aber 2008, it could negatively impact the maak#ity of all fixed income securities
and this could negatively impact the value of theusities we acquire, thus reducing our net bodkerdurthermore, if many of our potential
lenders or any of our lenders are unwilling or Uadb provide us with financing, we could be for¢edsell our securities or residential
mortgage loans at an inopportune time when pricesl@pressed. For example, for the quarter endedhV&d, 2008, we sold assets with a
carrying value of $394.2 million for an aggregated of $32.8 million. While we did not sell any etssduring the quarter ended June 30,
2008, for the third quarter of 2008, we sold ase&tis a carrying value of $432.6 million in AAA-red non-Agency RMBS for a loss of
approximately $113.1 million and terminated $98&3illion in notional interest rate swaps for a le$spproximately $10.5 million, which
together resulted in a net realized loss of appnately $123.6 million.

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, or the TARP will have adfieral impact on the financial
markets, including current extreme levels of vditstiTo the extent the market does not responadffably to these actions, or these actions do
not function as intended, our business may notvedhe anticipated positive impact from them. didigion, the U.S. Government, Federal
Reserve and other governmental and regulatory bddiee taken or are considering taking other astioraddress the financial crisis. We
cannot predict whether or when such actions mayromcwhat impact, if any, such actions could hameour business, results of operations
and financial condition.

In the current market, it may be difficult or imisle 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. liligavestments 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.

Critical Accounting Policies

Our financial statements are prepared in accordastbeaccounting principles generally acceptechia t/nited States of America. These
accounting principles may require us to make soomeptex and subjective decisions and assessmentsn@xt critical accounting policies
will involve decisions and assessments that cofféetbour reported assets and liabilities, as waelbur reported revenues and expenses. We
believe that all of the decisions and assessmguis which our financial statements are based wiltdasonable at the time made and based
upon information available to us at that time. Atle quarter end, we calculate estimated fair vatigg a pricing model. We validate our
pricing model by obtaining independent pricing dirofilour assets and performing a verificationlidde sources to our own internal estimate
of fair value. We have identified what we believidl tve our most critical accounting policies to the following:
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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 follow:

Level 1 - valuation based on quoted prices fortidahassets in active markets.

Level 2 - valuation based on one or more quotexkprin markets that are not active or for whictsighificant inputs are observable, either
directly or indirectly.

Level 3 - inputs to the valuation methodology amehservable and significant to overall 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 Treasdirgwap curves, convexity, duration, periodic l#eccaps, and credit enhancement.
Interest rate swaps are modeled by incorporating 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 resultdemer quotes received on each
investment to validate the reasonableness of thiatians indicated by the pricing models. The degletes will incorporate common market
pricing methods, including a spread measuremethigtd@ reasury curve or interest rate swap curvealsas underlying characteristics of the
particular security including coupon, periodic difiel caps, rate reset period, issuer, additionadlitrsupport and expected life of the security.

As fair value is not an entity specific measure sna market based approach which considers the\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 trentenonths, the observability of prices and inmats be reduced for certain instruments. A
condition such as this can cause instruments tedassified from level 1 to level 2 or level 2¢wel

3. At September 30, 2008 we held $5.2 million afeistments we classify as Level 3; the remaindeuofinvestments are classified as Level
2.

Loans Held for Investment and Securitized Loans Hel to Maturity

We purchase residential mortgage loans and clasgfy as loans held for investment or Securitipeshi$ held to maturity on the statemer
financial condition. These investments are inteneake held to maturity and, accordingly, are régabat the principal amount outstanding,
net of provisions for loan losses.

Loan loss provisions are examined quarterly andtgatito reflect expectations of future probablelitlesses based on factors such as
originator historical losses, geographic concemnatindividual loan characteristics, experiencesskes, and expectations of future loan pool
behavior. As credit losses occur, the provisiondan losses will reflect that realization.

When we determine that it is probable that contr@tt due specific amounts are deemed uncollect#iideloan is considered impaired. To
measure our impairment we determine the excedeaktcorded investment amount over the net fairevaf the collateral, as reduced by
selling costs. Any deficiency between the carryangount of an asset and the net sales price ofsepsed collateral is charged to the
allowance for loan losses.
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An allowance for mortgage loans is maintained latval believed adequate by management to absolaple losses. We may elect to sell a
loan held for investment due to adverse changeeeitit fundamentals. Once the determination has besde by us that we will no longer
hold the loan for investment, we will account foetloan at the lower of amortized cost or estimé@dvalue. The reclassification of the loan
and recognition of impairments could adverselycftar reported earnings.

Valuations of Available-for-Sale Securities

We expect our investments in RMBS will be primadlgssified as available-for-sale securities thatcarried on the statement of financial
condition at their fair value. This classificatiaill result in changes in fair values being recat@s statement of financial condition
adjustments to accumulated other comprehensiveriaar loss, which is a component of stockholdersiteg.

Our available-for-sale securities have fair valagsletermined with reference to fair values catedlaising a pricing model. Management
reviews the fair values generated to insure prcegeflective of the current market. We performabdation of the fair value calculated by
the pricing model by comparing its results to inglegent prices provided by dealers in the secuitnelor third party pricing services. If
dealers or independent pricing services are urtalpeovide a price for an asset, or if the pricevied by them is deemed unreliable by
FIDAC, then the asset will be valued at its failuneaas determined in good faith by FIDAC. The prigis subject to various assumptions
which could result in different presentations olea

When the fair value of an available-for-sale segus less than its amortized cost for an exteriribd or there is a significant decline in
value, we consider whether there is an other-tbarpbrary impairment in the value of the securityb&sed on our analysis, an other-than-
temporary impairment exists, the cost basis ok#wurity 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 lwsd 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 rediliza

We consider the following factors when determinémgother-than-temporary impairment for a security:

o The length of time and the extent to which thekevalue has been less than the amortized cost;

o Whether the security has been downgraded byragragency; and

o Our intent to hold the security for a periodiofe sufficient to allow for any anticipated recoy@r market value.

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

Investment Consolidation

For each investment we make, we will evaluate tidetying entity that issued the securities we adtuire or to which we will make a loan
to determine the appropriate accounting. In perfiognour analysis, we refer to guidance in StateméRinancial Accounting Standards
(SFAS) No. 140, Accounting for Transfers and Sengof Financial Assets and Extinguishments of iliaks, and FASB Interpretation No.
(FIN) 46R, Consolidation of Variable Interest Eietit FIN 46R addresses the application of Accogr@esearch Bulletin No. 51,
Consolidated Financial Statements, to certainieatih which voting rights are not effective inidiéying an investor with a controlling
financial interest. In variable interest entities VIES, an entity is subject to consolidation unBEN 46R if the investors either do not have
sufficient equity at risk for the entity to finanite activities without additional subordinateddircial support, are unable to direct the entity's
activities, or are not exposed to the entity'sdgssr entitled to its residual returns. VIEs witthie scope of FIN 46R are required to be
consolidated by their primary beneficiary. The @mmnbeneficiary of a VIE is determined to be thetyp#hat absorbs a majority of the entity's
expected losses, its expected returns, or botls. détermination can sometimes involve complex ajestive analyses.
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Interest Income Recognition

Interest income on available-for-sale securities laans held for investment is recognized ovelliteeof the investment using the effective
interest method as described by SFAS No. 91, Adbegifior Nonrefundable Fees and Costs Associatéld @riginating or Acquiring Loans
and Initial Direct Costs of Leases, for securitiéhigh credit quality and Emerging Issues TaskcEddo. 99-20, Recognition of Interest
Income and Impairment on Purchased and RetainedfiB&i Interests in Securitized Financial Asséts,all other securities. Income
recognition is suspended for loans when, in theiopiof management, a full recovery of income arndagipal becomes doubtful. Income
recognition is resumed when the loan becomes atinaly current and performance is demonstratdzbteesumed.

Under SFAS No. 91 and Emerging Issues Task Forc®8@0, management will estimate, at the timewtpase, the future expected cash
flows and determine the effective interest rateetam these estimated cash flows and our purchicse s needed, these estimated cash
flows will be updated and a revised yield compuiaded on the current amortized cost of the invastnhe estimating these cash flows, there
will be a number of assumptions that will be subfeaincertainties and contingencies. These inclbdeate and timing of principal payme
(including prepayments, repurchases, defaults ign@lhtions), the pass-through or coupon rate atatést rate fluctuations. In addition,
interest payment shortfalls due to delinquencietherunderlying mortgage loans, and the timinghefrnagnitude of credit losses on the
mortgage loans underlying the securities have fotigmentally estimated. These uncertainties amtirogencies are difficult to predict and
are subject to future events that may impact mamagés estimates and our interest income.

Accounting For Derivative Financial Instruments

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

We account for derivative financial instrumentagtordance with SFAS No. 133, Accounting for Demxalnstruments and Hedging
Activities, as amended and interpreted. SFAS N8.r&gjuires an entity to recognize all derivative®iher assets or liabilities in the
statement of financial condition and to measursehastruments at fair value. Additionally, the fealue adjustments will affect either other
comprehensive income in stockholders' equity uh&lhedged item is recognized in earnings or reamre depending on whether the
derivative instrument qualifies as a hedge for antiog purposes and, if so, the nature of the heggctivity. We have elected not to qualify
for hedge accounting treatment. As a result, oerang results may suffer because losses on ftivatiees that we enter into may not be
offset by a change in the fair value of the reldtedged transaction.

In the normal course of business, we may use atyaof derivative financial instruments to econoatiiz manage, or hedge, interest rate risk.
These derivative financial instruments must beatiffe 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. We hold no derivatives at
September 30, 2008.
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Reserve for Possible Credit Losse

The expense for possible credit losses in connegtith debt investments is the charge to earningsdrease the allowance for possible ci
losses to the level that management estimates aoéguate considering delinquencies, loss experiand collateral quality. Other factors
considered relate to geographic trends and prativetsification, the size of the portfolio and emt 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 exceédseaecorded 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 allowtmazedit losses.

Income Taxes

The Company has elected and intends to qualifiettaked as a REIT. Accordingly, we will generalbt be subject to corporate federal or
state income tax to the extent that we make quadifdistributions to our stockholders, and proviaezisatisfy on a continuing basis, through
actual investment and operating results, the REtjLirements including certain asset, income, tistion and stock ownership tests. If we
fail to qualify as a REIT, and do not qualify fagrtain statutory relief provisions, we will be seitfj to federal, state and local income taxes
and may be precluded from qualifying as a REITtli@r subsequent four taxable years following the yreavhich we lost our REIT
qualification. Accordingly, our failure to qualifys a REIT could have a material adverse impactuomesults of operations 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 subsidiaries and tteah as taxable REIT subsidiaries, or TRSs. Ireg@na TRS of ours may hold assets and
engage in activities that we cannot hold or engaglrectly and generally may engage in any retdtesor non-real estate-related business. A
TRS is subject to federal, state and local corgaratome 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.

Financial Condition
At September 30, 2008, our portfolio consisted @6%4 million of RMBS and of approximately $598 linih of securitized mortgage loans.
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The following table summarizes certain charactiessaf our portfolio at September 30, 2008 and Ddwer 31, 2007.

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
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

September 30, D
2008

4.6:1
rtfolio 60.4%
lio 39.6%

18.4%

81.6%
f fixed-rate assets 4.4%
assets -
xed-rate assets 95.6%
f adjustable-rate assets 73.0%
-rate assets -
justable-rate assets 27.0%
he period 5.35%
ements balance during

4.64%

0.71%

5.63%

7.10%

Residential Mortgage-Backed Securities

The table below summarizes our RMBS investmen&eatember 30, 2008 and December 31, 2007:

Septembe
2008
d
Amortized cost $
Unrealized gains
Unrealized losses 1
Fair value $

r 30, December 31,
2007
ollars in thousands)

897,685 $1,114,137
1,858 10,675

40,165) (522)

759,378 $1,124,290

ecember 31,
2007

As of September 30, 2008, the RMBS in our portfelEre purchased at a net discount to their parv@ur RMBS had a weighted average
amortized cost of 99.4% and 98.8% at Septembe2@I8 and December 31, 2007, respectively.

The following tables summarize certain charactesstf our RMBS portfolio at September 30, 2008 Batember 31, 2007.

Estimated Value
(dollars in
thousands) (1)

September 30, 2008 $759,378
December 31, 2007 $1,124,290

(1) All assets listed in this chart are carriethair fair value.

Weighted Averages
Constant
Yieldto Prepayment
Coupon  Maturity Rate(2)

5.99% 6.23% 9%
6.32% 6.87% 10%

(2) Represents the estimated percentage of prirnttigbwill be prepaid over the next three monthsdal on historical principal paydowns.
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Actual maturities of RMBS are generally shortemtistéated 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 uBfbyears, but the expected maturity is subjechtinge based on the prepayments of the
underlying loans. As of September 30, 2008, theamefinal contractual maturity of the RMBS poritfols 19 years, and as of December 31,
2007, it was 29 years. The estimated weighted geamsonths to maturity of the RMBS in the tablestelre 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 begaiel 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 expeaymesult 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 sutgeetps that limit the amount the applicable irgerate 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 2.01% and the weigleerage maximum lifetime increases and decreasdlse@ortfolio are 6.26%.

The following table summarizes our RMBS accordinghieir estimated weighted average life classificet as of September 30, 2008 and
December 31, 2007:

Fair Value
September 30, December 31,

2008 2007

(dollars in thousands)
Less than one year $ - $ 45,868
Greater than one year and less than five years 524,663 1,078,422
Greater than or equal to five years 234,715 -
Total $759,378 $1,124,290

Results of Operations for the Quarter and Nine Monts Ended September 30, 2008
(No Comparable Information for 2007)

Net Income/Loss Summa
Our net loss for the quarter ended September 38 @@s $107.6 million, or $2.76 per share. Our fosshis quarter consisted primarily of
realized losses on sales of assets.

For the nine months ended September 30, 2008, atuoss was $128.6 million or $3.30 per share. WWéate the net loss for the nine
months ended September 30, 2008 primarily to redliasses on sales of investments.

The table below presents the net income/loss sugnfoathe quarter and nine months ended Septenthe2(8:
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Net Income/Loss Summa

(dollars in thousands, excep t for per share data)
For the For the Nine
Quarter Months
Ended Ended
September September
30, 2008 30, 2008
Interest income $ 23,458 $ 81,603
Interest expense 15,543 49,590
Net interest income 7,915 32,013
Unrealized gains on interest rate swaps 10,065 4,156
Realized losses on sales of investments (113,130) (144,304)
Realized losses on terminations of interest
rate swaps (10,460) (10,337)
Net investment expense (105,610) (118,472)
Expenses
Management fee 1,681 6,136
General and administrative expenses 253 3,972
Total expenses 1,934 10,108
Loss before income taxes (107,544) (128,580)
Income taxes 12 15
Net loss $ (107,556) $ (128,595)
Net loss per share - basic and diluted $ (2.76) $ (3.30)
Weighted average number of shares outstanding - bas ic
and diluted 38,992,893 38,994,357

Comprehensive Loss:
Net loss $ (107,556) $ (128,595)

Other comprehensive loss:
Unrealized loss on available-for-sale securities

Other comprehensive income: (146,456) (282,611)
Reclassification adjustment for realized
losses included

in net income 113,130 144,304
Other comprehensive loss (33,326) (138,307)
Comprehensive loss $ (140,882) $ (266,902)

Interest Income and Average Earning Asset Yieldn&& average earning assets of $1.8 billion foigtieter ended September 30, 2008. Our
interest income was $23.5 million for the quarteded September 30, 2008. The yield on our portfohs 5.35% for the quarter ended
September 30, 2008. We had average earning assktts/dvillion for the nine months ending Septem®@yr2008. Our interest income for

this nine month period was $81.6 million. The yieldour portfolio was 6.03% for this nine monthipér
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Interest Expense and the Cost of Funds Our lasggminse is the cost of borrowed funds. We had gedrarrowed funds of $1.3 billion and
total interest expense of $15.5 million for the jeaended September 30, 2008. Our average chshdé was 4.64% for the quarter ended
September 30, 2008. We had average borrowed furgls4 billion, total interest expense of $49.6lioil, and our average cost of funds was
4.82% for the nine months ending September 30,.2008

The table below shows our average borrowed fundsasarage cost of funds as compared to averagenonéi and average six-month
LIBOR for the quarters ended September 30, 2008 30, 2008, March 31, 2008, and the period commgritovember 21, 2007
(inception) and ending December 31, 2007.

Average Cost of Funds
(Ratios have been annualized, dollars in thousands)

Average

One-Month
LIBOR Avera ge Average
Relative Co st Cost of
to ofFu nds  Funds
Average Average Average Relati ve to Relative to
Average Average One- Six- Six-  Aver age Average
Borrowed | nterest Cost of Month Month Month  One-M onth Six-Month
Funds Expense Funds LIBOR LIBOR LIBOR LIB OR LIBOR
For the quarter ended
September 30, 2008 $1,339,531 $15,543 4.64% 2.62% 3.19% (0.57%) 2.02% 1.45%
For the quarter ended
June 30, 2008 $1,449,567 $20,025 5.53% 2.59% 2.93% (0.34%) 2.94% 2.60%
For the quarter ended
March 31, 2008 $1,325,156 $14,022 4.23% 3.31% 3.18% 0.13% 0.92% 1.05%
For the period ended
December 31, 2007 $270,584 $415 5.08% 4.98% 4.84% 0.14% 0.10% 0.24%

Net Interest Incom

Our net interest income, which equals interestrimedess interest expense, totaled $7.9 millioriferquarter ended September 30, 2008. Our
net interest spread, which equals the yield oraeerage assets for the period less the averagefcstds for the period, was 0.71% for the
quarter ended September 30, 2008. Our net interemne totaled $32.0 million for the nine monthsleth September 30, 2008. Our net
interest spread for this nine month period was%.21

The table below shows our average assets heldljitdeest 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 quarters ended
September 30, 2008, June 30, 2008, March 31, 20@Bthe period commencing November 21, 2007 anshgri@ecember 31, 2007.
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Net Interest Income
(Ratios have been annualized, dollars in thousands)

Yield on
Average  Average Net
Average Interest Interest Balance of Average Net Interest
Earning Earned Earning Repurchase Interest Costof | nterest Rate
Assets Held on Assets Assets  Agreements Expense Funds | ncome Spread
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
For the Period $399,736  $3,492 7.02% $270,584 $415 5.08% $3,077 1.94%
ended December 31,
2007

Gains and Losses on Sales of Assets and Interést3Raps During the quarter ended September 3@, 289sold assets with a carrying
value of $432.6 million in AAA-rated non-Agency RMBBand terminated $983.4 million in interest ratessy which resulted in net realized
losses of approximately $113.1 million and $10.8iam, respectively.

Management Fee and General and Administrative EsgeWe paid FIDAC a base management fee of $1libmnibr the quarter ended
September 30, 2008. We did not pay an incentivédiethe quarter ended September 30, 2008. WeRBAC a base management fee of
$6.1 million for the nine months ended Septembe2B08 and did not pay it an incentive fee for thiree month period.

General and administrative (or G&A) expenses wa&3%housand for the quarter ended September 8@ &8d $4.0 million for the nine
months ended September 30, 2008.

Total expenses as a percentage of average totdbassre 0.46% for the quarter ended Septemb&08®B and were 0.75% for the nine
months ended September 30, 2008.

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 assemvanage equity for the quarters
ended September 30, 2008, June 30, 2008, Marc2088, and the period commencing November 21, 2é6@7ading December 31, 2007.

Management Fee and G&A Expenses and Operating EgfReatios (Ratios have been annualized, dollatsomsands)

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 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%
For the Period Commencing November 21, $1,822 1.55% 3.05%

2007 and Ending December 31, 2007
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Net Income/Loss and Return on Average Equity Otitass was $107.6 million for the quarter endedt&maper 30, 2008, and $128.6 milli
for the nine months ended September 30, 2008. Wibude the losses incurred during the nine moetided September 30, 2008 to realized
losses on sales of investments and terminationgerest rate swaps. The table below shows ouinteest income, gain (loss) on sale of
assets, unrealized gains (loss) on interest raapswiotal expenses, income tax, each as a pegeentaverage equity, and the return on
average equity for the quarters ended Septemb&088, June 30, 2008 and March 31, 2008, and thiedoeommencing November 21, 20
and ending December 31, 2007.

Comp onents of Return on Average Equity
( Ratios have been annualized)
N et Gain/(Loss) Unrealized
Inte rest on Sale of Gain/(Loss) on Total
Inc ome/ Investments Interest Rate  Expenses/ Income Return on
Ave rage /Average Swaps/Average Average Tax/Average Average
Equ ity Equity Equity Equity Equity Equity
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%)

For the Period Commencing November 21, 2007
and Ending December 31, 2007 5.16% - (6.97%) (3.05%) (0.01%) (4.87%)

Liquidity and Capital Resources
We held cash and cash equivalents of approxim&&B million at September 30, 2008.

Our operating activities used net cash of approteéiga3.2 million for the quarter ended Septeml®rZ)08. We generated net cash of
approximately $12.4 million from operations for thi@e months ended September 30, 2008.

Our investing activities provided net cash of $Z58illion for the quarter ended September 30, 2608, used net cash of $845 million for
the nine months ended September 30, 2008. We hsethsh provided by our repurchase financing diets/primarily for the purchase of
investments.

Our financing activities as of September 30, 2088scsted of proceeds from repurchase agreementexppéet to continue to borrow funds
the form of repurchase agreements as well as tthes of financing. As of September 30, 2008, we $%19.7 million outstanding under our
repurchase agreement with Annaly collateralizedilnyyRMBS with weighted average borrowing rates.8886 and weighted average
remaining maturities of 1 day. The RMBS pledgedakateral under these repurchase agreements hestiamated fair value of $736.8
million at September 30, 2008. The interest raféhese repurchase agreements are generally indexbd one-month LIBOR rate and
reprice accordingly. The terms of the repurchaaestiction borrowings under our master repurchaseagents generally conform to the
terms in the standard master repurchase agreemenbéished by the Securities Industry and Finamdarkets Association, or SIFMA, as to
repayment, margin requirements and the segregatialh securities we have initially sold under tlepurchase transaction. In addition, each
lender typically requires that we include suppletakterms and conditions to the standard mastemrcbpse agreement. Typical suppleme
terms and conditions include changes to the mamgimtenance requirements, required haircuts, anthpse price maintenance
requirements, requirements that all controversiésed to the repurchase agreement be litigatadoerticular jurisdiction and cross default
provisions. These provisions will differ for eachowr lenders and will not be determined until weyage in a specific repurchase transaction.
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At September 30, 2008, June 30, 2008 and MarcB@18, the repurchase agreements for RMBS had Hosvfng remaining maturities:

September 30 , 2008 June 30, 2008 March 31, 2008
(dollars in thousands)
Within 30 days $619,657 $539,603 $598, 168
30 to 59 days - 344,972 384, 964
60 to 89 days - - -
90 to 119 days - 24,514 -
Greater than or equal to 120 days - - 24, 514
Total $619,657 $909,089 $1,007, 646

We had entered into two master repurchase agresrparguant to which we financed mortgage loanstéffeinated these agreements du
the quarter in order to avoid paying non-usage feeer those agreements. One agreement was a 308 rending facility of which $200
million was on an uncommitted basis. The secondegent was a $350 million committed lending fagilit

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 repurchaseagrents will be funded primarily through
the rollover/reissuance of repurchase agreemeudtsnamthly principal and interest payments receimedur mortgage-backed securities.

For our short-term (one year or less) and long-tégmidity, which includes investing and complianegéh 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 #ie ef securities as well as any primary securitigsrings 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 stockholdeis pay general corporate expenses. However, agaserin prepayment rates substantially
above our expectations could cause a temporarigditgshortfall due to the timing of the necessargrgin calls on the financing
arrangements and the actual receipt of the caateceto principal paydowns. If our cash resourcesatany 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 favan their carrying value would result in losaesl reduced income.

Our ability to meet our longerm (greater than one year) liquidity and cap#aburce requirements will be subject to obtairidditional 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 d¢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.
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We are not required by our investment guidelinem#intain any specific debt-to-equity ratio as vedidve the appropriate leverage for the
particular assets we are financing depends onrdwtauality and risk of those assets. However,repurchase agreements for whole loans
require us to maintain certain debt-to-equity tidt September 30, 2008, our total debt was apprately $1.1 billion which represented a
debt-to-equity ratio of approximately 4.6:1.

Stockholders' Equity

During the quarter ended September 30, 2008, wWamecdividends to common shareholders totalin@ $dllion, or $0.16 per share, all of
which was paid on October 31, 2008.

Management Agreement and Related Party Transactions

We have entered into a management agreement WitA@| pursuant to which FIDAC is entitled to rece&dase management fee, incentive
compensation and, in certain circumstances, a tation fee and reimbursement of certain expensdsssibed in the management
agreement. Such fees and expenses do not haveafixkdeterminable payments. The base managemeistdagable quarterly in arrears in
an amount equal to 1.75% per annum, calculatedeylgrof our stockholders' equity (as definedhia thanagement agreement). On October
13, 2008, we and FIDAC amended the managementragredo reduce the base management fee from 1. €6%npum to 1.50% per annt

of our stockholders' equity and provide that treemtive fees may be paid in cash or shares of tmep@ny's common stock, at the election of
the Company's board of directors. On October 1082@e and FIDAC further amended the managemeeeagent to provide that the
incentive fee be eliminated in its entirety and RiDreceive only the base management fee of 1.50%maum of our stockholders' equity.
FIDAC uses the proceeds from its management fparinto pay compensation to its officers and emgdsywho, notwithstanding that certain
of them also are our officers, receive no cash @msation directly from us. The base managemenwilebe reduced, but not below zero, by
our proportionate share of any CDO base managef@ent-IDAC receives in connection with the CDOwhiich we invest, based on the
percentage of equity we hold in such CDOs. We exjweenter into certain contracts that contain @eia of indemnification obligations,
principally with FIDAC, brokers and counterpartiesrepurchase agreements. The maximum potentiaiefytayment amount we could be
required to pay under these indemnification oblayet is unlimited. Management fees accrued andipayar the quarter ending September
30, 2008 are $1.7 million. Management fees accfoethe nine months ended September 30, 2008 wedergillion.

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. Agmiéiber 30, 2008, we had $619.7 million outstamdinder the agreement with a
weighted average borrowing rate of 8.38%.

Restricted Stock Grants

During the quarter ended September 30, 2008, 350afes of restricted stock we had awarded to amdder's employees vested and 6,957
shares were forfeited or cancelled. We did nottgaay incentive awards during the quarter endede®eper 30, 2008. For the nine months
ended September 30, 2008, 108,675 shares vestekB&®D shares were forfeited.

At September 30, 2008 there are approximately Billibn unvested shares of restricted stock issoesmployees of FIDAC. For the three
months ended September 30, 2008, compensation & pEss general and administrative costs associdtiedhe amortization of the fair
value of the restricted stock totaled $254 thous&id the nine months ended September 30, 2008 @asation expense less general and
administrative costs associated with the amortimatif the fair value of the restricted stock toia®d..3 million.
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Contractual Obligations and Commitments
The following table summarizes our contractual gétions at September 30, 2008.

(dollars in thousands)

Greater
Than or
Within One  One to Threeto Equalto

Contractual Obligations Year  Three Years Five Years Five Years Total
Repurchase agreements for RMBS $619,657 $- $- $- $619,657
Securitized debt 78,185 1 42,964 118,807 183,284 523,240
Interest expense on RMBS
repurchase agreements(1)
Interest expense on securitized
debt(1) 29,220 49,708 33,740 255,887 368,555
Total $727,062 $1 92,672 $152,547 $439,171 $1,511,452

(1) Interest is based on variable rates in effeaifeéSeptember 30, 2008.
Off-Balance Sheet Arrangements

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 established for the purpose of facilitating offdrade sheet arrangements or other
contractually narrow or limited purposes. Furthveg,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 engagediich relationships.

Dividends

To qualify as a REIT, we must pay annual dividetedsur stockholders of at least 90% of our taxafdeme, determined without regard to
the deduction for dividends paid and excluding aet/capital gains. We intend to pay regular quirgiwidends to our stockholders. Before
we pay any dividend, whether for U.S. federal inedax 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.

Inflation

Virtually all of our assets and liabilities areeéntst rate sensitive in nature. As a result, istawges and other factors influence our
performance far more so than does inflation. Chaigénterest rates do not necessarily correlatk inflation rates or changes in inflation
rates. Our financial statements are prepared iordaoce with GAAP and our distributions will be elehined by our board of directors
consistent with our obligation to distribute to atiockholders at least 90% of our REIT taxable ine®n an annual basis in order to maintain
our REIT qualification; in each case, our activstand balance sheet are measured with referetistéoical 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, prepaymék, market 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 fystaking those risks and to maintain capital lsvansistent with the risks we undertake.
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Credit Risk

We are subject to credit risk in connection with mvestments and face more credit risk on assetswn which are rated below "AAA". The
credit risk related to these investments pertairthé ability and willingness of the borrowers aypwhich 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 will use a comprehensive credit Bwiprocess. 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 third party dukgéince firms to perform an independent underwgitieview to insure compliance with
existing guidelines. FIDAC selects loans for revignedicated on risk-based criteria such as loavatoe, borrower's credit score(s) and loan
size. FIDAC also outsources underwriting serviceetview higher risk loans, either due to borroaredit profiles or collateral valuation
issues. In addition to statistical sampling techei] FIDAC creates adverse credit and valuatiorpsnwhich we individually review.
FIDAC rejects loans that fail to conform to ourrstards. FIDAC accepts only those loans which maeuaderwriting criteria. Once we own
a loan, FIDAC's surveillance process includes omgi@inalysis through our proprietary data warehaumskservicer files. Additionally, the
non-Agency RMBS and other ABS which we will acquive our portfolio are reviewed by FIDAC to enstinat they satisfy our risk based
criteria. FIDAC's review of non-Agency RMBS and ettABS includes utilizing its proprietary portfollmanagement system. FIDAC's
review of non-Agency RMBS and other ABS is basedjoantitative and qualitative analysis of the r@&lusted returns on non-Agency
RMBS 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 Ipelyour control. We are subject to interest ratie insconnection with our investments and
related debt obligations, which are generally repase agreements, warehouse facilities, secuiitizatommercial 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, ofedihces between the income from our investmerdanborrowing costs. Most of our
warehouse facilities and repurchase agreementsderéimancing based on a floating rate of intecedtulated on a fixed spread over LIBOR.
The fixed spread varies depending on the type dérying asset which collateralizes the financiagcordingly, 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 rates, blorrowing costs associated with our investmesntd tc
increase while the income earned on our fixed @serate investments may remain substantially umgénd 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 andtresaredit losses to us, which could adversefeefour liquidity and operating results. Such
delinquencies or defaults could also have an adwffect on the spread between interest-earnirggsaasd interest-bearing liabilities.
Hedging techniques are partly based on assumels lefvprepayments of our fixed-rate and hybrid atfjblerate 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 mayndemay cause losses on such transactions. Heslgatggies involving the use of
derivative securities are highly complex and maydpice volatile returns.
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Interest Rate Effects on Fair Value

Another component of interest rate risk is 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 incre@s 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 calcdiatgion using various financial models and
empirical data. Different models and methodologi@s produce different duration numbers for the saeaarities.

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, thiawdy in the fair value of our assets could iease significantly when interest rates change
beyond 100 basis points. In addition, other facimoisact the fair value of our interest raensitive investments and hedging instruments,
as the shape of the yield curve, market expecta#srio future interest rate changes and otheranedkditions. 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 loadsRMBS. These are mortgages or RMBS in which thidedging 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 pard to our financing agreements will not be sufdiesimilar restrictions. Therefore, in a
period of increasing interest rates, interest catts on our borrowings could increase withouttition by caps, while the interest-rate yields
on our adjustable-rate mortgage loans and RMBS aveiiiectively be limited. This problem will be mafied to the extent we acquire
adjustable-rate RMBS that are not based on mortgapéch are fully indexed. In addition, the mortgagr the underlying mortgages in an
RMBS may be subject to periodic payment caps #silt in some portion of the interest being defitard added to the principal
outstanding. This could result in our receipt asleash income on our adjustable-rate mortgage$/&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 witirdawings that, after the effect of
hedging, have interest rates based on indicesemiting terms similar to, but of somewhat shont@turities than, the interest rate indices
and repricing terms of the mortgages and RMBS. Timusiost cases the interest rate indices andaiagrterms 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 financialdibon, cash flows and results of operations. Tiigate interest rate mismatches, we r
utilize the hedging strategies discussed above aDalysis of risks is based on FIDAC's experieastmates, 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 prodstdts that differ significantly from the estima#nd assumptions used in our models
and the projected results shown in this Form 10-Q.
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Our profitability and the value of our portfolion@luding interest rate swaps) may be adverselyetteduring any period as a result of
changing interest rates. The following table gfatithe potential changes in net interest incqmetfolio value should interest rates go uj
down 25, 50, and 75 basis points, assuming thd giglves of the rate shocks will be parallel toheather and the current yield curve. All
changes in income and value are measured as pageectianges from the projected net interest ina@mdeportfolio value at the base interest
rate scenario. The base interest rate scenarionassimterest rates at September 30, 2008 and sag&timates regarding prepayment and all
activities are made at each level of rate shocku#@aesults could differ significantly from thesstimates.

Project ed Percentage Change in Projected Percentag e Change in
Change in Interest Rate N et Interest Income Portfolio V alue

-75 Basis Points (6.88%) 0.70%
-50 Basis Points (5.02%) 0.52%
-25 Basis Points (3.14%) 0.32%
Base Interest Rate

+25 Basis Points 1.44% (0.14%)
+50 Basis Points 2.62% (0.40%)
+75 Basis Points 3.81% (0.68%)

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 suclsinwents are accreted into interest income. In gérem 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 lacanRMBS 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 environtiemlife of the fixed-rate portion of the reldtassets could extend beyond the term of the
swap agreement or other hedging instrument. Thitddewave a negative impact on our results from af@ns, 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 adequat@iiguwhich 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 primadilie to changes in interest rates and other fadB@serally, in a rising interest rate
environment, the estimated fair value of these esiwould be expected to decrease; converselg,decreasing interest rate environment,
the estimated fair value of these securities wbel@xpected to increase. As market volatility iases or liquidity decreases, the fair value of
our investments may be adversely impacted. If veeuaable to readily obtain independent pricingalidate our estimated fair value of
securities in the portfolio, the fair value gaindasses recorded in other comprehensive incomebaadversely affected.
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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, national, regibaad local economic conditions (which
may be adversely affected by industry slowdownsathdr factors); local real estate conditions (saglan oversupply of housing); change
continued weakness in specific industry segmetsstcuction quality, age and design; demographdtofa; and retroactive changes to
building or similar codes. In addition, decreaseprioperty values reduce the value of the collhtard the potential proceeds available to a
borrower to repay our loans, which could also caissto 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 debistghe effects of major interest rate changesgéfeerally seek to manage our risk by:

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

o0 attempting to structure our financing agreemémtsave a range of different maturities, terms, dizxations and interest rate adjustment
periods;

o0 using derivatives, financial futures, swaps, @i caps, floors and forward sales to adjustrttexest rate sensitivity of our MBS 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 pedbtime in contrast to short term financing and unity dates of the investments included in
the securitization; and

o actively managing, on an aggregate basis, tleegst rate indices, interest rate adjustment pgyriaad gross reset margins of our investn
and the interest rate indices and adjustment pewddur 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 betwasterest-earning assets and interest-bearing iliglsilmaturing or repricing within a given
time period. A gap is considered positive whenahmount 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/éend to adversely affect net interest incomeijevé 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 instibut were perfectly matched in each maturity catggor
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The following table sets forth the estimated m&yui repricing of our interest-earning assets iaterest-bearing liabilities at September 30,
2008. The amounts of assets and liabilities shovtiminwva particular period were determined in acemak with the contractual terms of the
assets and liabilities, except adjustable-ratedpand securities are included in the period incvitheir interest rates are first scheduled to
adjust and not in the period in which they maturé does include the effect of the interest ratepgswa@he interest rate sensitivity of our as
and liabilities in the table could vary substamidfl based on actual prepayment experience.

Wi thin 3 1Yearto3 Greater than
M onths 3-12 Months Years 3 Year s Total

(dollars in thousands)

Rate sensitive assets $ 47,191 $ -$ 139,737 $ 1,30 7,968 $ 1,494,896
Cash equivalents 6,167 - 6,167
Total rate sensitive assets 53,358 - 139,737 1,30 7,968 1,501,063
Rate sensitive liabilities, with the effect

of swaps 619,657 - - 52 3,241 1,142,898
Interest rate sensitivity gap $ (566,299) $ -$ 139,737 $ 78 4,727 $ 358,165
Cumulative rate sensitivity gap $ (566,299) $ (566,299) $ (426,562) $ 35 8,165

Cumulative interest rate sensitivity gap as
a percentage of total rate-sensitive
assets ( 38%) (38%) (28%) 24%

Our analysis of risks is based on FIDAC's expegerstimates, models and assumptions. These asnagfgon 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 subsielais made known to our management, includingGi® and CFO, as appropriate to
allow timely decisions regarding required discl@sand (2) were effective in providing reasonabiueance 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.
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Changes in Internal Controls

There have been no changes in our "internal coatret financial reporting” (as defined in Rule 18&{) under the Securities Exchange Act)
that occurred during the period covered by thistguly report that has materially affected, ordagonably likely to materially affect, our
internal control over financial reporting.

PART Il. OTHER INFORMATION
Item. 1. LEGAL PROCEEDINGS

From time to time, we may be involved in variousiitls 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 imstreport, you should carefully consider the festdiscussed in Part I, "Item 1A. Risk Facti
in our Annual Report on Form 10-K for the year eh@&=cember 31, 2007, which could materially affaat business, financial condition or
future results. The information presented belowatgsl and should be read in conjunction with thefastors and information disclosed in
that Form 10-K.

DIFFICULT CONDITIONS IN THE FINANCIAL MARKETS AND THE ECONOMY GENERALLY, HAVE CAUSED US AND MAY
CONTINUE TO CAUSE US MARKET LOSSES RELATED TO OURCHDINGS, AND WE DO NOT EXPECT THESE CONDITIONS
TO IMPROVE IN THE NEAR FUTURE.

Our results of operations are materially affectgddnditions in the mortgage market, the finanmiarkets and the economy generally.
Recently, concerns over inflation, energy costepgétical issues, the availability and cost ofditethe mortgage market and a declining real
estate market have contributed to increased vityadihd diminished expectations for the economy iewadkets going forward. The mortgage
market, including the market for prime and Alt-Aafts, has been severely affected by changes ienllin landscape and there is no
assurance that these conditions have stabilizéthbthey will not worsen. The severity of the lidjty limitation was largely unanticipated |
the markets. For now (and for the foreseeable é)farccess to mortgages has been substantiallgdimivhile the limitation on financing w
initially in the sub-prime mortgage market, theuiidjty issues have now also affected prime andAAtten-Agency lending, with mortgage
rates remaining much higher than previously avélabrecent periods and many product types beinvgrely curtailed. This has an impac
new demand for homes, which will compress the homeership rates and weigh heavily on future honieegrerformance. There is a strong
correlation between home price growth rates andgage loan delinquencies. The market deteriordtamcaused us to expect increased
losses related to our holdings and to sell assetdoss.

Although as of and for the quarter ended Septerdde2008 we sold assets with a carrying value 82%Imillion in AAA-rated non-Agency
RMBS for a loss of approximately $113.1 million aedminated $983.4 million in notional interesteratvaps for a loss of approximately
$10.5 million, which together resulted in a netlieel loss of approximately $123.6 million. Furtldeclines in the market values of our
investments may adversely affect periodic reporésdlts and credit availability, which may redueenéngs and, in turn, cash available for
distribution to our stockholders.

A substantial portion of our assets are classiiie@ccounting purposes as "available-for-sale" @amiied at fair value. Changes in the fair
values of those assets are directly charged oitecketb other comprehensive income. As a resudedine in values may reduce the book
value of our assets. Moreover, if the decline ilugaf an available-fosale security is other than temporary, such dedlifigeduce earning
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All of our repurchase agreements and interestsatg agreements are subject to bilateral margia icathe event that the collateral securing
our obligations under those facilities exceedsamsdnot meet our collateralization requirements.anayze the sufficiency of our
collateralization daily, and as of September 3@&®n a net basis, the fair value of the colldténaluding restricted cash, securing our
obligations under repurchase agreements and ihtatesswaps, exceeded the amount of such obligabiy approximately $130.8 million.
During the nine months ended June 30, 2008, dtleetdeterioration in the market value of our assetsreceived and met margin calls un
our repurchase agreements, which resulted in dairobg additional funding from third parties, inding from Annaly, and taking other st
to increase our liquidity. Additionally, the distigns during the nine months ended September 38 B&sulted in us not being in complial
with the net income covenant in one of our wholmloepurchase agreements and the liquidity covemauoiur other whole loan repurchase
agreement at a time during which we had no amaurtstanding under those facilities. We amendecketieesenants, and on July 29, 2008,
we terminated those facilities to avoid paying nmage fees. Should we receive additional margis,a&é may not be able to amend the
restrictive covenants or obtain other funding. & were unable to post additional collateral, we idnave to sell the assets at a time whet
might not otherwise choose to do so and such sadgsbe at a loss. A reduction in credit availablymeduce our earnings and, in turn, cash
available to us for distribution to stockholders.

Dramatic declines in the housing market, with fejlhome prices and increasing foreclosures and plegment, have resulted in significant
asset write-downs by financial institutions, whitdve caused many financial institutions to seektiatal capital, to merge with other
institutions and, in some cases, to fail. In additiwe rely on the availability of financing to ade residential mortgage loans, real estate-
related securities and real estate loans on adgedrbasis. Institutions from which we will seelobtain financing may have owned or
financed residential mortgage loans, real estd&te securities and real estate loans, which Hegéned in value and caused them to suffer
losses as a result of the recent downturn in thideatial mortgage market. Many lenders and irtgtibal investors have reduced and, in st
cases, ceased to provide funding to borrowersydnag) other financial institutions. If these coinalits persist, these institutions may become
insolvent or tighten their lending standards, wtdolild make it more difficult for us to obtain fimeing on favorable terms or at all. Our
profitability may be adversely affected if we arable to obtain cost-effective financing for ouwvéstments.

A SIGNIFICANT PORTION OF OUR FINANCING IS FROM ANNA LY WHICH IS A SIGNIFICANT SHAREHOLDER OF OURS
AND WHICH OWNS OUR MANAGER.

Our ability to fund our investments on a leverabadis depends to a large extent upon our abiliseture warehouse, repurchase, credit,
and/or commercial paper financing on acceptablagemhe current dislocation in the non-Agency magtgsector has made it difficult for us
to obtain short-term financing on favorable terss.a result, we have completed loan securitizatiomsder to obtain long-term financing
and terminated our un-utilized whole loan repurehagreements in order to avoid paying non-usageufieder those agreements. In addition,
we have entered into a RMBS repurchase agreeménfAnnaly. This agreement contains customary repasions, warranties and
covenants contained in such agreements. As of Sé&ete30, 2008, we had approximately $620.0 milboitstanding under this agreement,
which constitutes approximately 56% of our totabficing. Our RMBS repurchase agreement with Anisalglled daily at market rates,
bears interest at LIBOR plus 150 basis points,iasgcured by the RMBS pledged under the agreeMénto not expect to increase
significantly the amount of securities pledged tmAly or significantly increase or decrease the$uwe borrow from Annaly. We cannot
assure you that Annaly will continue to providewith such financing. If Annaly does not providewish financing, we cannot assure you
that we will be able to replace such financing, e are not able to replace this financing, weld be forced to sell our assets at an
inopportune time when prices are depressed.

THE LACK OF LIQUIDITY IN OUR INVESTMENTS MAY ADVERS ELY AFFECT OUR BUSINESS, INCLUDING OUR
ABILITY TO VALUE AND SELL OUR ASSETS.

We have invested and may continue to invest inrgesior other instruments that are not liquid.rigtaver, turbulent market conditions, such
as those currently in effect, could significanthydanegatively impact the liquidity of our assetsnhy be difficult or impossible to obtain third
party pricing on the investments we purchase.ditignvestments typically experience greater pvickatility, as a ready market does not e;
and can be more difficult to value. In additionlidating third party pricing for illiquid investmés may be more subjective than more liquid
investments. The illiquidity of our investments nragke it difficult for us to sell such investmeiftthe need or desire arises. In addition, if
we are required to liquidate all or a portion of portfolio quickly, we may realize significantlgds than the value at which we have
previously recorded our investments. As a result,ability to vary our portfolio in response to cig@s in economic and other conditions may
be relatively limited, which could adversely affectr results of operations and financial condition.
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THERE CAN BE NO ASSURANCE THAT THE ACTIONS OF THE.8. GOVERNMENT, FEDERAL RESERVE AND OTHER
GOVERNMENTAL AND REGULATORY BODIES FOR THE PURPOSEF STABILIZING THE FINANCIAL MARKETS, OR
MARKET RESPONSE TO THOSE ACTIONS, WILL ACHIEVE THINTENDED EFFECT, OUR BUSINESS MAY NOT BENEFIT
FROM THESE ACTIONS AND FURTHER GOVERNMENT OR MARKEDEVELOPMENTS COULD ADVERSELY IMPACT US.

In response to the financial issues affecting #reking system and financial markets and going aontteeats to investment banks and other
financial institutions, the Emergency Economic 8izdtion Act of 2008, or EESA, was recently enact€he EESA provides the U.S.
Secretary of the Treasury with the authority t@bksh a Troubled Asset Relief Program, or TARRyuechase from financial institutions up
to $700 billion of residential or commercial morgga and any securities, obligations, or otherumsénts that are based on or related to such
mortgages, that in each case was originated oedssn or before March 14, 2008, as well as anyrdthancial 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 finams&aket 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.

There can be no assurance that the EESA will hdeneficial impact on the financial markets, inéghgdcurrent extreme levels of volatility.
To the extent the market does not respond favortakilye TARP or the TARP does not function as ide&) our business may not receive the
anticipated positive impact from the legislatiom.addition, the U.S. Government, Federal Reserdeostmer governmental and regulatory
bodies have taken or are considering taking otbores to address the financial crisis. We canmedigt whether or when such actions may
occur or what impact, if any, such actions couldehan our business, results of operations and ¢iahnondition.

OUR INVESTMENTS IN SUBORDINATED RMBS ARE GENERALLYN THE "FIRST LOSS" POSITION AND OUR INVESTMENTS
IN THE MEZZANINE RMBS ARE GENERALLY IN THE "SECONDLOSS" POSITION AND THEREFORE SUBJECT TO LOSSES.

In general, losses on a mortgage loan includedsicaritization will be borne first by the equitglter of the issuing trust, and then by the
"first loss" subordinated security holder and thgrthe "second loss" mezzanine holder. In the epkdéfault and the exhaustion of any
classes of securities junior to those in which meest and there is any further loss, we will noabke to recover all of our investment in the
securities we purchase. In addition, if the undegymortgage portfolio has been overvalued by tiigirmator, or if the values subsequently
decline and, as a result, less collateral is abiglo satisfy interest and principal payments diu¢he related RMBS, the securities in which
we invest may effectively become the "first lossespion behind the more senior securities, whicly negult in significant losses to us. The
prices of lower credit quality securities are gaflgrless sensitive to interest rate changes tharerighly rated investments, but more
sensitive to adverse economic downturns or indefidssuer developments. A projection of an econatoignturn, for example, could caus
decline in the price of lower credit quality seties because the ability of obligors of mortgagedearlying RMBS to make principal and
interest payments may be impaired. In such eveirttieg credit support in the securitization sturetmay be insufficient to protect us aga
loss of our principal on these securities.

Item 6. EXHIBITS
Exhibits:
The exhibits required by this item are set forththoa Exhibit Index attached hereto
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EXHIBIT INDEX

Exhibit Description

Number

3.1 Articles of Amendment and Restatement
3.1 to the Company's Registration Sta
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the Company's Registration Statement
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4.1 Specimen Common Stock Certificate of
to the Company's Registration Stateme
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10.1 Form of Management Agreement between
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10.2 Form of Amendment No. 1 to the Manage
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October 14, 2008 and incorporated her
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10.6+ Form of Stock Option Grant (filed as
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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
Novenber 10, 2008

By: [/s/ A Al exandra Denahan

A. Al exandra Denahan

Chief Financial Oficer (Principal Financial Oficer)
Noverber 10, 2008
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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, nigadisg 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, amgtfe@ 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 proceauresused such disclosure controls and procedoes 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 financiglorting, or caused such internal control over feiahreporting to be designed under our
supervision, to provide reasonable assurance rieggitie reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generallygiedeaccounting principles;

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

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

5. The registrant's other certifying officer anablve disclosed, based on our most recent evaluatiioiiernal 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 weakses in the design or operation of internal costookr financial reporting which are
reasonably likely to adversely affect the regigtsaability to record, process, summarize and rtefraincial information; and
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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: Novenber 10, 2008
/sl Matthew Lanbi ase

Mat t hew Lanbi ase
Chi ef Executive O ficer and President (Principal
Executive O ficer)
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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, nigadisg 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, amgtfe@ 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 proceauresused such disclosure controls and procedoes 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 financiglorting, or caused such internal control over feiahreporting to be designed under our
supervision, to provide reasonable assurance rieggitie reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generallygiedeaccounting principles;

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

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

5. The registrant's other certifying officer anablve disclosed, based on our most recent evaluatiioiiernal 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 weakses in the design or operation of internal costookr financial reporting which are
reasonably likely to adversely affect the regigtsaability to record, process, summarize and rtefraincial information; and
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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: Novenber 10, 2008
/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 "Comparfgl'the period ended September
2008 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@D6R, 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 coveyethe Report.

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

/sl Matthew Lanbi ase

Mat t hew Lanbi ase
Chi ef Executive Oficer and President
Novenber 10, 2008
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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 "Comparigt'the period ended September
2008 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 Companytifsepursuant to Section 906 of the Sarbanes-ORletyof 2002, 18 U.S.C. Section 1350,
that:

1. The Report fully complies with the requiremeaft$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 coMeyethe Report. It is not intended that thisestagnt be deemed to be filed for purposes of
the Securities Exchange Act of 1934.

/sl A. Al exandra Denahan

A. Al exandra Denahan
Chi ef Financial Oficer
Novenber 10, 2008
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